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D -5 55,881,013 Preferred Shares —0 @

BancoDaycoval
BANCO DAYCOVAL S.A. S0

Offer Price; R$17.00 per Preferred Share >

—

We, Banco Daycoval S.A., and the sclling sharcholders, Morris Dayan, Salim Dayan amgurloﬁloc

Dayan, are offering a total of 35881013 of our preferred shares to the public in Brazil. to i@@lio@invc.' rs
in the United States and to institutional and other investors elsewhere. :.:_" — M

3.
| HdV &f0:

A7303Y

We and the sclling sharcholders have applied for registration of this offering with the B%gliunéccurilics
Commission (Comissdo de Vaulores Mobilidrios). or CYM. Our preferred shares will be Iisl&iﬁn the Level |
scgment of the Sdo Paulo Stock Exchange (Bolsa de Valores de Sdo Paule), under the symbol™DAYC4.” The
1SIN number for our preferred shares is BRADYCACNPR?2. The initial offering price for our preferred shares is
RS17.00. Neither the CVM. the United States Securities and Exchange Commission nor any other regulatory
autherity has approved or disapproved the preferred shares offered hereby or passed upon or endorsed the merits
of this offering or the accuracy or adequacy of this offering memorandum (or the Portuguese language prospectus
used in connection with the offering of our preferred shares in Brazil).

The selling shareholders have granted Banco UBS Pactual S.A. an oplion, exercisable by joint decision ol
the underwriters, to place up to an additional 8,382,151 preferred shares at the offering price. representing 15.0%
of the preferred shares ininally offered hereby. to cover over-allotments, if any, for a period of up 1o 30 days
from the first trading day of the preferred shares.

The capital increase in connection with the primary offering of our preferred shares is subject to approval by
the Central Bank of Brazil (Banco Central do Brayil), or the Central Bank. I this approval is not obtained prior
1o the closing of this offering. we will deliver to investors units. each representing one preferred share and six
subscription receipts. Upon the approval of our capital increase by the Central Bank, the units will be split and
each of our subscription receipts will be redeemed and exchanged for one preferred share. See “The Offering™ on
page 7 and “Risk Factors—If the Central Bank docs not approve our capital increase in the primary offering on a
timely basis, we will offer units instead of preferred shares™ on page 22,

The offer and sale of our preferred shares has not been and wil!l not be registered under the U.S. Securities
Act of 1933, as amended (which we refer to as the Securities Act) or under any U.S. state sceuritics laws,
Accordingly, our preferred shares are being offered in the United States only to qualified institutional buyers as
defined in Rule 144A under the Securities Act, pursuant to exemptions from registration under the Securities Act
and outside the United States in accordance with Regulation S under the Securitics Act. Sec “Transier
Restrictions™ on page 150 for a description of restrictions on transfers of our preferred shares.

Investors residing outside Brazil, including institutional investors, may purchase our preferred shares
if they comply with the registration requirements of CVM Instruction No. 325, dated January 27, 200,
and Resolution No. 2,689, dated January 26, 2000, of the Brazilian National Monetary Council (Conselho
Monetdrio Nacional), as amended.

Investing in our preferred shares involves risks. See “Risk Factors” heginning on page 13 for a
discussion of certain factors you should consider before investing in our preferred shares.

Puyment for our preterred shares must be made in reais through the Brazilian Settlement and Custodial
Company (Companhia Brasileira de Liguidagdo ¢ Custodia), or CBLC. It is expected that our preferred shares
will be delivered through the CBLC on or about July 3, 2007. See “Market Information.™

Joint Global Coordinators und Bookrunners
Goldman, Sachs & Co. UBS Investment Bank
Co-managers
ABN AMRO Bulltick, LL.C Espirito Santo Investment

The date of this offering memorandum is June 26, 2007.
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In this offering memorandum, unless the context requires otherwise, references to (i) “we,” “our,” “us,” the
“Company” and “Daycoval™ are to Banco Daycoval S.A., a corporation (sociedade andnima) organized under the
{aws of Brazil. and its consolidated subsidiaries; (ii) our “selling shareholders™ are to Morris Dayan, Salim Sayan
and Carlos Moche Dayan, collectively; and (iii) our “preferred shares™ are to any shares being offered through
this offering memorandum. including in the (orm of units, and any preferred shares to be issued in the future as a
result of the redemption of subscription receipts by us.

You should rely only on the information contzined in this offering memorandum. Neither we, the
selling shareholders, the underwriters for the Brazilian offering nor the agents appointed by the
underwriters to facilitate the placement of our preferred shares outside Brazil have authorized anyone to
provide you with information different from that contained in this offering memorandum. Our preferred
shares are heing offered, and offers to purchase our preferred shares are being sought, only in
jurisdictions where offers and sales are permitted. The information contained in this offering
memorandum is accurate only at the dale of this offering memorandum, regardless of the time of delivery
of this offering memorandum or of any offer or sale of our preferred shares.

This offering memorandum is highly confidential. and we have prepared it for use selely in connection with
the proposed offering of our preferred shares. This offering memorandum is personal to the otferec to whom it
has been delivered by any of the agents and does nol constitute #n offer to any other person or to the public in
general (o subscribe or otherwise acquire our preferred shares. Distribusion of this offering memorandum 1o any
person other than the offcree and those persons, if any, retained o advise that offeree with respect thereto is
unauthorized, and any disclosure of any ot its contents without our pricr writlen consent is prohibited. Each
offeree, by accepting delivery of this offering memorandum, agrees to he foregoing and agrees not 1o make any
photocopies of this offering memorandum in whole or in part.

We and the selling shareholders are relying on an exemplion from registration under the Securities Act for
offers and sales of securities that do not involve a public olfering. Our preferred shares offered through this
offering memorandum are subject to restrictions on transferability and resale. and may not be (ransferred or
resold in the United States except as permitted under the Securities Ac: and applicable U.S. state securities laws
pursuant Lo registration or exemption lrom them. By purchasing our przferred shares you will be deemed to have
made the acknowledgments, represcntations, warrantics and agreemen's described under the heading “Transfer
Restrictions™ in this offering memorandum. You should be aware that you may be required to bear the financial
risks of this investment for an indefinite period of time. [n making invesiment decisions. you must rely on your
own examination of our business and the terms of this offering. including the merits and risks involved.

You must comply with all applicable laws and regulations in foree in any jurisdiction in which you
purchase, offer or sell our preferred shares or possess or distribute this offering memorandum and must obtain
any consent, approval or permission required for your purchase, offer or sale of our preferred shares under the
laws and regulations in force in any jurisdiction to which you are subject or in which you make such purchases,
offers or sales, and neither we, the sclling sharcholders, the underwritcrs nor the agents will have any
responsibility therefor.

We, the selling shareholders, the underwriters and the agents reserve the right to reject any offer o
purchase, in whole or part, and for any reason, our preferred shares ofered hereby.

In any Member State of the European Economic Area, or EEA. Ut has implemented Directive 2003/71/EC
{and together with any applicable implementing measures in any Member State, the Prospectus Dircctive), this
communication is only addressed 10 and is only directed at qualified i1vestors in that Member State within the
meaning of the Prospectus Directive,

This offering memorandum has been prepared on the basis that 2t offers of our preferred shares will be
made pursuant 1o an exemption under the Prospectus Directive, as imlemented by Member States of the EEA.
from the requirement to produce a prospectus for offers of our preferied shares. Accordingly, any person making
or intending to make any offer within the EEA of our preferred shares, which are the subject of the offer
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contemplated in this offering memorandum should only do so in circumstances in which no obligation arises lor
us. the selling sharcholders. the underwriters or the agents to produce a prospectus for such offer. Neither we. the
selling shareholders, nor the underwriters or agents have authorized, nor do they authorize, the making of any
offer of our preferred shares through any financial intermediary, other than offers made by underwriters which
constitute the final placement of our preferred shares contemplated in this offering memorandum.

Each person in a Member State of the EEA which has implemented the Prospectus Directive or, a Relevant
Member State, who receives any communication in respect of. or who acquires any of our preferred shares under.
the offers contemplated in this offering memorandum will be deemed to have represented. warranted and agreed
to and with the underwriters, the agents, the selling sharcholders and us that:

\
» such person is a qualified investor within the meaning of the law in that Relevant Member State |
implementing Article 2(1){e) of the Prospectus Directive: and

\

+ in the case of any preferred sharces acquired by such person as a financial intermediary, as that term is
used in Article 3(2) of the Prospectus Directive, (i) the preferred shares acquired by it in the offer have
not been acquired on behalf of, nor have they been acquired with a view 1o their offer or resale to, \
persons in any Relevant Member State other than qualified investors, as that term is defined in the |
Prospectus Directive, or other than in circumstances in which the prior consent of the global ‘
coordinator has been given to the offer or resale or (ii) where preferred shares have been acquired by
such person on behalf of persons in any Relevant Member State other than qualified investors, the offer
of those preferred shares to such person is not treated under the Prospectus Directive as having been
made to such persons.

For the purposes of this representation. an “offer” in relation to any preferred shares in any Relevant
Member State means the communication in any form and by any means of sufficient information on the terms of
the offer and any preferred shares 10 be offered so as to enable an investor to decide to purchase or subscribe for
our preferred shares, as the same may be varied in that Relevant Member Stale by any measure implementing the
Prospectus Directive in that Relevant Member State.

This document is anly being distributed to and is only directed at (i} persons who are outside the United
Kingdom, (ii) to investment professionals falling within Article 19(3) of the Financial Services and Markets Act
2000 (Financial Promotion) Order 2005, or the Order, or (iii) high net worth entities, and other persons to whom
it may lawfully be communicated, falling within Article 49(2)(a) to (d) of the Order (all such persons together
being referred to as “relevant persons™). The preferred shares arc only available to. and any invitation. offer or
agreement to subscribe, purchase or acquire such preferred shares will onty be engaged with, rclevant persons,
Any person who is not a relevant person should not act or rely on this offering memorandum or any of its
conients.

No representation or warranty. express or implied. is made by the underwriters or the agents as to the
accuracy or completeness of any of the information set out in this oflering memorandum, and nothing contained
herein is or shall be relied upon as a promise or representation by the underwriters or the agents, whether as o
the past or to the fulure.

This oifering is being made in Brazil by a prospectus in Portuguese. The Brazilian prospectus, which has
been filed with the CVM., is in a format different from that of this offering memorandum and contains certain
information not generally included in documents such as this one. This offering is made in the United States and
clsewhere outside Brazil solely on the basis of the information contained in this offering memorandum and you
should take this information into account when making your decision to invest in our preferred shares,

In connection with this placement, Banco UBS Pactual 5.A., acting through UBS Pactual Corretora de
Titulos e Valores Mobilidrios S.A., may over-allot or effect transactions with a view to supporting the market
price of our preferred shares at a level higher than that which might otherwise prevail for a limited period.
However, there is no assurance that Banco UBS Pactual S.A. or UBS Pactual Corretora de Titulos ¢ Valores
Mobilidrios S.A. will undertake stabilizing actions. Such stabilizing. if commenced. may be discontinued at any
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ime and must be brought to an end after a limited period. Such stabilizing shall be in compliance with all
applicable laws, regulations and rules. See “"Plan of Distribution.”

NOTICE TO NEW HAMPSHIRE RESIDENTS

Neither the fact that a registration statement or an application for a license has been filed under RSA
421-B with the State of New Hampshire nor the fact that a security is effectively registered or a person is
licensed in the State of New Hampshire implies that any decument {iled under RSA 421-B is true, complete
and not misleading. Neither any such fact nor the fact that an exemption or exception is available for a
security or a transaction means that the Secretary of State of the State of New Hampshire has passed in
any way upon the merits or qualifications of, or recommended or given approval to, any person, security
or transaction. It is unlawful to make, or cause to be made, to any frospective purchaser, customer or
client any representation inconsistent with the provisions of this paragraph.

it
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FORWARD-LOOKING STATEMENTS

This offering memorandum contains estimates and forward-looking statements subject to risks and
uncertainties, principally in “Risk Factors,” “Management’s Discussion and Analysis of Financial Cenditions and
Results of Operations” and “Business.” Some of the matters discussed concerning our business, financial
condition, results of operations, liquidity, strategy and prospects include estimates and forward-Jooking
statements within the meaning of the Securities Act and the Securities Exchange Act of 1934, as amended, or the
Exchange Act. Our estimates and forward-looking statements are mainly based on our current expectations and
estimates of future events and trends that affect or may affect our business, financial condition, results of
operations, liquidity, strategy. and prospects. Although we believe that these estimates and forward-looking
statements are based upon reasonable assumptions, they are subject to risks, uncertainties and assumptions and
arc made in light of information currently available to us.

Our estimates and forward-looking statements may be affected by the following factors, among others:
* general economic, political and business conditions in Brazil.

« our ability to implement our business strategies successiully, including our ability to (i) continue to
expand our operations in both the middle-market and the individual lending segments, (i) continue to
maintain the quality of our loan portfolio and (iii) continue o maintain the diversificd nature of our
chients and source of funding;

* our capitalization level;

* the market value of government-issucd securities;

* an increase in loan defaults by our clients, as well as an increase in our allowance for loan losses;
= credit risk, market risk and any other risks related to our financing activities;

« competition in the Brazilian banking market;

+ changes in the availability and cost of our [unding;

= prevailing inflation rates:

» appreciation or depreciation of the real and fluctuations in interest rates;

« changes in Brazilian laws, regulations, taxation and governmental polices that relate to our activities:
o administrative and judicial proceedings involving us; and

« the other risk fuctors discussed under the caption “Risk factors”,

Statements that depend on or are related to events or future or uncertain conditions or that include the words

“believe”, “anlicipate”, “continue”, “expect’”, “estimate™, “intend”, “may”, “assume” and other variations, as well
as similar words, are intended 1o identify forward-looking statements. Forward-looking statements include
information concerning our potential or assumed future results of operations, business strategics, (unding plans,
competitive position. industry environment, potential growth opportunities and the effects of future regulation
and of compelition. Forward-looking stalements and estimates speak dnly at the date they are made, and neither
wc nor the selling sharcholders, the underwriters or the agents undertike the obligation to update or revise any
forward-looking statcments after we distribute this offering memorandum to reflect new information, future
cvents or other factors, In light of the risks and uncertainties described above, the forward-looking events and
circumstances discussed in this offering memorandum may not occur or be accurate, and our future financial
condition. results of operations, liquidity and performance may differ materially from those set out for a number
of reasons.

Any such forward-looking statements and estimales are not guarantees of future performance and involve
risks and uncertainties. Given such limitations, you should not rely o these forward-looking statements 1o make
a decision w invest in our preferred shares.
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PRESENTATION OF FINANCIAL AND QTHER INFORMATION

Financial Statements and Information

We maintain our books and records in reafs. We prepare our financial statements in accordance with
accounting principles adopted in Brazil. or Braziliaun GAAP. which are based on:

« Brazilian Law no. 6,404/76, as amended by Brazilian Law No. 9.457/97 and Brazilian Law
No. 10.303/01, which we refer to hereinafier as the Brazilian corporation law;

« the rules and regulations of the CVM:

= the accounting standards established by the Standard Chart of Accounts for Financial Institutions
(Plano Contdbil das Instiniicées do Sistema Financeiro Nacional), or COSIF, Central Bank and
National Monetary Council (Consellto Monetdrio Nacional), or CMN;

« (he accounting standards issued by the Brazilian Institute of Independent Accountants {fnstitute dos
Auditores Independentes do Brasil), or IBRACON, and the Brazilian Federal Accounting Council
(Conselho Federal de Comtabilidade), or CFC.

Brazilian GAAP differs in certain significant respects from generally accepted accounting principles in the
United States, or U.S. GAAP.

This offering memorandum includes our (i) balunce sheets and income statements at and for the years ended
December 31, 2004, 20035 and 2006 and (ii) balance sheet and income statement at and for the three months
ended March 31, 2007, all derived from our consolidated lnancial statements a1 and for the years ended
December 31, 2004, 2005 and 2006 and from our consolidated financial statements at and lor the three months
ended March 31. 2007 prepared in accordance with Brazilian GAAP, and audited by Deloitte Touche Tohmatsu
Auditores Independentes. The financial information relating to our income statement for the three months ended
March 31, 2006 included in this offering memorandum is derived from our consolidated financial statements for
the threc months ended March 31, 2006, prepared in accordance with Brazilian GAAP, and subject to a limited
review by Deloitte Touche Tohmatsu Auditores Independentes.

The linancial information refated to Daycoval Fundo de Investimento em Direitos Creditérios, or Daycoval
FIDC. has been consolidated into our financial statements. As part of this consolidation, we record the balance of
aur receivables portfolio previously transferred to Daycoval FIDC as “lending operations™ and exclude the
amounts represented by our subordinated quotas in Daycoval FIDC from our balance sheet. We also recognize
that receivables portfolio, net of the amounts represented by Daycoval FIDC's subordinated guotas, as
“borrowings and onlendings—domestic borrowings.” In our income statements, we record any income from
Daycoval FIDC, as well as any increase in the market value of our subordinated quotas (which are recognized in
our individual financial staterments as income under “securities transactions™), as “lending operations.” Any
amounts due to scnior quotaholders of Daycoval FIDC ure recorded as costs under “funding operations™. For
further information on Daycoval FIDC. please see "Management’s Discussion and Analysis of Financial
Condition and Results of Operations—Sources of Funding—Borrowings and Onlendings.”™

Data for full-year periods regarding volume and annual average balances included in this offering
memorandum was calculated at 13 dates: at December 31 of the previous year and at the end of cach of the
following 12 months. Likewise, data regarding the average annual return rate included in this offering
memorandum was calculated based on the revenues and expenses for the period, divided by the average balances
calculated as indicated above. For three-month periods, the average balances were caleulated using the final
balance at cach month within the period and the final balance of the last month of the preceding three-month
period. Interest income and expense also include: inflation adjustment and indexing of our assets and labilities in
reais; carnings and losses due to assets and liabilities i foreign currency; and carnings and losses both realized
and to be realized in connection with securities and derivatives, except for mark-1o-market adjustments of
securitics classified as available for sale, which are recorded under shareholders” equity and excludes applicable
taxes and contributions.

vi
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Market information

The information contained in this offering memorandum relating to Brazil, the Brazilian economy and the
market where we operate is based on information published by the Central Bank and by other public entitics and
by independent sources, including the National Association of Investment Banks (Associagdo Nucional dos
Bancos de Investimento), or ANBID, the Brazilian Federation of Banks (Federagdo Brasileira de Bancos), or
FEBRABAN., the Brazilian Geography and Statistics Institwe (Instituto Brasileiro de Geografia e Estatistica), or
IBGE and the Getilio Vargas Foundation (Fundagdo Geutilio Vargas), or FGV, among others. Although we do
not have any reason o believe any of this information is inaccurate in any material respect, we have not
indcpendently verified any such information.

References

Solely for the convenience of the reader, we have transiated certain amounts contained in “Summary

Financial Information” and “Selected Financial Information™ and elsewhere in this offering memorandum {rom

i reaiy into U.S. dollars. The rawe used to translate such amounts was RS2.050 1o USS1.00 (subject to rounding

' adjustments), which was the selling exchange rate in effect at March 31, 2007 as reported by the Central Bank.

| The U.S. dollar equivalent information presented in this offering memorandum is provided selely for your

| convénience and should not be construed as implying that the amounts cepresent. or could have been or could be
converted inte. U.S. dollars at such rates or at any other rate. The real/1].S. dollar exchange rate may fluctuate
widely and the exchange rate described in this paragraph may not be indicative of fuwwre exchange rates. See
“Exchange rates” for information regarding real/U.S. dollar exchange rates.

Rounding

Certain percentages and other amounts included in this offering memorandum have been rounded for case of
presentation. Accordingly, figures shown as totals in certain tables may not be an arithmetical aggregation of the
figures that precede them,

vil
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SUMMARY

This summary contains selected information about us and our preferred shares. It may not contain all of the
information veu should consider before deciding te invest in our preferred shares. You should read this entire
affering memorandum carefully for a more complete understanding of our business and this offering. including
our consolidated financial statemenis and the related notes, and the sections “Risk Factors™, "Selected
Financigl Information”, "Other Financial and Statistical iformation™ and “"Management's Discussion and
Analysis of Financial Condition and Resulis of Operations.”

Overview

We are one of the leading banks that provides loans to Brazilian companies in the middle-market segment,
which we define as companies with annual gross revenues between R$8.0 million and R$300.0 million. Since the
late 19805, we have offered a wide range of credit products 10 these companies secured by colluteral. Al
Dccember 31, 2006, we were the 28t largest Brazilian bank not owned by public entities in terms of volume of
assets, according to Standard & Poor's. At March 31, 2007, we had assets of R$3,363.9 million, shareholders’
cquity of R$497.0 million and a loan portfolio of R$1,888.0 million, 81.3% of which consisted of loans made to
middle-market companies.

For the three months ended March 31, 2007, our retum on average shareholders’ equity was approximately
13.8%. compared to 20.5%, 23.2% and 21.4% for the years ended December 31, 2004, 2005 and 2006,
respectively. Based on our historical performance and our solid financial position, we believe that we will be able
to maintain similar rates in the future, including during periods of unfavorable economic conditions, such as
increased inflation or interest rates or higher cxchange rate volatility.

We operate through 20 branches located in 13 Brazilian states. We had approximately 2,000 active middle-
market clients at March 31, 2007. We belicve that a significant potential client base of Brazilian small- and
medium-sized compunies exists, which will allow us to continue to expand our activities in the middle-market
segment, which grew significantly between 2004 and 2006.

In 2004, we started operations in the individual lending market by offering payroll deduction loans under the
DayCred brand. At March 31, 2007, our portfolio of such loans was RS285.0 million, which we originated
through a wide distribution network consisting of 85 banking correspondents. To further benefit from the
potential growth of the Brazilian individual lending segment, we began to offer vehicle financing in 2006. At
March 31, 2007, our loans to individuals represented 18.7% of our wtal loan portfolio.

We seek to diversify our sources of funding to avoid mismatches between the respective interest rates and
maturities of our funding and the loans that we grant, and to obtain liquidity 1o allow us to take advantage of
growth opportunitics. Our time deposits are our primary source of funding and amounted to R$1.289.6 million at
March 31, 2007, representing 49.0% of our total funding. At December 31, 2004, 2005 and 2006, our time
deposits represented 57.5%, 46.0% and 47.0% of our towal [unding, respectively. At March 31, 2007, this source
of funding had an average cost of approximately 103.0% of the Interbank Deposit Certificate (Certificady de
Depisito Interbancirio), or CDI, and an average term of 272 days. Our sources of funding also include debt
issued in the international markets, with coupons varying from 6.875% to 7.75% per annum, The aggregate
outstanding balance of such debt was R$390.2 mitlion at March 31, 2007, represcnting 14.8% of our total
founding. At December 31, 2004, 2005 and 2006, these notes represented 14.0%, 15.2% and 16.3%. respectively,
of our total funding. Qur funding denominated in U.S. dollars represented 19.5% of our total funding at
March 31, 2007, and included the balance of borrowings and onlendings denominated in U.S. dollars in addition
to the notes.

We also engage in foreign exchange, trade financing and asset management transactions, which complement
our lending operations and allow us to achieve certain synergies with our other operations. At March 31, 2007,
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we managed six investment funds with total sharcholders’ equity of RS .54.2 million. At that date, the net
balance of our foreign exchange and trade financing transactions amourted to R84(.4 million.

We belicve that the quality of our services, our credibility and our solid reputation are recognized in the
Brazilian financial market, as evidenced by our being named as the best middle-market bank by Gazeta
MercantilfAustin Ratings in 2005, 2006 and 2007 and by FGV/Conjunrura Econdmica magazine in 2006. We
have some of the highest local ratings among Brazilian medium-sized banks: “A+” from Austin Ratings, “A-"
from Fitch Ratings and “BBB+" from Standard & Poor's.

The following tables highlight certain of our financial information for the periods indicated:

At December M, At March 31,
2004 2005 2006 2006 2007 2007
B (US$ millions, (RS millions, (US$ milliens.
(RS millions, exceplt except excepl
except percentages) percentages)’" percentages) percentages)!
Totalassels .. ... 1,213.0 2,166.8 3.088.0 1,506.3 3,363.9 1.640.9
Sharcholders™ equity .. ... oo oo vt 3344 3657 4378 213.6 497.0 2424
Loanportfolio............ ... vt 651.7 9809 1.639.2 799.6 1,888.0 921.0
Deposits ..o i s 5237 9296 1,348.6 6579 1,542.1 752.2
Funds from acceptance and issvance of
SCCUTIEICS « . v e e e i aa 1079 2529 3984 194.3 390.2 190.3
Baselindex® ... ... ... .. ... oa. 272% 251% 204% 20.4% 21.7% 21.7%
Cash. interbank investments and securities
andderivatives . ... .. ..o 5280 11595 14139 689.7 1,378.5 672.4
Allowance for loan losses as a percenlage
of total loan portfolio ................ 2.9% 3.0% 28% 2.8% 2.4% 2.4%
For the three months ended
For the year ended Dec:mber 31, March 3,
, 2004 2008 2006 2006 20016 2007 2007
| _(R$mons,_ ;USS millions, {_Rg-millm (US$ millions,
except except excopt except
- percentages) percentuges)! percentages) percentages)!
Netincome ...... ... .. ..o, 70.1 815 851 41.5 13.6  63.3 309
Return on average sharcholders™ equity . ... 20.5% 23.2% 21.4% 21.4% 36% 13.8% 13.8%
Return on average asscts . .............. 64% 58% 3.7% 3.7% 0.7% 2.0% 2.0%
Efficiency index'® . ............. ... ..., 268% 37.0% 38.3% 38.3% 46.6% 23.3% 23.3%

1 Translated into USS solely for the convenience of the reader. The rate used to translate such amounts was
RS$2.050 to USS1.00 (subject to rounding adjustments), which was the selling exchange rate in effect at
March 31, 2007, respectively. as reported by the Central Bank. The U.S. dollar equivalent information
presented in this offering memorandum is provided solely for the convenicnce of investors and should not
be construed as implying that the amounts in rea! represent. or cculd have been or could be converted into,
U.S. dollars at such rates or any other rate.

2 Basel index corresponds to 11% of our adjusted sharcholders’ equity divided by the minimum amount of
capital we are required Lo maintain pursuant to the regulations of the Central Bank.

9 Efficiency index is calculated by dividing (a) the sum of (i) perscnnel expenses and (ii) other administrative
cxpenses, excluding depreciation and amortization by (b} the sun of income from services provided and
gross profit from financial intermediation, excluding the effects of the allowance for loan losses. Efficiency
index is not calculated using a standard methodology and may nct be comparable to the definition of
efficicney index or similarly titled measures used by other compunies. Efficiency indcx is not a measure
calculated in accordance with Brazilian GAAP or U.S. GAAP. We belicve that the cfficiency index allow a

. better understanding of our operational performance.
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Qur Strengths

We belicve that our leadership position among medium-sized Brazilian banks is a result of the following
strengths:

Significant and Solid Operations in the Middle-Market Lending Segment

Wec have operated in the Brazilian middle-market lending segment since {989. This scgment has cxpericnced
significant growth in recent years as a result of the low level of indebtedness of small- and medium-sized Brazilian
companies, & more stable economic environment and decreasing interest rates in Brazil, We have developed a solid
and close relationship with our clients by offering high-quality services and a broad range of credit produclts that are
tailor-made 1o their particular needs and adjusted to reflect the specific requirements of the middle-market segment.
We believe that our network of branches and other distribution channels, tegether with our team of specialized sales
managers, allow us to efficiently respond to our clients” needs, including by rapidly approving loans without
compromising our conservative risk policies. We believe that these features represent a significant competitive
advantage in relation to other banks that do not specialize in the middie-market lending segment and place us ina
favorable position 1o benelit from luture growth of this segment in Brazil.

Conservative and Solid Financial Pusition

Qur aclivitics are based on the maintenance of a solid finuncial position and the adoption of conservative
credir and investment policies. We seek 1o maintain our liquidity by investing at least 30.0% of our deposits in
cash and cash equivalents. To minimize liquidity risks, we also seck to avoid mismatches between our credit
portfolio and our sources of funds by diversifying and extending the maturity of our funding. At March 31, 2007,
our funding was composed of demand deposits, interbank deposits, time deposits, other deposits, money market
funding, funds from acceptance and issuance of securities, and borrowings and onlendings, which represented
4.4%, 49.0%, 21.9% and 14.8% of our total lunding, respectively. Qur Basel index at March 31, 2007 was
21.7%, which was significantly higher than the 11.0% rate required by the Central Bank and higher than the
average of the Basel indexes of all other banks currently listed on the BOVESPA. Our financial strength is
confirmed by our local ratings, which arc among the best of sume-sized Brazilian banks operating in the same
segmenis as us: “A+" from Austin Ratings, “A-" from Fitch Ratings, and "BBB+" from Standard & Poor’s.

Quality of Loan Portfolio

We believe that the quality of our loan portfolic and the low level of loan defaults that we have experienced
are principally a result of our ability to select clients with an acceptable risk profile and to ¢closely monitor the
collateral that they grant us with respect to the loans that we make. AL March 31, 2007, 94.8% of our loan
portiolio was classified as AA to B, according to the risk classification system established by the Centra] Bank,
compared W an average of 81.5% for the Braziliun linancial system. Al December 31, 2004, 2005 and 2006, the
percentage of our loan portfolio represented by AA to B credits was 88.8%. 92.9% and 94.0%, respectively. In
addition. our allowance for loan losses represented 2.4% of our total loan portfolio at March 31, 2007, compared
to an average of 6.2% for the Brazilian finaacial system. At December 31, 2004, 2005 and 2006, our allowance
for loan losses represented 2.99%, 3.0% and 2.8%, respectively. of our tolal loan portfolio. In order to mitigate the
risks that could result from a concentrated ¢lient base, our credit policy establishes limits on the percentages that
cach industry or client may represent in our total loan portiolio. At March 31, 2007, our ten largest middle-
market clients represented 10.7% of our total loan portfolio, compared to 19.2%, 13.9% and 11.6% at
December 31, 2004, 2005 and 2006.

In addition, the nature of the segments in which we operate contribules to the quality of our loan portfolio.
Most of our middle-market loans are guuranieed by what we believe 10 be high-quality collateral. In addition, we
believe that our payroll deduction loans have a reduced risk profile compared to other credit products since the
installments on such loans are directly deducted from the payroll of the public or private sector employees or the
pension paid 1o beneficiaries and retirees of the Social Security Agency (Instituto Nacional da Seguridade
Social), or INSS, as the case may be, who are the borrowers under such loans,
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' Growth Potential with Low Marginal Costs

. We believe that the segments in which we operate are among those with the greatest potential for growth in
the Brazilian credit industry. We believe that we have the capacity to grow our operations with low marginal
costs due to the combination of the following lactors:

» we have a state-of-art technology platiorm with differentiated proprietary systems 1o evaluate and
monitor loans and the capacity to support a significant increase in our client basc;

« our database contains historical information on over 750,000 companies and individuals, including
current and potential clients. which allows us to rapidly and safely evaluate their credit risk and the
quality of the collateral they are able to provide;

= our brand is strongly recognized. partially as a result of the awards we have received (such as the best
middic-market bank according to Gazeta Mercantil/Austin R wings in 2005, 2006 and 2007 and by
FGV/Conjuntura Econdmica magazine in 2006). which we b:lieve helps us to attract new clients
without significant marketing initiatives and enhances our credibility in the marke;

+ we have expertise in the development of efficient distributior, channels for our products, which we
believe will allow us 1o {urther expuand them at reduced marginal costs; and

* we recently moved to new headquarters at Avenida Paulista, one of the main financial centers in the
city of Siio Paulo and in Latin America, that will allow us to accommodate future personnel increases
without additional investmenls in real estate.

Agitlity and Efficiency in Developing New Products

We believe that our solid and flexible operating structure, together with the expertise of our expericneed
management team, have allowed us to develop new products and to quickly explore market opportunities at low
costs and in compliance with our stringent return and risk exposure criteria. For example, in 2004 we identified
the substantial growth potential of the individual lending segment and started 1o offer payroll deduction loans.
We rapidly implemented an efficient operating structure for offering such loans which, at March 31, 2007,
consisted of 90 agreements entered into with private employers and governmental entities and a distribution
network comprised of 85 banking correspondents. In 2006, we continued to expand our individual lending
portfolio and began olfering financing for new and used vehicles,

Experienced Management Committed to High Standards of Corporate Governance

Qur senior exceutives, who are also our sharcholders, have substantial experience in the Brazilian financial
markets and are fully committed (o our interests and goals. Our chief 2xecutive officer has more than 40 years,
and our other senjor execulives have more than 13 years, of experience in the Brazilian banking industry and
cxtensive knowledge of our business. We believe that our management is capable of identifying polential growth
opportunities that arise in the market and establishing competitive strategies that increase our profitability while
reducing our costs und the risks in our portfolio. Qur administrative s ructure is based on the strict definition of
activities for cach of our areas of operation, which enhances our cificicnt decision-making process. We seck to
stimulate and retain our employees by offering attractive compensation plans which have contributed 1o our low
employee tumover. We also seek to implement high standards of comporate governance, such as the creation of a
board of dircctors that includes independent directors with experience in the financial markets,
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Our Strategy

We scek to continue to grow on a sustainable and consistent basis and to create value for our shareholders
through the fotlowing stralegies:

Continue to Focus on the Middle-market Segment

QOur main strategy will be to continue 1o focus on lending operations in the Brazilian middle-market lending
scgment. We belicve that there are numerous potential middle-market clients in the regions in which we operale,
and we intend 1o take advantage of the growth opportunities of this segment by:

* increasing our selected customer base while continuing to apply our credit and collateral quality
criteria;
» growing and diversifying our distribution structure through the increase of our sales team and the

opening of new branches in auractive locations, such as the states of Alagoas, Rio Grande do Sul,
Cear4, Mato Grosso, Santa Catarina and S3o Paulo,

« relaining clients by offering a broad product portiolio that better serves their needs and differs us from
our competitors, as well as through the development of new products, longer-term loans and forcign
exchange financing. We are in the process of opening of a branch cutside Brazil to improve our
product portfolio and support the increasing volume of our foreign exchange transactions: and

= developing our activities for factoring receivables due from entities controlled by Brazilian federal,
state and municipal governments in view of the high spreads of these transactions and our experience
in dealing with these entities in our payroll deduction loan operations.

Continue to Take Advantage of Opportunities in the Individual Lending Segment

We intend to improve our market share in the individual lending segment by taking advantage of our
experience in the lending market and our existing operating structure. as well as by offering new products that we
deem attractive and by:

« increasing the volume of our payroll deduction toans through (i) the execution of new agrecments with
public entities, primarily federal agencies and smaller municipalities, (i) the use of exclusive and
innovative information technology tools to reach to new clicnts, and (iii) the strengthening of our
relationships with banking correspondents through “loyalty™ programs such as incentive and training
imtiatives;

+ expanding our offering of vehicle inancing products, which we started to provide in June 2006,
through national coverage and a focus on higher value-added products such as financing heavy
vehicles:

» offering real estate financing for fiduciary sales as part of our payrotl deduction loan operations, which
we believe is an undeveloped product in Brazil and has significant potential growth due to recent
incentives adopted by the Brazilian government; and

* using our existing distribution channels to develop and offer new products, in order to realize
cconomies of scale and reduce our marginal costs.

Diversify our Sources of Funding

As a result of our increased capital base after completion of this offering, we expect to improve our credit
ratings, which we believe will allow us to diversify and extend the maturity of our {unding sources while
reducing their costs, including through new debt issuances in the international markets. In addition, we expect
that the decrease in our funding costs and the extension of our funding maturity will enhance our ability to exiend
credit to our ¢licnts on competitive terms.
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Maintain our Solid Financial Base

We intend to maintain the quality of our assets by conlinuing to ap 3ly our conservative credit and risk
management policies, which we belicve have been critical for the reduced default levels of our clients in recent
years. In addition, we believe that our high liquidity level has also allowed us take advantage of growth
opportunities. Accordingly, we intend to continue to invest at least 30.0% of our deposits in cash and cash
equivalents. We will continue to seek to maintain adequate fiquidity levels that are compatible with market
standards and that provide us with long-term financial stability,

History

We were created in 1968 as Daycoval Distribuidora de Titulos e Valores Mobilidrios Ltda. In 1989, our
name was changed to Banco Daycoval S.A. alter we were authorized tc operate as a multiple-service bank by the
Central Bank. Since then. we have offered financing for middle-market companies. In 1994, we were authorized
by the Central Bank to operate commercial portfolios and in 1995, 10 conduct foreign exchange transactions (o
support our middle-market lending operations.

In March 2007, we created Dayprev Vida c Previdéncia S.A., or Cayprev Vida. o operate in the insurance
business. Dayprev Vida will commence operations after we obtain approval from the Superintendence for Private
Insurance (Superintendéncia de Seguros Privados), or SUSEP.

In March 2007, we and our sharcholders completed a corporate restructuring that resulted in the creation of
Daycoval Holding Financeira S.A., which holds 100.0% of our capital stock and is controlled by the Dayan
family. After the completion of the offering. assuming no exercise of the over-allotment option, the Dayan lamily
will hold 100.0% of our voting shares and 74.9% ol our total capital stock.

The tollowing chart indicates our corporate structure before the completion of the offering:

D?)"-'Q"UI.H"Idi“% Salim Dayan Carles Mechz Dayan Morris Dayan
Financeir 5:}" ’ Total: 5.0% Total: £.0% Total: 5.0%
Total: 85.0% Preferred: 33.3% Preferred: 33.3% Preferred: 33.3%
Commuon: 100.0%

[ I I I
R

Banco Daycoval S.A.

[

| |
ACS Ponlicipagdes Daycoval Asset
Lida. ’ Management Adm. de
Toial: 99.9% Recursos Luda,
Total: 99.9%

SCC Assessoria em IFP Plunej. e Consult.| | Treetop Invesiments
Cad. ¢ Cobr, Lida. em Informatica Lida. Ltd.
Total: 99.9% Total; 99.9% Total; 99.9%

(1) Daycoval Holding Financeira S.A. is controlled by the Dayan family. For further discussion of Daycoval
Holding Financeira S.A."s corporate ownership. see “Principal and Selling Shareholders.”

Qur executive offices are located at Avenida Paulista, 1793, in the City of Sdo Paulo. in the State of Sido
Paulo, CEP 0131 1-200, Brazil. Qur investor relations telephone numter is +53 () 3138-0504.
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THE OFFERING

Issuer ... Banco Daycoval S.A.

Selling Sharcholders ................

Securitiesoffered . .. ......... ... ...,

Over-allotment option ...............

Offering price ............ociiivin.

Morris Dayan, Salim Dayan and Carlos Moche Dayan

The offering consists of an offering of 55,881,013 preferred shares,
55.082,712 of which are being offered by us and 798.301 of which
are being offered by the selling shareholders:

* 10 the public in Brazil pursuant to an offering registered in
Brazil;

* (o qualified instilttional buyers, as defined in Rule 144 A under
the Securities Act. or Rule 144 A, in the United States: and

« (o institutions and other investors outside the United States and
Brazil that are not U.S. Persons, in reliance on Regulation 8
under the Securitics Act, or Regulation S.

Investors residing outside Brazil may purchase preferred shares if
they comply with the registration requirements of CVM Rule
(Instrugdo) No. 325, dated January 27, 2000, and CMN Resolution
No. 2,689, dated Janvary 26, 2000, as amended.

The capital increase in connection with the primary offering of our
preferred shares is subject to approval by the Central Bank. If this
approval is not obtained prior to the closing of this offering. we will
deliver units o investors, each of which will represent one preferred
share and six subscription receipts. Upon the approval of the capital
increase by the Central Bank. our units will be split and each of our
subscription receipts will be redeemed and exchanged for one
preferred share. Each subscription reccipt will also be entitled to tag-
along rights. Each subscription receipt is offered at the same price as
the preferred shares, and may not be traded separately. See “Risk
Factors—Risks Relating to Our Preferred Shares—If the Central
Bank docs not approve our capital increase in the primary offering on
a timely basis, we will offer units instead of preferred shares.”

We and the selling sharcholders will grant Banco UBS Pactual S A,
an option, excreisablc by joint decision of the underwriters., to place
up to 8,382,151 additional preferred shares at the offering price,
representing 15.0% of the preferred shares initially offered hereby, to
cover over-allotments, if any, for a period of 30 days from the first
trading day of the preferred shares.

RS$17.00 per preferred share.
If we offer and sell units in this offering, the price per unit will be the

same as the price of seven preferred shares as determined in the
bookbuilding process for this offering. Sce “Plan of Distribution.”
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Capitalstock ............. ... ... Qur capital stock immediately prior to this offering consists of

142,418,179 common shares and 25,132,621 preferred shares,
Immediately following the completion of this offering, our capital
stock will consist of 142,418,179 common shares and 80,215,333
preferred shares (assuming no exercise of the over-allotment option
and that preferred shares rataer than units are sold in the offering).

Uscofproceeds .................... We intend to use the net preceeds from this offering to expand our
lending operations in the segpments in which we alrcady operate,
including the middle-market and individual lending (payroll
deduction loans and consumer credit) segments. We will not receive
any proceeds from the offering of preferred shares by the sclling
sharcholders, For further information, see “Use of Proceeds.”

Lock-up agreements ................ We, Daycoval Holding Finunceira §.A., our dircctors and officers,
and the selling shareholders have agreed. subject to centain
exceplions, not to issue, offzr, sell, contract to sell, pledge, loan, grant
any option to purchuse, malie any short sale or otherwise dispose of,
dircctly or indirectly, for a period of 180 days [ollowing the date of
publication of the Autincio de Inicio in Brazil, any preferred shares
issued by us or any securilics convertible into, or exchangeable or
exercisable for, any preferr:d shares issued by us, which are either
held by us or them on the date of publication of the Amincio de Inicio.
or any sceuritics convertiblz inlo or exchangeable for such preferred
shares. After this initial 180-day period, we. each of our directors and
officers, and the selling shereholders cannot. for an additional 180
days, enter into any such transaction as described above in respect of
more than 40.0% of the preferred shares issued by us (or derivatives
linked to those preferred stares), except for preferred shares relating
to the over-allotment optioa granted by the selling sharcholders. For
further information, see “Plan of Distribution—Preferred Shares
eligible for future sales.”

Transfer restrictions ................ Our preferred shares have 10t been registered under the Securities Act
and are subject (o U.S, restrictions on transfer and resale. as described
in "Transfer Restrictions.” Transfers of preferred shares, including by
or between residents of jurisdictions outside Brazil. may occur only in
Brazil.

Tag-alongrights . .................. Holders of our preferred shares are entitled to be included in a public
tender offer in the event our controlling sharcholders sell their
controlling stake in us. and the minimum price to be offered for each
preferred share shall be equal to 100.0% of the price paid per
preferred share for the controlling stake.

Rights of the preferred shares ....... .. Huolders of our preferred shares do not have gencral voting rights in
relation to resolutions sub nitted to our general sharcholders’
meetings but do have the rights, benefits and restrictions provided by
Brazilian corporation law, the rules set forth under Level | segment
of BOVESPA and our by-laws. See “Description of Capital
Stock—Rights of preferred shares.™
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Dividends ............... ... .. .. Each of our preferred shares is entitled to reccive dividends that equal
to the dividends that we pay on our common shares. Brazilian
corporation law and our bylaws require us (o pay (o our shareholders
a minimum mandatory dividend (which may be in the form of interest
on sharcholders’ equity) equal to 25.0% of our annual net income,
calculated in accordance with Brazilian corporation law, unless our
board of dircctors determines that such a dividend is inadvisable in
light of our financial condition and seeks approval for such
suspension at our shareholders’ mecting. See “Dividends and
Dividend Policy.”

Trading, settlement and clearance . ... .. The underwriters have informed us that payment for our preferred
shares must be made 1o them in reqis through the CBLC and that the
underwriters expect our preferred shares 1o be delivered through the
CBLC on or about July 3, 2007. Trades in our preferred shares on the
BOVESPA will selle through the CBLC.

Listing ..ot We expect that our preferred shares will be accepted for listing on the
Level | segment of the BOVESPA, under the symbol "DAYC4.” If
we deliver units to investors, they will be listed and traded under the
symbol "DAYCI11.” We intend to transfer the listing of our preferred
shares from the Level | to the Level 2 segment of the BOVESPA in
the near future. However, we may not successfully complete nor
obtain the necessary government authorizations for such transfer.

Risk factors ... . oo o An investment in our preferred shares involves risks. See "Risk
Factors™ beginning on page 13 and the other information included in
this offering memorandum for a discussion of the factors you should
consider before deciding to invest in our preferred shares.

Taxaton ......... . i Dhvidend distributions with respect to our common and preferred
shares ure nol currently subject to withholding of Brazilian income
tax. However, payment of interest attributable to shareholders™ equity
(in lieu of dividends) currently is subject to withholding of Brazilian
income tax. For certain Brazilian and U.S. 1ax consequences with
respect to U.S. holders of our preferred shares, see “Taxation.”
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SUMMARY FINANCIAL INFORMATION

The Lables below conlain a summary of our financial information at and for the years ended December 31,
2004, 2005 und 2006, and for the three months ended March 31, 2006 and 2007, which are based on and should
be read in conjunction with our consolidated financial statements and accompanying notes included in this
offering memorandum, as well as with sections “Presentation of financial and other information,” “*Selected
financial information.” “Other financial and statistical information™ and “Management's discussion and analysis
of financial condition and results of operation.”

This olfering memorandum includes our (i} balance sheets and income statements at and for the years ended
December 31, 2004, 2005 and 2006 and (i1) balance sheet and income stalement at and for the three months
ended March 31, 2007, ali derived from our consolidated financial statements at and for the years ended
December 31, 2004, 2005 and 2006 and from our consolidated financial statements at and for the three months
ended March 31, 2007 prepared in accordance with Brazilian GAAP. and audited by Deloiute Touche Tohmatsu
Auditores Independentes. The financial information relating to our income statement for the three months ended
March 31, 2006 included in this offering memorandum is derived from our consolidated financial statements for
the three months ended March 31, 2006, prepared in accordance with Erazilian GAAP, and subject to a limited
review by Deloitte Touche Tohmatsu Auditores Independentes.

For your convenience, the following tables also contain U.S. dollar translations of the amounts in rewids. translated
using the rate of R$2.050 to U.8.51.00, which was the exchange rale in effect at March 31, 2007 as reported by the
Central Bank.

Income Statement

For the three months
For the year ended December 31, ended March 31,

2004 2005 2006 e 2006 2007 2007

(in RS (in US$ (in R$ (in US$
millions} millions) millions)  millions}
Inconte from financisl intermediation .. ....................... 2450 3167 4764 2324 806 1585 713
Lending operations ... ... oot 185.1 2632 3801 1854 795 1274 621
SECURNES IHNSACHIONS L. .ttt et ittt rieie i eaen s 59.7 845 1107 540 273 460 224
D EerIVaLIVES . oo e e {2.6) (36.6) (206 (13.00 277 (17.3)  (8.4)
Foreign exchange operations ... ... oo 29 5.6 12.2 6.0 1.5 23 1.2
Compulsory INVESTIMENTS .o\ vvvert et s et e aannnierrer e rrene s — — — — — 0.1 —
Expenses on financial intermediation ......................... (111.3) (157.5) (246.5) (120.7) (48.4) (80.0) (39.0)
Funding operations . ... ... .. ... . e (96.5) (133.6) (199.1) (97.1) (41.9) (63.4) (30.9)
Borrowings and onlendings .. ... i e 0.4 (7.4 {11.8) 8.7y (L) (B4) (41)
Allowance for 1oan 1osses ... e i e e e s (15.2) (163} (356) (174) (3.5 (82) (L0)
Gross profit from financial intermediation . ... ................. 1338 1592 2249 1122 322 (785) 383
Other operating income (CXPENSCS) .. ... vvvveiiiirnerannnns (46.4) (61.7) (106.0) (BLLY (6.2) (960 (@1
Income from servicesprovided .. ... oo i i 6.6 8.4 L7 3.7 25 33 16
Persomne] eXpenses .. ... e (19.6) (28.5) (354 (7.3 (7.4 (10.8) (5.3
Other administrative CXPENSES . ... .ot iin i e (23.1; (40.6) (71.9) (35.0) (11.6) (106} (5.2
TAX BXPEMSES . ..ottt e i e (7.8 {109 [(16.7) 8.1) 4.7 (6.1) (3.0
Other Operaling iNCOMEC ... v v v vt et r et e ee e veneenns 20 264 310 151 214 196 9.6
Other Operating eXpPenses .. ..o imr i an s (1150 (165 (24.7) (12.0) (6.4 (5.0) 24
Income fromoperations ............ ... oo 874 975 1239 605 260 689 336
NONOPerating expenscs . ... ... v et omiriar e, oy 02y — — — — —
Income before income and social contribution taxes and minority
11T 2 873 973 1239 605 260 689 336
Income and social contributiontaxes ......................... (17.2)y (15.8) (38.8) (19.00 (124)y 3.6y (2.7)
Proviston for income X .. ... ..o e e (129 (12.2) (29.7) (1435 (9.3) (18.6) {9.1)
Provision for social contribittion tax .. .. . ... . i i (4.3) (3.6) 9.1) 4.5 3.1y 63y (3
Deferred LaXes . ... e e e — — — — — 193 9.4
NetinCOme ... e 70.1 8L.5 351 415 136 633 309
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Balance Sheet Data

At December 31, At March 31,
2004 2005 1006 2006 2007 07
tin RS tin US$ {in R$ (in US$
millinns) millions) millions) millions)
Assets
Currenb assels ..ot e 10704 19448 23959 11688 25558 12468
TN P kN 18.4 340 16.6 39.9 19.5
Interbank investments ... ... .. .. i 138.6 7842 B34.6 4169 BT 46
Money markel IDVESIMENLS ... oot e cniain e es 128.¢ 7585 8043 3924  BO2.O 3913
Interbank deposits ... .. e 9.7 236 281 13.7 10.2 19.6
Foreign curmency investments . .. c.vu oottt e s —_ 21 222 10.8 1.5 0.7
Securities and derivatives ... 2751 2555 1149 56l 69.8 34.0
Ownpottfolio ... 2107 1196 53.0 259 336 16.4
Linked to repurchase agreements ... ... . oo 17.1 744 9.2 14.2 150 7.3
Linked 1o guirantees . ... e 27.0 24.3 23.7 11.6 2R 1.3
DERIVILIVES . . ot 20.3 37.2 0.0 4.4 8.4 940
IMerbank HECOUNES ... v e 5.6 2.0 6.2 30 13.7 6.7
Payments and receipts pending settlement .. ............... ..ol — — — — 29 1.4
Restricted deposits—Central Bunk of Brazil ........... ... ..o 0.8 1.0 1.5 0.7 7.4 36
Correspondents ... 48 1.0 1.7 23 34 1.7
Lending Openttions . ...ttt 6016 860.0 1,316.7 6423 15088 7360
Lending operstions—publicsector .. ... ... . i — —_ 19.3 9.4 244 1.9
Lending operations—private Sector ... ... o 621.2 8BR.6 1.338.6 633.0 15239 7434
(Allowance for loan losses) ... ... o e (18.6y (28.6) {(41.2)y (20.1) (39.5) (19.3)
Other receivables ... ..o L e 45.0 242 69.2 33.8 68.8 336
Foreign exchange portfolio ... ... ... ... ..o o L 15.3 217 66.7 326 61.5 30.0
[ncome receivable ... e e — 0.1 — — 0.1 —
Trading 2CC0OUNE ... ..o e 1.4 0.1 0.3 0.1 3.2 1.6
Escrow deposils ... ... e 24.5 — — — — —
L0 T 34 23 212 1.1 1.0 10
L4111 T T O 0.4 0.5 0.3 0.1 1t.) 5.4
Repossessed d85818 . ..o 04 0.1 0.1 — 4.1 2.0
Prepaidd CxXpenses .. e s — 0.4 0.2 0.1 7.0 34
Noncurrent assels
Long-1erm assels .. ... . e 1329 2109 6804 3319 7958 3882
Securities and derivatives .. ... e 11,2 1014 4104 2002 425.0 2074
Ownportfolio ... ... ... .. 99.8 70.7 823 40.2 310 15.1
Linked 1o repurchase agréements . ... ...t ie e — 11,2 2550 1244 3095 1510
Linked to gUarantees .. ... ... . i 1.3 129 636 310 82.0 40.0
DETIVILIVES Lo e c e 10.1 6.6 9.5 4.6 26 1.3
Lending Operations .. ... e 217 7340 2222 184 2804 1368
Lending operstions—public sector .. ... ..o — 5.0 122 235 1.5
Lending operulions—privile SECIO0 L. vyt it tun e st ranricnerinans 219 745 2006 983 2626 128
(AHowance Tor loan losses) ... .o o o e (0.2} (LN 44) (2.0 5.7 (2.8)
Otherreceivables .. .. . e — 36.1 478 233 84.0 41.0
Escrow depusils ... ... i e — 36.1 47.2 230 569 178
OREr e e — — 0.6 0.3 7.1 13.2
OURET USNEIS L ettt e e — — — — 6.3 3.0
Prepaidexpenses ... .. L — — — — 6.3 30
Permanent assets ... ... .. e 9.7 1.4 11.7 57 123 6.0
INVESIMERLS .« o et e et e e e 0.9 0.8 0.9 0.4 09 .4
Property and equipmentinuse ... .. 8.7 11 10.6 5.2 1.2 3.5
Read estate ..o v o e e 11.1 11.1 16.9 53 1.2 55
L0 1T 3.6 3.1 6.8 33 7.5 3.7
(Accumulated depreciation) ... e (6.0 (6.1) 7.1 (3.4) (7.5} (3.7;
e ermed ChaTgeS ot e e e e 0.1 0.1 0.2 0.1 0.2 0.1
Organization and eXpansion CoOME ... ... v iiiiii i 0.2 0.3 04 0.2 04 0.2
{Accumulated organizadon) ... ..o Lo {L.1) (1.2) {0.2) (0.1} (0.2) (0.1)
Total ASSels . ... ... e 1.213.0 2,166.8 3,088.0 15064 33639 16410
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Balance Sheet Data

Liabilities and sharcholders’ equity
Current liabilities

Deposits

Demand deposits .. ..o s
Interbank deposits . ... ... ...
Time depusits ...
Otherdeposits .. ... e
Money market funding

Own portfolio
Third parties
Funds from acceptance and issuance of securities

Securities issued abroad
Interbank accounts

Receipts and paymenis pending settlement ... ..., ... ... .
Interbranch aCCoMnts . ... . e

Third-party funds in transit
Derivatives

DEFIVILIVES .. e e
Borrowings and onlendings

Foreign bOrrOwWings .. ... ..ottt e
Domestic borrowings
Other payables

Collected taxes andother .. ... ... o o
Foreign exchange pontfolio
Soctal and statutory .. .. ... ..
Tax and social security
Trading account
Other

Noncurrent liabilities
Long-term liabilities

Depuosits

[nterbank deposits .. ..o e e e e
TIME depusils o e
Funds from acceptance and issuance of securities ......... ... oo
Securities issued abroad
Derivatives

Derivatives ... e e
Borrowings and onlendings

Foreign horrowings ... ... ... . L
Other puyables

Tax and social security
Other
Deferred income

Deferred INCOME .. ... o e e et e
Minority interest

Shareholders’ equity

Cupital—Brazilian resideats

Capital reserves
Revaludlion TESEIVES .. ..t et e it a e
Profitmeserves ..o e e
Adjustment to fair value—securities and derivatives
Retwined earnings .. ... e s

Total liabilities and shareholders® equity

At December 31,

At March 31,

2004 2005 2006 2006 2007 2007
(in RS (in US$ (in RS (in US$
millions) millions) millions) millions)

5613 13760 19458 9492 2,399 10438
HEBY 7362 10218 4984 12032 5870
48 607 1048 SL1 1373 670
(54 1055 940 459 1136 554
3287 SB0.0 8227 4013 9523 4645
- = 03 01— —
70 4357 5724 2793 5750 2805
(7.1 BS54 2B 1367 320 1566
— 3503 2023 1426 2540 1239
03 1007 1395 682 1442 703
03 1007 1395 682 1442 703
6l 05 03 01 259 126
o1 05 03 01 259 126
09 19 60 29 69 34
0e 19 60 29 69 34
i 73 13 06 1.3 0.6
30 73 13 06 13 0.6
1220 422 1208 539 1239 604
1221 422 1009 492 593 289
— — 199 97 646 315
389 415 837 408 595 290
w1 04 05 02 10 05
73 71 21103 200 103
- 5_6 J— J— J— —
121 95 341 166 240 117
40 26 23 L1 03 0l
1S4 163 237 116 131 6.4
871 4249 7024 3426 T37 3534
(149 1834 3267 1594 3388 1653
- 15 07 1.5 0.7
1149 1834 3252 IS8T 3373 1646
076 1520 2500 1263 2460 1201
107.6 1521 2590 1263 2460 1201
04 02 10 05 1.7 0.8
04 02 10 05 1.7 0.8
— LI 034 02  — —
— L0402 — _
642 881 1153 562 1372 669
642 881 1150 561 1365 666
- = 03 0l 0.7 0.3
02 02 10 Lo 3t L6
02 02 20 10 3 16
- - - - 0.2 0.1
3344 3657 4378 2136 4970 2424
1709 1799 1886 920 4227 2062
04 04 05 02— -
24 23 22 1 21 1.0
245 282 323 158 117 57
05 (16 S0 24 1.7 08
1357 1565 2092 1021 588 287
(2130 2,166.8 30880 15064 33639 1641.0
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RISK FACTORS

An investment in our preferred shares involves u high degree of risk. You should consider carefully the risks
described below and all of the information contained in this offering memorandum before deciding whether 1o
prirchase our preferred shares. If any of the following risks actuallv occurs, our business, financial condition,
results of operation, liguidity. and/or prospects may be adversely affected. As a result. the trading value of our
preferred shares could decline, and you may lose all or part of your investinent in our preferred shares. Other
risks of which we are currently not aware may alse have an adverse effect on us and on the trading value of our
preferred shares.

For purposes of this section, unless otherwise expressed or if required by the context, an indication thar a
risk, unceriainty or problem could or will have an “adverse effect on us™ or “will adversely affect us™ means
that the risk, uncertainiy or problem could or will huve an adverse effect on our business, financial condition,
results of operations, financial condition, liguidity, prospects and/or the trading value of our preferved shares.
Similar expressions in this section should be read as having the same meaning.

RISKS RELATING TO US AND TO THE BRAZILIAN BANKING INDUSTRY
Interest rate changes by the Central Bank could adversely affect us.

The Central Bank’s Committee for Monetary Policy {Comité de Politica Monetdria), or COPOM,
periodically esiablishes the special overnight clearance and custodial rate (Sistema Especial de Liguidagdo e
Custidia), or SELIC rate, which is the base interest rate for the Brazilian Financial System (Sistema Financeiro
Nacionaly and an important policy instrument [or the achievement of inflation targets, The COPOM has
frequently adjusted the SELIC rate in response to economic uncertaintics and to achieve the goals of the
Brazilian government’s economic policies. For example, in response to economic developments, the COPOM
reduced the SELIC rate during the second half of 2003 and the first hall of 2004. To control inflation, the
COPOM has increased the SELIC rate several times, from 16.0% per annum at August 18, 2004 (o 19.75% per
annum in May 2005. Throughout 2005, 2006 and the three months ended March 31, 2007, the COPOM has
reduced the SELIC rate on a periodic basis by 0.25% and 0.5%. At June 26, 2007, the SELIC rale was
12.00% per annum,

Increases in the SELIC rate could adversely affect us by reducing demand for credit. increasing our cost of
funding and increasing the risk of default by our cliems. Decreases in the SELIC rate could also adversely affect
us by decreasing the interest income we carn on our interest-carning assets and lowering our margins.

The Brazilian government regulates the operations of Brazilian banks, and changes in existing laws and
regulations or the imposition of new laws and regulations may adversely affect us.

Brazifian banks, including us, are subject to exiensive and continuous regulatory review by the Central
Bank. We cannot predict when the Brazilian government, through CMN or the Central Bank, will modify or
create new regulations applicable to all or part of our operations, including regulations that impose:

*  minimum capital requircments;
«  compulsory deposil requirements;
+ lending limits and other credit restrictions:
+ forcign currency risk limits; and
» accounting and statistical requirements.
The regulatory structure governing Brazilian financial institutions is continuously cvolving. Existing laws

and regulations could be amended, the manner in which laws and regulations are enforeed or interpreted could
change, and new laws or regulations could be adopted. Any of these changes could adversely affect us.
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In particular, the Brazilian government has historically enacted regulations affecting banks in an effort o
implement economic policies. These regulations are intended o control the availability of credit and reduce or
increase consumption in Brazil (including by increasing compulsory de)osit requirements and reducing the
amount of resources available for financings and investments), There can be no ussurance that the Central Bank
will not increasc or impose new reserve or compulsory deposit requirements. These changes may adversely affect
us because our returns on compulsory deposits are lower than those we obtain on our other investments, In
addition, the Central Bank may decide to implement certain guidelines set lorth in the Basel Agreement. which
may result in a more strict risk management and may restrict the use of our resources in accordance with our
strategies.

We may not be able to comply with the minimum capital requirem :nts established by the Central Bank
and the CMN in the future or to pay dividends or make other distributions as a result of such
requirements.

As a general rule, the Central Bank and the CMN require that ban'<s comply with regulations similar o
those of the Basel Agreement regarding sufficiency or adequacy of capital. Under these reguliations, we are
required 10 maintain adjusted sharcholders’ cquity which is higher thar. the minimum capital required by the
Central Bunk (whose regulations require us to maintain minimum capital equat to 11% of our risk-weighted
assets plus certain adjustments for exchange rate and swap risks). We cannot assure you that we will be able o
comply with these capital requirements in the future.

In addition. the calculation of our minimum adjusted shareholders.” equity takes into account, among other
things, the dividends or interest on sharcholders’ equity we distribute. Accordingly. these regulations on
adequacy of our capital may limit our future distributions of dividends or interest on sharcholders® equity, See
“Management's Discussion and Analysis of Financtal Condition and Fesults of Operations—Liquidity and
Capital Resources—Capital Adequacy™ and “'Regulation of the Brazilian Banking Industry—Other regulations—
Capital adequacy guidelines.”

Actions taken by the Central Bank toward other Brazilian financiat institutions may have an adverse
effect on vs.

In the last quarter of 2004, the Central Bank intervened in the operations of Banco Santos S.A., causing a
lack of confidence of investors in banks, especially middle-market banks such as ourselves.

We cannot guarantce that the Central Bank will not attempt to inervene in the affairs of any other Brazilian
financial institutions. If the Central Bank takes these actions, we, along with other mid-sized and smaller
Brazilian financial institutions, may suffer unexpected withdrawals of deposits that may adversely affect us.

Changes in regulations regarding compulsory deposits may adversely affect us.

The Central Bank has periodically changed the level of compulsory deposits that financial institutions in
Brazil arc required to maintain with the Central Bank. The Central Benk may incrcase its compulsory deposit
requirements in the future or impose new compulsory deposit require nents,

Compulsory deposits gencrally yickd lower returns than cur other investments and deposits because:

+ a portion of our compulsory deposits do not bear interest;
* a portion of our compulsory deposits must be held in Brazilian govermment sccuritics: and
+ aportion of our compulsory deposits must finance the Brazilian rural sector and. for certain banks, the

Brazilian housing sector.

OQur compulsory deposits in connection with demand and time deposits were R340.5 million at March 31,
2007.
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Any increasc in the compulsory deposit requirements may reduce our ability to [end funds and 1o make other
investments and. as a result, may adversely affect us. See “Management’s Discussion and Analysis of Financial
Condition and Results of Operations—Principal Factors Affecting our Financial Condition and Results of
Operations—Compulsory Deposil Reguirements.”

The increasingly competitive environment in the Brazilian banking industry and in the middle-market
segment may adversely affect us.

The markets for financial and banking services in Brazil are highly competitive. We face significant
competition from other large Brazilian and international banks. The Brazilian banking industry underwent a
period of consolidation in the 19905, when a number of Brazilian banks were liquidated and other state-owned
and private banks were sold. Competition increased during this period as foreign banks entered the Brazilian
market through the acquisition of Brazilian financial institutions. The privatization of state-owned banks has also
made the Brazilian markets tor banking and other financial services more compelitive.

Traditionally. our competitors in the middle-market and the individual lending scgments have been
specialized middle-sized banks. However, large domesiic and foreign banks and financial institutions have
recently started to operate in these segments. For cxample, in the individual lending segment, Banco Bradesco
S.A. announced the acquisition of Banco BMC S.A.. a middle-sized bank focusing on the payroll deduction loan
segment, and Banco Societe Generale Brasil 5.A. announced the acquisition of Banco Cacique S.A., a bank
focused on the consumer credit and payroll deduction loan segments. These acquisitions may be followed by
other domestic or intemational acquisitions and result in additional consolidation in the middle-market and the
individual Icnding segments. which could significantly change the competitive landscape in which we operate.
We cannot guarantee that we will compete successfully with these banks, primarily because they have more
resources than we do and have an extensive nctwork of branch offices and distribution channels.

In addition, our business in the payroll deduction loan segment may be adversely affected if our competitors
are able to obtain exclusive agreements with governmental authoritics and private-sector companies for this kind
of product.

Moreover, certain of our competitors currently are or intend to become publicly-held companies, which will
considerably increase their shareholders™ cquity and, as a result, increase the level of competition. Increased
compelition may reduce the spreads we earn and result in the loss of our managers, who may be hired by our
competitors and decrease our marketing power.

Increased competition adversely affects us by, among other things, limiting our ability te increase our client
base and expand our operations, reducing our profit margins on the banking and other services and products we
offer, and increasing competition for investment opportunitics. See “Business—Competition.”

An increase in our loan portfolio, particularly in the middle-market segment, may adversely affect us.

An increase in our loan portfolio may increase the level of our loans in default and allowance for loan losses
if this increase is caused by a less conservative management ot our operations. In addition, a close relationship
with corporate clients is essential to a successful performance in the middle-market segment. The increase in the
volume of our loan operations and in the number of our clients may harm our relationships with corporate clients
since we may lose ncw business opportunities and distance ourselves from our existing clients.

The middle-market segment consists of small- and medium-sized companies, which typically have lower
levels of corporate governance and may provide us with incorrect information when we assess their risk. Asa
result, we may inadvertently grant loans to companies that do not meet our standard loan criteria, which may
adversely affect us.
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Limits on the maximum interest rates we are allowed to charge could adversely affect us.

We are subject to limits on the interest rates we charge on our loans to pension beneficiaries and retirees of
the INSS. and to other government cntitics with which we have agreem:nts governing our payroll deduction loan
segment. We cannot guarantee that these entities will maintain the maximum applicable interest rates at current
levels. For example. due to the reduction in the SELIC rate from 13.25¢% per year to 14.75% per year, on July 19,
2006. the INSS reduced the maximum interest rate applicable to its pension beneficiaries and retirees from 2.90%
10 2.86% per month, and, on October 24, 2006 and March 1, 2007, it reduced such rates to 2.78% and 2.72% per
month, respectively. In the cvent that the INSS decides to implement new reductions to the rates applicable to our
loans or any other government entity reduces the limits on applicable interest rates, we could be adversely
affected.

Payroll deduction loans are subject to changes in applicable laws aad regulations and to the interpretation
of such laws and regulations by Brazilian courts, as well as to changes in policies by public entities.

Payrol! deduction loans are governed by several laws and regulations at the federal, state and municipal
levels, establishing limits on the amounts that can be deducted and the irrevocability of the authorization of the
payroll deduction given by the public employee, retiree or pension recipient prier (o the repayment of the loan.

The adoption of any new law or regulation or the change, revocation or new interpretation of any existing
law or regulation, that rcsults in a prohibition or restriction on our ability to make these direct deductions could
increase our loan portfolio’s risk profile, increase the interest rates ol ¢ur consumer foans and lead 10 a higher
pereentage of losses. We cannot guarantee that the laws and regulations relating to direct payroll deductions from
public employees or the INSS will not be changed or revoked in the future.

Int June of 2004, the Brazilian Superior Court of Justice determinad that the irrevocable nawre of the
authorization given by a public servant from the state of Rio Grande d5 Sul to deduct loan payments directly
from his payroll was abusive and, therefore, null and invalid. Although the same Superior Court of Justice
awarded a new decision in June 2003 recognizing that the irrevocabilily of these authorizations is legal and valid,
we cannot guarantee that this decision will be followed by other courts.

In addition, the granting of payroll deduction loans to public employees and INSS retirees and pension
beneficiaries requires the authorization of the public entities to which those persons are connected. The Brazilian
government or other government entities can change the regulations ajplicable (o thesc avtherizations. Currently,
we have no authorization 1o offer payroll deduction loans 10 the employees of certain state or municipal
governments because the laws of those states and municipalities will only allow statc-owned banks to grant that
type of loan. Other government agencics could enact regulations in thz future to restrict or prevent us from
offering payrolt deduction loans to their employees. At March 31, 2007, upproximately 15.1% of our loan
portfolio was made up of payroll deduction loans 1o public employces and INSS retirees and pension
beneficiarics, and any changes or implementation of new laws or regulations that restricts or prevents us from
granting these type of loans could adversely affect us.

QOur ability to make direct payroll deductions depends on the effecliveness and validity of the agreements
we enfer into with the private and public sector employers of the persons who have taken such loans and
on those persons remaining employed.

A portion of our revenues is derived from our payroll deduction loan transactions. the payments ol which
are directly deducted from the employee's or retiree’s paychecks. These deductions could be suspended if the
agreements we entered into with our borrowers’ private or public sec:or employers are lerminated, or if these
borrowers” employment is terminated, including as a result of death of the borrower.

If any of these agreements are terminated. we may need to implement a new collection system of payroll
deduction loans. which may not be as cffective us the previous one o have higher operating costs. As a result,
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our operations in this segment may decrease. [f an employee has his or her employment terminated because the
cmployee leaves his or her job, or has deceased. the payment of the loan may depend exclusively on the financial
ability of the borrower or his or her estate to repay the loan. In these circumstances we may not recover all or part
ol the credit we extended to such persons.

In addition, if a borrower divorces. Brazilian law provides that in certain circumstances, the alimony due by the
borrower may be directly deducted from his or her paycheck. These deductions may have priority over other debis
of the borrower (including our credit) and, as u result, we may not receive all or part of the amount owed (o us.

Any of these risks could increase the risk of our payroll deduction loan portfolio. which could adversely
affect us. These risks could also cause an increase of administrative and other expenses for the collection of
payments. including the implementation of a new collection system caused by termination of agreements, which
could adversely affect us.

Deterioration of our relationship with, poor performance by, or bankruptcy of, our third-party service
providers or sales team may adversely affect us,

We use third-party service providers to assist. support and maintain certain of our back-office departmens
and certain of our communications, IT and point-of-sale systems. If these third-party service providers {ail to
meel their assistance, support and maintenance obligations, we could be adversely affected. In addition, our
revenues from payroll deduction loans are highly dependent on the willingness and ability of our banking
correspondents and their independent sales agents to identify new borrowers for us. Our relationship with our
banking correspondents is nol exclusive, so they may generate business for other banks. If the effectiveness of
our banking correspondents and their independent agents were to deteriorate, and we arc unable to replace them
with new banking correspondents and agents. we may lose clients, fail to gain new clients or experience
significantly reduced revenues from our payroll deduction loan business, which would adversely alfect us.

Changes in tax and social security regulations may adversely affect us.

To support its fiscal policies. the Brazilian government regularly implements changes to tax and social
security regimes thar affect our clients and us. These reforms include changes in tax rates and tax assessment
criteria and the enactment of temporary taxes, the proceeds of which are earmarked for spectlic governmental
purposes, See "Regulation of the Financial Banking Industry—Taxation of financial transactions.” Some of these
measures may result in increases in our payments of taxes and social contributions, which could adversely affect
our profitability and ability to engage in certain transactions. In addition, changes in tax and social securities
regulations may result in uncertainties in the Brazilian financial system, and increase our funding costs and the
default rates of our borrowers, which may adversely affect us.

We are highly exposed to the credit risk of the Brazilian government and other public-sector entities. If the
Brazilian government fails to pay its obligations in a timely manner, we may be adversely affected.

We invest in debt securities issued by the Brazilian government, most of which are long-term highly liquid
securitics. At March 31, 2007, 13.0% of our assets were securities issued by the Brazilian government. At
March 31, 2007, the net debt of the Brazilian public sector, according to economic indices published by the
Central Bank, was R$1,088.5 billion, or 45% of Brazil's gross domestic product. Any failure by the Brazilian
government Lo make timely payments under the terms of these securities would have an adverse effect on us,

In addition, we are exposed o the credit risk of the Brazilian government and other entities in the public
sector, including the INSS. 1o which the borrowers of our payroll deduction loans are related. On March 31,
2007, 15.1% of our total loan portfolio was made up of payroll deduction loans (o public employees and INSS
retirees and pension beneficiaries. Any decline in economic activity could adversely affect the t1axes collected by
these entities (which are their main source of revenue) and, consequently, could result in losses in vur payroll
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deduction loan portfolio or delays in receiving the amounts that we are owed. For example, in 2003, the states of
Rio de Janeiro and Goids were late in transferring the amounts deductec. from their employees™ payroll as a result
of regional economic crises. Any increase in losses related to our payro’| deduction loan porifolio could
adversely affect us.

Any imbalance between our loan portfolio and our sources of funds could adversely affect our operating
results and our capacity to expand our credil transactions.

We are exposed to certain imbalances between the loans we make and our obligations to our providers of
funding in relation to the interest rates and maturity dates of these loans and obligations. A portion of our loan
portfolio is made up of fixed interest rate credits and the yicld from our credit transactions depends on our ability
1o balance the cost of our funding with the interest rates charged 10 our clients. An increase in the market interest
rates in Brazil could increase our cost of funding, especially the cost of our time deposits, and may force us to
reduce the spread we charge on our loans, adversely affecting us.

Any mismatch between the maturity of our loans and our sources of funds would potentially result in an
imbalance in the interest rates on these loans and funding sources, which could create prablems in our liquidity if
we fail to continue to be able o obtain funding at favorable rates. An increase in the total cost of our sources of
funds for any of these reasons could result in an increase in the interest rates on our loans, which could, as a
result, affect our ability 1o attract new clients. Any decrease in the level of our loan portfolio may adversely
affect us.

Time deposits are an important source of funding for us.

Our sources of funding are not broadly diversified and we rely on time deposits as our principal funding
source. At March 31, 2007, 49.0% of our funding was obtained from t me deposits (rom our ten largest clients.
Qur ability to obtain additional funding wiil depend on. among other factors, our performance and futurc market
conditions, We cannot assure you that time deposits will continue to bz available on favorable terms to us or at
all. If we are unable to obtain sufficient new funding, we may not be able to continue growing our loan portfolio
or 1o respond effectively o changes in business conditions and competitive pressures, which could have an
adverse effect on us.

A downgrading in our credit rating may increase our costs of funding,.

Our costs of funding are influenced by a number of fuctors. some of which are out of our controt. such as
prevailing macrocconomic conditions and the regulatory covironment for Brazilian banks. Any unfavorable
change in these factors may cause a negative impact in our credit rating, which could restrict our ability to obtain
funding, transfer loan portfolios or issue securilies on acceptable terms, increasing our cost of funding.

A deterioration in the creditworthiness of the receivables our clients provide as coltateral to our loans may
adversely affect us.

Most of the financing we grant to our clients, particularly mid-sized companies, are secured by pledges of
receivabies from third parties. Any reduction in the creditworthiness of these third parties may negatively affect
our ability to collect receivables from our clients and therefore may adversely affect us.

We may not successfully implement our strategies, which may adversely elfect us.

We intend to implement several business strategies that we belicve will be essential for our future growth,
Among these strategics, we plan o expand our market share in the middle-market segment by increasing our
customer base. improving our distribution structure and offering tailor-made products to our clients. We also plan
to scek to consolidate and cxpand our market share in the individual lending segment by offering new credit
products, such as payroll deduction loans in connection with fiduciary sales real estate and consumer credit for
vehicle financing, and by taking advantage of our current distribution network. We cannot assure you that we
will successfully implement these or any other strategies. which would have an adverse effect on us.
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The loss of any of our key managers, our inability to attract and mzaintain additional management
personnel or the non-approval by the Central Bank of the election of our independent director may
adversely affect us.

Our ability 1o maintain our competitive position and implement cur growth strategy is highly dependent on
our management team, We cannot assure that we will not lose any of our current key managers or that we will be
successful in attracting and maintaining qualified personnel to be part of our management team, which may
adversely affect us. Tn addition, the election of one of our independent directors. Marco Antdnio Bologna, is
subject to the approval by the Central Bank. and such director may nol take office until such approval is granted.
We have no means of determining when or if the Central Bank will grant such approval.

RISKS RELATING TO BRAZIL

The Brazilian government has exercised, and continues to exercise, significant influence over the Brazilian
economy, This influence as well as Brazilian political and economic conditions could adversely alfect us.

The Brazilian cconomy has been marked by frequent and sometimes significant interventions by the
Brazilian government on monetary. credit, tax and other policies.

The Brazilian Government’s actions to control inflation and implement other policies have in the past
involved. among other measures, control over wages and prices, devaluation of the currency, controls on foreign
capital and certain limits on imported merchandise and services, We cannot predict the effects of any measurcs or
policics that the Brazilian Government might adopt in the future. We could be adversely affecied by changes in
public policy al the federal, state and municipal level relative to interest rates and exchange controls, as well as
other factors, such as:

+ variation in cxchange rates;

« inflation;

* interest raies;

+ liquidity in the domestic financial and stock markets and in the credit markets;

* tax policy and regulation; and

» measures ol a political, social and economic nature that occur or that might affect Brazil.

Presidential elections were held in Brazil in Octlober 2006 and resulted in the reelection of the current

president, Luiz Indcio Lula da Silva. We cannot assure you that this administration will adopt or maintain

economic policies that encourage the growth of the economy. Any instability of the Brazilian economy, actions
by the Brazilian governmeni and speculation regarding luture government measures could adversely affect us,

Developments and the perception of risk in Brazil and other countries, especially emerging market
countries, may adversely affect the market price of Brazilian securities, including our preferred shares.

The market valuc of sccurities of Braziliun companices is affected to varying degrees by ecconomic and
market conditions in other countries, including other Latin American and emerging market countries. Although
economic conditions in these countries may differ significantly from cconomic conditions in Brazil, investors’
reactions to developments in these other countries may have an adverse effect on the market value of securities of
Brazilian issuers. Crises in other emerging market countries may diminish investor interest in securities of
Brazilian issuers, including ours, which could adversely affect the market price of our preferred shares.

Inflation, and the Brazilian government’s measures to combat inflation, may contribute to economic
uncertainty in Brazil, adversely affecting us.

In the past, Brazil has experienced high rates of inflation. Certain actions taken by the Brazilian government
to combat intlation have had negative effects on the Brazilian economy. Annual inflation rates were 20.0% in
1699, 9.8% in 2000, 10.4% in 2001, 26.4% in 2002, 7.7% in 2003. 12.1% in 2004. 1.2% in 2005 and 3.8% in
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2006 and 0.9% for the three months ended March 31, 2007, as measured by the IGP-DI. The Brazilian
government’s measures to control inflation have often included maintaiaing a tight monetary policy with high
interest rates, thereby restricting the availability of credit and reducing vconomic growth. Inflation, along with
government measures 1o combat inflation and public speculation about possible future government measures, has
had significant negative effects on the Brazilian economy, and contribused to increase cconomic uncertainty in
Brazil and heightened volatility in the Brazilian securities market, which may have an adverse effect on us.

If Brazil experiences substantial inflation in the future, our results of operations may be adversely alfected.
regatively impacting our ability to comply with our obligations. Inflationary pressures could also reduce our
ability to access foreign financial markets and lead to further government intervention in the economy, including
the iniroduction of policies that adversely affect the performance of the Brazilian economy as a whole, and
consequently, our own operations.

Exchange rate instability may adversely affect us.

As a result of several pressures, the Brazilian currency has been devalued periodically in relation to the U.S.
dollar and other foreign currencies during the last four decades, Throughout this period. the Brazilian
government has implemented various economic plans and utilized a number of exchange rate policies, including
sudden devaluations, periedic mini-devaluations during which the frequency of adjustments has ranged from
daily to monthly, floating exchange rate systems, exchange controls and dual exchange rate markets. More
recently, the effects of the [loating exchange rate regime have led to siznificant exchange volatility in relation to
the dollar and other currencies. At March 31, 2007, the reai/dolar exchange rate was R$2.050 to USS$1.00,
representing an appreciation of the reaf to the dollar of approximately 5.6% compared to March 31, 2005. We
cannot assure you that the real/dollar exchange rate will remain within its recent historical range.

At March 31, 2007, approximalely 19.5% of our total funding was denominated in or linked to the U.S.
dollar. A depreciation of the real against the U.S. dollar would increase the amounts in recis that we are required
10 pay under our U.S. dollar obligations. In addition, this depreciation could alse increase loan defaults by our
clients since they would be required to pay higher amounts in reais (0 service their debt obligations with us
denominated in or linked to the U.S. dollur.

Depreciations of the real relative to the U.S. dotlar could create sdditional inflationary pressures in Brazil,
which may negatively affect us. Also. depreciations of the reaf restrict our ability (o access foreign financial
markels and may cause government intervention in the market. This intervention could lead to restrictive
policies. In addition, a strong valuation of the real relative to the U.S. dollar could adversely affect Brazil's
external payments and may hinder the increase in exports. Any of these situations would have an adverse effect
on us.

Any restrictions on bank lozan interest rates may adversely affect us by decreasing our revenues and
limiting our ability to make loans.

Decree No. 22.626/33, also known as the Usury Law (Lei de Usura), prevents any person or entity from
charging interest rates higher than 12.0% per annum, However, the Banking Restructuring Law (Lei da Reforma
Banedria), together with recent court decisions, have exempted banks from this prohibition. Any changes 1o the
courts’ views about this exemption or an amendment in the applicable laws and regulations limiting the interest
rates that we ¢an charge on our loans may adversely affect us.

RISKS RELATING TO OUR PREFERRED SHARES

An active and liguid market for our preferrcd shares may not develop, and this could limit vour ability to
resell our preferred shares at the desired price and time,

Currently, there is no active public market for our preferred shares. We cannot predict o what extent investor
interest in us will lead to the development of a market for trading of our preferred shares on BOVESPA or how liquid
that market will be.
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The Brazilian stock markets are significantly smadler, less liquid and more concentrated and volatile than the
stock markets in the United States, BOVESPA had a market capitalization of approximately US$784 billion
{RS1.6 trillion) on March 31. 2007 and an average daily trading volume of USS1.7 billion {(R$3.5 billion} in the
three months ended March 31, 2007. In comparison, the New York Stock Exchange (NYSE) had a market
capitalization of USS24.5 trillion on March 31, 2007 and average daily trading volume of US$86.8 biilion in the
three months ended March 31, 2007. There is also significant concentration in the Brazilian stock exchange. The
ten most traded shares represented approximately 49.4% ol all shares traded on the BOVESPA in the three
months ended March 31, 2007. These market characteristics could substantially limit your ability to scll our
preferred shares at satisfactory prices and/or at the desired moment, adverscly affecting the market value of our
preferred shares.

The initial offering price per preferred share may not be indicative of the prices that will prevail in the open
marker after this offering. The market price of our preferred shares could significantly fluctuate for various
regsons, including in responsc to the risk factors indicated in this offering memorandum or for reasons not related
to our performance.

After completion of this offering, we will continue to be controlled by our indirect controlling
shareholders, whose interests may conflict with the interests of our other shareholders.

After completion of this offering, our indircct controlling sharcholders will continue to own approximately
74.9% of our total capital stock (or approximately 71.1%, considering the full exercise of the over-allotment
option) and 100.0% of our voting capital stock, and therefore will continue 10 exercise control over us. In
addition, our indirect controlling shareholders are also our managers. Except under certain circumstances, holders
of our preferred shares will not have any voting rights. As long as our indirect controlling sharcholders own,
individually or by means of a sharcholders’ agreement, directly or indirectly, the majority of our voting stock,
they will have the power, pursuant 10 our by-laws, to control important corporate decisions, in which the interests
of our indirect controlling shareholders may conflict with the intercsts of minority sharcholders. This power
includes. among other things, decisions taken at the shareholders™ meeting and the election of the majority of the
members of our board of directors.

Substantial sales of our preferred shares after this offering could cause the market price of our preferred
shares to decline.

We, the selling shareholders, our controlling shareholder, and the members of our board of directors and
executive officers have agreed, subject to cerlain exceptions, not (o issue, offer, sell, contract to sell, pledge, loan.
grant any option to purchase, make any short sale or otherwise dispose of, directly or indirectly, any of our
preferred shares or securities exchangeable or redeemable for preferred sharcs, as well as any derivatives
represented by them, for a period of up to 180 days following the date of publication of the Antincie de Inicio,
except for the over-allotment option.

In addition. after the end of such period, the sclling shareholders, and the members of our board of directors
and our exceutive officers will still be restricted from issuing, offering, selling, contracting to sell, giving us
collateral or otherwisc translerring, directly or owned by them indirectly, more than 40.0% of the shares they
hold or securities exchangeable or redeemable for preferred shares or allowing payment via the redemption of
preferred shares, as well as any derivatives representing such securities.

After termination of the agreements restricting the sale of the preferred shares, all the shares subject to these
prohibitions will be eligible for sale in the market. The market price of the preferred shares may fall significantly
if a substantial number of the preferred shares are sold, or if there is an expectation in the market that thesc sales
might occur.
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e may need additional resources in the future, which may be obtained through increases in our capital;
such increases in capital would dilute your ownership in us.

We may nced to obtain additional resources in the future and may not be able to obtain debt financing on
terms attractive to us, or at all. If we cannot obtain adequate funds to satisfy our capital requirements, we may
need to increase our capital. Furthermore, we may choose to seek additional capital if we believe it will be on
terms that are advantageous to us. Any additional lunding obtained thrcugh capital increases may dilute the
ownership percentage held by investors who purchase our preferred sheres in this offering, to the extent such
investor does not purchase shares of capital stock offered by us in such capital increases at the same proportion
of the preferred shares held by the investor.

If the Central Bank does not approve our capital increase in the primary offering on a timely basis, we will
offer units instead of preferred shares.

Under applicable banking luws, capital increases by financial institutions are subject 1o approval by the
Centrai Bank.

The Central Bank requires certain information in connection with its analysis of a request for approval of a
capital increase by a financial institution, including (1) proof that at least 50.0% of the amount subscribed in the
capital increase was fully-paid in reais; (2} deposit with the Central Bank, within five days, of the amounts
reccived from the proposed capital increases in reais and/or Brazilian government or the Central Bank securities
o be held until the capital increase is approved by the Central Bank; and (3) information regarding the source of
lunds received in connection with the capital increase. Approval of a capilal increase by a financial institution is
at the Central Bank’s discretion. and applicable regulations do not require the Central Bank to render its approval
wilhin a specific period of time.

As a result, if the approval of our capital increase in the primary offering does not occur on a limely basis to
cnable us 1o deliver our preferred shares sold in the primary offering a. the closing of this offering, investors in
this offering shall receive units, cach consisting of one preferred share and six subscription receipts.
proportionate to the number of preferred shares that they would have been entitled to receive in this offering. The
units will be split once the Central Bank approves the capital increase related to the primary offering. I we offer
and scll units in this offering, the price per unit will be equal to the prize of seven preferred shares as determined
in the bookbuilding process for this offering,

Except for tag-along rights in case of sale of our control, the subscription receipts grant (o their holders none
of the rights of the preferred sharcs. Holders of subscription receipts will have the right to convert such
subscription receipts into preferred shares only afier the Central Bank approves the capital increase in the
primary oflering, il such approval is obtained.

In addition, as the approval of a capital increase by a financial institution is at the Central Bank’s discretion
and applicable banking laws do not require that the Central Bank make its determination within a specified
period of time, we have no means of determining when or if the Cential Bank will approve this capital increase.
As a result, we cannot determine when or if the units will be split to caable us to deliver our preferred shares to
investors,

We may not obltain all required authorizations to migrate to the Level 2 segment of BOVESPA, which
could adversely affect the trading value of our preferred shares.

In order to migrate to the Level 2 segment, we have to obtain authorizations from the Central Bank and
BOVESPA, and possibly a Presidential Decree, pursuant 1o Article 192 of the Brazilian Constitution and Article
52 of the transitory regulation to the Constitution. If we do not obtain all required authorizations, we may not
migrate lo the Level 2 segment of BOVESPA. which may adversely uffect the trading value of our preferred
shares. For further information on our intention to migrate to Level 2 segment of BOVESPA, sec “Market
Information—Level | and Level 2 Differentiated Corporate Governance Practices.”
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Holders of our preferred shares may face difficulties in serving process on or enforcing judgments against
us and other persons.

We are incorporated under the laws of Brazil. and ali of our board members, cxecutive oificers and
independent public accountants reside or are based in Brazil, Most of our assets and those of these other persons
are focated in Brazil. As a result, it may nol be possible for you to effect service of process upon us or these other
persons within the United States or other jurisdictions outside Brazil. Because judgments of U.S. counts for civil
liabilitics based upon the U.S. federal sceuritics laws may only be enforced in Brazil if certain conditions are
met, you may {acc greater difficulties in protecting your interests in the case ol actions by us or our board of
directors or exceutive officers than would sharcholders of a U.S. corporation.
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ENFORCEMENT OF JUDGMENTS

We are incorporated under the laws of Brazil. All of our assets are located in Brazil, and all of our directors.
officers and certain of our advisors named in this offering memorandun reside in Brazil. As a result, you may
not be able to effect service of process upon us or these other persons within the United States or 1o enforce
against us or these other persons judgments obtained in the United States or other jurisdictions outside Brazil to
the extent such actions are predicated upon civil llability provisions of the dual securitics laws of the United
States.

We have been advised by Machado Meyer, Sendacy ¢ Opice Advogados, our Brazilian counsel, that subject
to specific requirements described below. final conclusive judgments of U.S. courts or other courts outside Brazil
tor civil liabilities based upon the U.S. federal securities laws may be enforced in Brazil. A judgment against us
or the persons described above obtained in the U.S. or other jurisdictions outside Brazil would be enforceable in
Brazil. without reconsideration of the merits, upon confirmation of thit judgment by the Brazilian Superior Court
of Justice. Such confirmation would occur if the foreign judgment:

= fulfills all formalities required for its enforceability under the: laws of the United States/of the country
where the foreign judgment is granted:

« s issued by a competent court after (i) due service of process on us. or (ii) sufficient evidence of our
abscnee has been given as required under the applicable laws,;

= is linal and therefore not subject to appeals:
* is for the payment of a sum certain:

+ s authenticated by a Brazilian consular office in the United Siates and is accompanied by a sworn
trunslation into Portuguese: and

= is not contrary to Brazilian national sovereignty, public policy and “good morals™ (as set forth in
Brazilian laws).

We have been {urther advised by Machado Meyer, Sendacz ¢ Opice Advogados that (i) orginal actions may
be brought in conncction with this effering memorandum predicated solely on the United States federal securities
laws in Brazilian courts and that Brazilian courts may enforce liabilitics in such actions against us, our directors,
officers, and certain of our advisors named herein subject 1o Bruzilian policy and national sovereignty, and
(ii) the ability of a judgment creditor to satisfy a judgment by attaching certain assets of the defendant is limited
by provisions of Brazilian laws,

A plaintitf, whether Brazilian or non-Brazilian, who resides outs de Brazil during the course of litigation in
Brazil must provide a bond o guarantee court costs and legal fees if the plaintiff owns no real property in Brazil.
The bond must have a value sufficient 1o satisly the payment of court lees and defendant’s atlorney lees, as
determined by a Brazilian judge. This requirement does not apply to the enforcement of foreign judgments that
have been duly confirmed by the Brazilian Superior Court of Justice. Notwithstanding the foregoing. no
assurance can be given that confirmation of any judgment will be obtained, or that the process described above
can be conducted in a timely manner.
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EXCHANGE RATES

Before March 14, 20035, there were two principal legal [oreign exchange markets in Brazil:
» the commercial rate exchange market; and

+ the tloating rate cxchange market.

Most trade and financial foreign-exchange transactions were carried out on the commercial rate exchange
market. These transactions included the purchase and sale of shares or payment of dividends or interest with
respect to shares. Foreign currencies could only be purchased in the commercial exchange market through a
Brazilian bank authorized to operate in these markets. The floating rate market applicd to certain specific
transactions to which the commercial rate did not apply, including the sale of Brazilian currency to tourists and
remittances related 1o banking guarantees and payments in connection with the provision of technical services.

On March 4, 2005, the National Monetary Council enacted Resolution No. 3,265, pursuant Lo which the
floating rate market and the commercial market were unified under the denomination “cxchange market,”
cffective at March 14, 2005. The new rcgulation allows the purchase and sale of foreign currency and the
international transier of reais by any person or legal entity, regardless of the amounl, provided, however, the
transaction is legal and subject to certain regulatory procedures.

Since 1999, the Central Bank has allowed the reaf/U.S. doflar exchange rate to float freely, and, since then, the
reafUJ.S. dollar exchange rate has fluctuated considerably. Since the beginning of 2001, the Brazilian exchange
market has been increasingly volatile, and, until early 2003, the value of the rea! declined relative 10 the U.S. dollar.
The real appreciated ugainst the U.S. dollar in 2004, 2005 and 2006. At March 31. 2007, the exchange raic for U.S.
dollars was R$2.050 per USS1.00. In the past. the Central Bank has intervened occasionally to control unstable
movements in foreign exchange rates. We cannot predict whether the Central Bank or the Brazilian government will
continue to let the reaf float freely or will intervene in the exchange rate market through the return of a currency
band system or otherwise. The real may depreciate or appreciate against the U.S. dollar substantially in the future.
For more information on these risks, see “Risk Factors—Risks Relating to Brazil.”

The following tables set forth the commerciat selling rate, expressed in reais per U.S. dollar (R$/USS), for
the periods indicated.

Average for

Year Period-end period" Low High
(RS per US$)

200 e e 3.533 2918 2270 3.955

2003 e e 2,389 3.071 2.821 3.6602

2004 e 2.654 2.926 2.654 3.205

200 e e e s 2.341 2.435 2.163 2.762

2000 . e 2.138 2.176 2059 2371

Source: Central Bank
h  Represents the average of the exchange rates on the last day of each month during the years presented.

Averape for

Manth Period-end period'? Low High
(RS per US$)
January 2007 ... e 2,125 2138 2.125 2156
February 2007 ... .. e 2118 2.096 2077 2118
March 2007 ... e e 2.050 2.089 2050 2.139
April 2007 e e 2.034 2.032 2023 2048
May 2007 .. . e 1.929 1.980 1.929 2031
June 2007 (through Junc 26) ... .. .. 1.949 1.934 1905 1.964

Source: Central Bank

b Represents the average of the high and low exchange rates for each period.
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On June 26, 2007, the exchange rate for U.S. dollars was R$1.949 per US$1.00.

Exchange rate fluctuations will affect the U.S. dollar equivalent of the reaf price of the preferred shares on
the BOVESPA as well as the U.S. dollar equivalent of uny distributions we make in reais with respect (o our
preferred shares.

Brazilian law provides that, whenever there is a serious imbalance in Brazil's balance of payments or there
arc scrious rcasons 1o foresee a serious imbalance. emporary restrictions may be imposcd on remittances of
foreign capital abroad. We cannot assure you that such measures will not be taken by the Brazilian government in
the fulure. See “Risk Factors—Risks Relating 1o Brazil.”
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USE OF PROCEEDS

Based on a public offering price of R$17.00 per preferred share. we estimate that total net proceeds 1o us in
the initial offering will be approximately R3900.3 million, afier deducting commissions and estimated expenses
of the offering that arc payable by us and assuming that the over-allotment option is not exerciscd.

We intend 10 use the net proceeds [rom this offering to expand our lending operations in the segments in
which we already operate, which include the middle-market and individual lending (payroll deduction loans and
consumer credit) segments.

The use of proceceds from this offering will be influenced by factors that we cannot anticipate at this time,
such as future conditions in the Brazilian banking market. the demand for our products and the investment

opporlunities we may identify in the future. For further information on the effect of the proceeds from this
offering on our capital stock, sce “Capitalization.”

We will not receive any proceeds from the offering of preferred shares by the selling shareholders.
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CAPITALIZATION

The table below shows our capitalization at March 31, 2007, This nformation is alse adjusted 1o reflect the
receipt of approximately R$900.3 million in estimated net proceeds from the offering of preferred shares by us.
based on the offering price per preferred share of R$17.00, after deducting commissions and estimated cxpenses
of the offering that are payable by us and assuming that the over-allotment option is not exercised.

You should read this table in conjunction with “Presentation of Financial and Other Information,”
“Summary Financial Information,” “Management’s Discussion and Analysis of Financial Condition and Results
of Operations,” “Other Financial and Statistical Information” and our historical consolidated financial statements
and the related notes included clsewhere in this offering memorandum. There have been no significant changes in
our capitalization since March 31. 2007,

At March 31, 2007
Avtual  As adjusted'  Actunl  As adjusted®

(in R$ thousands) {in USS thousands)y?
Short-term liabilities
DEpOsilS ..o e e 1,203.2 1.203.2 587.0 587.0
Money marketfunding . .............o o 575.0 5750 280.5 280.5
Funds from acceptance and issuance of securitics ............. 144.2 144.2 70.3 703
Interbank accounts ... ... . ... ... e 259 259 12.6 12.6
Interbranch accounts ... it i i e i 6.9 6.9 34 34
DTV IVES . .. ottt i e e i e 1.3 1.3 0.6 0.6
Borrowings and onlendings . ... ... ... . ... 239 1239 60.4 60.4
Otherpayables . ... ... 59.5 59.5 29.0 29.0
Total . ... e e 2,139.9 2,1399 1,043.3 1,043.8
Long-term liahilities
DePOSItS « e 338.8 3388 165.3 165.3
Funds from acceptance and issuance of securities . ............ 246.0 246.0 120.1 120.1
Borrowings and onlendings . ......... ... ..o L — — — —
DT VAN S oo et e e e e 1.7 1.7 0.3 0.8
Otherpayables .. .. __l 37.2 137.2 66.9 66.9
1 T 723.7 723.7 35341 3531
Total sharcholders® equity .. ............................ 497.0 1,397.3 242.4 681.6
Total capitalization'® ... ... . ... ... ... L 3,360.6 4,260.9 1,639.3 2,078.5

M Adjusted to reflect the receipt of net proceeds o us in the initial offering. It does not include proceeds
received by the selling sharchelders upon sale of their preferred sharcs.

v Translated into USS solely for the convenience of the reader. The rate used 10 translate such amounts was
RS$2.050 to USS1.00 (subject to rounding adjustments), which wis the exchange rate in ctfect at March 31,
2007 as reported by the Central Bank.

& Towal capitalization corresponds to short and long-term liabilities plus total sharcholders’ equity.
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DILUTION

At March 31, 2007, our shareholders™ equity, derived from our audiled consolidated financial statements at
and for the three months ended on such date, was R$497.0 million and the book value per share (which
represents our total assets net of our total liabilities, divided by the 1otal number of common and preferred shares
issued by us) was R$2.97.

Based on the issuance and offering by us of 55.082.712 preferred shares, at a price of R$17.00 per preferred
share, after deducting commissions and estimated expenses related to this offering payable by us and assuming
the over-alloiment option is not exercised, our estimated shareholders’ equity value at March 31, 2007 would
have been approximately R$1.397.3 million and the estimated book value per sharc would have been
approximatcly R$6.28. resulting in an immediate increase in the book value of R$3.31 to existing shareholders
and an immediate dilution in the book value per share of R$10.72 10 new investors. Dilution for this purpose
represents the difference between the price per preferred share paid by the investors and the book valuc per share
at March 31, 2007. adjusted for this offering.

The lollowing table is for illustrative purposes only. Real amounts have been Lranslated solely for your
convenience into U.S, dollars at an exchange rate of R$2.050 per USS1.00, the exchange rate in effect at
March 31, 2007. These translations should not be considered representations that any such amounts have been,
could have been or could be converted into U.S. dollars at that or at any other exchange rate at that or any other

date.

At March 31, 2007

(R$) 1uss)

{except percentupes)
Offering price (perpreferred share) ... ..o oo o 17.00 8.29
Shareholders’ equity value per preferred share at March 31,2007 ... . oo 2.97 1.45
Increase in shareholders’ equity value per share attributable 10 existing sharcholders ... .. .. 331 1.61
Shareholders' equity value per share at March 31, 2007, adjusted 1o reflect this offering™ .. 6.28 3.06
Dilution of sharcholders™ equity per share to new investors!V(2 .o oo i 10.72 5.23
Percentage of dilution 1o new investors!!™® o oo o e 63.1% 63.1%

th Assuming the over-alloiment option is not excrcised and after deducting commissions and estimated
expenses related to this offering payable by us.

20 For the purpose hereof, dilution represents the difference between price per preferred share paid by investors
and sharcholders’ equity value per share immediately after the conclusion of the offering.

i The percentage of dilution per share to new investors is calculated by dividing the dilution per share to new
investors by the offering price per preferred share.

The net book value of our equity after giving cffect to the issuance of preferred shares in this offering is

further subject to adjusiments resulting from changes in the price per preferred share and any other changes in the
terms and conditions of this offering, which will be known only after the bookbuilding.
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SELECTED FINANCIAL INFORMATION

The tables below contain a summary of our financial information &t and for the years ended December 31,
2004. 2005 and 2006. and for the three months ended March 31, 2006 and 2007, which are based on and should
be read in conjunction with our consolidated financial statements and accompanying notes included in this
offering memorandum, as well as with sections “Presentation of financial and other information,” “Selected
financial information,” “Other financial and statistical information” and “Management’s discussion and analysis
of financial condition and results of operation.”

This offering memorandum includes our (i) balunce sheels and income statements at and for the years ended
December 31, 2004, 2005 and 2006 and (ii) balance sheet and income statement at and for the three months
cnded March 31, 2007, all derived from our consolidated financial statements at and for the years ended
December 31, 2004, 2005 and 2006 and from our consolidated financiz] stalements at and for the three months
ended March 31, 2007 prepared in accordance with Brazilian GAAP, and audited by Deloitte Touche Tohmatsu
Auditores Independentes. The financial information relating to our income statement for the three months ended
March 31, 2006 included in this offering raemorandum is derived from our consolidated financial statements for
the three months ended March 31, 2006, prepared in accordance with Brazilian GAAP, and subject to a limited
review by Deloitte Touche Tohmatsu Auditores Independentes.

For your convenience, the following tables also contain U.S. dollar translations of the amounts in reais,

translated using the rate of R$2.050 1o U.S.81.00, which was the exchunge rate in effect at March 31, 2007, as
reported by the Central Bank.
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Income Statement

For the year ended December 31, For the three months ended March 31,

2004 2005 2006 2006 2006 2007 2007
(in US$ (in US$
(in RS milliens) millions) {in RS millions) milliens)
Income from financial intermediation ... 2451 3167 4764 2324 80.6 158.5 773
Lending operations ... ... L 185.1 2632 380.t 1854 795 1274 62.1
Sccuritics transactions . ......... .. ... 59.7 84.5 110.7 54.0 273 46.0 224
Derivalives oo vt v i e {(2.6) (36.6) (266 (13.00 27.7y (17.3) 8.4)
Foreign exchange operations .. .......... 29 5.6 12.2 6.0 1.5 23 1.2
Compulsory investments . .............. — — —_ — — 0.1 —

Expenses on financial intermediation . ... (111.3) (157.3) (246.5) (120.2) (484 (80.0) {39.0)

Funding operations .. .................. (96.5) (133.6) (199.1) (97.1) (41.9) (63.4) (30.9)
Borrowings and onlendings ............. 0.4 (74 (11.8) 5.7 (1.0) (8.4) (4.1}
Allowance for loan losses .............. (15.2) (16.5) (35.6) (17.4) {5.5) (8.2) (4.0}
Gross profit from financial

intermediation ... .................. 1338 1592 2299 1122 32.2 {78.5) 38.3
Other operating income (expenses) ..... d6dy (6L.T) (106.0) (51.7) 6.2) (9.6) 4.7
Income from services provided . ..... .. .. 6.6 8.4 1.7 5.7 25 33 1.6
Personnel expenses . ... oLt (19.6) (283 (354 1.} (74 (108) (5.3)
Other administrative expenses ........... 23.1) 0.6 (719 351 (L6  (10.6) (5.2)
Tax expenses ..........oiiiiinann (7.8) (109 (167 (8.1) 4.7 6.1y 3.0
Other operating income . ............... 90 264 310 15.1 214 19.6 9.6
Other operating expenses ... .......... .. (1.5 (16.5) (247  (12.0) (6.4) (5.0 (2.4)
Income from operations . .............. 874 97.5 1239 60.5 26.0 68.9 336
Nonoperating expenses ............... (0.1) (0.2) -— — — — —

Income before income and social
contribution taxes and minority

interest ........... ... .. .. ... .. ... 873 973 1239 60.5 26.0 63.9 3136
Income and social contribution taxes . ... (17.2} (15.8) (38.8) (19.0) (12.4) (5.6} (2.7)
Provision forincome tax ............... (12.9)  (12.2) 297y (14.3) (9.3) (18.6) (9.1)
Provision for social contribution tax ... ... 4.3) (3.6 (9.1) 4.3) 3.0 (6.3} (3.0)
Deferred taxes ... oo, —_ —_— — — — 19.3 9.4
Netincome .......................... 70.1 81.5 85.1 41.5 13.6 63.3 30.9
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Balance Sheet Data
At December 31, At March 3L,
2004 2005 2006 2006 2007 207
(inUS$ (inR$ (in USS
(in R$ millions) millions) millions} millions)
Assels
CUPTENt A55EES . . ..o e e e 1.0704 19448 23959 L1688 25558 12468
Cash .o e kR 18.4 Mo 16.6 39.9 19.6
Interbank iNVESUMENLE L ..ottt et e e et 1386 7842 B346 4169 843.7 1.6
Money markel iIDVESLIMENLS .. ... .. i e e 1289 7585 BO43 1924 802.0 3913
Interbank depasils ..o e e 9.7 236 28.1 13.7 40,2 19.6
Foreign currency invesiments ... ... .. . i - 2.1 22z 10.8 ] 0.7
; SecuriBes and derivalives L .. L e s 2751 2555 1149 56.1 69.8 40
i Own Pormtolio . e e 2107 11986 53.0 259 kKRN 16.4
Linked 10 re purchase are@ments ... uue vv v e renrver i sronarranans 17.1 744 292 14.2 15.0 7.3
Linked 10 QUALANIEES . ... .. o o e 35.0 33 23.7 1.4 28 1.3
DIEEEVALIVES Lottt v e st et e e A3 372 9.0 4.4 184 9.0
INlerbank SECOUNLS ... oot e s 6 20 6.2 30 13.7 6.7
Payments and receipts pending settlement . ... ... ...l —- — — — 29 1.4
Restricted deposits—Central Bank of Brazil ... ... o o oL 0.8 1.0 1.5 0.7 74 36
Comrespondents . ... ... e e e .8 1.0 4.7 23 34 i.7
Lending Operations . ... i s 6056 860.0 1.316.7 6423 15088 736.0
Lending operations——public SeClOr .. ... e - — 19.3 94 244 11.9
Lending operalions—privale SEClOr . ... . ..ot ce e 622 8886 13386 6530 15239 7434
(ANOWanCe Tor T0an TSSBEY L ottt it ettt i e i (14.6) (28.6) 412y (20.1) {39.5) (19.3)
Onher teceivables ..o e e 4.0 242 69.2 338 6R.8 336
Foreign exchange portiolio ... ... i s 1.3 2.7 66.7 326 615 300
Income receivable ... . -— .t — — 0.1 —
Trading @CeOUnt .. ... .o e 1.4 1N 0.3 0.l 32 1.6
Escrow deposils .. L. L i s 245 — — — — —
[0 14 23 12 1.1 4.0 2.0
ELRET ANNELS .« v vttt et e e e v e s r e e et e e e D4 .5 0.3 0.1 111 54
Repossessed assels . ..o e )4 1N N1 — 4.1 20
Prepaid eXpenses ... ... i -— (4 0.2 0.1 7.0 31
Noncurrent assets
Long-term assets ... ...ttt it s 1329 2109 6804 3319 795.8 388.2
Securities and denivalives ... o e 1.2 1014 4104 2002 415.1 207.4
Ownportiolio .. ... e, 9038 70.7 82.3 402 310 i5.1
Linked to repurchase agreements .............. . i iie i, -— 11.2 3550 124.4 309.5 151.0
Linked 1o guardnlees ... ... ... e 1.3 129 631.6 3.0 82.0 +40.0
DRV VS . ot e e e 10.1 6.6 9.5 1.6 26 1.3
Lending operalions .. ... e i3 734 2222 108.4 280.4 136.8
Lending operaions—public seetor ... ... ool — 25.0 12.2 235 11.5
Lending operations-—private sector .. ..., ... oo 119 M5 2016 98.3 262.6 128.1
{Aliowance forloan osses) ... .o oo 0.2y (b 4.4) 2.0 (5.7 (2.8)
Otherreceivables .. ... e — 36.1 47.8 233 8.0 41.0
Excrow deposits . ..o e e e e — 36.1 47.2 230 56.9 27.8
L0 T — — 0.6 0.3 M1 13.2
LT T T e — — -— 6.3 3.0
Prepaid exPenses ... e — — — — 6.3 30
Permianent asSels ... ... e i e e 9.7 1.1 11.7 5.7 12.3 6.0
[OVESIMENLS . o 09 0.9 09 0.4 0.9 03
Property and equipmentin use ... 8.7 10.1 10.6 5.2 11.2 535
Real es1ale ... . e s 1.1 111 10,9 53 112 55
L 1T N LX) 5.1 6.4 33 1.5 33
{Accumulated depreciation) . ... ... .. i (6.1 (6.1) t7.1) {3.4) (7.5) an
Delemed churges ..o e 0.1 0.1 0.2 0.1 02 0.1
Organization and Epansion COSIS ..o e s 0.2 0.3 04 0.2 4 .2
{Accumulited Orgunizauion) .. ... 0 02y @2 (0.1} (0.2) (1)
Total USCES o oo e e e e 1.213.0 21668 30880 15064 33639 16410
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At December 31, At March 31,
2004 2005 2006 2iMe 207 2007
{in US$ lin RS tin US$
(in RS millions}y milliens)  millions)  millions)
Liubilities and sharcholders® equity
Current linbilities ........ ... .. ... .. . ... iae, 391.3 13760 19458 949.2 21399 1.043.8
DEPOSILS L e 4084 6.2 1.021.8 4984 12032 587.0
Demand deposits ... .o i 338 60.7 1048 511 137.3 67.1
Interbank deposits . ... .. 45.4 105.5 94.0 459 113.6 554
Time deposils ..o e 328.7 580.0 §22.7 401.3 952.3 464.5
Otherdeposits . ... i — —_ 0.3 0.1 — —
Maoney market funding ... ... i e 17.1 4357 5724 2793 5750 2805
Ownportfolio ... e i7.1 85.4 280.1 136.7 3210 156.6
Third parties .. ... . e e - 50,3 1923 142.6 2544} 1239
Funds from acceptance und issuance of securities .............. 0.3 100.7 139.5 68.2 1442 70.3
Securities issued abroad .. ... .o ool 0.3 100.7 139.5 68.2 1442 70.3
Interbank accounts ... ... e 0.1 0.5 .3 0.1 259 12.6
Receipts and payments pending seutement .. .. ............ 0.1 0.5 0.3 0.1 25.9 12.6
Interbranch uccounts . ... ... L e 09 1.9 6.0 29 6.9 34
Third-party funds intransit ..o 09 1.9 6.0 29 6.9 34
Derivatives . .. ... e 3.0 7.3 1.3 0.6 1.3 0.6
Derivalives ..o e e 3.0 7.3 1.3 0.6 1.3 0.6
Borrowings and onlendings ... ... oo oo, 1221 42.2 120.8 58.9 1239 6.4
Foreignborrowings ... 1221 422 [LLERY 4492 59.3 2R.9
Domestic bomowings ... .. ... e — — 199 9.7 64.6 3.5
Otherpayables . ... ... oo 339 41.5 83.7 40.8 39.5 29.0
Collected taxes and other ............. ... ... . ... 0.1 0.4 0.5 0.2 1.0 0.5
Foreign exchange portiolio ... ... . ... ool 7.3 7.1 23.1 11.3 21.1 10,3
Social and SBIUOCY L. oL i i — 5.6 — — — —
Taxand sociabsecurity .......... .. ... i 12,1 9.5 4.1 16.6 24.0 1.7
Trading ecount .. ... .. 4.0 2.6 23 1.1 0.3 0.1
Other ... 154 16.3 23.7 L6 13.1 6.4
Noncurrent liabilities
Long-term liabilitics ............... ... ... ... ... ... .. 2871 4249 7024 2.6 7237 3531
I U 1149 1834 326.7 159.4 33188 165.3
Interbank deposits ..o oo — — 1.5 0.7 1.5 0.7
Time depesits . ... e 114.9 1834 325.2 158.7 3313 164.6
Funds from acceptance and issuance of securities ..., ... ... 107.6 152.1 259.6 126.3 246.0 120.1
Securities issued ubread ... Lo 107.6 152.1 259.0 1263 246.0 120.1
Derivatives . oo e 0.4 0.2 1.0 0.5 1.7 0.3
Derivalives . . ..o 0.4 0.2 1.0 0.5 1.7 0.8
Buorrowings and onlendings . ... ..o o L oo — 1.1 0.4 0.2 — —
Foreignborrowings . ... i — 1.1 0.4 0.2 — —
Otherpayables .. ..o i e 64.2 88.1 115.3 562 137.2 669
Tax and social security ... ..o 64.2 88.1 5.0 56.1 136.5 60.6
Other e e — -— 0.3 .1 0.7 0.3
Deferred income ... ... ... 02 0.2 2.0 1.0 3.1 1.6
Deferred income ... i e s 0.2 0.2 20 1.0 3.1 i.6
Minority interest .. ... .. — — — — 0.2 (1
Sharcholders® equity ... . s 3344 3165.7 437.8 2136 497.0 2424
Capital—Brazilianresidents ......... ... oo 170.9 1799 188.6 92.0 4227 206.2
Capital [ESEIVES . Lt e 0.4 04 0.5 0.2 — —
Revaluation reserves ... i i 24 23 22 1.1 2 1.0
Profit TESCIVES .\ ittt et e s 245 28.2 323 15.8 1.7 57
Adjustment to fair value—securities and derivatives ... .. ... .. 0.5 (1.6} 50 24 1.7 0.8
Retained carnings .. ...t s 135.7 156.5 2082 102.1 588 28.7
Total liabilities and shareholders’ equity ................... 1.213.0  2,166.8 30880 (35064 33639 16410
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OTHER FINANCIAL AND STATISTICAL INFORMATION

The information below is included only for analytical purposes and is based on and should be read in
conjunction with our consolidated financial statemems and accompanyiag notes included in this offering
memorandum, as well as with “Presentation of financial and other information™, “"Summary Financial
Information,” “Selected fnancial and other information™ and “"Managetaent’s discussion and analysis of financial
condition and results of aperation.”

Average balance sheet and information on interest rates

The tables below set forth the average balances of our interest-caring asscts and interest-bearing liabilities,
other assets and liabilities, the interest income and cxpenses generated from such assets and liabilities and the
average return rate for each period of the periods indicated. Data for full-year periods regarding volume and
annual average balances included in this offering memorandum was calculated at 13 dates: at December 31 of the
previous year and at the end of cach of the following 12 months. Likewise. data regarding the average annual
return rate included in this offering memorandum was calculaled based on the revenues and expenses for the
period. divided by the average balances calculated as indicated above. For three-month periods, the average
balances were calculated using the final balance at each month within the period and the final balance of the last
month of the preceding three-month period. Interest income and expense also include inflation adjustment and
indexing of our assets and liabilities in reais: camings and losses Irom assets and liabilities denominated in
forcign currency: and carnings and losses both realized and 1o be realized in connection with securities and
derivatives, except for mark-to-market adjustmenis of securities classified as available for sale, which arc
recorded under shareholders’ equity and exclude applicable taxes and contributions.
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Changes in interest income and expenses—Volume and rates analysis

The table betow scis forth the effect of changes in our interest income and expenses resulting from
fluctuations in the average volumes and average yicld rate for each of the periods indicated. Variations in our
volumes and interest rates were calculated based on changes on our average balances during the period and
changes on the average interest rates on our interest-carning assets and interest-bearing liabilitics. We allocaled
the net change from the combined effects of volume and rate proportionately to the average volume and rate, in
absolute terms, without considering positive or negative cffects.

For the years vnded For the three months ended
December 31, 2004 December 31, 2005 March 31, 2006
and December 31, 2008 und December 31, 2006 and March 31, 2007
Increase / decrease Incrcase / decrease Increase /decrease
due to varistions in due to variations in due o variations in
Averuge  Average Net Average  Average Net Average Average Net
volume rate variation  volume rote varintion  volume rate variation

(in R$ millions)
Interest-earning assets

Loan portfolio ........ 75.3 2.8 78.1 14,1 (23.3) 1169 52,6 (4.6) 479
Foreign exchange

portfolio ........... 3.2 0.6) 2.6 7.8 .0 6.7 0.9 0.1 0.8
[nterbank investments .. 5.6 85 14.1 37.6 (6.3) 3.2 99 (2.1) 7.8

Securities and

derivatives . ........ 3.8 27.0)  (23.2) 1.0 9 49 (13.5) 348 21.3
Total interest-earning
assets ............. 87.9 (16.3) 71.6 186.5 (26.8) 159.7 49.9 28,0 77.8
Fur the years ended For the three months ended
December 31, 2004 December 31, 2005 March 31, 2006
and December 31, 2005 und December 31, 2006 and March 31, 2007
Increase / decrease Increase / decrease Increase / decrease
due to variations in due to varistions in due to variations in
Average  Average Net Average  Average Net Average  Average Net
volume rate variation  volume rate variution  volume rate variation

(in RS millions)

Interest-bearing

liabilities
Funding operations
Interbank deposits ... .. — (0.2) 0.2) 3.8 (1.1} 2.7 (0.6) 1.3 0.7
Time deposits ... ...... (10.5) (12.6) (229 477 (15.1y 326 (10.1) 4.4 (5.7)
Moncey market

funding ............ — (2.0) (19y 239 0.4y 235 (1L.5) 0.6) (2.1
Funds from acceplance

and issuance of

securities . ...... .., 0.3 2.2 24 @) 19.7 g 5.1 0.7 4.4
Total funding

operations ......... (10.2)  (12.6) (22.6) 699 31 73.0 (17.1} 44 (12.8)
Total borrowings and

onlendings . ........ 0.3 6.1 6.4 Lﬁlﬁ) 16.9 __5 3.2y (16.6) (19.8)
Total interest-bearing

liabilities .......... (9.9 (6.5) (16.2)  60.5 20.0 80.5 (20.3y (12.2) (32.5)
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Nel interest margin and net income margin

The Lable below sets forth the average balances of our total assets, inlerest-earning assets, interest-bearing
liabilitics, and average sharcholders’ equity, as well as certain related rotios, for the periods indicated.

For the three

For the year ended months ended
December 3, March 31,
20k 2005 2006 2006 2007
(i-I;-R$ millions, except as otherwise indicated)
Average balance of total assets .. ... .. oL 10895 11,3950 23164 1.8326 3,141.9
Average balance of interest-carning assets!? .. ... o L. 1.050.3 13457 2,i999 1.770.9 3.037.9
Average balance of interest-bearing Habilivest? . ... ... .. ... 7645.1 851.8 1.380.5 12163 23273
Average balance of sharcholders”™ equity ... ... ... oL 6 3507 3685 3741 4572
Profitability and efficiency
Netmargin ... ... 142% 13.1% 121% 2.1% 29%
Exceed of interest-carning asscls over inlerest-bearing
Labifities™ .. . e 2852 4939 6194 3346 7106
Return on average assets®t .. ... o oo oo 13.4% 5.8% 3.7% 0.7% 2.0%
Average relurn on interesl-caming assets® ... ... . ... 233% 233% 7% 4.6% 52%
Average expenses on interest-bearing liabilities™ ... ... .. .. 126% 16.5% 13.3% 3.5% 3.1%
Return on average balance of shareholders’ equity™ ......... 2)5% 232% 21.4% 3.6% 13.8%
Efficiency index'® ... . e 258% 37.0% 383% 46.6% 23.3%

" Represents assets that generate income from financial operations.

2 Represents liabilities that generale expenses from financial operations.

3 Consists of gross profit from financial intermediation before allovsances for loan losses as a percentage of
the average balance of interest-earning asscts. Sce = Management's Discussion and Analysis of financial
condition and results of operation—Critical Accounting Policies-—-Loans and Allowance for Loan Losses™
for a discussion of the allowance for loan Josses.

it Consists of the average balance of intercst-carning assels less the average balance of interest-bearing
liabilitics.

5 Consists of net inconie as a percentage of the average balance of nterest-earning assets.

) Consists of income from financial intermediation as a percentage of the average batance of intercst-carning
assels.

M Represents expenses on [inancial intermediation excluding the effects of the atlowance for loan losses, as a
percentage of the average balance of interest-bearing liabilitics.

®  Consists of net income as a percentage of the average balance of sharcholders” equity.

" Calculated by dividing (a) the sum of (i) personnel expenses and (ii) other administrative expenses.
excluding depreciation and amortization by (b) the sum of incomz from services provided and gross proflit
from financial intermediation. excluding the etfects of the allowance for loan losses. Elficiency index is not
calculated using a standard methodology and may not be comparable to the definition of Efficiency index or
similarly titled measures used by other companies. Efficiency index is not a measure calculated in

accordance with Brazilian GAAP or U.S. GAAP. We belicve that the efficiency index allow a better
understanding of our operational performance.

38




BANCO DAYCOVAL RR Donnelley Profile 3§t *"*<""™NY( angelOnd Z- 2007 (B2 EST

39726 TX 39 9
BANCO DAYCOVAL OM | B an PS_PMT_1IC
Return on sharehelders’ equity and assets
The table below sets forth selected financial ratios for the perieds indicated.
For the three
For the yvear ended maonths ended
December 3, March 31,
2004 2005 2006 2006 2007
(in RS millions, except as otherwise indicated)
NCLIICOME ottt et e e e 70.1 81.5 85.1 3.6 63.3
Average balance of total assets .. ... Lo 1.089.5 1,395.0 23164 18326 3.141.9
Average balance of sharcholders” equity ......... ... ..... 3416 3507 3985 3742 4572
Return on average assets'h oo o 6.4% 58% 3.9% 0.7% 2.0%
Return on average sharcholders’ equity'® .. ... 00 205% 232% 21.4% 3J6% 13.8%
Percentage of average shareholders™ equity on average balance
of LMl ASSEIS . ... e 31.4%  252%  17.2%  204% 14.6%
Distribution of dividends
Total dividends distributed™ . ... ... ... oL L 45.0 57,2 284 — 4.6
Total dividends as percentage of netincome . .............. 642% 702%  334% — 71.3%

M Consists of net imcome as a percentage of the average balance of 1otal assets.

v Consists of net income as 4 percentage of the average balance of total sharcholders’ equity.

3 Total distribution of dividends and interest on shareholders’ equity. On June 21, 2007, we distributed
interest on shareholders’ equity amounting to approximaiely R$8.8 million.

Composition of our securities and derivatives portfolic

The wables below set forth the dewailed breakdown of the composition ol securitics and derivatives portfolio
by account, maturity and type for cach of the periods indicated. For a description on the accounting practices that
are applicable to our securities portfolio, see notes to our financial statements included elsewhere in this offering

memorandumt,

Breakdown by maturity

Securitics available for sale

At March 3, 2007

Indeterminate  Upto 30 Jto12  Overl2
muturity days months  months  Total
(in R$ millions)
Brazilian government securities ... ... .o — 08 275 4178  446.1
Corporate debt securities ... .. ... .. . o 18.9 1.5 1.0 47 261
Shares of publicly-held companies ................... ... 1.7 — — — 1.7
Total .. ... 20.6 2.3 285 4225 4739
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Breakdown by type of security
Securities available for sule
At December 3, At March 3t
2004 2005 2006 2007

{in R$ millions)

Own portfolio

Letras do Tesouro Nacional—LTN (Brazilian government securities) .. ............ 2208 1162 231 14
Letras Financeiras do Tesouro—LFT (Brazilian government securities) ........... 274 67 1406 27
Notas do Tesouro Nacional—NTN (Braziliun government securities) .............. — — 6.7 224
Foreign tixed-income securities ... oo i i i 440 476 673 130
Certificados de Depdsitos Banedrios—CDB (bank deposit certificate) ..., ..., .. 1.7 2.5 .6 2.5
Investment fund shares ... .. 132 146 163 18.9
Shares of publicly traded companies ... ... .. Lo 33 2.7 1.8 1.7
bl e e 3104 1903 1354 64.6
l.inked to repurchase agreements

Letray do Tesouro Nacional—LTN (Brazilian government securities) .. ............ 7.1 796 436 143.5
Letras Financeiras do Tesonro—LET (Brazilian government securities} ........... — 6.0 1427 98.3
Notas do Tesouro Nacional — NTN (Brazilian government securities) .............. —_ — 95.9 82.8
Olal e e e e 171 856 2842 324.6
Linked to guarantees

Letras do Tesouro Nucional—LTN (Brazilian government securities) . ............. 284 372 707 5.5
Letras Financeiras do Tesouro—LFT (Brazilian government securilies) .. ......... — — 16.5 79.2
Total L e 284 372 872 84.7
Total securities portlolio . ... ... ... ... . o e e 1559 331 5068 4739
Derivatives

At and for the three
months ended

At and for the year endedt December 31, Muarch M,
2004 2008 20016 plilin)
Asset Trade Asset Trade Asset Trade Asset Trade

(liabitity) amount (liability) amount (liability) amount (lizbility) amount

(in RS millions)

Assets
Derivatives
Swap transactions—ditferential

receivable ... .o L il 304 177.6 37.6 107.3 18.5 106.1 20.8 85.7
Option premiums . ................. -— _ 6.2 2800 - — _ —
Receivable from currency forward

COMEFREL ..ot e e ner s — — - — 0.1 6.0 0.2 6.7
Futures transactions pending

settlement
DDI (exchange coupon) ... ... .. 1.2 161.2 —_ — 0.1 7.2 2.9 4183
DI {interbank deposit rate) .. ....... .. 0.1 9u.3 _ —_ 0.2 13.7 0.3 5974
Liabilities
Derivalives
Swap ransactions—difTerential

payable .. ... ... ... ... e (1.3) 23.0 (2.4} 56.7 (2.2) 214 (2.8) 215
Option premiums .................. (1.7 0.0 (3.1} 28010 — — — —
Payable tor currency forward

COMMEACT © oot ie e e e e e — —_ _ — {0.1) 59 (. 6.7
Futures transactions pending

settfement
Dollar Futures ... .................. (1.1 150.6 (1.3) 177.2 (0.3} 617 0.2) 41.3
DDI (exchange coupon} ... 0 0.7 249.6 (1.2} 203.2 (2.1} 404.0 —_ —
Curmeney swap . .....oineiian.. 2.2) 266.5 — 24.2 — — — —
DI (interbank depositrate) ......... .. — - - 681.7 _ 606 —_ 74
Total 24.7 2,048.8 338 1.810.3 4.2 1,242.0 21.1 1,177.6

||
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Central Bank compulsory deposits

In compliance with the Central Bank's requirements, our balance of compulsory deposits, represented by
frce reserves. compulsory paymemts and other types of compulsory deposits, amounted to R$40.5 million at
March 31, 2007. See “Regulation of the Brazilian banking industry—Regulations affecting liquidity in the
{inancial market—Reserve requirements.”

Loan portfolio

The tables below set forth our credit transactions portfolie by type of transaction for each of the periods
indicated. Our total lending operations involve only borrowers resident in Brazil. denominated in reais and
indexed to local interest rates.

At December 31, At March 31,
2004 2005 2006 2007
Total T Total %o Total % Total S
(in RS millions, except as otherwise indicates)
Loans .. ...t i i 456.2 70.0% 822.1 83.8% 1.1334 69.2% 1,262.3 66.9%
Discounted trade notes ... ... .. ... 160.0 24.6% 132.7 13.5% 169.1 103% 2154 11,4%
Financings ......... ... 269 4.1% B4 09% 2820 17.2% 3567 18.9%
Total lending operations ............ 643.1 98.7% 963.2 98.2% 1,584.5 96.79% 1,834.4 97.2%
Advances on foreign exchange

COMFACES L. e vt 8.6 1.3% 17.7 1.8% 547 33% 5336 1.8%
Total loan portfolio ................ 651.7  100.0% 980.9 100.0% 1,639.2 100.6% 1,888.0 100.0%

Loan portfolio maturity

The wable helow sets forth the maturities of our toan portfolio at March 31, 2007:

Al March 31,
Muaturity hreakdown 2007

(in RS millions)
Quistanding transactions with maturity

upto 80 days .o e 1.336.2
181 10 360 days ... . 2343
Over 300 days ... e e e 286.1
Total outstanding transaclions .. ......... . . i i i 1,856.6
Overdue transactions

UP O 3 days 1.4
6LLo IB0days .. . e 123
LBl 10 300 days ... 7.6
OVET 300 days .o e e e 0.1
Total overdue transactions ... ... . ... .. 314
Tt .. e s 1,888.0

According to Resolution No. 2,682, of December 21, 1999, overdue financial transactions are written off
when overdue (i) for more than 360 days if their maturity terms is shorter than 36 months or (ii} for more than
720 days if their maturity exceeds 36 months.
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The table below sets forth a summary of our largest clients al the dates presented.

At December 31, At March 31,
2004 2008 2006 2007
Valor % Total Valor % Total Valor % Total Valor % Total

{in RS millions, except as otherwise indicated)

10 largestclients ...............0an.t, 124.8 19.2% 136.7 13.9% 1903 11.6% 2023 10.7%
11th 10 60th largest clients ................ 2118 33.4% 302.5 30.8% 3823 23.3% 3949 31.6%
61sito 160th largestclients . .............. 163.1 250% 2387 243% 3409 20.8% 3639 19.3%
Otherloans . ...... ... .o i, 1460 22.4% 3030 309% 7257 44.3% 9269 49,19
Total loan portfolio ................. ... 6517 100.0% 9809 100.0% 1,639.2 100.0% L.888.0 100.0%

Credit approval process

For a description of our credit approval process, sce "Business—Credit Policy, Risk Management and
Default Rates.™

Rating of our loan portfolio
The 1able below sets {orth the rating of our credit transactions by risk fevels, at March 31, 2007, where
“AA" represents minimum credit risk and category “H™ represents an extremely high credit risk. according to the
applicable regulation issued by the Central Bank. It also sets forth the balance of our allowance for loan losses at
March 31, 2007. See section “Manugement’s Discussion and Analysis of Financial Condition and Results of
Operation—Critical Accounting Practices—Allowance for Loan Losses.”
At March 31, 2007
Allowance for loan losses

% of  Minimum required by

Risk Level Cr:dits  Totul Central Bank Effective
(in R$ millions, except us otherwise indicated)
. N 25 0.1% -— —_
- 4357 23.1% 2.0 2.0
B e e 1.350.8 71.5% 12.8 12.8
O 54.8 2.9% 34 34
D e e e e 6.8 {144 1.2 1.2
12.2 0.6% 4.0 4.0
o 5.6 0.3% 3.1 31
4 34 0.2% 25 25
e 16,2 0.9% 16.2 16.2
oAl .. e e 1,880  100.0% 45.2 45.2

Overdue credits and allowances for loan losses

The table below sets forth a summary of our overduc credits (defined as credits under D to H levels), most of
which overdue for more than 61 and less than 360 days, as well as certain indexes of assets quality, for each period:

At
At December 3, March 3,
2004 2005 2006 2007
(in R$ million. except s otherwise
indicated)
TOIl USSRIS . o i e e e 1.213.0 21668 30880 3,3639
Total loan portfolio .. .. e e 651.7 9809 16392 18880
Overdue credils ... o i e e 171 28.0 493 44.2
Overdue credits as a percentage of total loan portfolio ... ... L. 2.6% 2.9% 3.0% 2.3%
Overdue credits as a percentage of total assets ..o o oo i 1.4% 1.3% 1.6% 1.3%
Allowance for loan LoSSes ... . i i i i e e e e e (18.8) {299y (45.6) (45.2)
Allowance for loan losses as a percentage of:
Total loanportfolio . ... ... .. i 2.9% 3.0% 2.8% 2.4%
Total overdue credits ..o o e 1Y% 106.8% 92.7% 1023%

DRANLU UATLUVAL nh DUENEY TTUTIE  ap.1p 1L UOTTTCIT B ANRANY TEIIEST JIILDTASL O
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Allowance for loan losses
The table below sets forth the track record of our allowance for loan losses for each of the periods indicated:

For the three

For the year ended months ended !
December 31, March 31,
2004 2(H05 P11 1113 2007
(in RS millions, cxcept us otherwise indicuted) i
Balance at the beginning ot theperiod .. .......... .. ... . o i 16.7 188 209 443 |
Establishmeat of provisiont!! .. ... .. e 13.2 16.5 36.9 12.0
WE-0f0 S L e (13.1y 54y (21.2) {(11.1) ‘
Balanceattheend of theperiod . ...... ... ... ... ... . ... .. 188 299 45.6 45.2
Credits paid .. ... 1.1 1.2 1§ 33 !
|
Write-off as a percentage of total loan portfolio .. ................... ... 20% 06% 13% 0.6% i
Allowance for loan losses as a percentage of loan portfolio .. ..., ... ... 29% 30% 28% 24% ‘

i The difference between the provision we established and the provision recorded in our financial statements
resulls from losses on foreclosed assets that are recognized under “allowance for loan losses.”

Deposits
Average deposits balance and interest rates

The table below scts forth the average balance of deposits and the average interest rate on the deposits for |
the periods presented. 1

At December 31, At March M,
2004 s 2006 2007
Average Average Average Average
Average interest  Average  interest  Average interest Average  interest
halance rate halence rate halance rate halance rate

(in R$ millions, except as otherwise indicated)

Demand deposits ............ 00 313 — 42,1 — 7.7 — 114.8 —
Interbank deposies ... 526 16.8% 527 17.2% &1.0 14,6% 96.9 29%
Timedeposits ..................... 521.6 15.9% 585.0 18.1%  958.5 14.4% 1,208.6 3.1%
Gtherdeposits ..................... — — — — 1.0 — 0.1 —
Maturity of deposits
The table below sets forth the maturity of our cutstanding interbank deposits and time deposit at March 31,
2007:
At March 31, 2007
{in RS millinns)
UP 0 D0 daays ..o e 730.2
0 300 Y S - o oo e e e e e e 335.7
Vel 300 Y S ot e e e e 3388
T T P 1,404.7

Funds from acceptance and issuance of securities

Qur funds from aceeptance and issuance of securitics consist of indebtedness denominated in foreign
currency in the form of fixed rate notes issued by us. The table below scts forth the details of these notes,

Balance at Interost Maturity
Issued Amount March 31, 2007 Rate (%) Issue Dute Date
{in USS$ millinnx) {in RS millions)
63.0 136.4 6.875% 12/14/2605 12/14/2007
120.0 253.8 7.750% 10/30/2006 10/30/2009
185.0 3v0.2
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

The following discussion of our financial condition and results of cperations is based on, and must be read
in conjunction with, our consolidated financial statements at and for the years ended December 31, 2004. 2005
and 2006, and a1 and for the three months ended March 31, 2006 and 2907, and their related notes included
elsewhere in this offering memorandum, as well as with the sections “Presentation of Financial and Other
Information”, “Summary Financial Information”, “Selected Financial Information™ and * Other Financial und
Statistical Information.”

The following discussion contains forvard-looking stutements thar involve risks and uncertainties. Our
actual results could differ significanily from those discussed in these es'imates and forward-looking statements
as a result of various reasems, including, but not limited to, those indicated in the sections " Forward-looking
Stasements " and "Risk Factors.”

Overview

We are one of the leading banks that provides loans to Brazilian companies in the middle-market segment,
which we define as companies with annual gross revenues between R$:3.0 million and R$300.0 million. Since the
late 1980s, we have offered a wide range of credit products to these commpanies secured by collateral. At
December 31, 2006, we were the 28 largest Brazilian bank not owned by public entities in terms of volume of
asscts, according to Standard & Poor’s. Al March 31. 2007, we had assets of R$3,363.9 million. sharcholders’
equity of R$497.0 million and a loan porttolio of RS1,888.0 million, 8'..3% of which consisted of loans made to
middle-market companies.

For the three months ended March 31, 2007, our return on average sharcholders’ equity was approximately
13.8%. compared 10 20.5%, 23.2% and 21 .49 for the years ended Dec2mber 31, 2004. 2005 and 2006,
respectively. Based on our historical performance and our solid financial position, we believe that we will be able
to maintain similar rates in the future. including during periods of unfavorable economic conditions, such as
increased inflation or interest rates or higher exchange rate volatility.

We operate through 20 branches located in 13 Brazilian states. We had approximately 2,000 active middle-
market clients at March 31, 2007. We belicve that a significant potential ¢lient base of Brazilian small- and
medium-sized companies exists, which will allow us to continue to ex;yand our activities in the middle-market
scgment, which grew significantly between 2004 and 2006.

In 2004, we started operations in the individual lending market br offering payroll deduction loans under the
DayCred brand. At March 31, 2007, our portfolio of such loans was R$285.0 million, which we originated
through a wide distribution network consisting of 85 banking correspendents. To further benefit from the
potential growth of the Brazilian individual lending segment, we began to offer vehicle financing in 2000, At
March 31, 2007, our loans o individuals represented 17.7% of our total loan portfolio.

We seek to diversify our sources of funding to avoid mismatches between the respective interest rates and
maturities of our funding and the loans that we grant, and to obtain liguidity to allow us to take advantage of
growth opportunitics. Our time deposits are our primary source of {funding and amounted to R$1.289.6 miilion at
March 31, 2007, representing 49.0% of our total funding. At December 31. 2004, 2003 and 2006, our time
deposits represented 57.5%, 46.0% and 47.0% of our otal funding, respectively. At March 31, 2007, this source
of funding had an average cost of approximately 103.0% of the Interbank Deposit Certificate (Certificado de
Depdsito Interbancerio). or CDI, and an average term of 272 days. Our sources of funding also include debt
issued in the international markets, with coupons varying from 6.875% to 7.75% per annum. The aggregate
outstanding balance of such debt was R3390.2 mitlion at March 31, 207, representing 14.8% of our total
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founding. At December 31, 2004, 2005 and 2006, these notes represented 14.0%, 15.2% and 16.3%, respectively,
of our total funding. Our funding denominated in U.S. dollars represented 19.5% of our total funding at

March 31, 2007, and included the balance of borrowings and onlendings denominated in U.S. dollars in addition
(o the notes.

We also engage in foreign exchange, trade financing and asset management transactions, which complement
our lending operations and allow us to achieve certain synergies with our other operations. At March 31, 2007,
we managed six investment funds with total sharcholders’ equity of R5154.2 million. Al that date, the net
balance of our foreign exchange and trade financing transactions amounted o RS40.4 million.

Principal Factors Affecting Our Financial Condition and Results of Operations
Brazilian Macroeconomic Conditions

As a bank in Brazil, our financial condition and results of operations are significantly affected by Brazilian
macroeconomic, political and social conditions as well as the economic performance of other emerging markets,

The main indicators in the Brazilian economy showed significant impravements in 2004, GDP grew by
4.9% and Brazil had a rade balance surplus of US$33.7 billion. Bruzil posted a primary fiscal surplus of 4.6% of
GDP at December 31, 2004, which was above the 4.3% target set by the IMF. The average unemployment rate
feil from 10.9% at December 31, 2003 to 9.6% at December 31, 2004 in Brazil’s main metropolitan areas,
according o unemployment estimates published by the IBGE, which resulted in an increase in the demand for
goods and scrvices. [n 2004, the real appreciated 8.1% against the U.S. dollar. Inflation, as measured by the
Consumer Price Index (fndice Nacional de Pregos ao Consumidor Amplo), or IPCA, was 7.6%, within the
average target sct by the CMN. Howcver, the Central Bank maintained a conservative monetary policy in order
o meet its annual inflation target for 2005 (5.1% within a variation of up to 2.5 percentage points). Interest rates
remained high and the SELIC rate reached an annual rate of 17.8% at December 31, 2004.

In 20035, the Central Bank maintained high interest rates. However, as a result of Brazil's cconomic
slowdown during the year, the Brazilian Government started a process of gradual interest rate reductions in
September 2005, On December 31, 2005, the SELIC rae was 18.0%. In 2005, GDP grew by 2.3% and Brazil had
a trade balance surplus of US344.8 billion, the largest ever in its history. The real appreciated 11.8% against the
U.S. dollar in 2005 and the average uncmployment rate in Brazil’s main metropolitan regions decreased from
9.6% at December 31, 2004 10 8.3% at December 31, 2003, according to IBGE estimates. In 2003, the average
inflation rate, as measured by the IPCA index, was 5.7%.

During 2006, the real appreciated 8.7% against the U.S. dollar. Despite this appreciation, Brazil's trade
balance surplus for 2006 reached USS346.1 billion. The SELIC rate was 13.25% a1 December 31, 2006. Average
unemployment in the principal metropolitan arcas of Brazil increased from 8.3% on December 31, 2005 o 10.0%
on December 31, 2006, according to the IBGE. In 2006, the inflation rate, as measured by the IPCA, was 3.1%.
The Central Bank’s annual inflation target for 2007 is 4.5%, as measured by IPCA, within a variation of up to
lwo percentage points.

In the three months ended March 31, 2007, the reqa! appreciated 4.1% against the U.S. dollar and the
inflation rate, as mcasurcd by the IPCA index, was 1.3%. At March 31, 2007, the SELIC rate rcached 12.75%.
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The lollowing table shows GDP growth. U.S. dollar exchange rates, inflation and interest rates in Brazil for
the periods presented.

At und for the three

At and lor the years ended months ended March
December 31, 3t,
2004 2050 20060 20060 2007
- GDPgrowth ... .o i 4.9% 2.3% 2.9% 4.1% -
Inflation (IGP-M)2 ..o e 12.4% 1.2% 1.8% 0.4% 1.1%
| Inflation (IPCAYY ., ... oo e 7.6% 5.7% 3.1% |.4% 1.3%
| 00 ) 16.2% 19.1% 15.2% 17.2% 12.9%
TIPSt e e 9.8% 9.8% 6.9% 9.0% 6.5%
Appreciation {depreciation) of the real against the U S,
dollar ... 8.1% 11.8% 8.7% 7.2% 4.1%
Exchange rate at closing (RS o USS1.0G) ............. RS$2.654 R$2.341 RS$2.138 RS2.172 R$2.050
Average cxchange rate (RS 1o USSLOO® ... ....... R$2.927 R$2.934 RS2.177 RS2.197 RS2.109

i GDP rates stated for these periods have been adjusted 1o reflect [E GE's new methodology.
2y [GP-M is the general market price index as measured by the FGV
 JPCA is a consumer price index calculated by the IBGE.

) CDI is the average interbank deposit certificate index applicable ia Brazil (accumulated at the end of cach
month and annually).

9 TILP represents the interest rates applied by the BNDES for long-term financing (end of period).
®  Average of exchange rate for the last day of each month during the period.
Sources: BNDES. Central Bank and FGV.

‘ GDP Growth

Growth in Brazil's GDP may impact our results of operations, since such growth gencrally affeets the
overall volume of credit transactions in the country, including of our middle-markel and individual clients. For
the years ended in 2004, 2005 and 2006, Brazil’s GDP grew 4.9%, 2.3% and 2.9%, respectively.

Effects of Fluctuation of Interest Rates on Our Financial Condition and Results of Operations

Generally, an increase in interest rates results in an increasc in our income from lending operations due o
higher rates that we are able to charge. However, such an increase can adversely affect our results of operations
as a result of reduced overall demand for loans and greater risk of default by our clients. In addition, increased
interest rates affect our funding costs, particularly lime deposits and irterbank deposits. and can adversely ellect
our profitability if we are unable to pass on our increased funding costs to our clients. On the other hand. a
decrease in intercst rates can reduce our income from lending operaticns as a result of lower rates on our loans.
This reduction of income may eventually be offset by an increase in the volume ol loans we make resulting from
increased demand for loans and/or a decrease in our funding costs.

In addition, changes in interest rates can affect the value of our securities portfolio and therefore our
financial condition and results of operations. However, the effect of these fluctuations may be limited by our usc
of derivative hedging instruments. See “—Information on Market Risks—Risk and Risk Management.”

Inflation

Qur net income may be adversely alfected by higher inflation rates in Brazil. which generally increase our
operating costs. In addition, higher inflation generally causes an increase in interest rates by the Central Bank to
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control inflation. See “—Effects of Fluctuation of Interest Rates on Our Financial Condition and Resulis of
Operations.”™ Inflation can also contribute to an increase in market volatility by causing economic uncertainty and
reducing overall consumption levels. GDP growth and consumer confidence.

Governmenial Regulation
Compulsory Deposit Requirements

The Central Bank imposes compulsory deposit requirements on financial institutions to control liquidity
within the Brazilian financial system. Whenever the Central Bank modifies these requirements, the balance of
our interest-bearing assets and liabilities is affected, which will. in turn, affect our interest revenues and
expenses.

The compulsory deposit percentages apply to the total volume of our deposits, and the compulsory amounts
must be deposited with the Central Bank. The principal compulsory deposit requirements are as follows:

«  43% ol average daily demand deposits. minus R$44.0 million, for each assessment period {which
begins on 2 Monday and ends on the Friday of the following week); and

* 8% of demand deposits and time deposits that exceed R$100.0 miliion.

At March 31, 2007, the balance of our compulsory depasits with the Central Bank were R$34.6 million
relating to demand deposits and R$5.9 million relating to time deposits. Al December 31, 2006, the balance of
our compulsory deposits with the Centrul Bank was R$32.7 million relating to demand deposits. See “Risk
Factors—Risks Relating to Us and the Brazilian Banking Industry—Changes in Regulations Regarding
Compulsory Deposits may Adversely Affeet Us.”

Capital Requirements

As a general rule, the Central Bank requires that banks comply with regulations similar to those of the Basel
Agreement regarding sufficiency or adequacy of capital, with limited exceptions. For example. the Central Bank
has put in place a more stringent minimum Basel index of 11%, instead of the 8% required by the Basel
Agreement, which is used for the calculation of the minimum capital we are required to maintain. At March 31,
2007, our Basel index rate was 21.7%. The Central Bank also sets capital requirements regarding foreign
currency exposure, interest-rate market risks and swap transaction risks, which are part of our required capital
pursuant to the Basel Agreement rules. In addition. the Central Bank imposes restrictions on banks' exposure o
foreign currency. The exposure of Brazilian financial institutions in gold and in assets and liabilitics indexed o
foreign exchange rates cannot be greater than 60% of their adjusted sharcholders’ equity. For more information
on how the adjusied shareholders™ equily is calculated, see “Regulation of the Brazilian Banking Industry—Other
regulations—Capital adequacy guidelines.”

In June 2004, the banking supervision committee of the Bank for International Settlements, or BIS,
endorsed the publication of the International Convergence of Capital Measurement and Capital Standards: A
Revised Framework, known as the New Basct Agreement. At December 9, 2004, the Ceniral Bank, through
bulletin no. 12,746, expressed its intention to adopt the New Basel Agreement in Brazil. The bulletin indicated
that the Central Bank plans to adopt the New Basel Agreement gradually, seeking to incorporate the changes
applicable to the Brazilian banking sector.

According to Resolution No, 2,099, dated August 17, 1994, the Central Bank requires banks to maintain a

level of adjusied shareholders’ equity that is compatible with the amount of their risk-weighted assets. The table
below sets forth this calculation at the dates indicated:
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Instrument/ Risk Factors

At December 31, 2006 At March 31, 2007

(in R$ millions, except pereentages)

Lowrisk (2000) ... e e e T4 2.9
Lowrisk (50%) ... o e 62.1 70.9
Normal risk (100%) .. ... 1.660.3 1.883.5
Normal risk (300%)—Tax credits ... .......................... . — 797
Total risk-weighted assets . ... ... ... ... .. ... ... ....... .. 1,729.8 2,037.0
1% of risk-weighted assetls ... o oo i .. 190.3 2241
0% of swap risk ... e e 0.9 0.8
Market risk—exchange exposure ... .. L i 26.4 8.6
Market risk—pre-fixed rate ... i e 18.3 19.0
Required capital™ .. ... . ... .. ... ... .. . e 2359 252.5
Adjusted sharcholders’ equity™ .. ... ... 437.8 497.0
Margin on required shaveholders’ equity ........................ 85.6% 96.8%
Basel index rate™ . . .. L 204% 21.7%

1 Required capital is defined by the Central Bank and in order to es:ablish our minimum level of adjusted
shareholders”™ equity based upon our risk-weighted assets.

2y At the dates indicated, our adjusted shareholders™ equity was equel to our sharcholders™ equity.

™ Basel index corresponds to 11% of our adjusted sharcholders™ equity divided by the minimum amount of
capilal we are reguired to maintain pursuant to the regulations of :he Central Bank.

Regulation of Payroll Deduction Loans

The Brazilian government and the Ministry of Welfare and Social Sceurity (Ministério da Previdéncia e
Assisténcia Social) oversee credit activities offered to pension benefic aries and retirces of the INSS who receive
benefits from the INSS. Currently, we are not permitted to charge an crigination [ee (Taxa de Abertura de
Crédito), or TAC, for payroll deduction loans o individuals who receive INSS benefits. Furthermore, the INSS
may revicw its policy related to loan deductions from payrolls and may issue new regulations imposing
limitations and/or modifications in the terms and conditions on which payroll deduction loans can be offered to
pension beneficiaries and retirees of the INSS. See ** Risk Factors—Puyroll deduction loans are subject to
changes in applicable laws and regulations and to the interpretation of such laws and regulations by Brazilian
courts, as well as to changes in policies by public entities”.

Loan Losses

' An increase in the volume of our loans in delault can result in reduced revenue [rom our lending operations,

' require us to make additional provisions lor loan losses or 10 use such provisions to write-down loans, and
adversely affect our Nnancial condition and results of operations. We comply with Central Bank regulations
regarding the writc-off of overdue loans, which gencrally require that they be written off as a loss 360 days after
they mature or otherwise become due.

Changes in Tax Regulation

Our results of operations are affected by changes to the ax regulations and regimes applicable to us and our
clients. These changes include changes in tax rates and tax assessment criteria and the imposition of temporary
taxes, the proceeds of which are generally earmarked for specific governmental purposes.
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Volatility of the Real Against the U.S. Dollar

The depreciation or appreciation of the reafl may adversely affect our financial condition and results of
operations since 16.9% of our assets and 17.4% of liabilities at March 31, 2007 were denominated in or indexed
to foreign currency. primarily the U.S. dollar. Our exposure to foreign exchange rate (luctuations is reduced
ithrough the use of derivative instruments or through our policy of avoiding mismatches between our funding
denominated in foreign currency (particularly the U.S. dollar) and foreign-linked investments, which serves as a
nalural hedge.

When the real depreciates, we generally suffer losses from our liabilities denominated in or indexed to
forcign currencies, such as our short-term and long-term indebtedness denominated in U.S. dollars and other
cross-border sources of funds, because our cost in reais to service this indebtedness increases. However, we also
have gains derived from our assets denominated in or indexed to foreign currencies since the principal and
inlerest income on these assels, when calculated in recids, increase as the real depreciales.

Conversely, when the rea! appreciates, we generally obtain gains {from our Habilitics denominaied in or
indexed 1o forcign currencies as our cost in reais of servicing these debts decreases. However, we also incur
losses from our asscts denominated in or indexed to foreign currencics because the principal and interest income
on these assets. when calculated in reais. decrease.

In addition to impacting the value of our assets and labilities indexed o or denominated in foreign
currency, fuctuations of the real against other foreign currencies can, umong other factors, incrcasc or decrease
demand by our clients for loans indexed to forcign currency and the percentage of non-recoverable loans.

Critical Accounting Policies

The following is a description of the principal accounting policies that currently affect our financial
condition and results of operation and that require us to make judgments, cstimates and assumptions affecting the
reported amount of our assets and the liabilities and results of operations. Our financial statements include. for
example, several estimates and assumptions related to our allowance for loan losses and the market valuc of
securities and derivatives which we acquire or trade, among others. The adoption of these estimates and
assumptions requires us (o make judgments related to effects of matters that are inherently uncertain. A change in
these estimates and assumptions may adversely affect our financial condition and results of operations. Note 3 10
our consolidated financial statements at and for the three months ended March 31, 2007 and 2006, included in
this offering memorandum, contains the critical accounting policies and methods used in the preparation of our
[inancial statements.

Provision for Contingencies

We are currently party to tax, labor and civil proceedings arising from the normal course of our business.
We classify as “probable,™ “possible.” and “remote” the risk that such contingencies arising [rom these lawsuits
will materialize into actual losscs for us. We generally record provisions for these contingencies on our books
when we classily the loss related to these claims as probuble. except for fiscal contingencies, which are fully
provisioned regardless of their risks. We do not constitute provisions for contingencies whose risk we consider
possible or remote. We base our classifications of the probability of losses on those risks on the opinion of our
external and internal legal counsel, taking into consideration the analysis of the possible outcomes of the claims
and the strategics for challenging or entering into agreements in relation to such claims. Any change in the
circumstances taken into account in the process of classification of our risk of loss in the fawsuits 1o which we
are party may lead us to revise our provision for contingencies.

Loans and Allowance for Loan Losses

Our loans are classified by our officers according to their risks, which are determined based on the type and
amount of the loan and the collateral received, the borrower’s credit history, the spread to be charged and other
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specific and global risks of our loan portfolio. This classification is based on the requirements of CMN
Resolution No. 2.682/99, which requires us to periodically analyze our .oan portfolio and classify our loans
within nine levels, from “AA™ (minimum risk) to "H™ (maximum risk—-loss).

The table below sets forth the rating of our loans by risk levels anc. the balance of our allowance for loan
losses at March 31, 2007:

At March 31, 2007
Allowance for loan losses

Minimum required by

Risk Level Credits Ge of Total Central Bank Effective
(in R$ millions, cxvept as otherwise indicated)
AA L 2.5 0.1% _ —
A 4357 23.1% 2.0 2.0
B.. ... . 1,350.8 71.5% 12.8 12.8
Co 54.8 2.9% 34 34
D 6.8 0.4% 1.2 1.2
E. . oo 122 0.6% 4.0 4.0
F oo 5.6 0.3% 31 kN
G 34 0.2% 2.5 2.5
H.. ................. 16.2 0.9% 16.2 1_6__2_
l Total................. 1,888.0 100.0% 45.2 45.2

Any loans classified as level “H™ (which requires a provision equal o the full amount of the loan) must be
written off after being so classified for a period of six months. The writc-off is taken against the existing
provision. is recorded for up 1o five years in 2 memorandum account and is no longer included in our balance
shect. Any eventual revenue from loans aliocated 1o the memorandum account is recognized only upon receipt.
Sce “Regulation of the Brazilian Banking [ndustry—Other Regulations—Classification of Credit Transactions
and Allowance for Loan Losses.”

Market Value of Financial Instruinents

In accordance with Brazilian GAAP and specific rules of the Ceniral Bank, we record some of our assets,
such as securities and derivatives, at market value.

Market value is defined as the value at which a position could be closed or sold in the market. The market
value of the majority of securities we hold is determined on the basis of the value of transactions conducted on a
particular day or on the business day before the date in which the transaction closes. When information regarding
such transactions is not available, we determine market value on the basis of various sources. For government
sceurities, the market value is based on the information compiled by the National Association of Open Market
Institutions {Associagde Nacional de Instituigies de Mercado Abertoy, or ANDIMA. The market value of
securities issued abroad 1s based on their daily average trading price. Finally, the market value of securities in
investment [unds is based on the price quoted by the lund manager.

To manage our interest rale and foreign exchange rate risk exposure, we enter into option, swap and other
| derivative contracts. The market value of these derivatives is bused on the trading price of these instruments on
the exchanges on which they are traded. cspecially on the BM&F.

Securities

In accordance with Central Bank Circular no. 3.068 ol Novemb:r 8. 2001, we record securities in our
portfolio as follows:

= Trading Securities. We record the securities we acquire for trading in our balance sheel at their
acquisition cost and add any adjustments resulting from mark-to-market accounting and camings
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derived from such securities. These adjustments and earnings are also recognized as revenues or
expenses, as the case may be, in our income statement.

*  Securities held to maturiry. We record the securities that we intend and have the financial capacity to
hold through maturity in our balance sheet at their acquisition cost and add any earnings derived from
such sccuritics. These carnings are also recognized as revenuces in our income statement. We do not
make mark-to-market adjustments in connection with these securities.

= Securities available for sale. We record any sccuritics not classified as securities for trading nor held to
nuaturity in our balance sheet at their acquisition cost and mark them to market. We recognize the
carnings from such securities as assets on our balance sheet and as revenue in our income statement.
The mark-to-market adjustments are recorded net of taxes in a scparate account of our sharcholders’

equity.

Derivatives

In accordance with Central Bank Circular No. 3082/02, we record options, fulure contracts and swaps as
foltows:

I
*  Options. A premium received is classified as a liability until the option maturity, when it is then
recognized as a reduction of the cost of the acquired financial instrument underlying the option or as
income, in the evenl of non-exercise. A premium paid is classified as an asset until the option maturity.
when it is then recognized as an increase in the cost of the acquired financial instrument underlying the
option or as expense, in the event of non-cxercise.

*  Future contracts, The amount recorded in our balance sheet for our future contracts is adjusted on
daily basis at market value and the corresponding revenue or expense is recorded in our income
statement,

¢ Swaps. The differential receivable or payable are recorded in our balance sheet and the corresponding
revenue or cxpense, respectively, is recorded in our income statement on a pro rata basis,

*  Currency swaps. The gains or losses on our currency swap agreements are recorded on our batance
sheet and the corresponding revenue or expense, respectively, is recorded on our income stalement.

Our derivative financial operations consist mainly of future market index contracts, future CDI contracts
and future foreign exchange contracts traded on the BM&F.

Other Accounting Policies
Consolidation of the financial statements

In the preparation of our consolidated financial statcments. intercompany balances and transactions with our
direct and indirect subsidiaries and Daycoval FIDC have been excluded. We also adjust the financial statements
of our indirect foreign subsidiary to Brazilian GAAP and translate any amounts indicated therein into reais.

The financial information refated to Daycoval Fundo de Investimento em Dircitos Creditdrios, or Daycoval
FIDC, has been consolidated into our financial statements. As part of this consolidation, we record the balance of
our reccivables portfolio previously transferred to Daycoval FIDC as “lending operations™ and exclude the
amounts represented by our subordinated quotas in Daycoval FIDC from our balance sheet. We also recognize
that receivables portfolio, net of the amounts represented by Daycoval FIDC's subordinated quolas. as
“borrowings and onlendings—domestic borrowings.” In our income statements, we record any income from
Daycoval FIDC, as well as any increase in the market value of our subordinated quotas (which are recognized in
our individual financial statements as income under “securities transactions™), as “lending operations.”™ Any
amounts due 1o senior quotaholders of Daycoval FIDC are recorded as costs under “funding operations™. For
further information on Daycoval FIDC, please see “*Management's Discussion and Analysis of Financial
Condition and Results of Operations—Sources of Funding—Boirowings and Onlendings.”
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Recognition of Results of Operations

Our results of operations are recognized on the accrual basis.

Pre-paid Expenses

At January 1, 2007, we began to recognize commissions paid to onr banking correspondents as prepaid
expenses on our balance sheet. We adopted this change in our accounting practice to improve control over the
payments made in connection with these commissions. The corresponding expense for a commission payment is
recognized over the life of the loan for which the commission was paid, concurrently and in proportion to the
recognition of income from the corresponding loan payments. Commission payments are recorded as other
administrative expenses on our income statements. Prior to January 1, 2007, we recognized commission
payments as “other administrative expenses™ at the date they were made.

Deferred Income and Social Contribution Taxes

Our income tax and social contribution are recorded under curren. or deferred liabilities.

Current income tax and social contribution are calculated based on our taxable income at the rates of 25%
(15% plus an additional 10% for taxable income in cxcess of R$24(,000) and 9%, respectively. Brazilian tax
legislation allows us to offset tax losses from prior periods against the taxable income of the current period, with
no lime limitation, but only up 10 30% of the taxable income of cach fiscal year.

Deferred income tax and social contribution include the effects from the recognition of “temporary
differences.” which are composed mainly of provisions usually related to contingencies which are not deductible
in the calculation of taxuble income when recorded. bul only at a later point in time when their financial
realization occurs. When calculating our income tax, we recognize all recorded provisions as temporary
differences.

PRINCIPAL COMPONENTS OF OUR INCOME STATEMENT
Main Sources of Revenues and Expenses
Qur principal sources of revenues and expenses are:

s Income from financial imermediation. Consists of income from lending operations. sccuritics
transactions. derivatives and foreign exchange operations.

+  Expenses from financial intermediation. Consists of expens:s from funding operations (through time
deposits, interbank deposits and money market fundings), borrowings and onlendings, and our
allowance for loan losses.

*  Other operating income (expenses), Consists primarily of (i) income from services provided.
particularly fees charged in connection with new loans and opening of new accounts; (i) personncl
expenscs; (iii) other administrative expenses; (iv) tax expenses: and (i1) other operating income and
other operating expenses, including exchange rate variations on our debt issued in the international
markets and monetary adjustments of contingencies.
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Comparison of Results of Operations
Three Months Ended March 31, 2007 Compared to the Three Months Ended March 31, 2006

The following table shows certain items derived from our income statements for the periods indicated:

Income statement

For the three months ended March 31,
e T ooftotal 2007 % of total  Variation (%)
{in RS millions, except percentages)

Income from financial intermediation ... ................ 80.6 100.0% 158.5 100.0% 96.7%
Expenses from financial intermediation ... .. ... .. (48.4)  (60.0)% (80.0) 50.5% 65.3%
Gross profit from financial intermediation ...... ...... 322 40.0% 785 49.5% 143.8%
Other operating (expenses) income . ................. .. (6.2) (1.7)% (9.6) (6.0)% 54.8%
income from operations ............ .. ... ... .. ... 26.0 323% 689 43.5% 165.0%
Income and social contributiontaxes . .................. (124)  (I15.4)% (249) (15.1% 100.8%
Peferred taxes .. ... .. ... .. ... .. .. ... ... ... —_ —_ 19.3 12.1% —
NELINCOMIE ... s e e 13.6 16.9% 63.3 39.9% 3654% |

Income from financial intermediation

Qur income from financial intermediation increased 96.7%, from RS$80.6 million in the three months ended |
March 31, 2006 to R$158.5 million in the same period of 2007. The table below shows the composition of our !
income from financial intermediation for the periods indicated:

Income from financial intermediation

For the three months ended March 31,

2% of income %o of income
from financial from financial

2006  intermediation 2007 intermediation  Variation ()

(in R$ millions, except percentages)

Lending operations ... ..o 79.5 08.6% 1274 80.4% 60.3%
Sccurities transactions . ....... ... o e 273 33.9% 46.10) 29.0% 68.5%
Derivalives ... ..ot e 21.7 34 N% (17.3) (10.9Y% (37.5)%
Forcign exchange operattons . .................. 1.5 1.9% 23 1.4% 53.3%
Compulsory deposits ... ... . .. .. ........ — — 0.1 0.1% —
Total .. ... 80.6 0.0% 158.5 100.0% 96.7%

Lending operaiions

The table below contains the composition of our income from lending operations for the periods indicated.

Lending operations

For the three months ended March 31,
2006 < of the total 2007 ¢ of the total  Variation (5¢)

(in B$ millinns, except percentages)

Loans ... 66.3 83.4% 106.1 83.3% 60.0%
Discounted trade notes'™ .. ... ... . L 12.8 16.1% 17.8 14.0% 39.1%
Financing® ... .. . i 0.3 0.4% 32 2.5% 966.7%
Advances on foreign exchange contracts .......... .. 0.1 0.1% 03 0.2% 200.0% i
Total ... .. 79.5 100.0% 1274 100.0% 60.3%

th Represents income from financial instruments acquired from our clients at a discount for collection.
121 Represenls income from our direct consumer credits.
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Our income from lending operations increased 60.3%, from R$79.5 million in the three months ended

s March 31, 2006 to R8127.4 million in the same period of 2007. This increase was due to the 71.0% increase in
the average balance of our outstanding loans, from R$982.5 million in the three months ended March 31, 2006 to
RS$1.680.1 million in the same period of 2007. The increase in the average balance of our outstanding loans was
principally due to: {i) an increase of RS492.8 million in the average balance of working capital loans made to
middle-market clients, and (ii) an increase of R§202.5 million in the average balance of individual loans,
especially payroll deduction loans o employces of the public sector aml pension beneficiaries und retirees of the
INSS, and direet consumer credits {which we began to offer in July 2006 for vehicle financing). The effect of the
increase in the average balance of our outstanding loans was partially offset by a decrease in the average interest
rate we charged on our loans, from 8.1% in the three months ended Maich 31, 2006 to 7.6% for the same period
of 2007. This decrease was principally caused by the reduction in the SELIC rate from 16.5% per year as of
March 31, 2006 to 12.75% per year as of March 31, 2007,

Securities transactions

Qur income from securities transactions increased 68.5%, from R327.3 million in the three months ended
March 31, 2006 to R546.0 millions in the same period of 2007. mainly due to a 61.4% increase in the average
balance of our federal government securities portfolio, from R$259.5 miillion in the three months ended
March 31, 2006 to R$418.8 million in the same period of 2007.

Derivatives

| Our expenses from derivatives decreased 37.5%. from R$27.7 million in the three months ended March 31,
| 2006 to R$17.3 million in the same period of 2007, mainly due to lowar volatility of interest rates, foreign
' exchange and markel risks for the three months ended March 31, 2007 compared to the same period of 2006.

Foreign exchange operations

Qur income from foreign exchange operations increased 53.3%. ‘rom RS1.5 million in the three months
ended March 31, 2006 10 R$2.3 million in the same period of 2007, as a result of a 59.7% increase in the average
balance of our foreign exchange transactions {as measured by the average net balance of positive and negative
foreign exchange transactions). from R$28.3 million in the three months ended March 31, 2006 to
RS$45.2 million in the same period of 2007.

Expenses from financial intermediation

Our e¢xpenses from financial intermediation increased 65.3%, from R$48.4 million in the three months
ended March 31, 2006 to RS80.0 millton in the same period of 2007. The table provides the composition of our
expenses from financial intermediation for the periods indicated:

Expenses from financial intermediation
For the three months ended March 31,

7% of income from ¢ of income from
financial financial
2006 intermediaion 2007 intermediation Variation (%)
(ir. RS millions, except percentages)
Funding operations . ..................... 419 (52.0:% (63.4) (40.0)% 51.3%
Borrowings and onlendings ................ (1.0 (1.2:% (8.4} (5.3)% 740.0%
Allowance for loan losses ..., ........... {3.5) (6.8'% (8.2) (5.2)% 49.1%
Total ... .. e {48.4) {60.0) % (80.01) {(50.5)% 65.3%
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Funding operations

The table below shaws the composition of our expenses from funding operations for the periods indicated:

Funding operations
For the three months ended March 31,
06 G oof the tatal 2007 % of the total  Variation (%)
{in RS millions, except percentages)

Interbank deposits . ... ... .o (3.6) 8.7% 2.9) 4.6% (19.4)%
Time deposits .. ... 3.3 75.6% (37.6) 59.3% 20.1%
Money-market funding ........... ... ... L (2.9) 7.0% (15.0) 23.7% 417.2%
Funds from acceptance and issuance of securitics®t ... (3.6) 8.7% 7.9 12.5% 119.4%
Total .. ... ... . {41.4) 100.0% (63.4) 100.0% 53.1%

 Expenses [rom the issuance of securities abroad do not include earnings from exchange rate variation
applicable to these operations, which are recorded as other operating income.

Our cxpenses from funding operations increased 51.3%, from R$41.4 million in three months ended
March 31, 2006 to R363.4 million in the same period of 2007, mainly as a result of: (i) a 60.0% incrcase in the
average balance of time deposits, from R$755.5 million in the three months ended March 31, 2006 10
R$1,208.6 million in the same period of 2007; (ii) a 334.5% increase in the average balance of repurchase
transactions, from R$125.1 million in the three months ended March 31, 2006 to R$543.6 million in the same
period of 2007; and (iii} a 1 19.4% increase in expenses incurred for payment of interest on our notes and income
tax apphicable to our remittances abroad, from R$3.6 million in the three months ended March 31, 2006 o R$7.9
million in the same period of 2007, due to our issuance of US$120.0) mitlion principal amount of notes in October
2006. This increase was partially offset by a decrease in the average interest rate we had to pay on our funding
operations, from 3.2% for the three months ended March 31, 2006 to 2.1% for the same period of 2007, which in
urn was caused by decreased SELIC rates.

Borrowings and onlendings

Our expenses from borrowings and onlendings increased 740.0%. from R$1.0 million in the three months
ended March 31, 2006 to R$8.4 million in the same period of 2007. principally as a result of the payments made
to the holders of Daycoval FIDC’s senior quotas in the amount of R$7.0 million for the three months ended
March 31, 2007. We did not incur in any expenscs relating to Daycoval FIDC for the three months ended
March 31, 2006 since Daycoval FIDC was created in September 2006,

Allowance for loan losses

Qur allowance for loan losses increased 49.1%. from R$5.5 million in the three months ended March 31,
2006 to RS8.2 million in the same period of 2007, principatly as a result of the increased average balance of
outstanding loans for the three months ended March 31, 2007 compared 10 the same period of 2006, which
required us to record additional allowances lor loan losses, particularly for the new loans generated in the period,
as determined by Central Bunk’s risk classification rules.

Gross profit from financial intermediution

As a result of the forcgoing, our gross profit from financial intermediation increased 143.8%. from
R$32.2 million in the three months ended March 31, 2006 10 R$78.5 million in the same period of 2007,
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Qther operating income (expenses)

Our other operating income (expenses) varied from an expense of R$6.2 million in the three months ended
March 31, 2006 1o an expense ol R$9.6 miltion in the same period of 2007. The following table shows the
composition of our other operating income (expenses) for the periods indicated:

Other operating income (expenses)
Faor the three months ended March 31,

% of income % of income
from financial from financial
206 intermediation 2007 intermediation  Yariation (%)

(in RS millions, except percentzges)

Income from services provided . ... .o oL oL 25 3% 33 2.1% 32.0%
Personnel expenses . ... ..o e e (7.4) 9.2)% (10.8) 6.8)% 45.9%
Other administrative expenses .................. (11.6) (144)% (10.6) (6.1Y% (8.6)%
TAX CXPCNSES vt v et e e e 4. (5.8)% {6.1) (3.8% 29.8%
Other operating income . ..., i 214 26.5% 19.6 12.4% (84)%
Other operating eXpenses . ..................... (6.4) _(7.9)% 5.0 3.2)% 2L9)%
Total ... ... (6.2) (7.7 % (9.6) (6.0)% 54.8%

Income from services provided

Our income from services provided increased 32.0%, from R$2.5 million in the three months ended
March 31, 2006 10 R$3.3 million in the sume period of 2007, principally due to the increase in the average
balance of our outstanding loans.

Personnel expenses

Our personnel expenses increased 45.9%. from RS7.4 million in the three months ended March 31, 2006 to
RS$10.8 miilion in the same period of 2007, mainly as a result of a 40.6% increase in the number of our
employees, from 293 a1 March 31, 2006 to 412 at March 31, 2007. Th s increase was duc to the growth of our
operations in 2006, which required us 1o hire specialized professionals for our commercial, information
technology and administrative stalfs.

Other adminisirative expenses

Our other administrative expensecs deercased 8.6%. from RS11.6 million in the three months ended
March 31, 2006 to R310.6 million in the same period of 2007, mainly as a result of changes in the accounting
treatment of commission paid to our banking correspondents, Since Jenuary 1, 2007, these payments have been
recognized as cxpenses as income is recognized from the corresponding loan agreements over the term of those
agreements. Previously, commissions paid were fully recognized as expenses at the moment they were made.
Accordingly, our other administrative expenses for three months ended 2007 or for lutlure periods are not fully
comparable with the other administrative expenses we recognized prior to 2007,

Tax expenses

Our tax expenses increased 29.8%. from RS$4.7 million in the thrze months ended March 31, 2006 1o
RS6.! million in the same period of 2007, mainly due (o the increase n our taxable income.

Other vperating income

Qur other operating income decreased 8.4%, from RS2 1.4 million in the three months ended March 31,
2006 to R$19.6 million in the same period of 2007. This decrease wai mainly due to the lower appreciation of
4.1% of the real against the U.S. dollar in the three months ended March 31, 2007 compared to an appreciation
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of 7.7% in the same period of 2006. For the three months ended March 31, 2007, we recorded exchange rate
variation gains of R$16.2 million from our securitics issued abroad, compared to R$19.9 million in the same
period of 2006.

Other operating expenses

Our other operating expenses decreased 21.9%, from RS6.4 million in the three months ended March 31.
2006 to RSS5.0 mitlion in the same period of 2007, mainly as a result to the lower appreciation of the rea/ against
U.S. dollar in the three months ended March 31. 2007 compared to the same period in 2006, which decreased the
exchange variation losscs from our assets denominated in U.S. Dollars owned by our indirect foreign subsidiary
Treetop Investments Lid.

Income from operations

As a result of the foregoing, our income from operations increased 165.0%, from R526.0 million in the three
months ended March 31, 2006 to R$68.9 million in the same period of 2007,

Ineome and social contribution taxes

Our income and social contribution taxes decreased from RS12.4 million for the three months ended
March 31, 2006 1o R$5.6 million for the same period of 2007, mainly due 10 the use of deferred tax credits of
RS519.3 million resulting from lemporary differences recognized in the three months ended March 31, 2007, We
started to recognize this type of credit only in 2007 and did not use any tax credits for the three months ended
March 31, 2006. Accordingly, our income and social contribution 1axes for the three months ended March 31,
2007 or for any future periods are not fully comparable with the income and social contribution 1axes we
recorded before 2007,

For further discussion of our deferred ax credits, see note 16 (o our consolidated financial statements.

Net income

As a result of the foregoing, our net income increased 365.4%, (rom R$13.6 million in the three months
ended March 31. 2006 to R363.3 million in the same period of 2007.

Year Ended December 31, 20035 Compared to the Year Ended December 31, 2006

The following table shows certain items derived from our income statements for the years indicated:

Income statemenl

For the years ended December 31,

% of income % of income

from financial from financial
2005 intermediation 20066 intermediation  Variation (%)

tin R$ millions, except percentages)
Income from financial intermediation .. ........ 316.7 100.0% 476.4 100.0% 50.4%
Expenses from financial intermediation . ........ (157.5) (49.7%) (246.5) (351.1% 56.5%
Gross profit from financial intermediation .. .. §59.2 50.3% 2299 48.3% 44.4%
Other operating (expenscs) income ............ 61.7D (19.5%  (106.0) (22.3)% 71.8%
Income from operations .................... 97.5 30.8% 1239 26.0% 27.1%
Non-operating income ...................... 0.2) (0.DH% (160.0Y%
Income and social contribution taxes .. ......... (15.8) (5.0)% (38.8) (8.1)% 145.6%
Netincome ............................... 81.5 25.7% 85.1 17.9% 4.4%
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Income from financial intermediation

Our income from Nnancial intermediation increascd 50.4%, from R$316.7 million in 2005 to
RS476.24 million in 2006. The table below shows the composition of our income from financial intermediation for
the years indicated.

Income from financial intermediation

For the years ended December 31,
2005 % of total 2006 %% of total  Variation (%)

(in R$ millions, except percentuges)

Lending operalions .......... ... ... i 2632 83.1% 380.1 79.8% 44 4%
Securitics ransactions . ....... ... . il 84.5 26.7% 110.7 23.2% 31.0%
Derivatives .. ... i (36.6) (11.6)% (26.6) (5.60%  (27.3)%
Foreign exchange operations . ............ ... ... ... 5.6 1.8% 122 2.6% 117.9%
Total ... . 3167 100.0% 4764 100.0% 50.4%

Lending operations

The table below contains the composition of our income from lending operations for the years indicated.

Lending Operations

For the years ended December 3,
24105 % of total 2006 % of totul  Variation (%)

{in R$ millions, except pereentages)

Loans ... ..o e e 202.7 77.0% 320.6 84.3% 58.2%
Discounted trade notes' V. ... e 58.3 22.2% 55.2 14.5% (5.3)%
Financing™ . ... 0.9 03% 1.5 0.5% 66.7%
Advances on foreign exchange contracts ................ 1.3 05% 2.8 0.7% 115.4%
Total ... 2632 100.0% 380.1  100.0% 44.4%

(h Represents income from [inancial instruments acquired from our clients at a discount for collection,

) Represents income from our direct consumer credits,

Our income rom lending operations increased 44.4%, from R$263.2 million in 2005 to R$380.1 million in
2006. This increase was due to a 60.6% increase in the average balance of our outstanding leans, from
R$750.5 million in 2005 to R$1.205.2 million in 2006. The increase in the average balance of our outstanding
loans was principally due to: (i) an increase of R$358.6 million in the average balance of working capital loans
1o middle-markel clients, and (it} an increase of R$129.3 million in the average balance of individual toans,
especially payroll deduction loans to employees of the public sector ¢.nd pension beneficiaries and retirees of the
INSS, and direct consumer credits {which started to be offered in Julv 2006 for vehicle financing). The effect of
the increase in the average balance of our outstanding loans was partially offset by a decrease in the average
interest rate we charged on our loans. from 35.1% in 2005 (o 31.5% in 2006. This decrease was principatly
caused by the reduction in the SELIC rate from 18.0% per year as of December 31, 2005 10 13.25% per year as
of December 31, 2006.

Securities transactions

Qur income from securities transactions increased 31.0%, from R$84.5 million in 2005 to R$110.7 million
in 2006, mainly due o a 7.5% increase in the average balance of our securilies operations, from R$372.6 million
in 2005 10 R$400.5 million in 2006. This increase included (i} a 7.156 increase in the average balance of federal
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government securities: {ii) a 81.8% increase in the average balance of quotas issued by investment funds
managed by third parties; and (iii) a 22.9% increase in the average balance of investments in securities issued
abroad by other banks and by the Brazilian government.

Derivatives

Our expenses from derivatives decreased 27.3%, from R$36.6 million in 2003 to R$26.6 million in 2006,
mainly due to a variation in our net gains on swap transactions. from net losses of R$11.7 million in 2005 o net
gains of RS14.3 million in 2006.

Foreign exchange operations

Our income [rom foreign exchange operations increased 117,9%. from RS5.6 million in 2005 to R§12.2
million in 2006, mainly due o the increase of 338.5% in the average balance of our foreign trade iransactions tas
measured by the net average balunce of positive and negative foreign exchinge operations), from R$10.9 million
in 2005 to R$47.8 million in 2006.

Expenses from financial intermediation

Our expenses from financial intermediation increased 56.5%, from R$137.5 million in 2005 to R$246.5
million in 2006. The table below provides the composition of our expenses lrom [inancial intermediation for the
years indicated:

Expenses from financial intermediation

For the years ended December 31,

% ol income % of income
from financial from financial
2005 intermediation 2006 intermediation  Variation {%)

{in R$ millions, except percentages)

Funding operations ............... ... ... ..., (133.6) (42.0)% (199.1) (41. % 49 0%
Borrowings and onlendings .................. (7.4} (2.3)% (aLe) (2.5)% 59.5%
Allowance lor loanlosses .. .................. (16.5) (5.2)% (35.6) (7.5)% 115.8%
Total ..... ... ... ... ... (157.5) 49.7% (246.5) 51.N% 36.3%

Funding operations

The table below shows the composition of our expenses from funding operations for the years indicated:

Funding operations
For the years ended December 31,
2005 % of the total 2006 % of the total  Variation (%)
tin RS millivns, except percentages)

Interbank deposits ... ... .. L 9.0 6.8% (11.8) 59% 29.7%
Timedeposits . ... (105.8) 79.2%  (139.1) 69.9% 31.5%
Money-market funding ....................... 3.7 4.3% (29.2) 14.7% 412.3%
Funds from acceplance and issuance of

securities' . (13.0) 9.7% (19.) 9.5% 46.2%
Tolal (L33.6) 100.0%  (199.1) 100.09% 49.0%

‘" Expenses from the issuance of securities abroad do not include carnings from exchange rate variation
applicable to these eperations, which are recorded as other operating income.

59




W—m 39726 TX 60 _i0* "
| BANCO DAYCOVAL OM | an PS PMT_1C

Our expenses from funding operations increased 49.0%. from R8133.6 million in 2005 to RE199.1 million
in 2006, mainky as a result of: {i) a 63.8% increase in the average balance of time deposits, from R3585.0 million
in 2005 to R8958.5 miliion in 2006; {ii) a 150.5% increase in the average balance of repurchase transactions, \
from RS$203.4 million in 2005 1o RS509.6 million in the 2006: and (iii) 1 46.2% increase in expenses incurred for !
payment of interest on our notes and income tax applicable to the remitlances abroad, from R$13.0 million in |
2005 10 R$19.0 million in 2006, due (o the issuance of a USS$65.0 million in principal amount of notes in
December 2005. This increase was partially offset by a decrease in the average interest rate we had 1o pay on our
funding operations, from 14.4% in 2005 1o 12.6% in 2006. which in tury was caused by the decreased SELIC
rates.

Borrenvings and onlendings

Our expenses from borrowings and onlendings increased 39.5%, trom R$7.4 million in 2005 to
RS1t1.8 million in 2006, mainly as a result of an increase in the expenses we incurred in connection with our
credit facilities executed with other financial institutions outside Brazil Lo finance our clients’ import and export
transactions, from R87.4 million in 2005 to R$9.6 million in 2006, coupled the payments we made to the holders
of Daycoval FIDC's senior quotas in the amount of R$2.2 million in 2006. We did not incur any expenses in
connection with Daycoval FIDC in 2005.

Allowance for loan losses

Our allowance for loan losses increased 115.8%, from RS$16.5 million in 2005 to R$35.6 million in 2006,
principally as a result of the increased average balance of our outstanding loans.

Gross profit from financial imtermediation

As a result of the foregoing, our gross profit from financial intenr ediation increased 44.4%. from
R$159.2 million in 2005 to RS229.9 million in 2006.

Other operating income {expenses)

Qur other operating income (expenses) varied (rom an expense of R361.7 million in 2005 to an expense of
RS$106.0 million in 2006. The following table shows the composition of our other operating income {(cxpenscs)
for the years indicated:

Other operating income (expenses)

For the years ended December 31,

% of income % of income
from financial from financial ~ Variation
2005  intesmediation 2006 intermediation {5¢)
(in R$ millions. except percentages)
Income from services provided .................... 84 2.6% 1.7 2.5% 39.3%
Personnelexpenses . ..., (28.5) (9.0Y% (35.4) (1.5Y% 24.2%
Other administrative CXpenses .. ... o oee oo (40.6) (12.8Y% (71.9) (15.% 77.1%
TaX EXPENSES . oottt e e (10.9) 3.4)% (16.7) (3.5Y% 53.2%
Other operating inCome . .....oovv v 264 8.3% 310 6.5% 17.4%
Onher operating expenses ... ............. .. ... (16.5) (5.2)% (24. 7 (5.2)% 49.7%
Total (61.T) (19.5)% (106.0) 22.3)% T1.8%

Income from services provided
Our income from services provided increased 41.0%, from R38.4 million in 2005 to R$L1.7 million in 2006,
principally due to the increase in the average balance of our oulstanding loans.
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Personnel expenses

Qur personnel expenses increased 24.2%, from R328.5 million in 2005 to R$35.4 miilion in 2000, as a
result of a 35.3% increase in the number of cur employees. from 266 at December 31, 2005 10 360 on
December 31, 2006. This increase was due to the growth of our operations in 2006, which required us to hire
specialized professionals for our commercial, information technology and administrative staffs throughout that
year,

Orher administrative expenses

Our other administrative cxpenses increased 77.1%. from R$40.6 million in 2005 1o R$71.9 million in 2006,
mainly due 1o the increase in the average balance of our outstanding loans, which in turn increased the amount of
commission we paid 1o our banking correspondents.

Tax expenses

Our 1ax expenses increased 53.2%, from R310.9 million in 20035 10 R316.7 million in 2006, mainly due to
the increase in our taxable income.

Other operating income

Our other operating income increased 17.4%. [rom R$26.4 million in 2005 10 R831.0 miilion in 2006. This
increase was mainly due to the growth of the principal amount of our securities issued abroad denominated in
U.S. dollars, from R$252.9 million in 2005 to R$398.4 million in 2006, but it was substantially offset by the
lower appreciation of 8.7% of the real ugainst the U.S. dollar in 2006 compared to appreciation of 11.8% in
2005. In 2006, we recorded exchange rate variation gains of R$22.9 million from our U.S. dollar denominated
securitics, compared to R518.4 million in 2005.

Other operdting expenses

Our other operating expenses increased 49.7%, from R$16.5 million in 2005 10 RS24.7 million in 2006, as a
result of (i) payments made to CVM under an administrative procedure, which gencrated expenses of
RS$3.0 miltion in 2006, and (i1) the monetary adjustment of our tax contingencies. which generated an expense of
RS$2.t million in 2006.

Income from aperations

As u result of the foregoing, our income from operations increased 27.1%, from R$97.5 million in 2005 to
RS$123.9 million in 2006.

Mcome and socivl contribution taxes

QOur income and social contribution taxes increased 145.6%, from R$15.8 million in 2005 to R$38.8 million
in 2006, mainly as a result of our increased taxable income in 2006,

Net income

As aresult of the foregoing, our nel income increased 4.4%, from R$81.5 million in 2003 10 R$85.1 million
in 2006.
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Year Ended December 31, 2004 Compared to Year Ended December i1, 2005
The following table shows certain iterns derived from our income statements for the years indicated:

Income Statement

Far the years ended December 31,

% of inceme % of income
from financisl from financial

2004 intermediution 2005 intermediation  Variation (%)

(in R$ millivns, except percentages)

Income from financial intermediation .......... 245.1 100.0% 316.7 100.0% 29.2%
Expenses from financial intermediation ....... ., (111.3) (45.43%  (157.5) (49.7V% 41.5%
| Gross profit from financial intermediation .... 133.8 54.6% 159.2 50.3% 19.0%
Other operating income {cxpenses) ............ {46.4) (18.¢)% 61.7 (19.5)y% 33.0%
| Income fremoperations .................... 87.4 5.7 % 97.5 30.8% 11.6%
Non-operaling income . ...........0oveneen.. (0.1) (0.")% 0.2) (0.1Y% 100.0%
Income before income and social contribution
1aXesOninNCoOme .....................c.... 87.3 35.40% 97.3 30.7% 11.5%
Income and social contribution taxes ........... (17.2) (7. % {15.8) (5.0 % (8.1)Y%
Netincome ....... ... ... ... .. ..o 70.1 28.0% 81.5 25.7% 16.3%

Income from financial intermediation

Qur income from financial intermediation increased 29.2%, from R$245.1 million in 2004 10
RS$316.7 million in 2005. The table below shows the composition of our income from financial intermediation for
the years indicated:

Income from financial intermediation
For the yeurs ended December 31,
2004 % of total 2005 % of total  Variation (%)

(in RS millions, except percentages)

Lending operations .. ...t iii i 185.1 75.5% 263.2 83.1% 42.2%
Securifies ransactions ... .. ... ... . e 59.7 24.4% 84.5 26.7% 41.5%
Derivatives . ... ... i (2.6} (1.)% (3660 (11.6)% 1.307.7%
Forcign exchange operations ... o 2.9 1.2% 5.6 1.8% 93.1%
Total ... .. 2451 100.0% 316.7 100.0% 29.2%

Lending operations

The 1able below contains the composition of our income from lending operations for the years indicated:

Lending operations
For the years ended December 31,
20M)4 % of the total 2005 % of the total  Variation (%)
- (in RS millions, except percentages)

Lotns .. 1315 71.0% 2027 77.0% 54.1%
Discounted trade notes™ .. ... ... ..l 520 28.1% 583 22.2% 12.1%
Financing® ... ... oo 1.6 (0.9)% 0.9 0.3% (43.8)%
Advances on foreign cxchange contracts ........... — = 1.3 0.5% 100.0%
Total ... 185.1 100.0%  263.2 100.0% 42.2%

i Represents income from financial mstruments acquired from our clients at discount for collection.
@ Represents income from our direct consumer credits.
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Our income from lending operations increased 42.2%. from R$185.1 million in 2004 to R$263.2 million in
2005. This increase was principally due to the 30.5% increase in the average bulance of our outstanding loans.
which grew from RS$651.7 million in 2004 to R5980.9 million in 2005. The increase in the average balance of our
outstanding loans was principally due to: (i) an increase of R$193.8 million in the average balance of working
capital loans made 1o middle-market clients, and (ii) an increase of R$26.0 million in the average balance of
individual loans, especially payroll deduction loans to employees of the public sector and pension beneficiaries
and retirees of the INSS, and direct consumer credits (which started o be offered in July 2006 for vehicle
financing}). To a lesser extent, our income from lending operations also increased as a result ot higher average
interest rate we charged on our loans. which increased from 34.6% in 2004 to 35.1% in 2005.

Securities tramsactions

Our income from securities operations increased 41.5%. from R$39.7 miilion in 2004 to RS84.3 million in
2005, mainly as a result of the sale of R$48. 1 million of securitics in our portfotio, particularly federal
government securities indexed to the SELIC rate and other securities with fixed rates, due to what we believed to
be favorable market opportunities. The effect of these sales was partially offset by the decrease in the balance of
our securitics portfolio from R$355.9 million in 2004 to R$313.1 million in 2005.

Derivatives

QOur expenses from derivatives increased from R$2.6 million in 2004 to R$36.6 million in 2003, mainly due
to higher volatility of interest rates, foreign exchange and market risks in 2005 compared 10 2004,

Foreign exchange operations

Our income from forcign exchange operations increased 93.1%, from R$2.9 million in 2004 10
RS5.6 million in 2005. as a result of our strategy to increase our foreign exchange operations by offering
diversitied foreign trade financing products such as foreign exchange contracts (ACC). advances on exchange
delivered (ACE) and export prepayment transactions. The average balance of our foreign trade transactions {(as
measured by the average net balance of positive and negative forcign exchange operations) increasced
279.3%, from R$2.9 millton in 2004 to R$11.0 million in 2005.

Expenses from financial intermediation

Our expenses from financial intermediation increased 41.5%, from R$111.3 million in 2004 10
RS157.5 million in 2005. The wble below shows the composition of our expenses from financial intermediation
for the years indicated:

Expenses from financial intermediation

For the years ended Decemher 31,

% of income % of income
from financial from financial
2004 intermediation 2005 intermediation  Variation (7%)

1in R$ millions, except percentages)

Funding operations . ...... ... ... ... .. ..., (96.5) (39.4)% (133.6) 42.2)% 38.4%
Borrowings and onlendings . ... ... ... ...... 0.4 0.2% (7.4) 2.3)% (1,950.00%
Altowance forloan losses . ...... ... ... .. .. (15.2) (6.2)% (16.5) (5.2)% 8.6%
Total ... ... .. e (111.3) 45.4)% (157.5) {49.7) % 41.5%
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Funding operations

The able below shows the composition of our expensecs from funding operations for the years indicated:

Funding operations

l'or the years ended December 31,
2004 % of the total 2058 % of the total  Variation (%)
(in RS millions, except percentages)

Interbank deposits ......... ... ... oLl (8.9 G.2% 9.1 6.8% 22%
Timedeposits . ...t (82.8) 85.8% (105.8) 79.2% 27.8%
Money-market funding . .......... ... ... oL (3.8) 3.9% (3.7) 4.3% 50.0%
Funds from acceptance and issuance of securities ... (1.0} JJ% (13.0) 9.7% 1.200.0%
Totalfunding ............ ... .. ... ... . ..., {96.5) 100.09 (133.6) 100.0% 38.4%

th  Expenses from the issuance of securities abroad o not include eamings from exchange rate variation
applicable to these operations, which are recorded as other operating income.

Our expenses (rom lunding operations increased 38.4%. from R$96.5 million in 2004 1o R8133.6 million in
2005, principally as a result of: (i) an 12.2% increase in the average balance of time deposits, from R$521.6 million
in 2004 (0 R$585.0 million in 2005; and (ii) an increase in expenses incurred with the payment of interest on our
notes and income tax applicable to the remittances abroad from R$1.0 rillion in 2004 to R$13.0 mitlion in 2005, as
a result of the issuance of US$S45 million in principal amount of notes in December 2004, The increase in our
expenscs from funding operations was also caused by an increase in the average interest rate we had to pay on our
funding operations, from 12.7% in 2004 to 14.4% in 2005, which in wrm was caused by our strategy of increasing
the balance of our longer-term deposits by offering higher returns on the se deposits.

Borrowings and onlendings

Our expenses from borrowings and onlendings increased from R30.4 million in 2004 to R$7.4 million in
2005. Due to the accounting reclassification that took place in 2005, exchange variation losses that were
previously recorded as other operating expenses started to be recognized as expenses from borrowings and
onlendings. In 2005, these exchange variation losses amounted to RS6.5 million.

Allowance for loan losses

Our allowance for loan losses increased 8.6%, from RS 15.2 million in 2004 to RS16.5 million in 2005,
principally as a result of the increased average balance of lending operations.

Gross profit from financial intermediation

As aresult of the foregoing, our gross profit from financial internediation increased 19.0%. {rom
R$133.8 million in 2004 to RS159.2 million in 2005,
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Other operating income (expenses)

Other operating income (expenses) varied from an expense of R346.4 million in 2004 10 an expense of
RS61.7 million in 2005. The table below shows the composition of our other operating income (expenses) for the

years indicated:

Other operating income (expenses)
For the yvears ended December 31,

% of income % of income
from financial from financial

004 intermediation 2005 intermediation  Varigtion (%)

(in RS milllons, except percentages)

Income from servicesprovided .. .............. .. 6.6 2.7% 8.4 2.6% 27.3%
Personnel expenses . ... ... i (19.6) B8.0y% (28.5) (9.0)% 45.4%
Other administrative expenses .................. (23.1} (9.4Y% (40.6) (12.8)% 75.8%
Tax EXPENSCS ..ottt e e (7.8) 3% (109 (3.4)% 39.7%
Other operating income . ... ... oL 9.0 3.7% 264 8.3% 193.3%
Other operating expenses .. .................... (11.5) 4. 7% (16.5) (3.2)% 43.5%
Total ... .. {46.4) (189)Y% (61.7) (19.5)% 33.0%

Income from services provided

Our income from services provided increased 27.3%, from R$6.6 million in 2004 1o R$8.4 million in 2005,
principally due to the increase in the average balance of our outstanding loans.

Persomnel cxpenses

Our personnel expenscs increascd 45.4%, from RS19.6 million in 2004 to R$28.5 million in 2003, mainly as
arcsult of a 22.0% increase in the number of our employees, particularly qualified professionals, from 218 on
December 31, 2004 10 266 on December 31, 2005.

Other administrative expenses

Our other administrative expenses increased 75.8%, from R$22.1 million in 2004 to RS40.6 million in 2005,
mainly as a result of the increase in the total amount of commissions we paid to our banking correspondents.

Tax expenses

Our tax expenses increased 39.7%, from RS7.8 miilion in 2004 to R$10.9 million in 2005, mainly due to the
increase in our taxable income, which is the tax base used for the calculation of the PIS and Cofins.

Other perating income
Our other operating income increased 193.3%. from R$9.0 million in the 2004 to R$26.4 million in 2005.
This increase was mainly due 1o the appreciation of 11.8% of the reat against the U.S. doliar in 2005 compared to
an appreciation of 8.1% in 2004. In 2005. we recorded exchange rate variation gains of R$18.4 nillion of our
U.S. denominated securities, compared to R$4,2 million in 2004,

Other operating expenses

Our other operaling expenscs increased 43.5%. from R311.5 million in 2004 w R$16.5 million in 2005,
mainly as a result of the monetary adjustment of tax contingencics, which generated an expense of R$9.0 million
in 2005, compared o0 R$5.9 million in 2004,
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Income from operations

As a result of the foregoing, our income from operations increased | 1.5%, from RS$87.3 million in 2004 to
R$Y7.3 million in 2005.

Income and social contribution taxes

Our income and social contribution taxes decreased 8.1%. from R317.2 million in 2004 to R$15.8 million in
2005, mainly as a result of certain expenses that we vsed to reduce our total 1ax basis in 2005 that were not used
to reduce our tax basis in the previous year.

Net income

As a result of the foregoing, our net income increased 16.3%, frora R$70.1 million in 2004 to
RS$81.5 million in 2005.

Liquidity and Capital Resources
Liquidity

Our asset and liability management policy is destgned to ensure that our capital position is adequate for our
risk profile and consistent with applicable regulatory standards and gu.dclines. In particular, our policy is
designed 10 avoid material mismatches between our assets and liabilitizs, optimize our risk-return ratio and

ensure that we have sufficient liquidity to meet obligations for deposit withdrawals, repay other liabilities at
maturity, make loans or enter into other transactions with our customers and meet our working capital needs,

We scek to maintain access o diversified funding sources at reasonable costs, within the framework of our
asset and liability management policy, which establishes limits with respect to risks. interest rate sensitivity,
funding gaps and limitations of asset concentration.

We review the main aspects of our asset and liability managemerd. as well as our liquidity and capitai
resources, in regular monthly meetings of our committees. These committees review and evaluate our liquidity
position to establish a minimum liquidity level and. when necessary, told extraordinary meetings lo review and
evatuate our liguidity position as a result of macroeconomic changes.

To avoid a liquidity crisis, we monitor our investments on a daily basis to seek 10 maintain at least 30.0% of
our deposits in cash and cash equivalents. We also generally maintain the average term of our total funding
higher than the average term of our loan portfolio. [n order to deal with an unanticipated necd for substantial
liquidity, we have prepared a contingency plan consisting of the use of additional funds from our current
Tacilities and the reduction of our total loan portfolio, including through the interruption of our lending
operations. In addition. we and other financial institutions in Brazil have unused pre-approved credit lines with
the Central Bank, which are limited to the amount of government-issied securitics we hold. Since our creation,
we have never used these credit lines.

Qur treasury department is responsible for managing our liquidity and funding sources, including trading
securities denominated in reqis and in foreign currency. Our treasury department maintains what we believe is a
proper balance between scheduled maturities and diversification of [vnding sources. With our current level of
capital resources and capacity to access additional funding, we believe that our overall liquidity is sufficient o
meet our existing obligations (o our customers and creditors, satisfy anticipated changes in our asset and liability
levels and fulfill our ordinary course working capital needs.

66




BANCO DAYCOVAL RR Denneliey Profile S NYC killiOnd Bk A0 (555 E51 39726 TXb7 T

BANCO DAYCOVAL OM . NYL QanN PS PMT _1C

Sources of Funding

The following table shows the composition of our funding at the dates indicated:

At December 31, Al March M,
2004 2005 2006 2007
{in RS millions, except percentages)

Demand deposits .................. 34.8 45% 60.6 3.6% 104.8 43% 1373 5.2%
Enterbank deposits ... ... L 454 59% 105.5 6.4% 954 39% 1151 4.4%
Time deposits ........ ..ot 4436  57.5% 763.5 46.0% 1.147.9 47.0% 1,.289.6  49.0%
Otherdeposits . .................... — — — — 0.4 — — —
Money market instruments . .......... 17.1 2.2% 4357 262% 5724 235% 575.0 21.9%
Funds from acceptance and issuance of

securities . ......... o 1079  14.0% 2528 15.2% 398.5 163% 3902 14.8%
Borrowings and onlendings ... ....... 1221 159% 433 26% 1212 50% 1239 4.7%
Totalfunds ...................... 770.9 100.0%1,661.4 100.009%2,440.6 100.009%2.631,1 100.0%

We believe that our current sources of funding provides us with adeqguate resources for our tending
operations. As a result of our increased capilal base after completion of this of fering, we expect 1o improve our
credit ratings, which we belicve will allow us to diversify and extend the maturity of our funding sources while
reducing their costs. including through new debt issuances in the international markets. In addition, we expect
that the decrease in our funding costs and the extension of our funding maturity will enhance our ability to extend
credit to our clicnts on compelitive terms.

Interbank deposits

We receive interbank loans from Brazilian financial institutions in open market operations. Our balance of
interbank deposits increased 20.6%, from R395.4 million at December 31, 2006 10 R$115.1 million at March 31,
2007, in line with the cxpansion of our opcrating activitics and mainly through the execution of new credit
facilities.

Time deposits

A significant portion of our funding are in the form of time deposits. Usually, these deposits result from the
sale of Bank Deposit Cerntificates (Certificados de Depisitos Buncdrios), or CDBs, to Brazilian companies,
pension funds and individuals. Most of our CDBs bear an interest rate equivalent to the CDI plus a spread.
Usually, CDBs have a lower average cost and longer average maturity than our assets. Qur balance of time
deposits increased from R$1,147.9 million at December 31, 2006 to R$1,289.6 million at March 31, 2007, This
increase was mainly due to the expansion of our operating activitics and the increase ol our deposit client
porifolio from 586 clients at December 31, 2006 to 614 clients at March 3§, 20077,

The table below shows the composition of our CDB and CDI portfolios by maturity at the dates indicated.

At December 31, &Iatfz:l M,
2004 2005 2006 2007
{in R$ millions)
Upto90days . ..o e 231.7 514.1 686.6 730.2
FromQ110360days ... .. i 1424 171.5 230.0 335.7
Over 300 days ..o e e 1149 1834 326.7 338.8
Total e e 489.0 869.0 1.2433 14047
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The table below shows the concentration of our CDB and CDI porifolios by depositors:

At December 31, At March 31,

W4 s 2we w7

Largestdepositor . ... .. .. 6.6% 4.2% 4.3% 34%
10 largest depositors . . ..o v 36.3% 29.2% 24.7% 25.5%
20 largest depositors . ... ... 48.7% 42.71% 37.0% 36.9%
S0 largest depositors . .. ... i 71.2% 65.1% 57.5% 57.6%
100 largest depositors . .. .o oo 89.3% 8279% 11.7% 77.2%
Total number of depositors ........ .................... 322 424 586 614

Monev Murket Funding

We manage our liquidity position by performing overnight operations with other financial institutions,
generally for a one-business-day term, backed up by federal treasury bonds and buy-back commitments. These
operations represent an important instrument in the management of our treasury operations. At December 31,
2006 and March 31, 2007, our own portfolio of money market funding transactions totaled RS572.4 million and
RS575.0 million, respectively.

Funds from acceptance and issuance of securities

These funds include debt issued in the international markets and decreased from R$398.5 million as of
December 31, 2006 to R$390.2 million as of March 31, 2007, principa’ly as a result of the appreciation of real
against the U.S. dollar of 4.1% in the three months ended March 31, 2007. On December 14, 2005, we issued
US8S65.0 million in aggregate principal amount of noles due December 14, 2007. with a coupon of 6.875% per
annum and an outstanding balance of R$136.4 million at March 31. 2007. At October 30, 2006, we issued
US$120.0 million notes due Gctober 30, 2009, with a coupon of 7.75% per annum and an outstanding balance of
RS$253.3 million at March 31, 2007.

Borrowings and onlendings

A portion of our funding from borrowings and onlendings consists of the amounts received from Daycoval
FIDC, which was created in 2006 to sccuritize part of our loan portfolio. The capital stock of Daycoval FIDC
consists of 80.0% senior quotas owned by third-party investors and 20.0% subordinated quotas owned by us. As
part of our funding strategy. we transier to Daycoval FIDC our receivibles against receipt of cash advances.
Daycoval FIDC collects these receivables and pays to its senior quota holders, on an annual basis, interest at
106.0% of the CDI. As the holder of the subordinated guotas, we are liable for any losses suffered by Daycoval
FIDC up to the total value of our quotas and are entitled to receive any surpius after payments are made to the
senior quotaholders. At March 31, 2007, the outstanding balance of re seivables transferred to the FIDC was
R$106.0 million. compared o RS36.3 million at December 31, 2006. Daycoval FIDC is managed by Intrag
Distribuidora de Titulos e Valores Mobilidrios Lida., or Intrag, and its quotas are held in book-entry form with
Banco ltad S.A. Intrag is not a party related to us. When FIDC was created, it was rated brAAA+ by Standard &
Poors.

In addition 10 funds from Daycoval FIDC, funds from borrowings and onlendings also include resources
from credit facilities executed with other financial institutions located outside Brazil to finance the import and
export operations of our clients. At March 31, 2007, the outstanding balance of these facilities was R$59.3
million, compared to R$101.4 million at December 31, 2006.
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Use of Funds

We mainly use our funds to carry out our lending operations and acquire interbank financial investmens.
We also use 2 substantial pertion of our funding to acquire securitics, including federal government securities
issued by the National Treasury and by the Central Bank, which have lower risk and. consequently, higher
liquidity.

The following table presents our main uses of funds at the dates indicated.

At December 31, At March 31,
% of total % of total % of total % of the
2004 assets 2005 assets 2006 assets 7 Total!
(in RS millions, except percentages)

Towlassets ............... 1,213.0 2.166.8 3,088.0 33639
Cash ........... ...t 3.1 0.3% 18.4 0.8% 34.0 1.1% 399 1.2%
Interbank instruments . ... ... 138.6 11.4% 784.2 36.2% 854.6 277% 8437 25.1%
Securities and derivatives . ... 386.3 J1.8% 356.9 16.5% 5253 17.0% 4949 14.7%
Loan portfolio ............. 651.7 53.7% 9809  453% 1.639.2 53.1% 1.888.0 56.1%
Forcign cxchange portfolio . . . 15.3 1.3% 21.7 1.0% 66.6 2.1% 615  1.8%
Tolal use of funds ......... 1L,195.0 98.5% 2.162.1 29_.8_% 3.119.7 101.0% 3.328.0 M%

Compulsory Deposits with the Central Bank

The Central Bank requires that certain financial institutions cither deposit a determined amount of funds
with the Central Bank or purchase and hold Brazilian federal treasury securities. These compulsory deposits can
be used only for limited purposes. The Central Bank determines the interest 1o be paid on these deposits, if any.

Investments

From 2004 to 2006, we have made substantial investments in our information tcchnology system and
facilities, Qur investments in information technology relate mainly 1o updating and maintaining information
technology equipment and systems in accordance with the industry trends. In 2005, we moved our head office 10
a new building located at Avenida Paulista in order 1o sccommodate our expected growth. Our investments in
2004, 2005 and 2006 totaled R$2.0 million, R$12.0 million and R$4.0 million, respectively, In 2007, we expect
1o make investments of approximately R$3.0 million, mainly in information technology systems and
improvements in our facilities. However, we cannot guarantee that these investments will be carried out und. il
50, that the amounts actually invested will not be greater or less than the estimated amounts.

Capital Adequacy

We must comply with the capital requirements established by the Central Bank, which reflect the directives
of the Basel Agreement with certain modifications. Central Bank regulations require that banks maintain a
minimum capital level of 11% of risk-weighted assets. This percentage is higher than the 8.0% cstablished in the
Basel Agreement. The capital requirements are calculated on a consolidated basis.
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The following tablc presents our capital positions in relation to our Lotal of risk-weighted assets, as well as
the minimal capital requirements by the Central Bank, on the dates presented.
At December 3, At March 31
2004 2005 2006 2007

(in R$ millions, cxcept percentages)

Risk weighting factor

Low risk (2000) . ..o e e 1.7 1.5 7.4 2.9
Low risk (5090) ... i e e e e e e 12.3 236 62.1 70.9
Normal risk (100%) ... ... 0 7604 1.087.8 1.600.3 1.883.5
Normal risk (300%)—Tax credits . ......0ioeii . 4.9 0.1 —_— 79.7
Total risk-weighted assets .. ............................. ..., 779.3 L1L,113.0 1,7298  2,037.00
1% of risk-weighted assels .. ... ... . ... ... .. .. ... ... 857 1224 1903 224.]
20% of swap operations creditrisk .. ... L L o . 1.9 1.5 09 0.8
Market risk—{oreign exchange exposure . ........ ..ol RPN 26.2 203 8.6
Market risk—pre-fixedrate . ........ ... ... o 8.2 10,2 18.3 19.0
Required shareholders’ equity ™ . ... ... ... i 134.9 160.3 2358 2525
Adjusted sharcholders’ equity@ .. ..o oo oo 3344 3657 4378 497.0
Margin on the required shareholders’ equity ................... 1479% 128.1% 85.7% 96.8%
Baselindext3 . .. ... e 27.2%  25.1% 204% 21.7%

b Required capital is defined by the Central Bank and it establishes the minimum level of adjusted
shareholders® equity based upon our risk-weighted assets.
2 Al the dates indicated, our adjusted shareholders” equity was equal to our sharcholders’ equity.

@ Basel index corresponds to | 1% of our adjusted sharcholders® eq lity divided by the minimum amount of
capital we are required 10 maintain pursuant to the regulations of the Central Bank.

Contractual Obligations

The table below presents the maturity of our significant contractual obligations as of March 31, 2007, The
table does not include deferred income tax liability and estimated pay ments of interest on such obligations,

Less than From one From three  Five ycars
Contractual OObligations ore year  to three years  to five years or more

- (in RS millions)
Funds from acceptance and issvance of securities ............ 1442 246.0 — —
Borrowings andonlendings . .. ........ ... .. .. L.l 123.9 — — —
Derivatives ... . e e e 1.3 1.7 — —
Exchange ransaclions .. ... ... .i i, 21.1 — — —
RONES . . 4.7 9.5 9.5 711

Off-Balance Sheet Transactions

Except lor the bank guarantees we provide in the ordinary course of our business, we do not have any
of f-balance sheet transactions, In addition, we do not control any company that is not consolidated or otherwise
included in our financial statements, nor do we own any equity interest in any special purpose company.

Information on Market Risks
Risk and Risk Management

In the ordinary course of our business, we are exposed to various risks inherent to banking activities. The
way we manage these risks directly affect our activities and operatie1s and, consequently, our results. The most
significant risks to which we are exposed to are:

«  market risk;
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» exchange rate risk:
* interest rate risk;
*  liquidity risk: and

+  operating risk.

The manner in which we manage and identify these risks is essential for our profitability. Our management
of these risks involves different levels of our management team and encompasses a series of policies and
strategies.

Market Risk

We identify market risk through the impact on the value of our assets and liabilities of variations such as in
the interest rate and exchange rate curves. Since most of our assets and liabilities are subject to market risk, we
have developed our own 1ools to make it possible to carry out real-time diagnosis of our catire assets and
liabilities exposure, as well as offering us alternative scenarios and the impacts of the same on the value of our
positions, such as the development of studies and economic-financial analysis that evaluate the impact of
different scenarios in the market positions, reports that monitor the risks to which we are subject und periodic
tests that evaluate the controls on these risks and also verify the adequacy of our methodology. We also usc a risk
system called Value at Risk (VaR) to measure the exposure of our positions to market risk. The VaR consistently
applies 10 all products and markets, allowing the comparison of risks among dilferent portfolios. This system is
bascd on the parametric assessment technique within a | year-period and with approximately 99.0% confidence
interval. The efficacy of this system is tested through procedures that indicate the historical degree of adhesion of
the results, and the figures obtained in the current measurement,

Exchange Rate Risk

Most of our transactions are denominated in reais. However, we also have obligations denominated in or
indexcd to foreign currencies. especially the U.S. dollar. At December 31, 2006 and March 31, 2007. our
consolidated loreign exchange exposure was R$32.7 million and R3(15.7) million, respectively, equivalent to
12.0% and 3.5% of our adjusted sharcholders’ equity.

Our consolidated exchange rate exposure equals to the difference between the assets and liabilities linked 1o
a forcign currency, including derivatives at market value. The Central Bank requires that financial institutions
maintain a consolidated exchange rate exposure lower than 60.0% of the adjusted sharcholder’s equity,

We engage in derivative (inancial transactions to minimize the effect of forcign exchange rates on our
dollar-indexed assets and liabilitics or if we instructed to do so by our clients. These operations involve various
types of derivatives, including interest rates swaps, foreign exchange rate swaps and future contracts. At
December 31, 2006 and March 31, 2007, our derivative contracts amounted to R$1,211.3 million and RS1,185.2
million, respectively.
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The table below shows our assets and liabilities indexed in loreign currencies, in terms of purchased and
sold operations, respectively, at the dates indicated.

Position in US$ Pusition in EURO
At December 31, 2006 At December 31, 2000

(in RS millions, except  (in R$ millions, except
Percentages) percentages)
Purchase Sold Purchased Sokd

Assets denominated in foreign currency

Cash .o 0.5 —_ 2.1 —
[nterbank investments ... ..o i e 222 — — —
Loanportfolio .. ... 51.2 —_ - _
Other credits — foreign exchange portfolio . ......... ... oo 52.0 — 20 —_
INVESIMCNLS . . L. e 45.4 — — —
Total . e 171.3 —_ 4.1 i
Liabilities denominated in foreign currency
Sccurities issued abroad . ... ... L L — 399.7 — —
Interbranch accounts .. ... .. ... .. L. — 5.7 — 0.2
Borrowingsandonlending ........ ... ... i oo — 61.0 — 1.4
Other payables . .. i e — 22.2 —_ -
Total ... e e — 488.6 — L6
Derivatives ... ... ... ... ... 451.1 83.6 — -
Consolidated foreign exchange exposure ... ... ... ... ... 622.4 572.2 4.1 1.6
Adjusted sharcholders’ equity . ... oo i ol 432.7 4327
Consolidated foreign exchange exposure s % of the adjusted

shareholders” equity ......... ... . ... ... i ., 1.6 0.6
Limit of consolidated foreign exchange exposure ........ ... .. ... 3596 259.6

Interest Rate Risk

Interest rate risk results from the potential changes in the prices of our assets and liabilitics, unexpected
ascillations in the inclination and form of interest yield curves and changes in the correlation between interest
rates of different financial instruments. We are exposed to interest rate risk when there are mismatches between
the interest rates of our funding and the loans we grant.

Liguidity Risk

Liquidity risk represents the possibility of mismatch between meturity dates of our assets and liabilities,
which could result in our inability to meet our obligations within the established terms. Our general policy is to
maintain appropriale levels of liquidity that make it possible for us to meet our current and fulure obligations,
while at the same time being able to take advantage of any opportunitics that may arise. In addition, we are
subject to the liquidity requirements established by the Central Bank.

We control liquidily risk on a daily basis through static analysis of our mismatch structures, cspecially in the
short-term. We also simulate these structures with estimates for renewal of portfolios. In parallel, we analyze on
a monthly basis liquidity rates derived from the balances of the accounts of the balance sheets. In addition, we
analyze stress scenarios specilically focused on liguidity.
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Operuating Risk

Operating risks are related 1o the possibility of losses resulting from lailure, deficiency or inadequacy of
internal procedures. persons and systems, or external events. Due to the increase in the volume of banking
operations and greater dependency on compuler systems, the maintenance of a proper technological base became
essential Lo us. Thus, we have allocated substantial funds to assurc the stability and availability of our computer
systems,
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INDUSTRY OVERVIEW

Recent changes in the Brazilian banking industry

The Brazilian banking industry has experienced an important structural shift, from the high-inflation
gnvironment in the 1980s and carly 19905 to greater stability since 1991, with the introduction of the Plano Real,
or Real Plan. Prior to 1994, the industry benefited Trom high inflationary gains and was characterized by the
strong influence of state-owned banks and regulatory limitations on the participation of foreign financial
institutions, resulting in lower competitiveness and gencerally inefficient cost structures.

The monctary stability in Brazil achieved in 1994 led to a continunus increase in the demand for credit in
the country. This increase, coupled with lower inflationary gains. led tte banking industry to pursue operational
cfficiency. which resulied in a period of rationalization and consolidation in the industry. The Brazilian
government actlively moaitored this process through the creation of programs designed to protect savings,
including measures to ensure the sysiem’s solvency, reduce the participation of state-owned institutions and
strengthen competition among private banks. The Brazilian government also reduced restrictions on the entry of
foreign banks into the Brazilian market and. as a result, their market share increased significantly.

In recent ycars, the banks that focus on the middle-market segment. such as us, have been responsible for
dynamic and innovative changes in the banking industry. Banks operating in this segment have been able to develop
new products and to quickly explore market opportunities at lower costs when compared o large-sized banks. In
addition, we believe that these banks continuously seek to diversify their funding sources and increase their leverage
within the limits established by the Bascel Agreement and the Central Bank.

Credit in Brazil

The Brazilian banking industry still has a low penetration rate {measured in terms of credit as a percentage of
GDP) compared to more developed countries. However, this rate has constantly increased in the recent years from
26.2% in 2003, 26.9% in 2004, 28.1% in 2005, 30.8% in 2006 and 31.3'% for the thice months ended March 31,
2007. The table below compares total credit volume in Brazil and in developed countries as a percentage of GDP in
2004 (latest data disclosed).

Switzarand (738

Brazil 7

g.l

¢ 50 100 150
Source: Nanonal Bursau of Economic Research
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When compared to other major emerging countries, Brazil ranks ahead of Russia, Mexico and Argenlina,
but after India and China, in terms of credit as a percentage of GDP in 2004, as shown in the table below:
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The Brazilian credit market has alse shown material growth during the pasi several years, due mainly 1o
stable economic conditions resulting from the implementation of the Reul Plan in 1994, The table below scts
forth the credit growth as evidenced by the balances of loans in billions of reais within the Brazilian Financial
System that are funded by non-directed resources for the periods presented:
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The Brazilian credit market is composed of loans to individuals and corporations. Al March 31, 2007, the
National financing system had a total of R$520 billion of outstanding loans funded by non-dirccted resources,
52% of which corresponding to the corporate loan portfelio and 48% t) the individual loan portfolio, according
, to the Central Bank. The total balance of loans granted to corporations increased at a compound annual growth

rate of 13.5% from December 31, 2000 1o December 31, 2006. reaching approximately R$260 billion at
December 31, 2006, and the total balance of loans to individuals increased to a compound annual growth rate of
24% during the same period, amounting to R$239 billion at December 31, 2006. The total balance of loans
granted to corporations and individuals increased 23% and 24%, respectively, from March 31, 2006 10 March 31,
2007.

Corporate loans

According to data disclosed by the Central Bank, the volume of corporate loans (including directed lunds)
increased significantly at a compound annual growth rate of 17.3% per year, from approximately RS292 billion
at December 31, 2004 to R3$402 billion at December 31, 2006. Particularly, loans of up to R$100,000 and
between R$100,000 and RE10.0 million increased at 2 compound annual growth rate of 18.6% and 18.0% per
year, respectively, during such period. The table below shows the monthly evolution of corporate loans per
volume range.
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Additionally, as shown in the table above, loans ranging between R$100,000 and R${0.0 million represent
the greatest portion of corporale loans, accounting for 42% of the total amount at February 2007,

There is a trend towards extension of the average maturity of corporate loans. Although very short-term
loans (maturing within 180 days) still accounted for 46% of the total loans ta corporations at February 2007,
medium- and long-term lpans have increased from December 2004 1o February 2007 according io the Central
Bank,

The table below sets forth the percentage of outstanding corporate loans in the Brazilian banking industry by

maturity.

Term of Maturity of Corparate Loans
% of total Very short-term Short-term Medium-term  Long-term  lndefinite term Total
December 31,2004 ... ........ 49 3% 13.5% 18.5% 16.1% 2.6% 100.0%
December 31,2005 ............ 46.7% 14.4% 20.4% 15.4% 3.1% 100.0%
December 31,2006 ............ 45.9% 14.7% 20.9% 18.7% 0.2% 100.0%
February 28.2007 ............. 45.7% 14.4% 20.7% 18.1% 1.1% 100.0%

Source: Central Bank.

Notes: Very short-term: up to 180 days; Short-term: from 181 to 360 days; Medium-term: from 361 to (088
days: Long-term: over 1088 days.
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The key products avaitable to corporations are revolving credit, working capital toans, “compror”™ and
“vendor” loans and note discounting. Below is a brief summary of each of these products:

Revolving credit is a short-term revolving line of credic available to companies according 1o their needs,
which guarantees immediate liquidity. In general. the interest charged is calculated daily based on the
outstanding balance plus the tax on financial transactions (Imposio sohre Operagdes Financeiras), or [OF,
payable on the first business day of the month following the transaction.

Working capital loans consist of advances of funds to mect borrowers’ working capital needs. In general,
the repayment period for this type of loan is up to 180 days and the interzst rate varies according to the
borrowers’ credit risk and the collateral provided as a guaranice for the loan payments.

Note discounting transactions consist of providing advances on amounts relating (o instruments such as
trade acceptance bills, promissory notes, credit card sale receipts or postdated checks 1o anticipate the cash flow
of the borrower companies. In this type of loan, the bank providing thes: advances recourse against the borrower
is available o in the event of non-payment of the notes.

Loans in the middle-market segment

We dcfine the middle-market Iending scgment as loans made to co mpanics with annual gross revenues
between R$8.0 million and R$300.0 million. As a general rule. these companies need to fund their operations,
but have limited access (o attractive credit sources when compared to large corporations.

These companies have historically had a level of indebtedness that is significantly below the standards of
companics operating in developed countries. Due (o the need of financing to clients and the market practice of
fragmented purchases and sales, these companies have a growing need “or cash management products. However,
the lack of transparency, liquidity and audited balance sheets restrict their funding ability, requiring them to turn
to very-short term loans with liquid guarantees, particularly bank credits.

In order to meet their daily cash flow needs, medium-sized compaaics in Brazil typically work with
different banks to enjoy a sufficiently broad credit line in the market. Tacy also try to concentrate a portion of
their transactions on one bank, so as 10 increase their bargaining power To reach this status, in addition to a good
relationship with the manager of the institution, the bank usually requiras a long-standing relationship with the
borrower that will provide it with a certain financial stability. The borrower generally reciprocates this with use
of more profitable products, better guarantees and other incentives.

We believe that medium-sized companies will benefit from the current stability of the Brazilian economy
and increasing availability of credit, which will boost the increasing and diversified demand for financial
products and services. This, in turn, will lead these companies to increxse and diversify their demand for
financing products and services.
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Individual lending
The Brazilian individual lending market

According to data disclosed by the Central Bank, the total outstanding loans to individuals in Brazil
increased at an average compound annual growth rate of 24.6% per year [rom December 31, 2000 to
December 31, 2006, when it reached R$191.9 billion and represented 26.6% ol ull outstanding credil in Brazil,
At March 31, 2007, the total amount of loans to individuals in Brazil was RS204.5 billion, representing 27.0% of
alt outstanding credit in Brazil. At that date, financing for vehicles recounted for 32.7% of all outstanding
individual lending.

The table below shows the growth of individual lending outstanding in Brazil by product:

Qutstanding halance {R$ billionsy"?
December 31, 2005 December 3L, 2006 % Variation

Qverdraft facility ... ... .. 1.0 1.8 7.2
Consumercredit ... .. ... 63.4 79.9 259
Consumer credit excluding payroll deduction loans ......... 31.7 3.7 (.1}
Puyroli deduction louns ... ... . o o i 31.7 48.2 520
Financing for vehicles ... ... ... ... ... L 50.7 63.5 252
Credit card financing ... . o i i 1.3 13.5 19.5
Creditplans . .. ... . 10.2 10.8 53
Other .. e 8.6 12,5 45.5
Total ... ..l 155.2 1919 23.6

M Credit cooperatives are not included. Source: Central Bank.

Overdraft facilities in Brazil are usually offered by institutions that gccept demand deposils, generally the
major retail banks, including the major foreign conglomerates. Charges are relatively high, so we belicve
consumers use this line of credit as a last resource.

Consumer credit (with no specific use) is characterized by relatively high interest rates to offset equally high
levels of default. This type of credit is [requently used by consumers with limited access 1o credit, and is not
accompanicd by the grant of security or a specific use of proceeds. The major retail banks offer this product to
their existing client base through their branch network, while niche-focused small- and medium-sized banks
operate through small units in Brazil's major cities.

The vehicle financing segment is primarily controlled by the major retail banks that are gradually gaining
positions previously occupied by the financial companies owned by vehicle manufacturers. The interest rates in
this market are extremely competitive and access to an attractive source of funding is an important advantage.
The smaller institutions acting in this market in most cases focus on the semi-new vehicle segment. Default rates
are relatively low and loans are secured by the vehicles being financed, which can be recovered and sold in a
forced sale in an event of default.

Credil card linancing is controlled by the major retail banks that operate their own labels associated with
intemmational labels such as MasterCard and Visa. This type of financing shows relatively high levels of default,
s0 interest rates are also high.

In-store financing relates to financing of durable consumer goods, such as construction materials, household
appliances, and non-durable goods, such as clothing and food. The in-store financing market is the most
fragmented segment of the individual lending segnient in Brazil. The major retail chain stores traditionally
finance their clients’ purchases: however, recently stores have reached agreements with banks interested in
providing financing for such opcrations.
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The expansion of the market for payroll deduction loans

Payroll deduction loans resulted from the demand for an alternative: source of unsccured credit in Brazil,
Historically, the cost of access to more traditional credit facilities has been high for various reasons, including
competition within the banking industry, legal and institutional structures and the nature of the credit risks.
According to statistical data from the Central Bank, retail banks charged, on average, annual interest rates of
140.8% on overdraft facilities and 53.4% on consumer credits (including payroll deduction loans) as of
March 31, 2007. At that date. the annual average interest rates of financing for vehicle and credit plans were
31.2% and 55.4% per year, respectively. At March 31, 2007, the average annual interest rate on payroll deduction
loans was 32.4%. This credit replaced traditional consumer credit as the: most attractive aliernative to unsecured
credit. As a percentage of the outstanding balance of loans 1o individua s in Brazil, payroll deduction loans
increased from 34.8% as of December 31, 2004 1o 54.3% as of December 31, 2006 and to 55.4% as of March 31,
2007. The table below shows the evolution of the payroll deduction loans in Brazil:

Evolution of Payroll Deduction Loans in Brazil (R$ biilions)

52.8

48.2 -

56

2006

8 Public Sector 1 Private Sector

Source: Cendrat Bank

The table below sets forth the outstanding balance of payroll deduction loans for public or private sector
employees or the pension paid to beneficiaries and retirecs of the INSS, as the case may be, who arc the
borrowers under such loans, al the dates indicated:

(utstanding balance {in R$ billions)'"

Total Payroll
Public Sector  Private Deduction Consumer  Individual

and INSS Sector Credit Credit Lending'!?
December 31,2004 ..o o 14.6 2.5 17.2 15.1 348
March 31, 2005 . ... e e e e e 18.9 28 217 17.3 38.5
June 3002005 ... 224 33 25.7 18.8 41.4
September 30,2005 ... ... ...t 25.8 19 29.7 20.0 43.9
December 31,2005 ... ... .. i 279 8.8 K1 20.4 44.8
March38.2006 .. ... ... e 315 43 358 21.3 47.0
June 30,2006 ... ... 252 49 40.1 226 49.5
Seplember 30,2006 .. ... 39.1 5.5 44,7 239 52.3
December 31,2006 ... ... . ... i 422 6.0 48.2 25.1 54.3
March 31,2007 ... ... e 46.1 6.6 52.8 26.3 554

< Including loans granted by credit cooperatives. Source: Central Bank.
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The recent trend among Brazilian consumers has been to use the funds from payroll deduction loans 10 settle
more cxpensive loans, such as the overdrafi facility. According to a recent survey conducted by IBOPE at our
request, at December 8, 2005, 72.0% of all payroll deduction credits we offer INSS retirees and beneficiaries
were used 10 settle overdraft facility debts and other outstanding individual lending, while the remaining portion
was used to purchase assets,

We believe that payroll deduction loans are the fastest-growing type of individual lending in Brazil and may

be made available to a large portion of the population that does not have a personal checking account or access Lo
traditional banking credit channels.
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REGULATION OF THE BRAZILIAN BANKING INDUSTRY

The basic institutional structure of the Brazilian Financial System was established by Law No. 4,595 of
December 31, 1964, or the Banking Reform Law. which created the CMIN. and granted the Central Bank the right
to issue Brazil's currency and exercise credit control, among other things.

Principal regulatory bodies

The Brazilian Financial System comprises the following regulatory and fiscal bodies:
* the CMN;
+ the Central Bank:
* the Brazilian Securities Commission. or CVM;
* the SUSEP: and
« the Complementary Pension Sceretariat (Secretaria de Previdincia Complemeniar).

The CMN and the Central Bank regulate the Brazilian banking industry. The CVM is responsible for

implementing the CMN policies related to the securities market. We suramarize below the main responsibilities
and powers of each of these regulatory bodies.

The CMN

The CMN is the highest authority of the Brazilian Financial Systeny, responsible for monetary and credit
policies and promoting the economic and social development of the country. CMN policies include, among other
objectives, the following:

* adjusting the volume of currency to the needs of the Brazilian economy;

+ regulating the domestic value of Brazil's currency;

« regulating the value of Brazil's currency outside of the country and regulate the country’s balance of
payments;

+ directing the investment of funds by financial institutions;

» cnabling improvement of the resources of inancial institutiors and of financial instruments;

» monitoring the liquidity and solvency of financial institutions:

« coordinating monetary, credit, budgeting, fiscal, and public d:bt policies; and

» cstablishing the policy to be followed in the organization and operation of the Brazilian securities
market.

The Minister of Finance is the chairman of the CMN. which alse includes the Minister of Planning,
Budgeting, und Management, and the President of the Central Bunk,

The Central Bank

The Banking Reform Law empowered the Central Bank to implerient the monetary and credit policies of
the CMN, as well as to supervise public and private financial institutions and, when needed, apply the penulties
set forth in the law to such institutions. According Lo the Banking Reform Law, the responsibilities of the Central
Bank include, among others, controlling credit and foreign capital. recciving mandatory payments and voluntary
demand deposits made by financial institetions, engaging in rediscount transactions and loans to banking
financial institutions, and being the depository of official reserves of gold and foreign currency. The Central
Bark also controls and approves the operation, acquisition of control, and corporate reorganization of financial
Institations,
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The President of the Central Bank is appointed by the President of Brazil. subject to ratification by the
Senate, to hold office for an indefinite period of time.

The CVM

The CVM is the agency responsible for implementing CMN policy for the securities market and regulating,
developing, controlling, and supervising the securitics market, pursuant to Braziliun corporation law and the
securities laws. The CVM’s role include. among other things, regulate, oversee and inspect publicly held
companies and transactions in securities markets and in derivatives markets, as well as to organize, regulate and
operate the stock exchanges and commodities and fulures exchanges. With headquarters in the City of Rio de
Janeiro, State of Rio de Janeiro, and jurisdiction over the entire Brazilian territory. the CVM is an agency of the
Ministry of Finance,

According to Law No. 10,303 of October 31, 2001, regulation and supervision of mutual funds (originally
regulated and supervised by the Central Bank) were transferred to the CVM.

The CVM is managed by a president and four officers appointed by the President of Brazil among
individuals of high repute who are known for their expertise in matters of the capital markets, and ratified by the
Senale. The Board ol Officers of the CVM (including its President) is a staggered board with term of office of
five years. reappointment not being permitted, and one fifth of such officers being appointed each year.

Principal Financiat Institutions

Acconding to the Central Bank, 136 multiple banks, 21 commercial banks, 17 investment banks and several
brokers and other financial institutions operated in Brazil in January 2007,

Public institutions

The federal government controls commercial banks and other financial institutions that play a significant
role in the Brazilian banking industry. These financial institutions hold a significant portion of total deposits and
asscts of the Brazilian Financial System and are stronger than private banks in certain market segments, such as
real estate and agricultural financing. Moreover, development banks act as regional development branches.

The three major banks controlled by the Brazilian government are as (ollows:

» Banco do Brasil §.A., which has a full range of products for public and private companies. Banco do
Brasil is Brazil's largest commercial bank and the main financial agent of the Brazilian government;

*  BNDES. a development bank that offers mid-term and long-term financings to public companies in
Brazil, speciatly to the manufacture industry, The BNDES provides funds, directly and indirectly,
through onlendings in other public and private financial institutions; and

» Cuixa Econdmica Federal raiscs funds from deposits and offers financings for real estate and urban
infrastructure.

Private institutions
The most significant private banks are as follows:

« multiple service banks. which are authorized to offer a broad range of services such as trade,
investment {including underwriting and negotiation of securities) and other corporate and individual
lending. according o their portfolios;

«  commercial banks, which offer retail and wholesale banking services o individuals and corporate
clients. These banks coordinate demand and call deposits and provide working capital loans; and

+ investment banks, which underwrite securities and offer siructured transactions,
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Brazilian Financial System legal reform-—Amendment to the Brazilian Constitution

Former Article 192(3) of the Brazilian Constitution. enacted in 1988, established a 12% per year ceiling on
bank loan intercst rates. However, since the enactment of the Brazilian -Zonstitution, such rate has never been
enforced due to lack of regulation. Several attempts were made to regulate the limitation on interest charged by
banks, but none of them were implemented.

In May 2003, Constitutional Amendment No. 40/03, or EC 40/03, was passed to replace all subsections and
' paragraphs of Article 192 of the Brazilian Constitution, EC 40/03 replazed these restrictive constitutional
provisions and allowed the Brazilian Congress to generally regulate the Brazilian Financial System through
specific laws.

Principal limitations and restrictions on financial institutions

The activities carried oul by financial institutions arc subject to several limitations and restrictions. These
limitations and resirictions are generally related to the granting of credits, risk concentration, investments and
sales under repurchase transactions, foreign currency loans, asset management, micro-credit and payroll
deduction loans.

Restrictions on granting of credits

Financial institutions may not grant loans to, or guarantee the transactions of, their affiliates, exceptin
certain imited circumstances, For this purpose. the law defines an affiliste as:

= any company or individual that holds more than 10% of the capital stock of the financial institution;

« any entily whose board of executive officers is made up of the same or substantially the same members
as that of the financial institution’s board of exccutive officers;

= any company in which the financial institution holds more than 10% of the capital stock or which is
under common control with the financial institution; or

+ cxecutive officers and directors of the {inancial institution and their family members, and any company
in which these persons hold more than 10% of the capital stock or in which they arc also managers.

The restrictions with respect to transactions with retated parties do not apply 10 transactions entered into
with financ¢ial institutions in the interbank market.

Morcover, there are currently certain restrictions imposed on fingncial institutions limiting the extension of
credit to public-sector entities, such as government-subsidiaries and governmental agencies, which are in
addition to certain limits on indebtedness to which these public sector entities are already subject.

Risk concentration

Brazilian law prohibits financial institutions from having aggregite amount of loans extended to a single
borrower or economic group that exceeds 25% of the financial instituiion’s adjusted shareholders’ equity. This
limitation applies to all iransactions involving extension of credit, inc.uding:

*  loans and advances;
»  guarantees; and

* the underwriting. purchase and renegotiation of securities.

Investinents
Financial institutions may not:

« hold. on a consolidated basis. permanent assets in excess of 50% of their adjusted shareholders™ equity:
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« own real property. other than real property for its own olfices und branches; or

* acquire equity investments in other financial institutions abroad. without prior approval by the Central
Bank.

When a bank receives real estate in satisfaction of a debt, such property must be sold within one year. This
one-year limit may be extended for two additional one-year periods, subject to the Centrat Bank's approval.

Repurchase transactions

Repurchase transactions (opera¢des compromissadas) are transactions involving assets that are sold or
purchased subject to the occurrence of certain conditions. Upon the occurrence of any such conditions. and
depending on the terms of the particular agreement, the seller or the buyer may be required to repurchase or resell
the assets, as the case may be. The conditions triggering the repurchase or resale obligation vary from one
transaction to the other, and typically must occur within a particular time frame.

Repurchase transactions executed in Brazil are subject 1o operational capital limits based on the financial
institution’s shareholders’ equity. as adjusted in accordance with Central Bank regulations. A financial institution
may only hold repurchasc transactions in an amount up to 30 times its adjusted sharcholders” equity. Within that
limit, repurchase transactions involving private securities may not exceed twice the amount of adjusted
shareholders™ equity. Limits on repurchase transactions involving securities backed by Brazilian governmental
authorities vary in accordance with the type of security involved in the transaction and the perceived risk of the
issuer as established by the Central Bank.

Foreign currency loans

Upon registering with the Central Bank, financial institutions may borrow foreign currency-denominated
funds in the international markets without the prior written consent of the Central Bank, including onlending
such funds in Brazil to Brazilian corporations and other financial instinttions. Banks make those onlending
transactions through loans payable in Brazilian currency and linked to such foreign currency. The terms of the
onlending must mirror the terms of the original transaction. The interest rate charged on the underlying foreign
loan must also conform (o international market practices. In addition to the original cost of the transaction, the
financial institwtion may only charge an onlending commission.

The Central Bank may establish limitations on the term, interest rate and general conditions of (oreign-
currency loans. The Central Bank has frequently changed these limitations in accordance with the cconomic
environment and the monetary policy of the Brazilian government.

Asset management

Asset management was previously regulated by the Central Bank and the CVM, Pursuant lo Law
No. 10,198 of February 14, 2001 and Law No. 10.303 of October 21. 200}, the regulation and supervision of
both financial mutual funds and variable income funds were transferred 10 the CVM. On July 3, 2002, the CVM
and the Central Bank entered into a memorandum of understanding under which they agreed on the general terms
and conditions for the transfer of such duties 10 the CVM.

Only individuals or entitics authorized by the CVM may act as managers of third-party assets. Financial
institutions must segregate the management of third-party assets from their other activities. These institutions
must appoint an officer as the agent responsible for the management and supervision of the third-pany assels,

The Central Bank, except in very specific circumstances, has prohibited institutions that manage third-party
assets and their alfiliated companies {rom investing in fixed rate income funds which they also manage, The
CVM allows investments in equity funds. There are specific rules regarding mutual funds portfolio
diversification and composition. which aim to reduce exposure Lo certain types of risk.
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Since February 2002 Central Bank require investment fund managers to mark-to-market their fixed- and
variable-income securities and results of the fund’s portfolio assets must be accounted for at their fair market
vaiue. unless the quotahelder expressly declares that he intends to hold the securitics until their maturity dates.

On August 18, 2004, the CVM cnacted Instruction 409. as amendec: by Instruction 450, that scts forth, on a
consolidated basis, the rules applicable to financial mutual funds and variable funds.

Micro-credit

The Brazilian government has taken several measures intended to encourage lower-income individuals to
have greater access to the Brazilian Financial System. Such measures in:lude the requirement for credit
allocation, the simplification of banking procedures, and the adjustment of credit union (cooperativas de crédito)
regulations.

Since 2003, commercial banks, full service banks licensed to provide commercial banking services, and the
CEF must allocate 2% of their cash deposits to low-interest-rate loan transactions designated for lower-income
individuals, small companies and informal entrepreneurships, following a specific methodology. Interest rates on
these loans cannot exceed 2% per month (or 4% per month in specific production finance transactions), the
repayment term cannot be less than 120 days except in specific circums:ances, and the principal amount of the
loan cannot exceed RS1,000 for individuals and RS3,000 for micro-enterprises {or R$10,000 in specific
production finance transactions).

Payroll Deduction Loans

Payroll deduction loans are a type of individual lending to private sector employees, under the Consolidated
Labor Law {Consolida¢do das Leis do Trabalhe), or CLT, public sector employees, retirees and pension
beneficiaries of the INSS. These transactions are governed by agrecments cxecuted among the creditor and the
borrowers’ public or private sector employers or with the INSS. which deducts the installment due with respect
1o the loan from the individual’s salary or benefit and forwards it to the creditor. These deductions are limited to
a 30.0% monthly cap of the salary or benefit of the (i) private sector employees or beneficiaries, in accordance to
Law 10,820 dated December 17, 2003, and (ii) retirees and pension bereficiaries of the INSS. Public entities may
determine at their sole discretion the applicable limit to their respective employees. To date, payroll deduction
foans huve had a lower default risk than other types of lending operations, which has reduced the banking spread
on such loans.

Payroll deduction loans Lo retirees and pension beneficiaries of thi: INSS were authorized by Law 10.953
dated December 27, 2004, On September 29, 2005, the INSS issued a normative ruling, which placed a 36-month
limit on the period over which deductions can be made, On October 24, 2006, the INSS enacted reduced the
maximum interest rate applicable to the INSS retirees and pension beneficiaries of the INSS to 2.72% per month.
including credit card operations.

Legality of Pavroll Deduction Loans

Payroll deduction loans are governed by several laws and regulations at the federal, state and municipal
levels, setting forth limits to the amounts that can de deducted and the irrevocability of the authorization of the
payroll deduction given by the public employece, retirce or pension rec picnt prios (o the repayment of the loan.

In 2004, the Brazilian Superior Court of Justice declared that the zlause establishing the irrevecability of the
authorization of payroll deduction loans imposed to a public employee of the state of Rio Grande do Sul was
abusive, on the grounds that salaries and compensation were inalienable. This decision was effective only for the
authorization of payroll deduction loans granted to this public employce in particutar, and did not affect the other
payroll deduction loan transactions, or other judges o decide in a similar way.
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[n 2003, the Brazilian Superiar Court of Justice tricd Special Appeal No. 728.563 and unanimously declared
the validity of the payroll deduction loans. This appeal had been filed by the Cooperative for the Economy and
Mutual Lending of the Public Employees of Porto Alegre (Cooperativa de Economia e Crédito Mittuo dos
Servidores Piiblicos Municipais de Porto Alegre), against the decision of the Court of Justice of Rio Grande do
Sul that had declared that the payroil deduction loan was illegal, on the grounds that the compensation received
by public employees was inalienable and could net be discounted as such compensation was generally the only
source of revenues for the public employees. There was dissent in the vote of the ministers of the Brazilian
Superior Court of Justice. The reporting minister Aldir Passarinho hinior and other four ministers did not
consider the payroll deduction loans as a salary attachment. Ministers Nancy Andrighi and Castro Filho admitted
the possibility of payroll deduction loan discounts against the will of the public employee only in the case of
lending granted by a nonprofit institution. They have noted that the issue would be decided differently if the
lender was a for-profit bank. Nevertheless, the final decision taken by the Brazilian Supcrior Court of Justice
confirmed the validity of the payroll deduction loans on the grounds that the clause that defines it is not abusive.

Other Regulations
Internal compliance procedures
All financial institutions must establish internal policies and procedures to control their:
*  activities:
« financial, operational and management information systems; and
» compliance with all applicable regulations.
The board of exccutive officers of a financial institution is responsible for implementing an ctfcctive
structure of internal controls by defining responsibilitics and control procedures and establishing corresponding

goals at all levels of the institution. The board of executive officers is also responsible for verifying compliance
with internal procedures.

Either an internal audit department, which reports directly to the board of directors of the instilution, or the
institution’s external auditors, must be responsible for monitoring the internal control system.

Independent auditors and audit committee

Regulations enacted by the CMN on May 30, 2003, and on January 30, 2004, us amended on May 27, 2004,
established certain requirements in respect of Nnancial institutions’ independent auditors and required financial
institutions that meet certain financial ratios to have an audit committee,

Independent auditors must audit all financial institutions. Independent auditors can only be hired if they are
registered with the CVM, certified in specialized banking analysis and if they meet several requirements that
assure their independence. Moreover, financial institutions must replace their independent auditing firm at least
every five consecutive years. Former auditors can be rehired only after three complete years have passed since
the last day they provided prior services. The financial institutions must designate 2 technically quatified senior
manager to be responsible for compliance with all regulations regarding financial statements and auditing.

In addition to preparing an audit report, the independent auditors must prepare:
+ areport on the financial institution’s internal controls showing all accounting deficiencies found; and
* adescription of the financial institution’s non-compliance with applicable regulation material 10 the

financial instittion’s financial statements,
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Pursuant to Resolution No, 3,198, issued by the CMN on May 27 2004, as amended by Resolution
No. 3,416 dated October 24, 2006, all financial institutions (i) with a ad usted shareholders’ equity or a
consolidated adjusted shareholders™ equity equal to or greater than RS billion, (ii) managing third partics assets
in the amount equal to or grater than RS1 billion or (iii) managing third parties assets and deposits in the
aggregate amount equal to or greater than R$S billion must create an inlernal audit committee. The audit
committee must be created pursuant to the financial institution’s by-laws and must be composed of, at a
minimum, three individuals. at least one of whom is an expert in accounting and auditing. The audit committee
must report dircctly to the board of dircctors.

Members of the audit committee of banks with shares traded on stock exchanges may not be, or had been
over Lhe last twelve months: (i} an ofTicer of the bank or its associate companies; (i) an employee of the bank or
its associate companies; (iii) technical manager, officer, manager. supervisor or any other team manager involved
in auditing within the bank: or (iv) a member of the fiscal councit of the bank: spouses and first and second
degree relatives, direct or indirect. In addition the members of the audit commitiee of publicly-held banks are
torbidden to reccive any compensation by the bank or its associate com.panies in addition to their payment as
members of the audit committee. If the member of the audit committee of the bank or its associate companies is
| also a member of the board of directors of the bank or its associale companices, hefshe will be paid a
| compensation relative 1o one position only, at histher choice,

Moreover, Brazilian law allows a group of companies to only have one committee. In this case, the audit
commitlee must be responsible for any and all banks from the same group included in the requirements of the
above paragraph.

Independent auditors and the audit committee must inform the Central Bank, within three business days of
the relevant identification, the existence or evidence of error or fraud represented by:
* noncompliance with rules and regulations that may affect thee continuation of the audited company:
* any type of fraud by the bank’s management:
» significant fraud by the bank’s cmployces or third partics; or

+ errors resulting in significant mistakes in the company's financial statements.

Auditing requirements

Brazilian law requires financial institutions 10 prepare their financial statements in accordance with certain
standards set forth by Brazilian corporation law and other applicable jegulations. As a financial institution we are
required to have our financial staicments audited cvery six months. Quarterly financial information, as required
by the CVM and Central Bank regulation. is subject to review by the independent auditors.
I

Capital adequacy guidelines

Brazilian financial institutions must comply with guidelines established by the Central Bank and the CMN
that are similar to those of the Basel Agreement on risk-based capital adequacy. The requirements imposed by
the Central Bank and the CMN differ from the Basel Agreement in a few aspects. Among other differences, the
Central Bank and the CMN:

*  impose a minimum capital requirement of 11% in lieu of the 8% minimum capital requirement of the
Basel Agreement;

¢ require that swaps, interest rates and cxchange transactions be accounted for in the calculation of the
adjusted shareholders’ equity: and

« assign different risk weights (o certain assets and credit conversion amounts, including a risk weight of
300% on deferred tax assets relating to income and social contribution taxes.
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Adjusted sharcholders’ equity is considered for the determination of operating limits of Brazilian {inancial
institutions. and is represented by the sum of the Tier | equity and Tier 2 equity:

Tier | equity is represented by Lhe net shareholders’ equity plus the balance of positive income accounts and
of the deposit in the account designated to compensate capital deficiency, less the amounts corresponding to the
balances of negative income accounts, revaluation reserves, contingency reserves, and special profit rescrves
concerning mandatory dividends not distributed, preferred shares issued with a redemption clause and preferred
shares with cumulative dividends, certain tax credits, deferred fixed assets (less the premiums paid on acquiring
the investments), and the balance of non-accounted gains or losses resulting from mark-10-markel securities
classified in the “securitics available for sale” category and derivatives used for hedging cash flow.

Tier 2 cquity is represented by revaluation reserves, contingency reserves. special reserves of profits
concerning mandatory dividends not distributed, preferred cumulative stock issued by financial institutions
authorized by the Central Bank, preferred redeemable stock, subordinated debt and hybrid debt capital
instruments and the balance of non-accounted gains or losses resulting from mark-w-market securities classified
in the “securities available for sale™ category, and derivatives used for hedging the cash flow

The total amount of Tier 2 equity is limited to the total amount of Tier | equity. provided that (i) the total
amount of revaluation reserves is limited to 25% of the Tier 1 equity; (ii) the total amount of subordinated debt
plus the wotal amount of redeemable preferred shares with an original maturity below 10 years is limited 1o 50%
of the total amount of the Tier 1; and (i) a 20% to 100% reduction will be applied to the amount of subordinated
debt authorized for Tier 2 equity and of redeemable preferred shares during the period between 60 and 12 months
preceding their respective maturities,

Financial institutions must calculate the adjusted sharcholders’ equity on a consolidated basis. At July 2007,
the balances of assets represented by shares, hybrid equity and debt instruments, subordinated debt instruments
and other financial instruments authorized by the Central Bank for inclusion in Tier | and Tier 2, issued by
financial institetions authorized by the Central Bank, must be deducted from the adjusted shareholders’” equity. In
addition. investment fund quotes proportional (o these instruments must atso be deducted from the adjusied
shareholders’ equity, as well as amounts relating to (i) equity in financial institutions which information the
Central Bank does not have access to; {ii} excess funds applied to permanent assets pursuant to the current
regulation; and (iti) funds delivered to or available by third paniies for related transactions.

In addition to the minimum limits of realized capital and sharcholders’ equity set forth under Brazilian law,
financial institutions must keep an adjusted sharcholders’ equity compatible with the exposure of their assets,
liabilities. and offsetting accounts. Financial institutions may only distribute income on any account in amounts
that exceed the amounts for the capital and sharcholders” equity standards required by law.

Corporate structure

Subject to certain exceptions provided in the law, financial institutions must be organized as corporations
(sociedades andnimas) and be subject to the provisions under Brazilian corporation law and the regulations
issucd by the Central Bank, and to inspections by the CVM if they are registered as publicly held corporations.

The capital stock of financial institutions may be divided into voting or non-voting shares, where non-voling
shares may not exceed 50% of the total capital stock.

Classification of credit transactions and allowance for lvan losses

Under Central Bank regulations. linancial institutions are required to classify their loan transactions into
nine categorics, ranging from AA to H, in accordance with their risk. Risk assessment includes an evaluation of
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the borrower, the guarantor and the relevant loans. Credit classifications are determined in accordance with
Central Bank criteria relating to:

+ characteristics of the debtor and the guarantor, such as their economic and financial sitation, level of
indebtedness, capacity for generating profus. cash flow, delay in payments. contingencies and credit
limits; and

« characteristics of the transaction, such as its nature and purpose. the sufficiency of the collateral. the
level of liguidity and the total amount of the loan.

The regulations specify, for each category of loans, a minimum provision, as follows:

AR L —

A 0.5%
B e 1.0%
O 3.0%
D e 10.0%
E et 30.0%
D 50.0%
& 70.0%
H 100.0%

In general, banks must review the loan classifications annually. However, except for loans amounting to less
than R$30.000. banks must review loans:

+ semi annually in any case where the aggregate amount of lozns extended to a single borrower or
cconomic group exceeds 5% of the bank’s adjusted shareholders’ equity; and

» monthly in case the loans become overdue.

A loan may be upgraded if it has a credit support or downgraded if it is in default. Banks must write-ofl
loans six months after they arc ranked H.

For loans that arc overdue, the regulations establish maximum rick classifications, as follows:

Number of Days Overdue!'t Minimum Classification

Uptolddays ....... .. oo, A
15t030days ..o e
IMtob0days . ...
6lo90days . .o v
Slw I120days ... ... o
2l 130days .. ...
ISl l80days ... ...
Morethan 180 days ........ .. ... ... .. ...

TOmmgoOm

i [n the case of loans with maturity in excess of 36 months, the overdue period is doubled for the purpose of
calculating the foan risk,

Finally, finuncial institutions are required to make their lending and loan ranking policies available to the
Central Bank and to their independent accountants. They must also provide information relating to their loan
portfolio atong with their financial statements, including:

» breakdown of lending activities and nature of the borrower

* maturity of the loans;
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» amounts of rolled-over, written-off and recovered loans;
» loan portfolio diversification in accordance with the risk classification; and

» overdue loans, divided between loans past due up to 15 days and loans past duc over 13 days.

Central Bank credit risk system

Financial institutions are required 10 provide information to the Central Bank conceming the extension of
credit and guarantees provided to clients. The information is used to:

« strengthen the Central Bank’s supervisory capacity;

+ make information concerning debtors available to other financial institutions (however, other
institutions can only access information subject to debtor’s authorization); and

*  prcparc MAcroeconomic analyses.
If the aggregate amount of transactions with clients exceeds R35,000, the financial institution must provide
the Central Bank with:
« the identity of such client;

* a breakdown of such client’s transactions, including any guarantees rendered by the bank with respect
to the client’s obligations: and

» information regarding the client’s credit risk classification based on the credit risk classification policy
described above.

For transactions that, in the aggregate. are below or equal to RS5.000, the financial institution must enly
report the total amount of transactions per client.

Anti-money laundering laws
Pursuant 1o the Brazilian anti-money laundering law, financial institutions must:
= identify and maintain up to-date records regarding their clicnts;
+ maintain internal controls and records:

+ review transactions or proposals with characteristics which may indicate the existence of a money
laundering crime;

¢ keep records of transactions involving cheeks for a period of at least five years:

«  keep records of transactions that exceed R$10,000 in a calendar month or reveal a pattern of aclivity
that suggests a scheme to avoid identifications, for a period of at least five years;,

* inform the appropriate authorities (without the client’s knowledge) of any suspicious transaction or set
ol transactions performed by individuals or entities pertaining Lo the same group of companies; and

* inform the competent authority, within 24 hours, of any operation thal the bank considers suspect.
Non-compliance with any of the above subjects the bank and its managers (o penaltics ranging from fines

{from 1% to 100% of the amount of the transaction, or 200% of the profit obtained from it) to the ineligibility of
the managers for any office in banks and/or the cancellation of the bank’s operating license.

Pursuant to Law No. 9,613/98, the Brazilian government created the Department of Control of Financial
Activitics (Conselho de Controle de Atividudes Financeiras), or COAF, a local linancial inteHigence unit, under
the supervision of the Ministry of Finance. COAF's task is to investigate, analyze, identify and impose
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administrative penalties to any suspicious or illegal activities related to noney laundry in Brazil. COAF is
comprised of one president, appointed by the Brazilian President and recommended by the Ministry of Finance,
and nine members, each appointed by one of the following entities: (i) tae Central Bank; (ii) the CVM; (iii) the
| Ministry of Foreign Relations; (iv) the SUSEP; (v) the Federal Revenue; (vi) the attorney-general of the National
i Treasury: (vii) the Federal Police: (viii) the Brazilian Intelligence Agency (Agéncia Brasifeira de Inteligéncia);
and (ix) the Brazilian Controller Office. The term of office of the president of COAF and the other board
members is three years.

Bank secrecy

Banks must keep secrecy about their banking operations and services provided to their clients. Pursuant to
Complementary Law No. 105, of January 10, 2001, or Bank Secrecy Law, the following are not considered
violation of bank sccrecy:

+ exchange of information between banks, for their own records;

 disclosure of information about check issucrs without provision of funds and nonperforming debtors. o
credit protection entitics:

+ disclosure of information to the competent authoritics about criminal or illegal administrative activities,
including information about resources resulting from any criminal activity;

* disclosure of privileged information with the express consent of the interested parties; and
* under certain circumstances, disclosure of information to the Federal Revenue in order to identify

taxpayers and the aggregate amounts paid in cach transactior.

In accordance to the Bank Secrecy Law, disclosure of informatior: to the Central Bank is not a violation of
the bank secrecy when the Central Bank is inspecting operations, including illegal activities carried out by
managers. controllers, attorneys-in-facts, and representatives of banks, or when the Central Bank is investigating
a bank subject 10 a special regime. The CVM can also have access to privileged information when it is
investigating operations and services in the securities markel, includinz banks that are publicly-held companies.

The Parliamentary Inquiry Commissions (Comissoes Parlumentares de Inquérito), or CPIs, may obtain
privileged information and confidential documents deemed necessary directly from the banks, through the
Central Bank or the CVM, provided that the requirements are approved by the House of Representatives, the
Federal Senate or the respective CPls.

In accordance to the Bank Sccreey Law, the Central Bank or the CVM may exchange information with
loreign governmental authoritics pursuant to the terms of the treatics ia effect.

Anti-tax evasion law

In accordance with Decree No. 3,724, of January (G, 2001, that r2gulates the Bank Sccrecy Law, the Federal
Revenue may reguest information from the banks that are generally piotected by bank secrecy without any court
authorization, provided that there is an investigation in course and any of the following events, among others:

+ underassessment of the amounts of the operations, including those of foreign trade. purchase or sale of
assets or rights, based on the corresponding market values;

= loans {rom non-fnancial entities or individuals. when the borrower fails 1o prove receipt of proceeds;
« uany operation involving tax havens;

* [ailure to report income or net carnings, resulting from fixed or variable income investments;

= operations subject to tax and that do not have appropriate tax payers records: and

+ evidence of criminal 1ax activity.
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Regulations affecting liquidity in the financial market
Reserve requirements

The Central Bank currently imposes several compulsory reserve requirements to financial institutions.
Financial institutions must deposit these reserves with the Central Bank. The Central Bank uses reserve
requirements as a mechanism to control the liquidity of the fMnancial system. The reserves imposed on demand
deposits, savings deposits and time deposits account for substantially all amounts required to be deposited with
the Central Bank.

Demand deposits. Pursuant to Circular No. 3,274, dated February 10, 2003, banks and other (inancial
institutions are gencrally required to deposit 45% of the daily average balance of their demand deposits. bank
drafts, collection of receivables, collection of tax reccipts, debt assumption transactions and procecds from the
realization of guarantees granied to financial institutions in excess of R544 million with the Central Bank on a
non-interest-bearing basis. At the end of cach day, the balance in such account must be equivalent to at least 80%
of the reserve requirement for the respective calculation period, which begins on Monday of one week and ends
on Friday of the following week.

Savings accounts. Currently, pursuant 1o Circular No. 3,093, dated March 1, 2002, as amended, the Central Bank
has established that Brazilian Ninancial institutions are generally required to deposit in an interest-bearing account with
the Central Bank, on a weekly basis, an amount in cash equivalent to 20% of the average aggregate balance of savings
accounts during the prior weck. In addition, a minimum of 65% of the 1otal amount of deposits in savings accounts of
the enlities of the Brazilian Savings and Loans System (Sistema Brasileiro de Poupanga ¢ Empréstimo), or SBPE,
must be used to finance residential real state or the housing construction sector, excepl for very limited exceptions.
Amounts that can be used to satisfy this requirement include, in addition to direct residential real estate financings,
mortgage notes, charged-off residential real-cstute loans. and centain other financings. all as specified in guidance
issucd by the Central Bank. Pursuant to Resolution No. 3,023, dated at October 11, 2002, the CMN established an
additional reserve requirement of 109 on the savings account funds captured by the entities of SBPE. At the end of
cach day, the balance of the financial institution’s account must be equivalent o 100% of the required deposit in cach
week, We are not authorized by the Central Bank to have savings accounts.

Time deposits, Pursuant 1o Circular No. 3,001, dated March [, 2002, as amended, 15% of finzancial
institutions” time deposits and certain other amounts in excess of R$300 million have to be deposited in an
account with the Central Bank, which is remuncrated based on the duily average rate of the transactions with
Brazilian government securilies carried out in the SELIC system. A1 the end of each day, the amount of such
securitics shall be equivalent 10 100% of the reserve requircment.

Addirional reserve requirement (demand deposits. saving accounts and time depositsy. On August 14, 2002,
the Central Bank, by means of Circular No, 3,144, as amended by Circular No. 3,157, dated mt October 11, 2002,
established an additional reserve requirement on deposits captured by multiple-service banks. investment banks,
commercial banks, devetopment banks, credit, financing and investment companics, real estate companies and
savings and loan associations.

Pursuant to such regulations, the aforesaid entities are required to deposit into an interest-bearing account
with the Central Bank, on a weekly basis, the cash equivalent to the sum of the following amounts in excess of
RS 100 million: (i} 8% of the arithmetic average of the time deposits funds and certain other amounts subject 1o
the respective reserve requirement; {ii) 10% of the arithmetic average of the savings deposits funds subject to the
respective reserve requirement;, and (iii) 8% of the arithmetic average ol the demand deposits funds subject to the
respective reserve requirement. At the end of cach day, the balance in such account must be equivalent 1o 100%
of such additional reserve requirement.

Foreign currency and gold exposure. Pursuant to Circular No. 3.352 of the Central Bank dated June 8, 2007,
the total consolidated exposure of a financial institution to foreign currencies and gold cannot exceed 30% ol its
adjusted sharcholders™ equity.
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Rural lending. According o the Manual of Rural Lending, as published by the Central Bank. financial
institutions arc required to maintain a daily average balance of rural lemling not lower than 25% of the daily
balance of all accounts subject to compulsory reserve requirements. Financial institutions must provide the
Ceniral Bank with evidence of compliance with such requirement by the: {ifth business day of each month. A
financial institution that does not meet this requirement will be subject 10 payment of fines calculated over the
daily difference between the requirement and the portion actually used for rural lending and a pecuniary penalty
or, at the fimancial institution’s discretion, to deposit the unused amount until the last business day of the
subsequent month in a non-interest bearing account maintained with the: Central Bank.

Repurchase agreements, export notes, etc. The Central Bank has cstablished from time to time a reserve
requirement for certain types of financial transactions. such as repurchase agreements, export noles, derivative
transactions and certain types of assignments. Central Bank Circular No. 2.820 dated May 27, 1998 currently sets
this reserve requirement at zero.

Guarantees. The Central Bank has established from time 1o time a reserve requirement that a financial
institution deposit in a non-interest-bearing account with the Central Bank an amount equivalent to 60% of the
total amount of guarantees given by such financial institution in relalion o loans and Nnancings entered into by
non-financia! legal entities and individuals. However, such percentage was reduced to zero by Central Bank
Circular No. 2,704 of July 3, 1996.

Reinvesiment of deposits linked 1o interbank rares. Pursuant to CMN Resolution No. 2,172 of June 30, 1995,
financial institutions were permitted to accept deposits with interest calculated by reference to an Average
Interbank Interest Rate (Taxi Bdsica Financeira), or TBF, subject to a reserve requirement and provided that
such deposits are made for a minimum of 90 days.

In addition, in the past the Central Bank has imposed on other types of transactions certain compulsory
deposit requirements that are no longer in effect, and could re-impose these requirements or impose similar
restrictions in the future. For more information on Central Bank restrictions, see “Risk factors—Risks Relating to
US and 1o the Brazilian Banking Industry.”

Taxation of financial transactions

Financial transactions in Brazil are generally subject to the income tax, the temporary conlribution on
financial flows (Comribuicdo Provisdria sobre a Movimentagdo Financeira) or CPMF, and o the IOF. The
income on {inancial transactions received by Brazilian entitics are alsc subject to the Contribution for the Social
Integration Program (Programa de Integragdo Social), or P15, and the Contribution for Social Security
(Contributi¢do para o Financiamento da Seguridade Social), or COFINS. The PIS and COFINS rates arc
currently reduced to zero regarding most financial revenues received ty entities subject te the non-cumulative
PIS/COFINS tuxation system.

Income tax

The income lax assessed on the interest received on financial transactions by Brazilian residents generally
depend on: (i) the type of investment (fixed or variable income, as defined by Brazilian law. the later usually
having more favorable treatment), and {ii) the investment maturity (long-term investments are usually subject to
lower rates). Investments in Brazilian financial and capital markets by persons resident or domiciled ubroad are
generally subject to the same taxation rules applicable to Brazilian residents, except for foreign investments made
in accordance with the rules set forth by the CMN, which currently benefit from a special taxation regime.

Contributions to PIS and COFINS

PIS and COFINS contributions are social contributions owed by corporations based on the gross revenues of
a corporation, regardless the accounting Ireatment of such revenues. 11 the case of financial institutions, total
revenues consist of the gross revenues derived from services providec.

94




BANCO DAYCOVAL RR Donnelley ProFile  §155°**>*“**NYC ortenlnd A7 138 EST 39726 TX 9% §
BANCO DAYCOVAL OM | [0 aN PS_PMT_1IT

Brazilian law accounts for two regimes for caleutating PIS and COFINS, a cumulative and non-cumulative
regime.

The non-cumulative regime was cstablished by Law No. 10,637 and 10,833, respectively, for P1S and
COFINS. Under this regime. corporations may recover the amounits paid to PIS and COFINS in the acquisition of
certain goods. Among the permitted credit under Article 3 of Law No. 16,833 of December 29, 2003. are credits
equivalent to depreciation taxes for corporations that are taxable under the non-cumulative regime. The
applicable rates are generally 1.65% for PIS and 7.6% for COFINS. However, other rates may apply, depending
on the kind ol revenue or activity of the taxpayer. The non-cumulative regime is applicable to corporations taxed
on real income.

The cumulative regime. on the other hand. is applicable, among other, to corporations taxed on presumed
income, at rates of 0.65% and 3% for PIS and COFINS, respectively, and has no right to usc any credits for owed
taxes.

Although financial institutions are subject to the cumulative regime. they are laxed differently lrom the
other corporations. The PIS and COFINS rates applicable to financial institutions are (.65% and 4%,
respectively. In addition, financial institutions are also authorized to deduct funding expenses from their tax base
in the calculation of PIS and COFINS.

Tax on financial transactions (10F)

[OF, as set forth in Law No. 8,894, of Junc 21, 1994, and Decree No. 4,494, of December 3. 2002, i1s a
federal tax levied on four different types of transactions at different rates. At the date of this offering
memorandum, rates are much lower than their legal limit. However, 10F rates may at any time be aliered by the
Brazilian government by means of an Exccutive Decree, up to their legal limit, without need of congressional
approval. Changes in the IOF legislation are also immediately applicable, although any increase in IOF rates
would only be applicable only to future transactions (i.e.. would not be retroactive).

Foreign exchange transactions performed by institutions authorized to deal with foreign cxchange are
potentially subject to the IOF at a maximum rate of 25%. Such rate is presently reduced to zero (the current
general rule), cxcept for limited cases, including (i) inflows of funds into Brazil relating to currency loans with
minimum average terms of up to 90 days. which are subject to a 5% rate, and (ii} exchange transactions entcred
by the banks and resulting from the acquisition of goods and services from abroad by a credit card user. which
are subject (o a 2% rale.

The [OF also applies to credit transactions in general performed by linancial or non-financial entities
(cxcept Tor forcign credit transactions) which are subject to a 0.00419% daily rate, up to a timit of 1.5% annually.
In limited cases, the IOF rate on credit transactions may be reduced (o zero.

The IOF on transactions relating to securilics and negotiable instruments has a maximum rate of 1.5% per
day. Current rates vary, however, lrom (0% to 1.5% depending on the type of transaction. Investments in variable
income, including those taking place in stock exchanges and futures und commodities exchanges, are not subject
to the IOF,

Temporary contribution on financial transactions (CPMF)

The CPMF is a tax imposed on any transfers of reais held in bank accounts with certain limited exemptions
such as stock market transactions. The CPMF is applicable to the entire transfer amount and its current rate is
0.38%. Financial institutions are subject to a zero CPMF rate on financial transactions entered into in the
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ordinary course of their business. At December 19, 2003, a Constitution il Amendment cxtended the period for
the collection of the CPMF until December 31, 2007. On July 13, 2004, Law No. 10.892 created the so-called
“investment accounts” which allow investors to make financial investments and migrate funds from one o
another without paying CPMF (except for the first transfer of funds to the investment account).

The Brazilian government may extend the applicability of CPMF cr change its rate at any lime, subject o
the limits established by the Brazilian Constitution.

Regulations affecting our relationship with our clients

The relationship between financial institutions and their clients is regulated in general by laws applicable to
all comumercial transactions, and by the Brazilian Civil Code in particular. However, regulations established by
the CMN and the Central Bank address specific issues relating to bankiag activity and contracts, complementing
the general regulation.

The Consumer Defense Code and the Banking Client Defense Code

In 1990, the Brazilian Consumer Definse Code (Codigo de Defesc do Consumidor) was enacted to govern
the relationship between product and service providers and consumers ind to protect final consumers. In June
2006, the Brazilian Supreme Court of Justice ruled that the Brazilian Consumer Defense Code also applies to
transactions belween financial institutions and their clients. Financial institutions are also subject to specific
regulation of the CMN, which governs the relationship between financial institutions and their clients.
Accordingly, interest charges in connection with individual lending and consumer-directed credit transactions are
subject to judicial review if considered abusive.

CMN Resolution No. 2,878 dated July 26, 2001, as amended by Fesolution No. 2,892 dated September 27,
2001, established new rules with respect 10 the settlement of financial iransactions and 1o services provided by
financial institutions to clients and the public in general, aiming at improving the relationship between market
participants by fostering additional transparency, discipline, competition and reliability on the part of financial
institutions. The new regulation consolidates all the previous related nles. These rules are summarized below:

+ financial institutions must ensure that clients are fully aware of all contractual clauses, including
responsibilities and penalties applicable to both parties, in order to protect the counterparties against
abusive practices. All querics, consultations or complaints regarding agreements or the publicity of
clauses must be promptly answered, and fees, commissions or any other forms of service or operational
remuncration cannot be increased unless reasonably justified (in any event these cannol be higher than
the limits established by the Central Bank);

« {inancial institutions are prohibited from transferring funds from their clients’ different accounts
without prior authorization;

« financial institutions cannot require that lransactions linked to one another must both be carried out by
the same institution. If the transaction is dependent on anotker transaction, the client is free to enter
into the latter with any financial institution he or she wishes;

* [inancial institutions arc prohibited from releasing mislcading or abusive publicity or information about
their contracts or services. Financial institutions are liable for any damages caused to their clients by
their misrepresentations;

+ interest charges in connection with individual lending and consumer-dirceted credit transactions must
be proportionally reduced in case of anticipated seitlement of debts;

+ clients have the right to withdraw up to R$5,000 upon request. For higher amounts, clients are required
Lo give the financial institulion at least twenty-four hours® grior notice; and

« adequate wcatment for the elderly and physically disabled.
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Bank failure
Intervention, administrative liguidation and bankruptcy

The Central Bank may intervene in the operations of a financial institution not controlled by the Brazilian
government if there is a material risk for creditors, or if the financial institution frequently violates applicable
regulations, The Central Bank may also imervene il liguidation can be avoided or it may perform administrative
liguidation or, in some circumstances, require the bankruptcy of any financial institution except those controlled
by the Brazilian government.

Administrative liquidation

An administrative liquidation of any financial institution {with the exception of public financial institutions
conirolled by the Brazilian government) may be carried out by the Central Bank if it can be established that:

* debts of the financial institution are not being paid when due:
* the financial institution is deemed insolvent;

* the financial institution has incurred losses that could abnormally increasc the exposure of the
unsecured credilors:

« management of the relevant financial institution has materially violated Brazilian banking laws or
regulations: or upon

» cancellation of ils operating authorization, a financial institution’s ordinary liquidation proceedings are
not carried out within 90 days or are carried out with delay representing a risk to its creditors, at the
Central Bank's discretion. Liquidation proceedings may otherwise be requested, on reasonable
arounds, by the financial institution’s of ficers or by the intervener appointed by the Central Bank in the
intervention proceeding.

Administrative liquidation proceedings may cease:

= atthe discretion of the Central Bank if the parties concerned assume the administration of the financial
institution after having provided the necessary guarantees:

* when the liquidator's final accounts are rendered and approved, and subsequently filed with the
compelent Public Registry:

* when converted 10 an ordinary liquidation; or

+ when the financial institution is declared bankrupt.

Temporary Special Administration Regime

In addition to the aforesaid procedures. the Central Bank may also establish the Temporary Special
Administration Regime (Regime de Administracdo Especial Temporaria), or RAET, which is a less restrictive
form of Central Bank intervention in private and non-federal public financial institutions and which allows
nstitutions 10 continue to operate normally.

The RAET may be imposed by the Central Bank in the following circumstances;

* continuous practice of transactions by the institution contrary to the cconomic and financial policies
established by Brazilian federal law;

» the institwtion fails to comply with the compulsory reserves rules;
+ the institution has operations or circumstances which call for an intervention;

« reckless or fraudulent management of the institution;

97



Donnelley ProFile g NYC pi_rend

2 AT BOEST 39726 TX 98 _

4*

BANCO DAYCOVAL OM - NYC anN FS PMT

1C

+ the institution faces a shortage of assets; and

+ the occurrence of any of the events described above that may result in a declaration of intervention.

The main object of the RAET is to assist the recovery of the financial conditions of the institution under
special administration. Therefore, the RAET does not affect the day-to-day business operations, liabilities or
rights of the financial institution, which continues to operate in its ordir ary coursc.

Repayment of creditors in liquidation

The Credit Insurance Fund (Fundo Guarantidor de Crédito) is a deposit insurance system which guarantees a
maximum amount of R$60,000 of deposits and credit instruments held by an individual against a financial
institution {or against financial institutions of the same linancial group). The Credit Insurance Fund is (unded
principally by mandatory contributions from all Brazilian financial institutions that work with client deposits.
The payment of unsecured credit and client deposits not payable under the Credil Insurance Fund is subject 1o the
prior payment of all secured credits and other credits to which specific taws may grant special privileges.

Brazilian payment system

In December 1999 the Brazilian government released new rules for the settlement of payments in Brazil,
based on the guidelines adopted by the BIS. After a period of tests and gradual implementation, the Brazilian
Payment and Settlemenl System began operating in April 2002. The C:ntral Bank and CVYM have the power 1o
regulate and supervise this system. Pursuant to these rules, new clearing houses may be created and all clearing
houses are required to adopt procedures designed to reduce the possibility of systemic crises and the risks
currently borne by the Central Bank. The most important principles of the Brazilian Payment System are:

* the existence of two main payment and settlement systems: real time gross settlements, using the
reserves deposited with the Central Bank: and deferred net s:ttlements, through the clearing houses;

*» the clearing houses. with some exceptions, will be liable for the payment orders they accept: and

* bankruptcy laws do not affect the payment orders made through the credits of clearing houses, nor the
collateral granted to secure those orders. However, clearinghouses have ordinary credits against any
pariicipant under bankruptcy laws,

The systems comprising the Brazilian clearing systems arc respo1sible for creating safety mechanisms and
rules for controlling risks and contingencies, for loss sharing among markel participants and for direct execution
of participants” positions, performance of their agreements and foreclosure of collateral held under custody. In
addition, clearing houses and sctilement services providers that are considered important to the system arc
obligated 1o set aside a portion of their assets as an additional guarant:e for the setilement of transactions.

Under these rules. responsibility for the settlement of a transaction is assigned to the clcaringhouscs and
sertlement service providers responsible for it. Once a financial transaction has been submitted for clearing and
settlement, it generally becomes the obligation of the relevant clearing house and/or seltlement services provider

to clear and settle it, and it is no longer subject to the risk of bankruptcy or insolvency on the part of the market
participant that submitted it for clearing and settlement.

Financial institutions and other institutions chartered by the Central Bank are also required under these rules
to create mechanisms to identify and avoid tiquidity risks, in accordance with certain procedures established by
the Central Bank, Under these procedures, institutions are required to:

+ maintain and document criteria for measuring liquidity risks and mechanisms for managing them;
« analyze economic and financial data to evaluate the impact of different market scenarios on the

institution’s liguidity and cash flow;
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* prepare reports o enable the institution to monitor liquidity risks;

« identify and evaluate mechanisms for unwinding positions that could threaten the institution
economically or financially and for obtaining the resources necessary to carry out such unwinds;

« adopt system controls and testing them periodically:

« promptly provide to the institution’s management available information and analysis regarding any
liguidity risk identified, including any conclusions or remedies adopted; and

« develop contingency plans for handling liquidity crisis situations.

Foreign investment and the Brazilian Constitution
Foreign banks

The Brazilian Constitution prohibits foreign financial institutions from establishing new branches in Brazil,
except when duly authorized by the Brazilian government. A foreign financial institution duly authorized to
operate in Brazil through a branch or a subsidiary is subject to the same rules, regulations and requirements that
are applicable to any Brazilian financial institution.

Fareign investment in Brazilian financial institutions

The Brazilian Constitution permits foreign individuals or companies Lo invest in the voting shares of
Brazilian financial institutions only if they have specific authorization from the Brazilian government,

Forcign investors may acquire publicly (raded non-voting shares of Brazilian financial institutions
negotiated on a stock cxchange, such as the preferred shares issued under this offering, or units depositary
receipts offered abroad representing non-voting shares or other securities, including subscription receipts, backed
by non-voling shares, without specific authorization. See “Risk Factors—Risks Relating to our Preferred
Shares—If the Central Bank does not approve our capital increase in the primary offering on a timely basis, we
will offer units instead of preferred shares™ for more information about the securities that may be offered under
this offering.
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BUSINESS

Overview

We are one of the leading bunks that provides loans to Brazilian companies in the middle-market segment,
which we define as companies with annual gross revenues between RSE.0 million and R$300.0 million. Since the
late 19805, we have offered a wide range of credit products to these companies secured by collateral. At
December 31, 2006, we were the 28" largest Brazilian bank not owned by public entities in terms of volume of
assets, according to Standard & Poor’s. At March 31, 2007, we had assats of R$3.363.9 million, shareholders’
equity of R$497.0 million and a loan portfolio of R$1,888.0 million, 81.3% of which consisted of loans made to
middle-market companies.

For the three months ended March 31. 2007, our returm on average sharcholders’ equity was approximately
13.8%. compared to 20.5%. 23.2% and 21.4% for the years ended December 31, 2004, 2005 and 2006,
respectively. Based on our historical performance and our solid financial position, we believe that we will be able
to maintain similar rates in the future, including during periods of unfavorable economic conditions, such as
increased inflation or interest rates or higher exchange rate volatility.

We operate through 20 branches located in 13 Brazilian states. We: had approximately 2,000 active middle-
market clients at March 31, 2007. We belicve that a significant potential client base of Brazilian small- and
medium-sized companies exists, which will allow us to continue to expand our activities in the middle-market
scgment, which grew significantly between 2004 and 2006.

In 2004, we started operations in the individual lending market by offering payroll deduction loans under the
DayCred brand, At March 31, 2007, our portfelio of such loans was Ri5285.0 million, which we originated
through a wide distribution network consisting of 85 banking correspondents. To further benefit from the
potential growth of the Brazilian individual lending segment, we began to offer vehicle financing in 2006. Al
March 31, 2007, our loans to individuals represented 18.7% of our totil loan portfolio.

We scek to diversily our sources of funding to avoid mismatches between the respective interest rates and
maturities of our funding and the loans that we grant, and to obtain liquidity 1o allow us to take advantage of
growth opportunities, Our time deposits are our primary source of funding and amounted 1o R$1,289.6 million at
March 31, 2007, representing 49.0% of our total funding. At December 31, 2004, 2005 and 2006, our time
dcposits represented 57.5%, 46.0% and 47.0% of our total funding, respectively. At March 31, 2007, this source
ol funding had an average cost ol approximately 103.0% of the Interbank Deposit Cenificate { Certificade de
Depésito Interbancdrio). or CDIL, and an average term of 272 days. Our sources of funding also include debt
issued in the intcrnational markets, with coupons varying from 6.875% to 7.75% per annum. The aggregaie
outstanding balance ol such debt was R$390.2 million at March 31, 2007, representing 14.8% of our total
founding. At December 31, 2004, 2005 and 2006, these notes represcnted 14.0%. 15.2% and 16.3%, respectively,
of our total funding. Our funding denominated in U.S. dollars represe ated 19.5% of our total funding at
March 31, 2007, and inciuded the balance of borrowings and onlendings denominated in U.S. dollars in addition
to the noles.

We also engage in forcign exchange, trade financing and asset management transactions, which complement
our lending operations and allow us to achieve certain synergies with our other operations. At March 31, 2007,
we managed six investment funds with total shareholders’ equity of F:$154.2 million. At that date, the net
balance of our foreign exchange and irade financing transactions amcunted to R$40.4 million.

We believe that the quality of our services, our credibility and our solid reputation are recognized in the
Brazilian financial market, as evidenced by our being named as the bzst middle-market bank by Gazeta
Mercaniil/Austin Ratings in 2005, 2006 and 2007 and by FGV/Conjiniura Econdémica magazine in 2006. We
have some of the highest local ralings arnong Brazilian medium-sized banks: "A+" from Austin Ratings, "A-"
from Fitch Ratings and “BBB+" from Standard & Poor's.
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The following tables highlight certain of our financial information lor the periods indicated:

At December 31, At March 31,
2004 2005 2006 2006 2407 2007
(US$ millions, (RS millions, (US$ millions,
(R$ millions, except except except
Except percentages) percentages}!t percentsges) percentagesy
Totalassels ..., 1.213.0 2.166.8 3,088.0 1.506.3 3,361.9 1,640.9
Sharcholders  equity .. ................. 3344 365.7 437.8 213.6 497.0 2424
Loanportfolio ... ... .. .. ... ... ... 651.7 9809 1,639.2 799.6 1.888.0 921.0
Deposils ... 5237 9296 13486 657.9 1,542.1 752.2
Funds from acceptance and issvance of
SCCUTIELES « ot et i e e e e e e ae s 107.9 2529 398.4 194.3 390.2 190,3
Baselindex® ... .. ... .. ... . i e 272% 25.1% 20.4% 20.4% 21.7% 21.7%
Cash, interbank investments and securities
and derivatives . ........ ... .. ... 528.0 1.1595 14139 689.7 1.378.5 6724
Allowance for loan losses as a percentage
of total lean portfolio ................ 29%  3.0% 28% 2.8% 2.4% 2 4%
For the three months ended
For the year ended December 31, Murch 31,
2004 08 2006 2006 2006 2007 2007
—(Rsmtms._ m (R_Smillm m
except except except except
percentages) percentages) perventages) percentages )
Netincome ......... .. ... 70.1 81.5 85.1 41.5 136 633 309
Return on average sharcholders’ equity . ... 20.5% 23.2% 21.4% 21.4% 3.6% 13.8% 13.8%
Return on average assets . .............. 64% 58% 3.7% 37% 07% 2.0% 2.0%
Efficiency index® . ... ... .. ... ... 26.8% 37.0% 38.3% 38.3% 46.6% 23.3% 23.3%

M Translated into USS solely for the convenicnce of the reader. The rale used to translate such amounts was
RS$2.05( to USS1.00 (subject to rounding adjustments), which was the selling exchange rate in eifect at
March 31, 2007, respectively, as reported by the Central Bank,

1 Basel index corresponds to | 1% of our adjusted sharcholders’ equity divided by the minimum amount of
capital we are required to maintain pursuant to the regulations of the Central Bank.

h Efficiency index is calculated by dividing (a) the sum of (i) personnel expenses and (ii) other administrative
expenses, excluding depreciation and amortization by (b) the sum of income from services provided and
gross profit [rom financial intermediation, excluding the effects of the allowance for loan losses. Elficiency
index is not calculated using a standard methodology and may not be comparable to the definition of
efficiency index or similarly titled measures used by other companies. Efficiency index is not a measure
calculuted in accordance with Brazilian GAAP or U.S. GAAP. We belicve that the efficiency index allow a
better understanding of our operational performance.

Our Strengths

We believe that our leadership position among medium-sized Brazilian banks is a result of the following
strengths:
Significant and Solid Operations in the Middle-Market Lending Segment

We have operated in the Brazilian middle-market lending segment since 1989, This scgment has experienced
significant growth in recent years as a result of the low leve! of indebtedness of small- and medium-sized Brazilian
companies, 1 more stuble economic environment and decreasing interest rates in Brozil. We have developed a solid
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and close relationship with our clients by offering high-quality services ard a broad range of credit products that are
tailor-made 1o their particular needs and adjusted to reflect the specific requirements of the middle-market segment.
We believe that our network ol branches and other distribution channels, “ogether with our team of specialized sales
managers. allow us (o efiliciently respond to our clients” needs. including by rapidly approving louns without
compromising our conservative risk policies. We believe that these features represent a significant competitive
advantage in relation to other banks that do not specialize in the middle-market lending segment and place us ina
favorable position to benefit from future growth of this segment in Brazil

Conservative and Solid Financial Position

Our activities are based on the maintenance of a solid financial position and the adoption of conservative
credit and investment policies. We seck to maintain our liquidity by investing at least 30.0% of our deposits in
cash and cash equivalents. To minimize liquidity risks, we also seek to avoid mismatches between our credit
portfolio and our sources of [unds by diversifying and extending the miturity of our funding. At March 31, 2007,
our funding was composed of demand deposits, interbank deposits, timz deposits. other deposits, moncy market
funding, funds from acceptance and issuance of securities, and borrowings and onlendings, which represenied
4 4%, 49.0%. 21.9% and 14.8% of our total funding, respectively. Our Basel index at March 31, 2007 was
21.7%. which was significamly higher than the 11.0% rate required by the Central Bank and higher than the
average of the Basel indexes of all other banks currently listed on the EOVESPA. Our financial sirength is
confirmed by our local ratings, which are ameong the best of same-sized Brazilian banks operating in the same
segments as us: A+ from Austin Ratings, "A-" from Fitch Ratings, and "BBB+" {rom Standard & Poor’s.

CGuality of Loan Portfolio

We belicve that the quality of our loan portiolio and the low level of loan defaults that we have experienced
are principally a result of our ability to select clients with an acceptable risk profile and to closely menitor the
collateral that they grant us with respect to the loans that we make. At March 31, 2007, 94.8% of our loan
portfolio was classified as AA to B, according to the risk classification system established by the Central Bank,
compared to an average of 81.5% for the Brazilian financial system. At December 31, 2004, 2005 and 2006, the
percentage of our loan portfolio represented by AA to B crediis was 86.8%, 92.9% and 94.0%, respectively. In
addition, our allowance for loan losses represented 2.4% of our total loan portfolic at March 31, 2007, compared
to an average of 6.2% for the Brazilian financial system. At December 31, 2004, 2005 and 2006, our allowance
for loan losses represented 2.9%, 3.0% and 2.8%, respectively, of our total loan portfolio. In order to mitigate the
risks that could result from a concentrated client base, our credit policy establishes limits on the percentages that
each indusiry or client may represent in our total loan portfolio. At March 31, 2007, our ten largest middle-
market clients represented 10.7% of our total loan portfolio, comparec to 19.2%, 13.9% and 11.6% at
December 31, 2004, 2003 and 2006,

In addition, the nature of the segments in which we operate contributes to the quality of our loan portfolio.
Moslt of our middle-market loans are guaranteed by whal we believe (o be high-quality collateral. In addition, we
belicve that our payroll deduction loans have a reduced risk profile compared to other credit products since the
installments on such loans are directly deducted from the payroll of the public or privale sector employees or the
pension paid to beneficiaries and retirces ol the Social Security Agency (Instituto Nacional da Seguridude
Social), or INSS, as the case may be, who are the borrowers under such loans.

Growth Potential with Low Marginal Costs

We believe that the segments in which we operate are among those with the greatest potential for growth in
the Brazilian credit industry. We belicve that we have the capacity to grow our operations with low marginal
costs due to the combination of the following factors:

+ we have a state-of-art technology platform with differentiatzd proprictary systems to evaluate and
meonitor loans and the capacity (o support a significant increase in our client base;

102




BANCO DAYCOVAL RR Dannelley Profile 55’ NYC pf_send 12 A 207 3O EST 39726 TX 103

51’

BANCO DAYCOVAL OM | D aN PS_PMT

1C

»  our datahase contains historical information on over 750,000 companics and individuals, including
current and potential clients, which allows us to rapidly and safely evaluate their credil risk and the
quality of the collateral they are able 10 provide;

» our brand is strongly recognized. partially as a result of the awards we have received (such as the best
middle-market bank according to Gazeta Mercantil/ Austin Ratings in 2005, 2006 and 2007 and by
FGV/Conjuntura Econdmica magazine in 2006), which we believe helps us to attract new clients
without significant marketing initiatives and enhances our credibility in the market;

+ we have expertise in the development of efficient distribution channels (or our products. which we
believe will allow us to further expand them at reduced marginal costs; and

» we rccently moved to new headquarters at Avenida Paulista. one of the main financial centers in the
city of 840 Paulo and in Latin America, that will allow us to accommodate future personnel increases
without additional investments in real estate.

Agility and Efficiency in Developing New Products

We believe that our solid and flexible operating structure, together with the expertise of our experienced
management team, have allowed us to develop new products and to quickly explore market opportunities at low
costs and in compliance with our stringent return and risk exposure criteria. For example. in 2004 we identified
the substantial growth potential of the individual lending segment and started 1o offer payroli deduction loans.
We rapidly implemented an efiicient operaung structure for offering such loans which, at March 31, 2007,
censisted of 90 agreements entered into with private employers and governmentat entities and a distribution
network comprised of 85 banking correspondents. In 2006, we continued 0 expand our individual lending
portfolio and began offering financing for new and used vehicles.

Experienced Management Committed to High Standards of Corporate Governance

Our senior executives. who are also our shareholders, have substantial experience in the Brazilian financial
markets and are fully committed to our interests and goals. Our chief executive officer has more than 40 years,
and our other senior exccutives have more than |5 years, of experience in the Brazilian banking industry and
extensive knowledge of our business. We believe that our management is capable of identifying potential growth
opportunities that arise in the market and establishing competitive strategies that increase our profitability white
reclucing our costs and the risks in our portfolio. Our administrative structure is based on the strict definition of
activitics for cach of our arcas of operation, which enhances our cfficient decision-making process. We scek to
stimulate and retain our employees by offering attractive compensation plans which have contributed to our low
employee turnover. We also seck to implement high standards of corporate governance, such as the creation of a
board of directors that includes independent dircctors with experience in the financial markets,

Qur Strategy

We seek to continug to grow on a sustainable and consistent basis and to creale value for our sharcholders
through the following strategies:

Continue to Focus on the Middle-market Segment

Our main strategy will be to continue 1o focus on lending operations in the Brazilian middle-market lending
segment. We belicve that there are numerous potential middle-market clients in the regions in which we operate,
and we intend 10 take advantage of the growth opportunilies of this segment by:

* increasing our selected customer base while continuing to apply our credit and collateral quatity
criteria;

+ growing and diversifying our distribution structure through the increase of our sales team and the
opening of new branches in attractive locations, such as the states of Alagoas, Rio Grande do Sul,
Ceard, Mato Grosso. Santa Catarina and Sdo Paulo.
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* retaining clients by offering a broad product portfolio that betier serves their needs and differs us from
our competitors, as well as through the development of new products, longer-term loans and foreign
exchange financing. We are in the process of opening of a branch outside Brazil 1o improve our
product portfolio and support the increasing volume of our lforeign exchange transactions: and

» developing our activitics for factoring receivables due from entities controlled by Brazilian federal,
state and municipal governments in view of the high spreads of thesc transactions and our expericnce
in dealing with these entities in our payroll deduction loan op :rations.

Continue to Take Advantage of Opportunities in the Individual Lending Segment

We intend to improve our market share in the individual lending segment by taking advantage of our
experience in the lending market and our existing operating structure, a3 well as by offering new products that we
deem auractive and by:

+ increasing the volume of our payroll deduction loans through (i) the cxecution of new agrecements with
public entitics. primarily federal agenctes and smaller municipalities, (ii) the use of exclusive and
innovative information technology tols to reach 1o new clients, and (iii) the strengthening of our
relationships with banking correspondents through “loyalty” programs such as incentive and training
initiatives;

+ expanding our offering of vehicle financing products. which we started to provide in June 2006,
through national coverage and a focus on higher value-added products such as Minancing heavy
vehicles:

« offering real estate financing for fiduciary sales as part of our payroll deduction loan operations, which
we believe is an undeveloped product in Brazil and has significant potential growth due 10 recent
incentives adopied by the Brazilian government; and

* using our existing distribution channels to develop and offer new products, in order to realize
economies of scale and reduce our marginal costs.

Diversify our Sources of Funding

As a result of our increased capital base after completion of this offering, we cxpect to improve our credit
ratings, which we believe will allow us to diversify and extend the maturity of our funding sources while
reducing their costs, including through new debt issuances in the international markets. In addition, we expect
that the decrease in our lunding costs and the extension of our funding matrity will enhance our ability to extend
credit to our clients on competitive terms.

Maintain our Solid Financial Base

We intend to maintain the quality of our assets by continuing 1o apply our conservative credit and risk
management policies, which we believe have been critical Tor the reduced default levels of our clients in recent
years. In addition. we believe that our high liguidity level has also allcwed us take advantage of growth
opportunities. Accordingly, we intend to continue to invest at least 30.0% of our deposits in cash and cash
cquivalents. We will continue to seek to maintain adequate liquidity tevels that are compatible with market
standards and that pravide us with long-term financial stability,

History

We were created in 1968 as Daycoval Distribuidora de Tiwlos ¢ Valores Mobilidrios Lida. In 1989, our
name was changed to Banco Daycoval S.A, aller we were authorized o operate as a multiple-service bank by the
Central Bank. Since then. we have offered financing for middle-market companies. In 1994, we were authorized
by the Central Bank 1o operate commercial portfelios and in 1995, to conduct foreign exchange transactions to
support our middle-market lending operations.
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In March 2007, we created Dayprev Vida e Previdéncia S.A.. or Dayprev Vida, to operate in the insurance
business. Dayprev Vida will commence operations after we obtain approval from the Superintendence for Private
Insurance (Superintendéncia de Seguros Privados), or SUSEP.

In March 2007. we and our sharcholders completed a corporate restructuring that resulted in the creation of
Daycoval Holding Financeira S.A.. which holds 100.0% of our capital stock and is controlled by the Dayan
family. After the completion of the offering, assuming no excrcisc of the over-allotment option, the Dayan family
will hold 100.0% of our voting shares and 74.9% of our total capital stock.

The following chart indicates our corporate structure before the completion of the offering:

Daycoval Holding

Financeira $.AD
Total: 85.0%

Common: 100.0%

Salim Dayan
Total: 5.0%
Preferred: 33.3%

Carlos Moche Dayan
Total: 5.0%
I'reterred: 33.3%

Morris Dayan
Total: 5.0%
Preferred: 33.3%

l

I

J

l

Banco Daycoval 5.A.

|

ACS Panticipagdes
Lida.
Towzl: 99.9%

1

Ma

Dayeoval Assel

nagement Adm. de

Recursos Lida,
Total: 99.9%

|

SCC Assessoria em
Cad. ¢ Cobr. Ltda.
Toal: 99.9%

IFP Planej. e ConsulL.
em Informitica Lida,
Total: 99.9%

Treetop Investments
Ltd.
Total: 99.9%

(1) Daycoval Holding Financeira S.A. is controlled by the Dayan family. For funther discussion of Daycoval
Holding Financeira S.A."s corporate ownership, see “Principal and Selling Sharcholders.”

Our executive offices are located at Avenida Paulisia, 1793, in the City of S&o Paulo, in the State of Sdo
Paulo, CEP 01311-200, Brazil. Our investor relations telephone number is +55 (11) 3138-0504.

Subsidiaries

Our principal subsidiaries are as follows:

Daycoval Asset Management Administragdo de Recursos Lida.

We own 99.99% of Daycoval Asset Management, which manages investment funds and asset portfolios of

our clients. At March 31, 2007, Daycoval Asset Management had sharcholders’ equity of R$1.7 mitlion.

ACS Participagies Ltda.

ACS Panicipagdes Ltda., or ACS, is our wholly owned subsidiary, and heolds 99.99% of the ownership
interests of Treetop Investment Lid., SCC Assessoria em Cadastro ¢ Cobranga Ltda. and 1FP Planejamento ¢
Consultoria em Informdtica Ltda. At March 31, 2007, ACS’s sharcholders equity was $37.4 million.

Treetop Investment Ltd.

Treetop Investment Lid., or Treetop, is a company incorporated in the Bahamas and is used mainly as a
investment vehicle for our operations. At March 31, 2007, Trectop's sharcholders equity was R$42.2 million.
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SCC Assessoria em Cadastro e Cobranga Ltda. and IFP Planejamentc e Consultoria em Informadtica Lida.

SCC Assesseria em Cadastro ¢ Cobranga Ltda. or SCC, and IFP Plancjamento e Consultoria em [nformitica
Lida, or {FP. ceased operating in February 2006. Both SCC and IFP provided services that complemented our
credit operations. At March 31, 2007, the sharcholders equity of each of the companies amounted to
RS0.1 million.

Principal Products

Our principal activity is providing loans to Brazilian companies in the middle-market segment, which we
define as companics with annual gross revenues between R$8.0 million and R$300.0 million, We offer to these
companies credit products such as working capital loans, foreign trade {inancing, bank guarantees and the
factoring of receivables, in each case secured by collateral provided by the borrower. We also offer credit
products to individuals including payroll deduction loans, vehicle finan:ing and direct consumer credit. In
addition, we provide directly or through our subsidiaries services that are complementary to our credit products,
such as asset management and receivables collection.

The 1able below shows the breakdown of our loan portfolio by ma or clients:

At March 31, 2007

Ze of total loan

Atount portiolio
(in R$ millions)
10largestelients . ... .. ... L. 202.3 10.7%
1lthto 60th largestclients ... ... it i i 3949 20.9%
6lstto 160th Jargest clients .. ... i i 3639 19.3%
Other lOans ... e e 926.9 49.1%
Total loan portfolio .. ... . e e 1,888.0 100.0%

Middle-market lending

At March 31, 2007, our total credit portfolio to middle-market comnpanies was R$1,553.8 million and our
client base included companies from more than 30 different sectors inthe Brazilian cconomy. At that date, our
largest client accounted for less than 4.0% of our total loan portfolio ard we had 1,744 active middle-market
clients. The principal types of collateral that we take are trade bills, receivables, checks and pledges.

Working Capital. Working capital loans are provided in local and forcign currency and generally have short
ot medium-term maturitics. Our broad range of working capital loans is designed to mect the specitfic needs of
cach of our customers and includes bank credit certificates, loan agreements, and “cempror” and “vendor™ loans.
The “vendor” loan consists of financing under which a company can sell its products on credit while receiving
payment in cash. The main advantage of this type of financing is that the sale is financed by the bank, not the
seller. Under this type of financing, the buyer is the main obligor of the: loan and the seller remains liable for the
buyer’s defauit on loan payments. Under the “compror” loans, the ban ¢ finances the buyer’s acquisition of the
goods and seller is not liable for any payments duc under the loan. At March 31, 2007, our working capital loans
amounted 10 R$1,262.3 million, or 66.9% of our total loan portfolio.

Factoring of Receivables. Another receivable-based product that we offer is the factoring of reccivables. We
advance funds to our clients by acquiring their receivables at a discount. This discount varies depending on
various factors, including the maturity dates and the credit quality of the receivables. At March 31, 2007, our
factoring of reccivables operations totaled R$215.4 million, or 11,4% of our otal loan portfolio.

Foreign irade financing. Our foreign rade financing consists mainly of advances on foreign exchange
contracts (ACC), advances on exchange delivered (ACE) and export prepayment transactions. Under the ACC
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and ACE agreements, we advance funds in reais 10 the exporter before the goods are shipped. After we receive
the shipment documents, we forward them abroad to the importer of the goods against payment in foreign
currency. If the importer defaults on any payments due under the exports transaction. we have recourse against
the exporter for the full amount of the credit granted. In export prepayment transactions, we olfer collateral to
forcign banks that advance funds dircetly to Brazilian exporters on behalf of the importer. The average term of
our foreign trade financing is 120 days. At March 31, 2007, we had R$76.1 million in outstanding foreign trade
finuncing, or 4.0% of our total loan portfolio.

Bank Guarantees. Under our bank guarantees, we guarantee our clients’ cash obligations to third parties.
These guarantees consist mainly of {inancial guarantees for payments due under debt instruments issued by our
clients {aval} or for other general personal obligations (fianga). At March 31. 2007, the outstanding amount of the
guarantees we provided was R$29.3 million, or 1.6% of our total loan portfolio.

Individual lending

In 2004, we started our operations in the individual lending segment by offering payroll deduction loans. In
2006. we expanded our operations to include vehicle financing and direct consumer credit. We intend to improve
our market share in the individual lending segment by offering new products, including real estate financing for
fiduciary sales. At March 31, 2007, the total balance of our individual loan portfolio amounted to
RS$334.2 million, or 17.7% of our Lotal loan portfolio.

Payroll Deduction Loans

In 2004, we started offering payroll deduction loans to pubtlic scctor employees under the DayCred brand, of
which we filed an application for registration with the [INPIL. Currently, our payroll deduction loan portfolio
includes public sector employees at the Brazilian federal, state and municipal levels (including, at the federal
level. members of Brazil's armed forces), employees trom Brazil’s private sector, and pension beneficiaries and
retirees in the INSS system.

Our payroll deductions loans arc governed by agreements we have executed with our borrowers’ public and
private sector employers and with the INSS. At March 31, 2007, we were party to approximately 90 of these
agreements, most of which have an indefinite duration and are subject (o termination upon prior notice by either
panty. Some of those agreements have a defined Lerm ranging from one (o three years, If these agreements are
terminated, the private employers or the public entities, as the case may be, remain responsible for withholding
payments related to the outstanding credit we granted prior to such termination.

QOur income from payroll deduction loans increased 20.6%, from R$236.3 million on December 31, 2006 (o
RS$285.1 million in the three months ended March 31, 2007, and amounted R$2.5 million and RS66.5 million on
December 31, 2004 and 20035, respectively.

The rable below shows our payroll deduction loan portfolio by type of employer at March 31, 2007:

T of total

payroll
deduction

Entity toan portlolio
NS S e 45.7
Federal government .. ... . . L i i 3.5
State OVEIRMENIS L. L. o e e et 29.6
Municipal ZOVEIMIMENES ... ... e 6.3
Armed FOrCes . e 14.6
Private sector employers . .. ... . e 0.3
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INSS. A significant portion of our loan portiolio consists of payroll deduction loans to pension beneliciarics
and retirees of the INSS. Under these loans, the pension beneficiary or rtiree authorizes the INSS to deduct each
installment of the loan directly from the benefit. These deductions are limited to a 30.0% monthly cap established
by law. On September 29, 2003, the INSS issued a normative ruling, which placed a 36-month limit on the period
over which deductions can be made. On October 24, 2006, the CNPS reduced the maximum interest rate
applicable to the INSS pension beneficiaries and retirees to 2.78% and Z..72% per month, respectively. Curremly.
there is no age restriction applicable to beneficiuries and retirees for the execution of thesc loans, although the
Brazilian Civil Code may restrict such execution in limited cases. At Muarch 31, 2007, our INSS payroll
deduction loans amounted to RS127.5 million. or 6.8% of our total loan portfolio.

Public sector emplovees, Brazilian law allows governmental entitics to deduct repayment installments of
loans directly from the payroll of their employecs, provided that certain conditions are satisfied. The employce
must authorize the public entity to make such deductions prior to their commencement. As with deductions for
INSS recipients, this deduction is limited t5 an amount that, combined *vith other optional deductions {such as
association payments and retiremenlt plan and life insurance contributions) and other mandatory deductions (such
as withheld income tax, social security contributions, union contributio1s, alimony and child support, and other
wilhholdings required by law) equals 30.0% of the employee’s monthly salary. If optional and mandatory
deductions exceed 70.0% of the employee’s monthly gross salary, the optional deductions in excess of that
amount (including the payroll deduction loans we grant) may be suspended. At March 31, 2007, our payroll
deduction loans for public sector employees amounted to R$150.8 million, or 8.0% of our total loan portfolio.

Private sector emplovees. Brazilian law also allows employees emiployed by privale entities 1o authorize the
deduction of loan installments from their paycheck. This deduction is limited, together with other deductions. to
a cap of 30.0% of the employee's compensation (excluding mandatory deductions). We intend to increase the
volume of these loans in 2007, as they currently account for a small portion of our portfolio. At March 31, 2007,
our payroll deduction loans for private sector employees amounted to R$1.1 millien, or 00.1% of our total loan
portfolio,

Other individual Loan Products

In addition to payroll deduction toans, we increased our individuel lending portfolio in July 2006 by offcring
financing for new and used vehicles. This product is distributed by agents that operate in vehicle dealerships and
shops strategically located in the most developed regions of Brazil. As of March 31, 2007, our financing for
vehicles amounted 10 R$49.2 million. or .6% of our total loan portiolic.

Collection Services

We provide services for the collection of credit instruments held by our clients based on our own cotlection
procedures. Our fee for providing these services varies according 1o the terms and conditions of each agreement.

Orther Services and Products

We also engage in forcign exchange and asset management transactions, which complement our lending
operations and allow us 10 achieve certain synergies in our operations.

Treasury Operations

Our treasury operations seek to avoid mismatches between the respective interest rates and maturities of our
funding and the loans we grant, as well as to obtain liquidity. We do not establish minimum performance goals
for our trcasury operations, but we usually arbitrate price distortions detected in the market to generate earnings,
We operate mainly with government bonds instruments, which are rezorded in our linancial statements as
available for sale and therefore have their value subject to value mark-to-market adjustments. To a lesser extent,
we also use derivative instruments und debt and equily issuances to manage our liguidity.
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Clients

Our clients are principally composed of small- and mid-sized companies with annual gross revenues
between R$8.0 million and R$300.0 million. We have an extensive and diversified client base and do not
significantly depend on any particular client. We also operate in the individual lending segment, in which our
client portlolio consists of individuals and is highly fragmented. The diversification of our clicnt base is an
essential aspect of our business strategy.

At March 31, 2007, our client base consisted of 1,744 active middle-market chients and 140,000 individuals.

The table below shows the composition of our loan portfolio by sector in which our clicnts operate at the
dates indicated:

At December 31, At March 3,
2004 2005 2006 2007
(in $ millions)
Indusiry ..o e 2321 2946 4443 471.3
Trae . 1589 183.2 262.5 298.4
Financial intermediation services .. _...........o.vu.. 17.7 41.0 48.5 39.1
[0 1173 gt T L 2339 3853 561.2 677.8
Individuoals .. oot e e 9.1 76.8 2784 3535
Public seclor .. o e e _ — 443 479
Total ... e e 651.7 %_(_I_g 1,639.2 1,888.0

Below is a description of the criteria we use for the clarification of cur middle-market clients in cach of the
sectors.

« industry: loans granted 10 companics that operate in the manufacturing, mineral extraction, processing
and transformation, construction and utility seclors, among others;

* urade: loans granted to companies that operate as intermediaries in the sale and purchase of products in
the wholesale or retail segments;

+ financial intermediation services: loans granted to banks, securitics and exchange brokers and
insurance companies;

< other services: loan granted 10 companics that render services relating 1o air, maritime, road or rail
transportation, communication, education, culture and entertainment. among others;

+ individuals: loans to individuals; and

» public sector: loans to public sector entities at the federal, state and municipal levels.

Credit Policy, Risk Management and Default Rates

We use conventional instruments of credit analysis and records to evaluate our middle-market clients. We
usually initiate our credit operation through our commercial managers who are responsible for client prospecting.
Subsequently, we analyze client data and verify the credin rating of the clients with credit protection agencies. If
we do not idenify any problems, a branch manager or superintendent contacts the potential clicnt to formalize
the relationship and conclude the prospecting process. Once this phase is finalized, we gather data and documents
o create a client’s credit file. Such documents and data, used to analyze the credit limit to be established,
includes registration and accounting data, analytic indebtedness position, authorization to check the client’s
status with the risk depariment of the Central Bank, corporate docuinents and site visit reports drafted by the
branch manager or superintendent.

Each credit proposal. with the exception of loans made to individuals. must be pre-approved by one
exccutive officer or the entire board of executive officers, taking into account the type and amount of the loan
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andl the collateral received, the borrower’s credit history, spread to be charged and specific and global risks of our
loan portfolio. The decision-muking process in connection with the approval of our middle-market loans is as
follows:

* loans of up to RS1.0 million: a special committee composed ¢f three members must approve the
transaction, subject 1o ratification by our board of executive officers,

+  between R$1.0 million and R$5.0 million: one of vur executive officers must approve the trunsaction.
and

« over R35.0 million: our entire board of exccutive officers musit approve the transaction.

The credit limit approval is valid for a 180-day period. After that period, the credit limit musi be reassessed.
We are implemeniing a project to decentralize our decision-making process. As a result, we cxpect that part of
the responsibilities of our board of executive officers, which has not yer been defined, will be delegated to a
special committee.

For individual loans, we usually verify the credit rating of the individuals with credit protection agencies
and request for income statements and proof of the residential address before granting any loans. These loans are
approved by al least one of our executive officers.

The criteria we use to classify loans in our portfolio correspond to those established by the Central Bank. All
of our clients receive a risk classification, and each loan granted to each client also receives a risk classilication,
depending on the risk level of the transaction and the amount we received as collateral. Classifications are
determined by the credit line cap, type and amount of collateral to be received and spread to be applied. All
transactions are confirmed by our back-office, which confirms the limits and receipt of all relevant
documentation.

At March 31, 2007, 94.8% of our tota! loan portfolio was classified as AA to B according 1o the risk
classification system cstablished by the Central Bank, compared to 94.3%. 92.9% and 88.9% at December 31,
2006, 2005 and 2004, respectively. At March 31, 2007, our loans in default for more than 60 days represented
1.1% of our 1otal loan porifolio, compared to 1.5%, 1.7% and 1.0% at December 31, 2006, 2005 and 2004,
respectively. Our allowance for loan losses represented 1.7% of our toal loan portlolio at March 31, 2007,
compared 1o 2.8%, 3.09% and 2.9% at December 31, 2006, 2005 and 2004, respectively.

We believe that our risk management policy is essential for the mainlenance of the quality of our lean
portfolio and our low level of loan defaults, since it is designed to allow us select clients with an appropriate risk
profile and to closely monitor the collateral that they grant us on the leans that we make. Our default levels are
below average for banks in our scgment in Brazil. The collateral granted to us is usvally liguid and consist of
wrade biils, receivables, checks and pledges.

Distribution Network
Middle-market Segment

In 2006, we operated through 20 branches located in thirteen states of Brazil, and we plan to open additional
branches in 2007. In addition, our distribution system currently includzs 118 salesmen, as compared to 85, 80 and
45 at December 31, 2006, 2005 and 2004, respectively. Besides our physical presence, our internet banking
system allows every client to conduct all of its bunking transactions remotely, making our services accessible
{rom cities where we are not physically present. We rely heavily on information technology resources to carry
out our activities, and we intend to make new investments in this area in 2007 to increase our capacity to service
clients via internet banking.
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Individual Segment

Our main distribution channel in this segment is our network ol 85 banking correspondents spread throughout
Brazil. These banking correspondents are responsible for promoting, offering and selling our payroll deduction loan
products. collecting all relevant documentation and agreements from clients and providing all information we
request during the credit approval process. These banking correspondents have an extensive network of independent
agents who further broaden our distribution network. We place independent agents in supermarkets and department,
lottery and retail stores, as well as in vehicle dealerships (in the case of vehicle financing products). Banking
correspondents are paid on a commission-fee basis calculated on the principal amount of foans granted.

As is customary in this market, our relationship with our banking correspondents is not exclusive, so they
may generate busingss for other banks, Our revenues from payroll deduction loans and other credit products
designed for lower-income classes are highly dependent on the willingness and ability of our banking
correspondents and their independent sales agents 1o identify new borrowers for us.

Information Technology

Our informalion technology systems have been developed o ect our security and performance
requirements. As a result. we use information technology systems that we believe are among the most cutting-
edge in the market.

We believe that our security policy is well-disseminated among and abided by our employees. This policy
regulates the access and use of all our information technology resources by our employees, and encompasses
human, physical and logical security requirements, as well as encrypied resources. Additionally, our data center
is equipped with a “no-break™ system, fire extinguishing system and biometric access control. We maintain
back-up tapes stored at a specialized company and a monitoring system that checks over 150 items on our
network and notifies our operators in the event of any system {ailure. If any information technology system
problem develops, we are able to continue our activities through our back-up site developed by the company
*.comDominio”. Our contingency plan activated by the site allows us access 1o 30 workstations and activates the
essential banking sysiems for our operattons within two hours.

Our principal systems were migrated 1o a state-of-the-art development platform so that they can also be
accessed via web. In 2007, we intend to invest in new servers, expand our security system and data storage
technology and enhance the availability of our database. Additionally, we are seeking to develop the expertise of
our information technology team and we believe that 100% of our employees who operate these sysiems will be
certified as “Microsoft Certificd Professional (MCP)” by the end of 2007,

Competition

The financial services market in Brazil is highly competitive. We face direct competition from major multi-
service banks in Brazil, such as Banco Bradesco S.A. Banco do Brasil S.A., Banco Safra S.A., Banco ABN
AMRO S.A., Banco Santander Banespa S.A., Unibunco—Unifio de Bancos Brasileiros 5.A. and Banco Itad S.A.,
as well as from medium-sized banks focused on the same business segments as ourselves, such as Banco Safra
S.A., Banco J. Safra S.A., Banco BBM 5.A., Banco Fibra S.A. and Banco Indusval S.A. In the individual lending
segment, we face competition [rom Banco Panamericano 5.A., Banco Bonsucesso S.A. and Banco BMG, among
others.

Since 1990, the banking industry in Brazil has been going through a period of consolidation. Some banks
have been liquidated. many major state-owned banks have been privatized and many medium-sized private-
sector banks have been sold. Recently, Banco BMC 5.A. was acquired by Banco Bradesco 5.A. and Banco
Cacique 8.A. was acquired by Banco Societe Generale Brasil S.A. For more details, see “Regulation of the
Brazilian Banking Industry—Principal financial institutions.”

111




BANCO DAYCOVAL " RR Donnelley ProFile g+ NYC lambalnd 13- Am-ZX70HBEST 39726 TX 112 7*
BANCO DAYCOVAL OM . NYC N PS PMT 1C
Marketing

We belicve that the strong recognition of our brand is primarily the: result of the solid and transparent image
we have built with our clients and the awards that we have reccived (such as the best middie-market bank granted
by Gazeta Mercantil/ Austin Ratings in 2005, 2006 and 2007 and by FGV/Conjuntura Econdmica magazine in
2006). We believe the strong recognition of our brand helps us to attract new clients without significant
marketing initiatives and signals our credibility in the market. Unlike some of our competitors, our marketing
efforts are usually limited to specific and focused marketing events.

Human Resources
Employees

On March 31, 2007, we had 412 employees. The table below shows the number of our employees by
geographic location at the dates indicated:

At December 31, At March M
Laocation 20__'0-3 ELQS_ ﬁ 2007
SO Paulo ... e 215 253 299 332
Salvador ... .. . .. e 3 5 8 8
BeloHorizonte ... ... 6 8 9 9
Campiniis ... ..o e 6 8 7 8
Londring ... i e e e i e — — 5 6
MaD NS . e e — — 4 4
Porto Alegre ... — — 5 5
RECI E . e e _ — 8 17
RiodeJaneiro ... ..o i e e e e — 7 6 9
Ribeirio Prelo ..o oo e e e e e 4 4 4 5
SdoBemardodoCampo . ... . 6 8 8 9
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In addition to our employees, at March 31, 2007 we also had 79 service providers and 10 interns, who
perform a number of dilferent supporting activities.

Training

In order to meet the Central Bank’s requirements, as well as improve the quality of our eredit products. we
regularly provide courses, seminars and conferences for our employees in their respective areas of expertise.,
including courses related 1o the prevention of money laundering. We also regularly pay for other courses and
seminars requested by employces that we deem useful for our activities.

Payroll and Benefits

For the three months ended March 31, 2007, we had payroll expenses of R$10.6 million, including expenses
in connection with salaries, payroll charges and benefits. These benefits include: (i) meal vouchers, (ii) food
vouchers, (iii) fuel allowance (for commercial department only), and (iv) life insurance and private pension
funds. We also maintain a profit sharing plan regulated by a collective bargaining agreement with the National
Banks Federation {Federagdo Nacional de Bancos), or FENABAN, and the Banking Trade Union. In 2006, we
distributed R$2.1 million to our employees as part of our profit sharing plan.

Uniong and Collective Bargaining Agreements

Our employces are members of the Banking Trade Union (Sindicato dos Bancdrios) and we are members of
the Bank Association {Sindicato dos Bancos). We believe we have good relationship with our cmployees and
unions and we have never experienced a strike or other labor slowdovin.,
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We rent the building where our head office is located as well as other buildings located in the cities of Sdo
Bernardo do Campo, Campinas, Sio Paulo and Ribeiriio Preto (all of them in the State of Sie Pzulo), Salvador
(in the State of Bahia). Manaus (in the State of Amazonas). Rio de Janciro (in the State of Rio de Janciro). Porio
Alegre (in the State of Rio Grande do Sul), Belo Horizonte (in the State of Minas Gerais), Londrina (in the State
of Parand) and Recife (in the Siate of Pernambuco). At March 31, 2007, we also owned propenties due to our
foreclosure of loans backed by real estate. Pursuant to regulations established by the Central Bank. we are
required to sell this real estate within a year following its acquisition.

Intellectual Property

We own the “Daycoval” brand as well its respective logo, which is registered with the Brazilian Institute of
Industriul Propenty {(fnstituto Nacional de Propriedade Industrial), or INPL. In addition. we have filed application
for registration of the “"DayCred” brand, which is currently being examined by the INPL

We own the domain names “daycoval.com.be”, “bancodaycoval.com.br” and “daycred.com.br”. which are duly
registered with the Information and Coordination Center Dot Br (Niicleo de Informagio e Coordenagdo do Ponto
Bry, or NIC.br, the entity responsible for registering domain names in Brazil.

Insurance

We maintain insurance policies with Unibanco AIG and AGF Seguros to cover the risks we believe may
affect our operations. Qur insurance policies are renewed on an annual basis and contain standard terms and
conditions applicable to insurance policies with similar coverage.

Our defined risk insurance policy provides coverage against damages caused by fire, electric short cireuits,
robbery and aggravated theft in our head offices at Avenida Paulisia, as well any damage to our furniture and
devices within such premise. The maximum aggregate indemnification to be paid under this insurance policy is
RS20.0 million.

Our comprehensive business insurance policy covers the risks that may affect our units in the cities of Sdo
Paulo, Salvador, Belo Horizonte, Campinas, Sdo Bernardo do Campo, Ribeirdio Preto, Porte Alegre and Rio de
Janeiro against damages caused by fire, lightning, cxplosions, ¢lectrical short circuits, damages to movable
equipment, robbery and aggravated theft. The maximum aggregate indemnificalion to be paid under this
insurance policy varies according to the covered location, ranging between R30.5 million and RS 1.6 million.

Material Agreements

We are partics 1o several agreements arising oul of the normal course of our business. such as agrecments
for tetecommunications, supply of goods and several services, such as banking services, security, collection and.
information lechnology. We do not believe that any of those agreements taken individually is material.

At March 31, 2007, we had five agreements entered into with private employers and governmental entities,
including with the municipality of the city of Sdo Paulo and the Association of Public Employces of the Judicial
System of the State of Ronddnia (Asseciagdo dos Funciondrios do Poder Judicidrio do Extado de Ronddnia),
governing our payroll deduction loans.

Legal Proceedings

We are party (o various judicial and admimstrative proceedings. including civil, labor and tax procecdings.
arising in the ordinary coursc of our business. At March 31, 2007, our provisions for legal proceedings were
approximately R$127.6 million, of which R$127.0 million related 1o ax proceedings, R$0.4 million related to
civil proceedings and RS0.1 million related to labor proceedings. We helieve that our provisions for judicial and
administrative proceedings are sufficient to mect our probable losses. We do not believe that any individual
pending proceedings, if adversely decided, would have a material adverse cifect on us.
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Tax Proceedings

We are party to & number of lawsuits involving the payment of cer:ain taxes and contributions. Our principal
tax proceedings are suinmarized below:

IRPJ proceedings: we have disputed (i) the deduction of the amounts we pay for Social Contribution on
Net Profits { Conmiribuicdo Social sobre o Lucro Liguido). or CSLL. rom the tax base used for the
catculation of IRPJ and (ii) the effect {from the non-recognition of monetary adjustments of our balance
sheet. At March 31, 2007, we had provisions of R$36.0 millicn in connection with these proceedings;

CSLL proceedings: we have challenged (i) the effect from the: non-recognition of monctary
adjustments of our balance sheet, and (ii} the application of a differentiated tax rate for the calculation
of the CSLL, and (iii) the deduction of CSLL paid from our tix base relating to the fiscal year ended
December 31, 1996 of interest on sharcholders” equity we paid in that year. At March 31, 2067. we had
provisions of R$21.6 million in connection with these proceedings;

Contribution for the Financing of Social Security (Contribuigdo para o Financianento du Seguridade
Social), or COFINS, proceedings: we have disputed the tax base for the calculation for the COFINS,
which we believe is applicable to our net income as opposed o our total income from (inancial
intermediation. At March 31, 2007, we had provisions of R3¢{).4 million in connection with these
proceedings;

Program for Social Integration (Programa de Integragio Social), or PIS, proceedings: we have disputed
the tax base for the calculation of the PIS, which we believe is applicable (o our net income as opposed
to our total income from financial intermediation, At March i1, 2007, we had provisions of R$9.0
million in connection with this proceedings.

Labor Proceedings

Most of our labor proceedings relate to the payment of overtime allegedly worked by our employees and the
recognition of employment relationship by employees from outsourced service providers.
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MANAGEMENT

Pursuant 1o our bylaws and Brazilian Corporation Law, we are managed by a Conselfio de Administragdo, or board
of directors, and a Diretoria, or board of executive officers, Our bylaws provide for a non-permanent fiscal council.

Board of Directors

Pursuant to our bylaws. our board of directors is composed of a minimum of three and a maximum of six
directors, of which 20% must be independent directors. Should this percentage result in a fractional number, our board
of direclors may proceed to round it up. if the fraction is equal to or higher than (.5, or down, if lower than 0.5.
Therefore, if our board of dircctors comprises three members, at least one member must be an independent director.
The minutes of the shareholders’ meeting that elects the independent director must clearly identify such director,

Our board of dircctors is responsible for defining our gencral business policies and overall guidelines,
including our long-term strategies, and for controlling and monitoring our performance. The duties of our board
of directors include, among other things, clecting or removing our executive officers and supervising our
managemenl team.

The members of our board of directors are elected at a sharcholders’ mecting for two-year terms. reelection
being permitted. The board members may be removed at any time pursuant (o a decision of a shareholders’
meeting. All our directors must be individuals who reside in Brazil and hold at lcast one of our shares.

As g result of the execution of an agreement to join the Level | segment of BOVESPA and of our adherence
to the Level | regulation, our directors are required to sign an instrument of adherence (o this regulation and our
agreement with the BOVESPA prior to taking office, In addition, under our by-laws, the members of our board
of directors are required to adhere 1o the regulation of the market arbitration chamber established by the
BOVESPA.

In accordance with Brazilian corporation law, minority shareholders of a listed company, whose interest in
the voting shares represent a minimum of 15.0% of the company’s voting capital stock, have the right to elect
one director in a separate voting process. In addition, hotders of non-voting preferred shares or preferred shares
with restricted voting rights that represent at least 10.0% of the corapany’s capital stock, or holders of cither
common or preferred shares in the aggregate representing a minimum of 10.0% of the capital stock, have the
right to elect one member of the board of directors by a separate voting process.

We expect that, after completion of this offering, our capital stock will consist of 80,215,333 preferred
shares representing 36.0% of our tolal capital stock, of which 55,881,013 preferred shares, or 25.1% of our total
capital stock, will be held by investors other than members of the Dayan family. Accordingly, these investors
will be entitled to elect one member of our board of directors, All the other members of our board of directors
will be elected by Daycoval Holding Financeira S.A., which will continue to hold all of our voting shares after
completion of this offering.

Currently. our board of directors is composed of four members, two of whom are independent directors. The
term of office of our directors extends through the annual sharcholders’ meeting to be held 1o analyze and
approve our financial statements at and for the year ended December 31, 2008.

The table below shows the names, age, position and date of clection of the current members of our board of

directors.

Name ._\E Position Elcetion Date
Ibrahim Dayan‘t 70 Chairman May 4, 2007
Sasson Dayan'! 67 Mecmber May 4, 2007
Gustavo Henrique de Barroso Franco 51 Independent Member May 4, 2007
Marco Antonio Bologna(® 52 Independent Member June 6, 2007

(1) Our directors Ibrahim Dayan and Sasson Dayan are siblings,
(2) The election of our independent director Marco Antdnio Bologna is subject to approval by the Central Bank.
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We sel out below brief biographical description of the members of our board of directors:

Ioratim Davan, Mr, [brahim Dayan is currently the chairman of our board of directors, He started his carcer
in Lebanon at Casa Banciria Salim A. Dayan, which was founded by his father. In 1968, he incorporated
Daycoval DTVM in Brazil together with his brother Sasson Dayan. In 1970, they also founded Valco Corretoras
de Valores Mobilidrios, which had significunt operations in the BOVESPA | In 1989, Daycoval DTVM was
authorized to operate as a multiple bank and became Banco Daycoval S.A.

Sasson Davaen. Mr. Sasson Dayan is currently a member of our board of directors. He started his career in
Lebanon at Casa Bancdria Salim A, Dayan, which was founded by his father, In 1968, he incorporated Daycoval
DTVM in Brazil together with his brother Ibrahim Dayan. In 1970, they also founded Valeo Corretoras de
Valores Mobilidrios, which had significant operations in the BOVESPA. . In 1989, Daycoval DTVM was
authorized to operate as a multiple bank and became Banco Daycoval S.A.

Gustavo Henrigue de Barroso France. Mr. Gustavo Franco is currently an independent member of our
board of directors. From 1986 to 1993, he was a professor, researcher and consultant specialized in inflation.
stabilization and international economic. From £993 to 1999. he was th: adjunct secretary of economic policy of
the Ministry of Finance. director for international affairs and president of the Central Bank. Mr. Guslavo Franco
played an essential role in the formulation and structuring of the Real Plan, among other activities. In 1999, he
worked as a professor of the economics department of Pontificia Universidade Catdlica do Rio de Janeiro, or
PUC-Rio. In 2000, he founded Rio Bravo Investimentos S.A. , a consulting {inancial company. in which he
serves as the CEOQ, He is also a member of the board of directors of various companies, as well as consultant and
speaker in corporate events. Mr. Gustavo Franco holds a degree in ecoromics from PUC-Rio and a master degree
in economics from PUC-Rio. He is also a Ph.D in cconomics from Harvard University.

Marco Antdnio de Bologna. Mr. Marco Bologna is currently an independent member of our board of
directors. From 1977 (o 2001. he worked in the financing markets, incliuding Bance Francés e Brasileiro, Lloyds
Bank, Chase Manhattan, Banco Ttamarati, Banco SRL and Banco Inter American Express S.A. In 2001, he
became the finance and management vice-president and invesiors relation officer of TAM S.A. and. in 2004, its
chief exccutive officer, Mr, Marco Bologna holds a degree in producticn engineering from the Escola Politécnica
da Universidade de Sio Paulo and a master degree in financial services from Manchester Business School.

Board of Executive Officers

Under our by-laws, our board of exccutive officers is composed o7 a minimum of four and a maximum of
nin¢ members, one of whom is designated as our chiet executive officer, one of whom is designated as our
investor relations officer. up to five of whom are designated as executive officers and the rest simply designated
as olficers. Our executive officers are our legal representatives, responsible for the day-to-day management of
our operations and for implementing the policies and general guidelines set by our board of directors.

Uinder Brazilian corporation law, our exccutive officers must reside in Brazil, but do not need to be
sharcholders.

Qur executive officers are elected by our board of directors for two-year terms, reelection being permitted.
Under the Brazilian corporation law, a maximum of one-third of our directors may also serve as our executive
officers. In addition, our executive officers may be removed at any lime pursuant to a decision taken by our
board ol directors.
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Like our dircetors, our exceutive olficers are also required to execute a management statement under which
they are personaily responsible for complying with Level | regulation and the agreement with BOVESPA. prior
to taking office. In addition, under our by-laws, our executive officers are required to adhere to the regulmion of
the market arbitration chamber ¢stablished by the BOVESPA.

Currently, our board of exceutive officers is composed of four members. The table below shows the names,
age. titles and date of election of our current officers.

Name Age  Position Election Date

Sasson Dayant!? 67 Chief Executive Officer March 15, 2007
Morris Dayant? 38 Investors Relution Officer March 13, 2007
Salim Dayant 37 Executive Officer March 15, 2007
Carlos Moche Dayan'!? 34 Executive Officer March 13, 2007

v Qur exceutive officers Salim Dayan and Carlos Moche Dayan are the sons of Sasson Dayan. Qur execulive
officer Morris Dayan is the son of Ibrahim Dayan.

Below is brief biographical description of the members of our board of executive officers:

Sasson Dayan, Mr. Sasson Dayan has been our chiel executive officer since 1989. See “—Board of

Dircctors™ for a description of Mr. Sasson Dayan's resume.

Maerris Dayan. Mr. Morris Dayan has been our officer since March 1998 and our investor relations officer
since March 2007. From 1991 10 1992, he worked as a trainee in the Republic National Bank of New York. Since
1992, he hus worked with us as trader and from 1992 10 1994, participated in various courses in the BM&F.

Mr. Morris Dayan graduated from the University of Jerusalem with degrees in economics and phitosophy.

Salim Dayan. Mr. Salim Dayan has been our officer since March 1998 and has worked with us as a sales
manager since 1991. Mr. Morris Dayan graduated [rom the Universidide de Sdo Paulo, or USP, with a degree in
production enginecring and he holds his MBA from Instituto Brasileiro de Mercado de Capitais, or IBMEC.

Carlos Moche Dayan. Mr. Carlos Dayan has been our officer since March 1998 and has worked with us as a
sales manager since 1994, Mr. Carlos Dayan graduated fromy USP with a degree in economics and he holds his
MBA from Fundagiio Getdlio Vargas, or FGV.

Fiscal Council

Under Brazilian corporation law, our fiscal council is a corporate body independent of the management and
our independent auditors. A fiscal council may be either permanent or non-permanent, in which case it will be
installed at the request of shareholders that represent at least 0.1% of the voting shares or 5% of the non-voling
sharcs. presented in any sharcholders” meeting in u specific year. Our fiscal council is non-permanent. according
Lo our by-laws. When installed, the fiscal council will be composed of a minimum of three and a maximum of
ive members and their respective alternates, according to the Brazilian corporation law. Under our by-luws. our
fiscal council members are subject to the rules of the market arbitration chamber established by the BOVESPA,.
As our fiscal council is not currently installed, we have not elected any fiscal council members.

The primary responsibilities of the fiscal council are monitoring management aclivities, reviewing the
company’s financial statements and reporting its findings to the shareholders. Under the Brazilian corporation
law, we are required 1o pay to fiscal council members, as compensation, a minimum of 10% of the average
annual amount paid to our executive officers.

Under the Brazilian corporation law, our fiscal council may not include members that are (i) on our board of
directors, or (i) on our board of exccutive officers, or are (iii) employed by us or (iv) employed by a subsidiary
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or company under common control with us, or are (v) spouses or close family members of any member of our
board of directors or board of executive officers.

Compensation

Under our by-laws. our sharcholders are responsible for establishing, at a shareholders' meeting, the
aggregate amount we pay (o the members of our board of executive offizers and our board of directors. A board
of directors’ mecting must in turn allocate this amount among our dircetors and cxecutive officers.

QOur shareholders” meeting set the aggregate compensation of the members ol our board of directors and
board of exceutive officers for the year 2007 at up o R$10.0 million.

Stock option plans

At the date of this offering memorandum. we have no stock option plans. We do not currently plan to
implement a stock option plan following the offering.

Shares held by our directors and officers

The table below indicates the number of our shares that are directly held by our directors and execulive
officers, as well as the respective individual pereentages that their ownership represent in the total number of our
shares, on the date of this offering memorandum.

% of our total

Directors and executive officers Comman shares i Preferred shares % shares
SassonDayan .. ...l 1 0.0 0 0.0 0.0
[brahimDay ........ ... . ... | 0.0 \ 0.0 0.0
Morris Dayan .......... ... ..o it 0 0.0 8.377,539 333 5.0
SalimDayan ... ... i e 0 0.0 8,377.540 333 5.0
Carlos Moche Dayan . ............... . ....... 0 0.0 8.377.540 33.3 5.0
Gustavo Henrique de Barroso Franco ... ... ... .. 0 0.0 | 0.0 0.0
Marco Antonio Bolognafl ..o oo 0 0.0 | 0.0 0.0
Total ... 2 0.0 25132621 1000 15.0

th The election of our independent director Marco Antdnio Bologna is subject 1o approval by the Central Bank,
Except for Gustavo Henrique de Barros Franco and Marco Antdnio Bologna, all of our directors and

executive officers own common and/or preferred shares of our controlling shareholder Daycoval Holding
Financeira S.A., which in turn owns 99.9% of our common shares. See “Principal and Selling Shareholders.”
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PRINCIPAL AND SELLING SHAREHOLDERS

The table below contains information relating to the ownership of common and preferred shares by our
shareholders at the date of this offering memorandum and following the closing of this offering:

Shares beneficially owned Shares beneficially
hefore the offering owned after the offering'?
Common Preferred Common Preferred

Shareholders shares % shares % Total % shares T shures % Total e
Daycoval Holding

Financeira S.A. .. 142418177 1000 — — 142418177 850 142418177 1000 —_ —  142418.177 640
Morris Dayvant?’ ., . _— — BJI77.539 333 R3T7539 5.0 — — 801143 101 8.111.438 36
Salim Dayunth ... — —  R377540 333 8377540 50 — — 8130 1041 8111440 36
Carlos Moche

Dayunt ., ... .. —_ — 8377540 333 8377540 50 — —  8.111.440 10.1 U110 36
Other direclors and

officers ,....... 3 e 2 — 4 - - - 4
FreeNoat ......... — — — — — — — — 55,881,013 69.7 55881.013 251
Total ... ... ...... 142,418,179 1000 25,132,621 1000 167,550,800 100.0 142,418,179 100.0 80,215,333 100.0 222,633,512 1.0

M Selling sharcholders.
™ Assuming the over-atlotment oplions is not exercised.

On the date of this offering memorandun. 1the members of our board of directors and boards of executive officers
collectively dircetly held 2 commeon shares and 25,132,621 preferred shares, representing a total of 15.0% of our
capital stock and virtwally zero per cent of our voting stock. After the closing of this offering, we expect they will
collectively directly hold 2 common shares and 24,334,320 preferred shares, representing a total of 10.9% of our
capital stock and virtually zero percent of our voting stock.

Daycoval Holding Financeira S.A., our principal shareholder, is also controlled by the Dayan family. The table below
contains information relating (0 the ownership of comimon and preferred shares by is shareholders at March 31, 2007,

Preferred

Shareholders Ordinary shares % shares e Total T

Ibrahim Dayan. ... ... . 41,890,200 500 10,705.289 183 52,595489 369
SassonDayan. ... ... 41,850,200 500 9084342 155 50974542 358
Momts Dayisn .. ..o e e e — — 6,529.750 11.1 6,529,750 4.6
SalimDayan ... .. ... e — — 15353726 262 15,353,726 10.8
Carlos Moche Dayan ... ... ... ... .. .. . . ... — — 153537126 262 153537206 108
RonyDayan ... o i 3 — 1,620,947 2.8 1,620,947 1.1
Total . e e 83,780,400 100.0 56,647,780 1000 142,928,180 100.0

Selling shareholders

Morris Dayan, Salim Dayan and Carlos Moche Dayan will sell a towal of 798,301 preferred shares in the
secondary offering, assuming the over-allotment option is not exercised.

The sclling sharcholders have agreed, subject to certain exceptions, not to sell or offer to sell, contract to sell, grant
call options, pledge or otherwise disposc of, the preferred shares, directly or tndirectly, or file any request for registration
with the SEC or the CVM involving the preferred shares, or securities convertible into or exchangeable or exercisable for
shares or warrants or other rights to acquire the shares, or give notice 1o the market of any intent to make such offer, sale,
disposition or {iling within the period of 180 days following the date of pubiication of the announcement of
commencement of this offering. These restrictions are not applicable to transfers occurring upon prior consent from the
lead underwriter and the underwriter of the international offering or to transfers made to our subsidiaries, provided these
subsidiarics should cxpressly adhere to such transfer restrictions. See “The Offering—Lock Up Agreement.”

Shareholders’ agreements

At the dawe of this offering memorandum, there are no shareholders’ agreements in effect involving our shares.
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RELATED PARTY TRANSACTIONS

According to the Brazilian law, financial institutions are not allowed to grant loans or make cash advances
or guaraniee transactions carried out by their controlling sharcholders, affiliates, directors or officers. or close
family members of their directors and officers. For more detailed information on the restrictions to which
financial institutions are subject, see “Regulation of the Brazilian banking industry—Principal limitations and
testrictions on financial institutions.”™ Accordingly, we have not granted loans or made cash advances to, or
guaranteed the transactions of, any of our non-financial affiliates or to cur directors, officers or close family
members of our directors and officers.

Cecrtain affiliates, sharcholders and subsidiaries maintain demand ind time deposits with us and have
executed derivative financial instruments with us, pursuant 1o transactions carried out on an arm’s length basis.
At March 3t, 2007, the total net amount of our velated party transactions was R$12.4 million, as we were entitled
to receive RS45.9 million and were required to pay R$33.5 million thereunder, Sce note 21 to our consolidated
financial statements for a discussion about our related party transactions.
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DESCRIPTION OF CAPITAL STOCK

The following is a summary of certain material provisions of our bylaws, the Brazilian Corporation Law, CVM
regulations and the listing rules of the Level | segment of the BOVESPA relating 1o our capital stock, management,
periodic information disclosure and other corporate issues as if we were already registered as a publicly-held
company with CVM and our preferred shares were alrcady listed on the Level | segment of the BOVESPA. As pan
of the listing and registration process, we were required to include in our by-Faws certain corporate governance
provisions pursuant to the rules of the Level 1 segment of BOVESPA and the CVM. The ollowing summary is a
summary description of the matters described herein and therefore does not contain complete information on any
matter addressed herein.

General

We are currently a privately held company of authorized capital stock, creuted under Brazilian law, Qur
corporate documentation is duly registered with the Board of Trade of the State of Sxo Paulo (Juntu Comercial do
Estado de Sdo Paulo). or JUCESP. On May 8. 2007. we apptied for registration with the CVM as a publicly held
company. which is under CVM’s review, After the granting of the public company status and registration of the
offering with the CVM, which is expected at June 27, 2007, we will become a publicly held company, created under
Brazilian law. Our head office is located in the City of Sdo Paulo. State of Sdo Paulo.

At May 31, 2007, we entered into an agreement to join the Level | segment of BOVESPA, which will
become effective on the date of the announcement of the commencement of this offering.

Capiltal stock

At the date of this offering memorandum, our capital stock was R$422,737.061.47 divided into 167.550,800
shares, all of which had been lully paid-in, divided into 142,418,179 common and 25,132,621 preferred shares,
without par value, Based on the initial offering price of our preferred shares, after the closing of this offering our
capital stock will be R$1,359,143,165.47. divided into 142,418,179 common and 80,215,333 preferred shares,
withoul considering the exercise of the over-allotment option,

Our by-laws provide that our sharc capital may be increased by resolution of our shareholders without nced
to amend our by-laws, up to the authorized limit of R$1,200.0 million. All capital increases in excess of the
authorized limil must be approved at a sharehollers” meeting. Pursuant to the rules of the Level 1 segment of
BOVESPA, we may not issue participation certiltcates. and in accordance with Law No. 4,395, we may not issue
debentures.

Treasury stock

At the date of this offering memorandum, we do not have treasury stock.

Corporate purpose

Under our by-laws, our corporate purpose is to participate in active, passive and accessory transactions
related to our authorized portfolios (commercial. investment, leasing and credit, financing and investment and
foreign exchange), including foreign currency exchange, according to applicable laws and regulations.

Rights of preferred shares

Each common share entitles its owaer to one vote in our general and special shareholders meetings. Our
preferred shares do not have voting rights in our sharcholders” meetings, but the preferred sharcs do have the
following rights and benc/fits:

* the right to be included in any public tender offer to acquire shares. in the same conditions and price paid
for common shares that are part of a controlling stake, as a result of the sale or transier of our control.
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* the right to be included in a public tender offer for acquisition of shares at a minimum price that shall
correspond to the economic value of the shares, as appraised by a valuation report, according to our
by-laws and the applicable laws. as a result of (i} our delisting from the Level | segment of BOVESPA:
(i1} the corporate reorganization where the surviving company is not admitted to trade its shares on the
Level 1 segment of BOVESPA; (iii) limitation or revocation, 2xcept is as a consequence of the

; applicable law or regulations issued by CVM. of the provisions of our by-laws related 1o (1) public

tender offer to be done in case of disposition of control: (2} participation of independent directors in

our board of directors. in the minimum percentage of 20% of the total number of members, (3} binding
powers of the arbitration clause: and {4) any other event in which a public tender offer for acquisition
of shares must be done, as well as related to its terms and conditions;

+ the right to participate in the distribution of profits in the sam:z conditions established to common
shares;

* precmptive rights to participate, in propertion to their ownership interest in our capital stock. in the
distribution of any residual assets in the event of our liguidation, with no premium.

In the event of our liquidation, our sharcholders are entitied to capital reimbursement in the proportion of
their stock holdings after our debts and liabilities have been satisfied, Except in certain specific cases foreseen in
Brazilian corporation law and as explained below under “—Preemptive: Rights”, our shareholders are entitled to
participale in our capilal stock increases in the proportion of their stock. holdings.

Shareholders’ agreements

Al the date of this offering memorandum, our shareholders had not entered into any sharcholders’
agreement.

Shareholders’ meetings

At shareholders’ meetings regularly called and convened, our cornmon shareholders are generally
empowered to take any action relating Lo our corporate objective and to adopt such resolutions as they may deem
necessary. Common sharcholders at the annual general shareholders’ ineeting have the exclusive power to
approve our financial statements and to determine the allocation of our net income and the payment of dividends
with respect Lo the year ended immediately prior to the sharcholders” meeting. The election of our directors
typically takes place at the annual shareholders’ meeting, although Brazitian corporation law provides that
directors may also be elected at a special sharcholders” meeting. In addition, holders of non-voting preferred
shares or preferred shares with restricted voting rights that represent at least 10.0% of the company’s capital
stock, or holders of cither common or preferred shares in the aggregate representing a minimum of 10.0% of the
capital stock, have the right to elect one member of the board of directors by a separate voling process.
According Lo our by-laws, we must elect independent directors in projortion of 20% of the total number of
member of our Board of Directors. Members of our fiscal council, if the necessary number of common and
preferred sharcholders requires its establishment, may be elected at any sharcholders’ meeting. The holders of
our preferred shares do not vote in our shareholders” meetings. However, according to the Brazilian corporation
law, if the mandatory dividend that they are entitled to is not paid for three consecutive [iscal years, the holders
of our preferred shares will acquire and hold the right to vote in shareholders™ meetings untii the date of payment
of such dividends.

A special shareholders’ meeting may be held at any time, including concurrently with our annual general
shareholders” meeting. According to our by-laws, our common share aolders may take decisions at our
sharcholders™ meetings concerning several matiers, including: (i) amendment of our by-laws: (ii) election and
dismissal of the members of our board of directors; (iii) determination of the aggregate compensation of the
members of the board of directors. our executive officers, and the fiszal council, if the necessary number of
sharcholders require its establishment; (iv) approval of management accounts and financial statements;
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(v) approval of the allocation of our profits and the payment of dividends, based on a proposal submiited by our
executive officers; (vi) election of the liquidator and election of the members of the fiscal council that should
operate during the liquidation proceedings; (vii) delisting {rom the Level | segment of BOVESPA;

(viti) suspension of the rights ol a sharcholder who has violated Brazilian corporation law or our by-laws;

(ix) approval of our transformation into a limited linbility company (sociedade limitada) or into any other
corporate form contemplated by Brazilian corporation law: (x} approval of our merger. consolidation or spin-off;
and (xi) approval of our dissolution and liquidation, and approval of the reports prepared by the liquidators.
Common sharcholders are prevented from changing any ol the rights of the preferred sharcholders discussed in
*—Rights of the Preferred Shares™ above.

Under Brazilian corporation law, the resolutions of our sharcholders’” meetings may not deprive our
common sharcholders of the tfollowing rights: (i) the right to cast & vote in resolutions of the sharcholders’
meetings; (1i) the right to participate in dividend distributions; (iii} the right to participate. in the proportion of
their stock holdings in our sharc capital, in the distribution of any remaining restdual assets in case of our
liquidation; (iv) preemptive rights in the event of subscription of shares, convertible debentures and subscription
warrants, except under certain circumstances foreseen in Brazilian corporation law and described below under
“—Preemptive Rights™: and (v} the right to withdraw from the Bank in the cases specified in Brazilian
corporation law, as described below under “—Withdrawal Rights and Redemption.™

Quoram

As a general rule, Brazilian corporation law sets forth that a quorum for purposes of a shareholders’ meeling
consists of sharcholders representing no less than 25% of a company’s issued and outstanding veting capital
stock on the first call and, if that quorum is not reached, any number of our voting capital stock on the sccond
call. A quorum for purposes of amending our by-laws consists of sharcholders representing at least two-thirds of
our issued and oulstanding capital stock on the first call and any percentage on the second call.

In the casc of publicly held companies with a significant degree of free float shares (i.c.. the shares not held
by our controlling shareholder and management) that results in holders of voting shares representing a minimum
of 50% of the voting capital stock not attending three consccutive sharcholders’ meetings, the CVM may
authorize a reduction of such quorum for resolutions.

As a general rule, the affirmative vole of sharcholders representing at teast a majority of our issued and
outstanding voting capital present at a shareholders’ meeting in person, or represented by a proxy. is required to
approve any proposed action, with abstentions not being taken into account. However. the affirmative vote of
shareholders representing at least 50% of our issued and outstanding voting capital is required, among other
things, for: {i) reducing the mandatory dividend for distribution to our common sharcholders; (ii) changing our
corporate objectives: (iii) approving our consolidation or merger with another company; (iv) approving the
spin-ofl of a portion of our assets or lizbililies; (v) approving our participation in a group of companies (as
defined in Brazilian corporation law); (vi) suspending our liquidation; and (vii) approving our dissolution.

Notice of a shareholders’ meeting

Brazilian corporation law requires that all shareholders’ meetings be called by means of at least three
publications in the Didrio Oficial do Extado do Sdo Paulo. the official newspaper of the State of Sdo Paulo, and
in another widely circulated newspaper. currently the newspaper Valor Econdmico. The first notice must be
published no later than |5 days before the date of the meeting. and the second. no later than eight days before the
date of the meeting. However, in certain circumstances. at the request of any shareholder and after hearing us, the
CVM may require that the sharcholders’ meeting 1o be postpone 10 be realized within 30 days of the [irst notice.
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Location of a shareholders’ meeting

Our shareholders” meetings are held at our head offices at Avenida Paulista, 1793, in the city of Sio Paulo,
State of Sdo Paulo. Brazilian corporation law allows our sharcholders tc hold mectings outside our head offices
in the event of force majeure. provided that the meetings are held in the city of Sio Paulo and the relevant notice
contains i ¢lear and accurate indication of the place where the shareholders™ meeting should take place.

Who may call our shareholders’ meetings

Qur board of directors should call the shareholders”™ meetings. [n aldiiion 10 our board of directors,
shareholders™ meetings may also be called by: (i) any sharcholder if out directors and olficers fail to call a
shareholders™ meeting within more than 60 days after the date on which they were required 10 do so under
Brazilian corporation law; (i) holders of al least 5% of our capital stocl if our directors and officers fuil to call a
mceting within eight days after receipt of a duly justitied sharcholder rcquest to call the meeting indicating the
proposed agenda: (i) holders of at least 5% of our capital stock if our directors and officers fail to call a meeting
within eight days after receipt of a request to call a meeting to cstablish the fiscal council: and (iv) our liscal
council if it is active, if our directors and oificers delay the calling of an annual sharcholders’ meeting for more
than one month from the date originally scheduled, When active. the fisical council may also call a special
sharcholders” mecting at any time if it belicves that there are important or urgent matters to be addressed.

Conditions of adinission to a shareholders’ meeting

In order to attend a sharcholders™ meeting, our shareholders should prove their capacity as sharcholders and
their ownership of the shares.

Qur shareholders may be represented at sharcholders™ meetings by a proxy, as ong as the proxy is appointed
less than one year before the meeting and is also (i) a shareholder, (ii) one of our directors or officers, or (iii) a
lawyer. Investment funds should be represented by their manager.

Board of directors
Election

Our by-laws require that our board of directors consist of a minimum of three and a maximum of six
directors, one of them denominated Chairman and the other members Jdenominated Directors. The exact number
of directors is sct by a vote of a majority of our common sharcs. According to our by-laws, at least 20% of the
members ol our board of directors should be independent. Brazilian corporation law allows cumulative voting at
the request of at least 10% of our voling capital stock.

In addition, under Brazilian corporation law, each member of our board of directors must hold at least one
share issucd by us. OQur directors are not subject to a mandatory retireinent age.

We currently have two independent directors, Gustavo Henrigue de Barroso Franco and Marco Antdnio
Bologna, which are not related to us other than by virtue of their service as members of our board of directors.
The election of Marco Antdnio Bologna is subject to approval by the Zentral Bank. See "Management—Board of
Directors.”

Transactions of interest to our directors

Brazilian corporation law prohibits a director from: (i) performing any act consisting of a concession by
using corporale assets o our detriment. as well as borrowing funds or obtaining any loan with, or borrowing any
corporate assels from us, or using the benelits from our assets, services or credits, according to his own and
personal interests. or benefit any company through which he has any interest. without prior written authorization
of our sharcholders or board of directors; (ii) by virtue of his or her position, receiving any type ol direct or
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indirect personal advantage trom third parties without authorization in the by-laws or from a sharcholders’
meeting; and (iii) taking part in any corporate transaction in which he or she has an interest that conflicts with an
interest of the corporation, or in the decisions made by other directors on the matter.

Withdrawal rights and redemption
Withdrawal rights

Shareholders who dissent from certain actions taken by our sharcholders at a sharcholders’ meeting have the
right to withdraw from us and to receive the net equity of their shares.

Under Brazilian corporation law, shareholder withdrawal righls may be exercised in the following
circumstances, among others: (i) a modification in preferences, privileges or a condition of redemption or
amortization conferred upon our preterred shares or creation of a new, more favored class of preferred shares (in
which case, only the shareholders adversely affected by such modification or creation will have withdrawal
rights); (ii) a spin-off from our Bank (in the specific circumstances described below); (ili) a reduction in our
mandatory dividends; (iv) a change in our corporate objectives; (v} our merger into or consolidation with another
company (in the specific circumstances described below); (vi) our participation in a centralized group of
companies {as delined in Brazilian corporation law and in the specific circumstances described below); (vi) a
change in our corporate form through transformation: (viii) a merger of all our shares into another Brazilian
company. so that we become a wholly owned subsidiary of such company; and (ix) the acquisition by us of the
control of another company for a price (hat exceeds certain limits provided by law,

Brazilian corporation law further provides that a spin-off of any of our assets will not trigger withdrawal
rights unless the spin-off: (i) causes a change in our corporate objectives. cxcept if the equity is spun off 1o a
company primary activities of which are consistent with our corporate objectives; (it) reduces our mandatory
dividends; or (iii) results in our participation in a centralized group of companies (as defined in Brazilian
corporation law).

In the case of our (i) merger into or consolidation with another company or (ii) our participation in a
centralized group of companics (as defined in Brazilian corporation law), our sharcholders will not be entitled to
withdraw il our shares: (a) arc liguid, that is, are part of the BOVESPA index or other stock exchange index (as
defined by the CVM) and (b) are widely held such that the controlling shareholder or its affiliates hold less than
50% of our shares.

The right 10 withdraw expires 30 days after publication of the minutes of the relevant sharcholders’ meeting.
Additionally, we are entitled to reconsider any action giving rise o withdrawal rights for 10 days after the
expiration of this period, by call of our board of directors, if we deem that the payment of the refunding amount
10 the dissenting sharcholders would jeopardize our financial stability.

Upen the exercise of withdrawal rights, sharcholders are entitled to receive the book value for the shares,
based on our most recent balance sheet approved by our shareholbders. [f the resolution giving rise to the
withdrawal rights is made more than 60 days afier the date of our most recent approved balance sheet, the
sharcholder may demand, together with the reimbursement. that his or her shares be valued according to a new
balance sheet dated no less than 60 days before the resolution date.

In this case, we must immediately pay 80% of the reimbursement amount, calculated on the basis of the
most recent balance sheet approved by our sharcholders. and the balance within 120 days after the daie of the
resolution of the shareholders’ meeting.

Redemption

According to Brazilian corporation law, we may redeem our shares upon resolution of our sharcholders at a
special sharcholders™ meeting. The redemption must be made through a drawing of lots.
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Registration of our shares

Our shares are held in book-entry form: with Banco Bradesco S.A. Transfer of our shares is carried out by
means of an entry in its accounting system. debiting the share account of seller and crediting the share account of
purchaser. upon a written order of the transferor or a judicial autherization or order.

Preemptive rights

Except as described in the paragraph below, our sharcholders have a general preemptive right 10 subscribe
for shares in any capital stock increase according o the proportion of their shareholdings at the time of such
capital stock increase. Our shareholders alto have a general preemptive right to subscribe for subscription
warrants that we may issue. A period of at least 30 days following the publication of notice of a capital stock
increase is allowed for the exercise of the preemptive right, which may be sold or transfer by a sharcholder.

However, under Brazilian corporation law and our by-laws, our beard of directors is authorized to exclude
preemptive rights or reduce the exercise period with respect to the issue of new shares and subscription warrants
up to the limit of the authorized capilal stock if the distribution of those shares or warrants is effected through a
stock exchange. through a public offering or through an exchange of shares in a public offering the purpose of
which is to acquire control of another company. This offering should be: carried out with the exclusion of our
sharcholders” preemptive rights.

Policy on the trading of our securities by us and our controlling shareholders, our directors and officers

We adopted the rules conveyed under CVM Instruction No. 338 for the trading of our securities. As a result,
we, our controtling sharcholders, directors, officers and members of our liscal council, when it is active, and of
any committees or bodies performing technical or advisory functions, created under our by-laws (who are
considered insiders under the Brazilian securities regulation), are prohibited from trading in our securities,
including derivatives based on our sccuritics, as follows:

* before the public disclosure of any material act or fact with r2spect to our business;

+ persons that are no longer members of our management team are prohibited from trading in our
securities before the disclosure of material information regarding us that happened during their term of
office and the prohibition from wrading our securilies is exterded for a period of six months as from the
date on which such persons quit their positions or up to the date of disclosure to the public of such
material information unless the trading in our securities may interfere in the conditions of the business
in detriment (o us or our shareholders;

» whenever a procedure is ongoing for purchase or sale of our shares by us or our controlled or affiliated
companics, or other companies that share control with us, or an option or mandate has been granted for
the same purpose, or there is an intention to merge us inte gnother compuny or to carry out our total or
partial spin-off, consolidation, transformation or corporate r:organization;

* during the |15-day period before the disclosure of our quarterly (*ITR™) and annual financial
information and statements (“[AN" and "DPF", respectively), as required by CVM; and

»  with respect only to our controlling shareholders, directors and officers, in the cvent of acquisition or
sale of our shares by us or the acquisition or sale of our sharzs by any of our controlled or affiliated
companies or any other company under our common contro.

Pursuant to lock-up agreements restiicting the sale of our shares, we, the selling sharcholders, Daycoval
Holding Financeira S.A. and our directors and officers have agreed thit, subject to certain exceptions, we and
they should not issue, offer, sell, contract to sell, pledge, foan, grant any option to purchasc, make any short sale
or otherwise dispose of, directly or indirectly, for a period of 180 days following the date of publication of the
Antincio de inicio, without the prior written consent of underwriters. eny preferred shares or any sccurities
convertible into or exchangeable or exercisable for preferred shares issucd by us.
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In addition, our management team and our sharcholders agree that for a period of six months afier our
preferred shares begin trading on this segment of the BOVESPA, our controliing shareholder, directors and
officers may not sell and/or offer to sell preferred shares issued by us or securilies traded on futures markets or
other assets backed by our preferred shares held prior 1o the date that our preferred shares begin trading on the
Level 1 segment of BOVESPA, which restriction also applies for an additional period of six moaths in respect of
trading in more than 40% of our preferred shares or securities traded on futures markets or other assets backed by
our preferred shares, which are held by our controlling sharcholder. directors and officers. except the over-
allotment sharcs.

Purchases of our own shares by us

Our by-laws entitle our board of directors to approve the acquisition of our own shares. The decision to
acquire our sharcs and maintain the acquired shares in treasury or to cancel them may not, among other things:
(i) result in the reduction of our share capital; (ii) require the use of resources greater than our retained earnings
or reserves recorded in our most recent financial statements, except the legal reserve (as defined in the applicable
regulation): (iii} create, directly or indireetly, any artificial demand, supply or share price condition, or use any
unfair practice, as a result of any action or omission: {iv) be used for the acquisition of unpaid stock or shares
held by our controlling shareholders; or (v) be conducied during the course of a public offering to purchase our
shares.

We may not keep in treasury more than 10% of our outstanding shares, excluding the shares held by our
controlling shareholders. but including the shares held by subsidiaries.

Any acquisition of our shares must be made on a stock exchange, except where the shares are registered for
negotiation only in the over-the-counter market, and cannot be made in a private transaction or at a price higher
than the market price unless prior approval is received from the CVM. We may also purchase our shares for the
purpose of going private. Additionally. we may acquire or issue put or call options related to our shares.

Disclosure of information

As u publicly heid company, we should be subject 1o the reporting requirements established by Brazilian
corporation law and the CVM. Furthermore, once we are listed on the Level | segment of BOVESPA, we should
also follow the disclosure requirements set forth in the Level 1 segment of BOVESPA regulation.

Perivdical and oceasional publication of information

Pursuant to the Brazilian securities regulation and CVM Instruction 358, we must provide certain
information to the CVM and BOVESPA on a periodic basis, including annual information, quarterly information
and the quarterly management reports and reports of independent auditors. Brazilian securities regulations aiso
require public companies to file with the CVM all sharcholders’ agreements and notices and minutes of the
sharcholders™ meetings.

In addition Lo the disclosure requirements imposed by Brazilian corporation taw and the CVM, we must also
obscrve the following rules of the Level 1 scgment of BOVESPA:

« after the release of our (inancial statements relating 1o the second fiscal year after the listung of our
preferred shares on the Level 1 segment of BOVESPA, we must, no later than four months afier the
end of the fiscal year, (i) release financial statements or consolidated financial statements in accordance
with U.S. GAAP, or International Financing Reporn Accounting Standards. or IFRS, in reais or U.S