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PRESENTATION OF INFORMATION

In this annual report, the terms Bradesco, the Company, the Entity, the Bank, we or us refer to Banco Brac
S.A., a sociedade anénima organized under the laws of Brazil and, unless the context otherwise requires, its
consolidated subsidiaries. We are a full service financial institution providing, directly or through our subsidiaries, a
full range of banking, financial, insurance and private pension plan services to all segments of the Brazilian domestic
market. Our operations are based primarily in Brazil.

Item 18 of this annual report includes our audited consolidated financial statements as of and for the years ended
December 31, 2004, 2005 and 2006, including the notes thereto, which have been prepared in accordance with
generally accepted accounting principles in the United States, known as U.S. GAAP.

References herein to real, reais or R$ are to the Brazilian real, the official currency of Brazil. References herein to
U.S. dollars or US$ are to United States dollars.

The following table sets forth, for the dates indicated, the exchange rate of reais to U.S. dollars based on the noon
buying rate in New York City as reported by the Federal Reserve Bank of New York and the U.S. dollar selling rate as
reported by the Central Bank of Brazil, which we call the Central Bank, at closing:

Noon Buying Rate
Date for Closing Selling
U.S. dollars Rate for U.S. dollars
(R$ per US$1.00)
December 31, 2004 2.6550 2.6544
December 31, 2005 2.3340 2.3407
December 31, 2006 2.1342 2.1380
June 15, 2007 1.9098 1.9097

As a result of recent fluctuations in the real/U.S. dollar exchange rate, the closing selling exchange rate at
December 31, 2006 may not be indicative of current or future exchange rates. Therefore, you should not read these
exchange rate conversions as representations that any such amounts have been or could be converted into U.S. dollars
at those or any other exchange rates.

For your convenience, certain amounts have been converted from reais to U.S. dollars. These conversions have
been calculated using the U.S. dollar selling rate at closing published by the Central Bank. See Item 3. Key
Information Exchange Rate Information for more information regarding the exchange rates applicable to the Brazilian
currency since 2002.

Certain figures included in this document have been subject to rounding adjustments. Accordingly, figures shown
as totals in certain tables may not be an arithmetic aggregation of the figures which precede them.
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PART I
Item 1. Identity of Directors, Senior Management and Advisers.

Not applicable.
Item 2. Offer Statistics and Expected Timetable.

Not applicable.
Item 3. Key Information.
SELECTED FINANCIAL DATA

You should read the following selected financial data in conjunction with Presentation of Information and Item 5.
Operating and Financial Review and Prospects , included in this annual report.

We have presented below selected financial information prepared in accordance with U.S. GAAP as of and for the
years ended December 31, 2002, 2003, 2004, 2005 and 2006. The selected U.S. GAAP financial information is
derived from and should be read in conjunction with our audited consolidated financial statements prepared in
accordance with U.S. GAAP provided in Item 18. The report of the Independent Registered Public Accounting Firm is
included in this annual report.

This information is qualified in its entirety by reference to the U.S. GAAP financial statements and the notes
thereto provided in Item 18.

Year ended December 31,

2002 2003 2004 2005 2006 2006
(R$ in million) (US$ in
million)
@

Data from the Consolidated Statement

of Income:

Net interest income R$13,467 R$14,999 R$14,804 R$18,866 R$21,706 R$11,253

Provision for loan losses (2,543) (2,034) (1,429) (1,823) (3,767) (1,953)

Net interest income after provision for

loan losses 10,924 12,965 13,375 17,043 17,939 9,300

Fee and commission income 2,894 3,463 4,310 5,137 6,610 3,427

Insurance premiums (2 5,308 6,149 6,764 7,805 8,121 4210

Pension plan income @ 21 64 374 377 791 410

Equity in the earnings of unconsolidated

companies® 150 60 66 186 224 116

Other non-interest income 4 (410) 1,373 2,768 4,051 4,338 2,249

Operating expenses ©) (7,413) (8,586) (8,921) (9,645) (11,310) (5,863)

Insurance claims (3,614) (4,333) (4,822) (5,501) (6,124) (3,175)
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Changes in provisions for insurance,
pension plans,

certificated savings plans and pension
investment contracts

Pension plan operating expenses
Insurance and pension plan selling
expenses

Other non-interest expense (©)

Income before income taxes and minority
interest

Taxes on income

Change in accounting principle
Minority interest

Net income

(2,261)
(370)

(669)
(2,272)
2,288

(161)

27
(12)

R$2,142

(3,777)
(637)

(762)
(3,323)
2,656

(346)

8)

R$2,302

(4,326)
(751)

(907)
(3,990)
3,940

(601)

(12)

R$3,327

(3,939)
(505)

(1,041)
(5,216)
8,752
(2,431)

(1)

R$6,310

(4,199)
(560)

(852)
(6,228)
8,750
(2,273)

(15)

R$6,462

(2,177)
(290)

(442)
(3,229)
4,536
(1,178)

®)

R$3,350
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Year ended December 31,

2002 2003 2004 2005 2006
(R$, except (R$, except (R$, except (R$, except
numbers of numbers of numbers of numbers of

Table of Contents

(R$, except
numbers of

shares) (US$) shares) (US$) shares) (US$) shares) (US$) shares) (US$)D

Per Share
Data (:

Earnings
per share
&9

Common R$ 1.19 R$ 1.20 R$ 1.67 R$ 3.08

Preferred 1.31 1.32 1.84 3.39

Dividends/

interest on

shareholders

capital per

share (10);
US$ US$ US$

Common 0.53 0.16 0.70 0.24 0.66 0.28 0.93
US$ US$ US$

Preferred R$0.58 0.18 R$0.77 0.27 R$0.74 0.31 R$ 1.00

Weighted

average

number of

outstanding

shares:

Common 869,358,680 - 923,520,444 - 957,064,460 - 977,180,608

Preferred 851,795,472 - 910,321,944 - 944,327,192 - 973,893,242

US$
R$ 3.14 1.63
3.45 1.79
USS$
0.40 1.05 0.54
US$ US$

0.44 R$ 1.16 0.60

Year ended December 31,

2002 2003 2004 2005
Consolidated Balance Sheet Data:
(R$ in million)
Assets
Cash and due from banks R$2,725 R$2.,473 R$2,6900 R$3,447
Interest-earning deposits in other banks 2,379 5,170 7,976 13,119

12,674 26,175 19,435 10,985

- 980,383,482 -

- 981,672,582 -

2006 2006
(US$ in
million)®

R$

4748 R$2.462

8.918 4.623

14.649 7.595
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Federal funds sold and securities
purchased under agreements to resell
Brazilian Central Bank compulsory

deposits 16,057 16,690 20,209 21,686 23.461 12.163
Trading and available-for-sale securities,

at fair value 27,549 43,267 43,197 55,658 86.614 44.903
Held to maturity securities 4,001 3,265 4,200 4,121 3.265 1.693
Loans 52,324 54,795 63,176 82,689 97.935 50.772
Allowance for loan losses (3,455) (3,846) (4,063) (4,964) (6.552) (3.397)
Equity investees and other investments 550 295 708 397 527 273
Premises and equipment, net 2,993 3,106 2,946 2,721 3.000 1.555
Goodwill - - 262 332 667 346
Intangible assets, net 1,778 1,740 1,568 1,294 1.623 842
Other assets 10,300 13,200 14,775 15,109 20.416 10.584
Total assets 129,875 166,330 177,079 206,594 259.271 134.414
Liabilities

Deposits 56,333 58,027 68,647 75,407 83.925 43.509

Federal funds purchased and securities
sold under agreements to

repurchase 7,633 27,490 16,532 22,886 42.875 22.228
Short-term borrowings 9,639 7,795 8,272 7,066 5.709 2.960
Long-term debt 13,389 20,093 19,653 23,316 30.122 15.616
Other liabilities 31,826 39,260 48,343 57,612 70.083 36.333

Total liabilities 118,820 152,665 161,447 186,287 232.714 120.646

Minority interest in consolidated
subsidiaries 203 73 73 88 93 48

Shareholders Equity

Common shares (1D 2,638 3,525 3,525 6,497 7.095 3.678
Preferred shares (12) 2,562 3,475 3,475 6,503 7.105 3.684
Capital stock 5,200 7,000 7,000 13,000 14.200 7.362
Total shareholders equity 10,852 13,592 15,559 20,219 26.464 13.720

Total liabilities and shareholders

equity 129,875 166,330 177,079 206,594 259.271 134.414
Average assets (13) 123,447 146,872 162,891 188,091 227.898 118.149
Average liabilities (13) 113,216 134,625 148,814 170,677 206.466 107.038

R$ R$
Average shareholders equity!?) R$10,015 R$12,138 R$14,012 R$17,357 21.323 11.054

(D) Amounts stated in U.S. dollars have been translated from Brazilian reais at an exchange rate of R$1.9289 =
US$1.00, the Central Bank exchange rate on May 31, 2007. We used the exchange rate of May 31, 2007,
instead of December 31, 2006, because there has been an appreciation in the real U.S. dollar exchange rate

8
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since December 31, 2006. For more information, see Item 5. Operating and Financial Review and Prospects
Overview Brazilian Economic Conditions. Such translations should not be construed as a representation that the
Brazilian real amounts presented have been or could be converted into U.S. dollars at that rate.
Since 2003, we classify amounts received in relation to certain private retirement plans as income from
insurance premiums. Amounts related to such private retirement plans from periods prior to 2003 have been
reclassified to facilitate comparison. As a result, income from pension premiums decreased and income from
insurance premiums increased by R$327.0 million for the period ending December 31, 2002. These
reclassifications do not affect non-interest income, net income, or shareholders equity. The private retirement
plans offer beneficiaries of holders a guaranteed payment of benefits upon death.
For more information on the results of equity investees, see Item 5. Operating and Financial Review and
Prospects and note 9 to our consolidated financial statements in Item 18.
Other non-interest income consists of trading income (losses), net realized gains on available-for-sale
securities, net gain on foreign currency transactions and other non-interest income.
Operating expenses consists of salaries and benefits and administrative expenses.
Other non-interest expense consists of amortization of intangible assets, depreciation and amortization and
other non-interest expense.
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Per share data reflects, on a retroactive basis: (a) a reverse split of our shares at a 10,000:1 share ratio, which
was approved by our shareholders on March 10, 2004 (as a result, we had 158,587,942 authorized and issued
shares outstanding, no par value, as of December 31, 2003). The new shares began trading on the Sao Paulo
Stock Exchange on March 22, 2004; (b) a split of our capital stock on December 9, 2004, in which we issued
two new shares for each existing share; (c) a split of our capital stock on November 11, 2005, in which we
issued one new share for each existing share; and (d) a split of our capital stock on March 12, 2007, in which
we issued one new share for each existing share.

For purposes of calculating earnings per share in accordance with the U.S. GAAP, preferred shares are treated
in the same manner as common shares. Preferred shareholders are entitled to receive dividends per share in an
amount 10.0% greater than the dividends per share paid to common shareholders. For a description of our two
classes of shares, see Item 10. Additional Information Memorandum and Articles of Incorporation.

None of our outstanding obligations are exchangeable for or convertible into equity securities. As a
consequence, our diluted earnings per share does not differ from our earnings per share Accordingly, our
basic and diluted earnings per share are equal in all periods presented. See note 2(u) to our consolidated
financial statements in Item 18.

The amounts determined in US dollars were converted into reais using the exchange rate on the date such
dividend was paid.

Common shares outstanding, no par value: 1,000,142,912 authorized and issued at December 31, 2006 (as
adjusted to the split of our capital stock on March 12, 2007, in which we issued one new share for each
existing share); 489,450,004 authorized and issued at December 31, 2005; and 238,351,329 authorized and
issued on December 31, 2004. Data from 2002 to 2006 reflects (a) the reverse split of our shares at a 10,000:1
share ratio, on March 2004; (b) a split of our capital stock on December, 2004, in which we issued two new
shares for each existing shares; and (c) a split of our capital stock on November, 2005, in which we issued
one new share for each existing share.

Preferred shares outstanding, no par value: 1,001,622,936 authorized and issued at December 31, 2006 (as
adjusted to the split of our capital stock on March 12, 2007, in which we issued one new share for each
existing share); 489,938,838 authorized and issued at December 31, 2005; and 236,081,796 authorized and
issued on December 31, 2004. Data from 2002 to 2006 reflect (a) the reverse split of our shares at a 10,000:1
share ratio, on March 2004; (b) a split of our capital stock on December, 2004, in which we issued two new
shares for each existing shares; and (c) a split of our capital stock on November, 2005, in which we issued
one new share for each existing share.

See Item 4. Information on the Company Selected Statistical Information.

Preferred shareholders are entitled to receive dividends per share in an amount 10.0% greater than the dividends
per share paid to our common shareholders.

EXCHANGE RATE INFORMATION

During 2002, the real depreciated against the U.S. dollar, but during 2003, 2004, 2005 and 2006 it appreciated
against the U.S. dollar. During the first five months of 2007, the real continued to appreciate against the U.S. dollar.
Under the current free convertibility exchange system, the real may undergo further devaluation or may appreciate
when compared to the U.S. dollar and other currencies.
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The following table sets forth the period-end, average, high and low noon buying rate reported by the Federal
Reserve Bank expressed in reais per U.S. dollars for the periods and dates indicated:

Noon Buying Rate for U.S. dollars

R$ per US$1.00

Period Period-End Average () High Low
2002 R$3.5400 R$2.9420 R$3.9450 R$2.2650
2003 2.8950 3.0954 3.6640 2.8270
2004 2.6550 2.9131 3.2085 2.6510
2005 2.3340 2.4352 2.7755 2.1695
2006 2.1342 2.1774 2.3340 2.0900

December 2.1342 2.1476 2.1675 2.1342
2007

January 2.1225 2.1376 2.1520 2.1225

February 2.1200 2.0939 2.1200 2.0740

March 2.0580 2.0883 2.1385 2.0540

April 2.0308 2.0302 2.0465 2.0192

May R$1.9225 R$1.9836 R$2.0330 R$1.9225

@) Average of the month-end rates beginning with December of previous period through last month of period
indicated.
Source: Federal Reserve Bank of New York

On June 15, 2007, the noon buying rate reported by the Federal Reserve Bank of New York was R$1.9098 per
US$1.00.

The following table sets forth the period-end, average, high and low selling rate reported by the Central Bank at
closing, expressed in reais per U.S. dollars for the periods and dates indicated:

Closing Selling Rate for U.S. dollars

R$ per US$1.00

Period Period-End Average () High Low
2002 R$3.5333 R$2.9461 R$3.9552 R$2.2709
2003 2.8892 3.0964 3.6623 2.8219
2004 2.6544 2.9150 3.2051 2.6544
2005 2.3407 2.4341 2.7621 2.1633
2006 2.1380 2.1812 2.3407 2.0892

December 2.1380 2.1499 2.1693 2.1380
2007

January 2.1247 2.1385 2.1556 2.1247

February 2.1182 2.0963 2.1182 2.0766

March 2.0504 2.0887 2.1388 2.0504

April 2.0339 2.0320 2.0478 2.0231

May R$1.9289 R$1.9816 R$2.0309 R$1.9289

€] Average of the month-end rates beginning with December of previous period through last month of period
indicated.
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Source: Central Bank

On June 15, 2007, the U.S. dollar selling rate reported by the Central Bank at the close of the day was R$1.9097 to
US$1.00.
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RISK FACTORS
Risks Relating to Brazil

Brazilian political and economic conditions have a direct impact on our business and the market price of the
preferred shares and ADSs.

Substantially all of our operations and customers are located in Brazil. Accordingly, our financial condition and
results of operations are substantially dependent on Brazil s economy, which in the past has been characterized by
frequent and occasionally drastic intervention by the Brazilian government and volatile economic cycles. In addition,
our operations, financial condition and the market price of the preferred shares and ADSs may also be adversely
affected by changes in government policy or regulations including such factors as:

¢ exchange rates and exchange control policies;

e interest rates;

® monetary policy;

¢ liquidity of domestic capital and lending markets;

® domestic economic growth;

¢ changes in the tax regime, including charges applicable to the banking industry;
e inflation rates; and

e other political, diplomatic, social and economic developments within and outside of Brazil that may affect the
country.

The Central Bank determines the Brazilian base interest rate, which we refer to as the base interest rate. The base
interest rate is the benchmark interest rate payable to holders of securities issued by the federal government and trade
at the Sistema Especial de Liquidacdo e Custédia  Selic (Special System for Settlement and Custody, known as  Selic ).
In the first half of 2006, the Central Bank decreased Brazil s base interest rate from 17.25% to 15.25% and continued
to decrease it in the second half of 2006, reaching a rate of 13.25% at December 2006. During the first six months of
2007, Brazil s base interest rate decreased to 12.0% ..

We have no control over, and cannot predict, what measures or policies the Brazilian government may take in
response to the current or future state of the Brazilian economy or how such measures or policies may affect the
Brazilian economy and, either directly or indirectly, our operations and revenues.

A mismatch of our foreign exchange exposure may lead to substantial losses in our liabilities denominated in, or
indexed to, foreign currencies, a reduction in our revenues and a decline in the competitiveness of our loan and
leasing operations.

The exchange rate between the real and the U.S. dollar has varied significantly in recent years. For example, the
real/U.S. dollar exchange rate decreased from R$2.3407 per U.S. dollar at December 31, 2005 to R$2.1380 at
December 31, 2006. In the last two years, the value of the real appreciated by 19.5% against the U.S. dollar, and
during the first five months of 2007 the value of the real increased by 9.8%, from R$1.9289 per U.S. dollar at May 31,

13
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2007, as compared to R$2.1380 per U.S. dollar at December 31, 2006. At June 15, 2007, the real/U.S.
dollar-exchange rate was R$1.9097 per U.S. dollar.
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A significant amount of our financial assets and liabilities are denominated in, or indexed to, foreign currencies,
primarily U.S. dollars. When the Brazilian currency is devalued, we incur losses on our liabilities denominated in or
indexed to foreign currencies, such as our U.S. dollar-denominated long-term debt and foreign currency loans, and
experience gains on our monetary assets denominated in or indexed to foreign currencies, as the liabilities and assets
are translated into reais. If a devaluation occurs when the value of such liabilities significantly exceeds the value of
such assets, including any financial instruments entered into for hedging purposes, we could incur significant losses,
even if their value has not changed in their original currency.

Conversely, when the value of the real appreciates against the U.S. dollar, we incur losses on our monetary assets
denominated in or indexed to foreign currencies and experience gains on our liabilities denominated in or indexed to
foreign currencies. If the real appreciates and the value of such assets significantly exceeds the value of such
liabilities, we could incur significant losses, even if their value has not changed in their original currency.

In addition, our lending and leasing operations depend significantly on our capacity to match the cost of funds
indexed to the U.S. dollar with the rates charged to our customers. A significant devaluation may affect our ability to
attract customers on such terms or to charge rates indexed to the U.S. dollar.

If Brazil experiences substantial inflation in the future, our revenues and the market price of the preferred shares
and ADSs may be reduced.

Brazil has in the past experienced extremely high rates of inflation, with annual rates of inflation (IGP-DI) during
the last fifteen years reaching as high as 2,708% in 1993. More recently, Brazil s rates of inflation were 1.2% in 2005,
3.8% in 2006 and 1.2% for the five months ended May 31, 2007. Inflation itself and governmental measures to
combat inflation have in the past had significant negative effects on the Brazilian economy. Inflation, actions taken to
combat inflation and public speculation about possible future actions have also contributed to economic uncertainty in
Brazil and to heightened volatility in the Brazilian securities markets. If Brazil experiences substantial inflation in the
future, our costs (if not accompanied by an increase in interest rates) may increase, our operating and net margins may
decrease and, if investor confidence lags, the price of our preferred shares and ADSs may fall. Inflationary pressures
may also curtail our ability to access foreign financial markets and may lead to further government intervention in the
economy, including the introduction of government policies that may adversely affect the overall performance of the
Brazilian economy.

Adverse changes in Brazilian economic conditions could cause an increase in customer defaults on their
outstanding obligations to us, which could materially reduce our earnings.

Our banking, leasing, and other businesses are significantly dependent on our customers ability to make payments
on their loans and to meet their other obligations to us. If the Brazilian economy weakens because of, among other
factors:

¢ the level of economic activity;

e devaluation of the real;

10
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e inflation; or
® an increase in interest rates,

some of our customers may be unable to repay their loans or to meet their debt service requirements, which would
increase our past due loan portfolio and could materially reduce our net earnings.

Access to international capital markets for Brazilian companies is influenced by the perception of risk in emerging
economies, which may hurt our ability to finance our operations.

The market for securities issued by Brazilian companies is influenced by economic and market conditions in
Brazil, and, to varying degrees, market conditions in other Latin American and other emerging market countries.
Although economic conditions in such countries may differ significantly from economic conditions in Brazil,
investors reactions to developments in these other countries may have an adverse effect on the market value of
securities of Brazilian companies. Crises in other emerging market countries or the economic policies of other
countries, in particular those of the United States and countries of the European Union, may reduce investor demand
for securities of Brazilian companies, including ours. Any of the foregoing developments could adversely affect the
market price of our common shares and hinder our ability to access the capital markets and finance our operations in
the future on acceptable terms, or at all.

Developments in other emerging markets may adversely affect the market price of the preferred shares and ADSs.

The market price of the preferred shares and ADSs may be adversely affected by declines in the international
financial markets and world economic conditions. Brazilian securities markets are, to varying degrees, influenced by
economic and market conditions in other emerging market countries, especially those in Latin America. Although
economic conditions are different in each country, investors reaction to developments in one country can affect the
securities markets and the securities of issuers in other countries, including Brazil.

Developments in other countries have also at times adversely affected the market price of our and other Brazilian
companies preferred shares, as investors perceptions of increased risk due to crises in other emerging markets can lead
to reduced levels of investment in Brazil and, in addition, may hurt our ability to finance our operations through the
international capital markets. If the current economic situation in Latin America deteriorates, or if similar
developments occur in the international financial markets in the future, the market price of the preferred shares and
ADSs may be adversely affected.

Risks Relating to the Company and the Brazilian Banking Industry

The Brazilian government regulates the operations of Brazilian banks and insurance companies, and changes in
existing laws and regulations or the imposition of new ones may negatively affect our operations and revenues.

Brazilian banks and insurance companies, including our banking and insurance operations, are subject to extensive
and continuous regulatory review by the Brazilian government. We have no control over government regulations,
which govern all facets of our operations, including the imposition of:

® minimum capital requirements;

11
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e compulsory reserve requirements;
¢ investment requirements in fixed assets;
¢ lending limits and other credit restrictions; and
® accounting and statistical requirements.

The regulatory structure governing Brazilian banks and insurance companies is continuously evolving. Existing
laws and regulations could be amended, the manner in which laws and regulations are enforced or interpreted could
change, and new laws or regulations could be adopted. Such changes could materially adversely affect our operations
and our revenues.

Regulatory changes affecting other businesses in which we are engaged, including our broker-dealer and leasing
operations, could also have an adverse effect on our operations and our revenues.

Changes in base interest rates by the Central Bank may materially adversely affect our results of operations and
profit.

The Central Bank establishes the base interest rates for the Brazilian banking system. In recent years, the base
interest rate has fluctuated, with a high of approximately 45.0% per year in March 1999 and a low of 12.0% per year
in June 2007. In December 2004, the Central Bank increased the base interest rate by 1.25 percentage point, to
17.75% per year. In May 2005, the Central Bank increased the base interest rate to 19.75% per year. The Central Bank
reduced the base interest rate to 18.0% per year in December 2005. On December 31, 2006, the base interest rate was
13.25% per year. Changes in the base interest rate may adversely affect our results of operations because:

¢ high base interest rates increase our domestic debt expense and may increase the likelihood of customer
defaults; and

¢ Jow base interest rates may diminish our interest income.

The Central Bank adjusts the base interest rate in order to manage aspects of the Brazilian economy, including the
protection of reserves and capital flows. We have no control over the base interest rates set by the Central Bank or
how often they adjust them.

The increasingly competitive environment in the Brazilian banking and insurance industries may negatively affect
our business prospects.

We face significant competition in all of our principal areas of operation from other large Brazilian banks and
insurance companies, both public and private. Brazilian regulations raise limited barriers to market entry and do not
differentiate between local or foreign commercial and investment banks and insurance companies. As a result, the
presence of foreign banks and insurance companies in Brazil, some of which have greater resources than we do, has
grown and competition both in the banking and insurance sectors generally and in markets for specific products has
increased. The privatization of publicly owned banks has also made the Brazilian markets for banking and other
financial services more competitive.

The increased competition may negatively affect our business results and prospects by, among other things:
12
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¢ limiting our ability to increase our client base and expand our operations;
¢ reducing our profit margins on the banking, insurance, leasing and other services and products we offer; and
® increasing competition for foreign investment opportunities.

Furthermore, additional publicly-owned banks and insurance companies may be privatized in the future. The
acquisition of a bank or insurance company in a privatization process or otherwise by one of our competitors would
add to the acquirers market share, and as a result, we may face increased competition from the acquirer.

New regulations focused on increasing the competitiveness in the banking sector may adversely affect our
compeltitiveness.

In September 2006, the Conselho Monetario Nacional (National Monetary Council), which we call CMN, enacted
new regulations to increase competition among Brazilian commercial banks.

Among the key aspects of these new regulations are (i) banks are prohibited from charging their clients fees for
services in connection with salary, pension and other income payment accounts that such clients are required to
maintain with a bank that is designated by such client s employer, pension fund or income payor; (ii) financial
institutions and leasing companies must accept the prepayment of loans and leasing transactions by clients who have
elected to refinance such debt with other financial institutions; (iii) clients will have the right to request that a financial
institution disclose their credit history to another financial institution; and (iv) changes in the regulation of the Credit
Guarantee Fund, known as FGC , which is a government fund created to guarantee payment of funds deposited with
financial institutions in case of intervention, administrative liquidation, bankruptcy, or other state of insolvency,
thereby providing depositors with greater assurance that their deposits will be safeguarded. For more information on
the FGC, see Regulation and Supervision - Bank Regulations - Dissolution of Financial Institutions Repayment of
Creditors in Liquidation.

By creating mechanisms that will make it easier for clients to open new accounts and transfer their funds from one
institution to another, these new regulations aim to increase competition among financial institutions by facilitating a
client s ability to switch their business from one financial institution to another. In addition, the changes in the Federal
depositary insurance regime are intended to provide clients with the security of knowing that if they deposit their
funds in a smaller institution, their loss will be guaranteed at up to R$60,000 per client in the event that the bank
becomes insolvent.

We cannot determine at this time how these new regulations may affect our ability to compete with other financial
institutions in Brazil. In addition, the Minister of Finance is considering the appropriate implementation regulations
for two additional measures, which, if implemented, may also affect our competitivity. We can provide no assurance
that these new regulations, the measures that are currently being considered or any additional future regulations, will
not have an adverse impact on our competitivity, thereby adversely impacting our results of operations and the price
of our ADSs.

Some of our common shares are held by shareholders, whose interests may conflict with other investors interests.
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At December 31, 2006, Cidade de Deus Companhia Comercial de Participagdes, which we call Cidade de Deus
Participagdes, directly held 48.46% of our common shares and Fundagdo Bradesco, directly and indirectly, held
47.06% of our common shares. As a result, these shareholders have the power to prevent a change in control of our
company, even if a transaction of that nature would be beneficial to our other shareholders. These shareholders also
have the power to approve related-party transactions or corporate reorganizations which may not be beneficial for our
other shareholders. Under the terms of Fundac¢do Bradesco s bylaws, all of our directors, members of the Diretoria
Executiva and departmental directors (which has been working at Grupo Bradesco for more than ten years), as well as
all directors and officers of Cidade de Deus Participagdes, serve as members of the board of trustees of Fundacao
Bradesco. The board of trustees has no other members. For more information on our shareholders, see Item 7. Major
Shareholders and Related Party Transactions Major Shareholders.

Changes in reserve and compulsory deposit requirements may hurt our profitability.

In mid-2002, the Central Bank increased the reserve requirements to 8.0% over demand deposits and time deposits
and 10.0% over savings deposits. Such amounts shall be paid in kind by the banks and will bear interest equivalent to
the base interest rate for the Brazilian banking system. On December 31, 2006, the reserve requirements over demand,
time and savings deposits required us to hold a total of R$6.8 billion. On December 31, 2006, the reserve requirements
over time deposits, required us to hold a total amount of R$4.8 billion in Brazilian government securities. In addition,
we could be materially adversely affected by changes in compulsory deposit requirements because the monies held as
compulsory deposits generally do not yield the same return as our other investments and deposits because:

® a portion of our compulsory deposits do not bear interest;
e we are obligated to hold some of our compulsory deposits in Brazilian government securities; and

® we must use a portion of the deposits to finance a federal housing program, the rural sector and the
microcredit program.

Reserve requirements have been used by the Central Bank to control liquidity as part of monetary policy in the
past, and we have no control over their imposition.

We may experience increases in our level of past due loans as our loan portfolio matures.

Our loan portfolio has grown substantially since 1996. Any corresponding rise in our level of past due loans may
lag behind the rate of loan growth, as loans typically do not become due within a short period of time after their
origination. Rapid loan growth may also reduce our ratio of past due loans to total loans until growth slows or the
portfolio becomes more seasoned. This may result in increases in our loan loss provisions, charge-offs and the ratio of
past due loans to total loans.

In addition, as a result of the increase in our loan portfolio and the described lag in any corresponding rise in our
level of past due loans, our historic loan loss experience may not be indicative of our future loan loss experience.

Losses on our investments in marketable securities may have a significant impact on our results of operations and
are not predictable.

Marketable securities represent a material portion of our assets, and realized investment gains and losses have had
and will continue to have a significant impact on our results of operations. The amounts of these gains and losses,
which we record when investments in securities are sold, or in certain limited circumstances when the securities we
hold are marked to market, may fluctuate considerably from period to period. The level of fluctuation depends, in part,
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upon the market value of the securities, which in turn may vary considerably, and upon our investment policies. We
cannot predict the amount of realized gain or loss for any future period, and variations from period to period have no
practical analytical value. Gains on our investment portfolio may not continue to contribute to net income at levels
consistent with recent periods or at all, and we may not successfully realize the appreciation now existing in our
consolidated investment portfolio or any portion thereof.
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If a ceiling on bank loan interest rates is enforced, it may have an adverse effect on our interest income and our
ability to extend credit.

As promulgated in 1988, the Brazilian Constitution established a 12.0% per year ceiling on loan interest rates,
including bank loan interest rates. This ceiling was not enforced, however, because the Brazilian Congress did not
adopt the necessary implementing legislation. In May 2003, the relevant article was revoked pursuant to a
constitutional amendment.

Any significant changes in the restrictions on interest rates could have a substantial effect on our financial
situation, results of operations and prospects.

Our strategy of marketing and expanding Internet banking in Brazil could be badly received or more expensive
than lucrative.

We have aggressively pursued the use of the Internet for banking and other services to our clients and expect to
continue to do so. However, the market for our Internet products is rapidly evolving and is becoming increasingly
competitive. We cannot predict whether, or how fast, this market will grow. Moreover, if we fail to adapt effectively
to growth and change in the Internet market and technology, our business, competitiveness, or results of operations
could be materially affected.

The Internet may prove not to be a viable Brazilian commercial marketplace for a number of reasons, including a
lack of acceptable security technologies, potentially inadequate development of the necessary infrastructure, or the
lack of necessary development and commercialization of performance improvements.

To the extent that higher bandwidth Internet access becomes more widely available, we may be required to make
significant changes to the design and content of our online network in order to compete effectively. Failure to
effectively adapt to these or any other technological developments could adversely affect our business.

Our trading activities and derivatives transactions may produce material losses.

We engage in the trading of securities, buying debt and equity securities principally to sell them in the near term
with the objective of generating profits on short-term differences in price. These investments could expose us to the
possibility of material financial losses in the future, as securities are subject to fluctuations in value, which may
generate losses. In addition, we enter into derivatives transactions to manage our exposure to interest rate and
exchange rate risk. Each such derivatives transaction protects against increases in exchange rates or interest rates or
against decreases in such rates, but not both. If we have entered into derivatives transactions to protect against, for
example, decreases in the value of the real or in interest rates and the real instead increases in value or interest rates
increase, we may incur financial losses. Such losses could adversely materially affect our future net income and
therefore the value of the preferred shares and ADSs. For further information about our market risk, see Item 11.
Quantitative and Qualitative Disclosures about Market Risk. In the past three years the ratio of our trading securities
to our total assets, as measured at December 31 of each year, has been as high as 24.2% and could be greater in the
future.
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Risks Relating to the Preferred Shares and ADSs
As a holder of ADSs, you will generally not have voting rights at our shareholders meetings.

In accordance with our bylaws and Brazilian corporate law (Brazilian Law No. 6,404/76, as amended by Law No.
9,457/97 and Brazilian Law No. 10,303/01, which we refer to collectively as Brazilian Corporate Law ), holders of our
preferred shares, and thus of our ADSs, are not entitled to vote at our shareholders meetings except in limited
circumstances. This means, among other things, that you, as a holder of ADSs, are not entitled to vote on corporate
transactions, including any proposed merger or consolidation with other companies.

In addition, in the limited circumstances where the preferred shareholders are able to vote, holders may exercise
voting rights with respect to the preferred shares represented by ADSs only in accordance with the provisions of the
deposit agreement relating to the ADSs. There are no provisions under Brazilian law or under our bylaws that limit
ADS holders ability to exercise their voting rights through the depositary bank with respect to the underlying preferred
shares. However, there are practical limitations upon the ability of ADS holders to exercise their voting rights due to
the additional procedural steps involved in communicating with such holders. For example, our preferred shareholders
will either receive notice directly from us or through publication of notice in Brazilian newspapers and will be able to
exercise their voting rights by either attending the meeting in person or voting by proxy. ADS holders, by comparison,
will not receive notice directly from us. Rather, in accordance with the deposit agreement, we will provide the notice
to the depositary bank, which will in turn, as soon as practicable thereafter, mail to holders of ADSs the notice of such
meeting and a statement as to the manner in which instructions may be given by holders. To exercise their voting
rights, ADS holders must then instruct the depositary bank how to vote the shares represented by their ADSs. Because
of this extra procedural step involving the depositary bank, the process for exercising voting rights will take longer for
ADS holders than for holders of preferred shares. ADSs for which the depositary bank does not receive timely voting
instructions will not be voted at any meeting.

Except in limited circumstances, ADS holders are not able to exercise voting rights attaching to the ADSs.
An active or liquid market for our ADSs may not develop further or be sustained.

Prior to the registration of our ADSs in September 2001, there was not a liquid public market for our ADSs. We
cannot predict whether an active, liquid public trading market for our ADSs will develop any further or be sustained.
Active, liquid trading markets usually result in lower price volatility and in a more efficient execution of purchase and
sale orders of investors. Often, the liquidity of a securities market, many times, is due to the volume of the underlying
shares that are publicly held by non-related parties. Although the ADSs holders are entitled to withdraw the preferred
shares underlying the ADSs from the depositary bank at any time, there is not a public market for our preferred shares
in the United States.

The preferred shares and ADSs do not entitle you to a fixed or minimum dividend.
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Holders of our preferred shares and ADSs are not entitled to a fixed or minimum dividend. Pursuant to our bylaws,
our preferred shares are entitled to dividends 10.0% higher than those assigned to our common shares. Although under
our current bylaws we are generally obligated to pay our shareholders at least 30.0% of our annual net adjusted
income, our shareholders, acting at our annual shareholders meeting, have the discretion to suspend this mandatory
distribution of dividends if the Board of Directors advises them that the payment of the dividend is not compatible
with our financial condition. Neither our bylaws nor Brazilian law specifies the circumstances in which a distribution
would not be compatible with our financial condition, and our controlling shareholders have never suspended the
mandatory distribution of dividends. However, general Brazilian practice is that a company need not pay dividends if
such payment would threaten the existence of the company as a going concern or would harm its normal course of
operations.

As a holder of ADSs you will have fewer and less well-defined shareholders rights than in the United States and
certain other jurisdictions.

Our corporate affairs are governed by our bylaws and Brazilian Corporate Law, which may differ from the legal
principles that would apply if we were incorporated in a jurisdiction in the United States or in certain other
jurisdictions outside Brazil. Under Brazilian Corporate Law, you and the holders of the preferred shares may have
fewer and less well-defined rights to protect your interests relative to actions taken by our Board of Directors or the
holders of our common shares than under the laws of other jurisdictions outside Brazil.

Although Brazilian Corporate Law imposes restrictions on insider trading and price manipulation, the Brazilian
securities markets are not as highly regulated and supervised as the U.S. securities markets or markets in certain other
jurisdictions. In addition, self-dealing and the preservation of shareholder interests may not be as regulated, and
regulations may not be as enforced, in Brazil as in the United States, which could potentially disadvantage you as a
holder of the preferred shares and ADSs. For example, when compared to Delaware general corporation law, Brazilian
Corporate Law and practice has less detailed and well-established rules and judicial precedents relating to the review
of management decisions against duty of care and duty of loyalty standards in the context of corporate restructurings,
transactions with related parties, and sale-of-business transactions. In addition, shareholders in Brazilian companies
must hold 5.0% of the outstanding share capital of a corporation to have standing to bring shareholders derivative
suits, and shareholders in Brazilian companies ordinarily do not have standing to bring a class action.

It may be difficult to enforce civil liabilities against us or our directors and officers.

We are organized under the laws of Brazil, and all of our directors and officers reside outside the United States. In
addition, a substantial portion of our assets, and most or all of the assets of our directors and officers are located in
Brazil. As a result, it may be difficult for investors to effect service of process within the United States or other
jurisdictions outside of Brazil on such persons or to enforce judgments against them, including in any action based on
civil liabilities under the U.S. federal securities laws.

If we issue new shares or our shareholders sell shares in the future, the market price of your ADSs may be
reduced.

Sales of a substantial number of shares, or the belief that this may occur, could decrease the prevailing market price
of the preferred shares and ADSs by diluting the shares value. If we issue new shares or our existing shareholders sell
shares they hold, the market price of the preferred shares and, by extension, of the ADSs, may decrease significantly.
Such sales also might make it more difficult for us to sell preferred shares and ADSs in the future at a time and a price
that we deem appropriate.
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You may be unable to exercise preemptive rights relating to the preferred shares.

You will not be able to exercise the preemptive rights relating to the preferred shares underlying your ADSs unless
a registration statement under the United States Securities Act of 1933 is effective with respect to those rights or an
exemption from the registration requirements of the Securities Act is available. Similarly, we may from time to time
distribute rights to our shareholders. The depositary bank will not offer rights to you as a holder of the ADSs unless
the rights are either registered under provisions of the Securities Act or are subject to an exemption from the
registration requirements. We are not obligated to file a registration statement with respect to the shares or other
securities relating to these rights, and we cannot assure you that we will file any such registration statement.
Accordingly, you may receive only the net proceeds from the sale by the depositary bank of the rights received in
respect of the shares represented by your ADSs or, if the preemptive rights cannot be sold, they will be allowed to
lapse. You may also be unable to participate in rights offerings by us and your holdings may be diluted as a result.

If you exchange your ADSs for preferred shares, you risk losing the ability to remit foreign currency abroad and
Brazilian tax advantages.

Brazilian law requires that parties obtain registration with the Central Bank in order to be allowed to remit foreign
currencies, including U.S. dollars, abroad. The Brazilian custodian for the preferred shares will obtain the necessary
registration with the Central Bank for the payment of dividends or other cash distributions relating to the preferred
shares or upon the disposition of the preferred shares. If you exchange your ADSs for the underlying preferred shares,
however, you may only rely on the custodian s certificate for five business days from the date of exchange. Thereafter,
you must obtain your own registration in accordance with Central Bank and CVM rules, in order to obtain and remit
U.S. dollars abroad upon the disposition of the preferred shares or distributions relating to the preferred shares. If you
do not obtain a certificate of registration, you may not be able to remit U.S. dollars or other currencies abroad and may
be subject to less favorable tax treatment on gains with respect to the preferred shares. For more information, see Item
10. Additional Information - Exchange Controls.

If you attempt to obtain your own registration, you may incur expenses or suffer delays in the application process,
which could delay your ability to receive dividends or distributions relating to the preferred shares or the return of
your capital in a timely manner. The custodian s registration and any certificate of foreign capital registration you
obtain may be affected by future legislative changes. Additional restrictions applicable to you, the disposition of the
underlying preferred shares or the repatriation of the proceeds from disposition may be imposed in the future.

The Brazilian government may impose exchange controls and restrictions on remittances abroad which may
adversely affect your ability to convert funds in reais into other currencies and to remit other currencies abroad.

The Brazilian government has been progressively changing the Brazilian exchange regulations as a part of a
liberalization program (See Item 4. Information on the Company Regulation and Supervision Bank Regulation Foreign
Currency Position ). However, it has historically imposed, and continues to impose, restrictions on the remittance to
foreign investors of the proceeds of their investments in Brazil and the conversion of Brazilian currency into foreign
currencies. The Brazilian government last imposed remittance restrictions for a brief period in 1989 and early 1990.
Re-imposition of this type of restriction would hinder or prevent your ability to convert dividends, distributions or the
proceeds from any sale of preferred shares, as the case may be, into U.S. dollars or other currencies and to remit those
funds abroad. We cannot assure you that the government will not interrupt this liberalization program or take
restrictive measures in the future.
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Devaluation of the real would reduce the U.S. dollar value of distributions and dividends on the ADSs.

A devaluation of the real would reduce the value of distributions and dividends on the ADSs as measured in U.S.
dollars, and could therefore reduce the market price of the preferred shares and ADSs.

The relative volatility and illiquidity of the Brazilian securities markets may adversely affect you should you
exchange your ADS for preferred shares.

The Brazilian securities markets are substantially smaller, less liquid, more concentrated and more volatile than
major securities markets in the United States and elsewhere, and are not as highly regulated or supervised as some of
those other markets. The relatively small market capitalization and illiquidity of the Brazilian equity markets may
cause the market price of securities of Brazilian companies, including our ADSs and preferred shares, to fluctuate in
both the domestic and international markets, and may substantially limit your ability to sell the preferred shares
underlying your ADSs at a price and time at which you wish to do so.

Forward-Looking Statements

This annual report contains forward-looking statements relating to our business that are based on management s
current expectations, estimates and projections about future events and financial trends affecting our business. Words
such as believe, anticipate, plan, expect, intend, target, estimate, project, predict, forecast,
similar expressions are used to identify forward-looking statements. These statements are not guarantees of future
performance and involve risks and uncertainties that are difficult to predict and that may be beyond our control.
Further, certain forward-looking statements are based upon assumptions as to future events that may not prove to be
accurate. Therefore, actual outcomes and results may differ materially from the plans, objectives, expectations,
estimates and intentions expressed or implied in such forward-looking statements.

Factors that could cause actual results to differ materially include, but are not limited to:

¢ changes in regional, national and international economic and business conditions;
e inflation;

e increases in defaults by borrowers and other loan delinquencies;

® increases in the provision for loan losses;

e deposit attrition;

e customer loss or revenue loss;

e our ability to sustain and improve performance;

¢ changes in interest rates which may, among other things, adversely affect our margins;
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e competition in the banking, financial services, credit card services, insurance, asset management and other
related industries;

e the market value of Brazilian government securities;

¢ government regulation and tax matters;

¢ adverse legal or regulatory disputes or proceedings; and

e credit and other risks of lending and investment activities.

Accordingly, you should not place undue reliance on these forward-looking statements. In any event, these
forward-looking statements speak only as of the date they are made. Except as may be required by applicable law, we
do not undertake any obligation to update them, whether as a result of new information, future developments or
otherwise.

Item 4. Information on the Company.
HISTORY AND DEVELOPMENT OF THE COMPANY

We are the largest private-sector (non-government-controlled) bank in Brazil in terms of total net worth. We offer a
wide range of banking and financial products and services in Brazil and abroad to individuals, small to mid-sized
companies and major local and international corporations and institutions. We have the most extensive private-sector
branch and service network in Brazil, which permits us to reach a diverse customer base. Our services and products
encompass banking operations such as lending and deposit-taking, credit card issuance, consortiums, insurance,
leasing, payment collection and processing, pension plans, asset management and brokerage services.

According to information published by the Superintendéncia de Seguros Privados (the Superintendency of Private
Insurance, known as Susep ) and by the Agéncia Nacional de Saiide Suplementar (the National Agency of
Supplemental Health, known as ANS ), we are the largest insurance, pension plan and titulos de capitaliza¢do group in
Brazil on a consolidated basis in terms of insurance premiums, pension plan contributions and income from
certificated savings plans. According to the annual publication of Fundacion Mapfre in Spain, Grupo Bradesco de
Seguros e Previdéncia was the greatest insurance and pension plan group in Latin America in 2005. Titulos de
capitalizagdo, which we call certificated savings plans, 1is a type of savings account that is coupled with periodic
drawings for prizes.

We are the largest private-sector bank in Brazil according to The Forbes Global 2000 report, published by Forbes
magazine in March 2007.

Some of our subsidiaries rank among the largest companies in Brazil in their respective markets, according to the
sources cited in parentheses below, including:

® Bradesco Seguros S.A., our insurance subsidiary, which we call Bradesco Seguros, together with its
subsidiaries, in terms of insurance premiums, net worth and technical reserves (Susep and ANS);
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- Bradesco Vida e Previdéncia S.A., Bradesco Seguros subsidiary, which we call Bradesco Vida e Previdéncia, is
the largest company in the market in terms of private pension plan contributions, life and personal accident
insurance premiums, investment portfolios and technical provisions (Susep);

- Bradesco Capitalizagdo S.A., Bradesco Seguros subsidiary, which we call Bradesco Capitalizagdo, offers
certificated savings plans. Bradesco Capitalizacao is the leading private company in the market in terms of
revenue from the sale of certificated savings plans (Susep);

- Bradesco Auto/RE Companhia de Seguros, Bradesco Seguros subsidiary, which we call Bradesco Auto/RE,
offers automobile insurance, basic lines and liability products;

- Bradesco Satde S.A., Bradesco Seguros subsidiary, which we call Bradesco Saide, offers health insurance
coverage, including medical and hospital expenses. Bradesco Sadde has one of the largest networks of healthcare
service providers and is the leader in the health insurance market;
® Bradesco Leasing S.A. Arrendamento Mercantil, which we call Bradesco Leasing, in terms of the present
value of leasing accounts (Associacdo Brasileira das Empresas de Leasing (Brazilian Association of Leasing

Companies, known as ABEL ));

® Bradesco Administradora de Consoércios Ltda., which we call Bradesco Consorcios, in terms of the total
number of outstanding consortium shares (Central Bank); and

® Banco Finasa S.A., which we call Banco Finasa, in terms of automobile financing loans (Central Bank);
We are also one of the leaders among private-sector financial institutions in third-party resource management and
in underwriting debt securities, according to information published by Associacdo Nacional de Bancos de

Investimento (the National Association of Investment Banks, known as Anbid ).

For information on other private-sector and public-sector (government-controlled) financial institutions in Brazil,
see  Regulation and Supervision Principal Financial Institutions.

In 2006, according to information published by the Secretaria da Receita Federal (the Federal Revenue Service ),
we accounted for 19.8% of the total nationwide collections of a tax called Contribui¢do Proviséria sobre a
Movimentacao Financeira (the Provisional Contribution on Financial Transactions, known as CPMF ). Since the
CPMF is levied on virtually all Brazilian financial transactions, this statistic provides a measure of the percentage of
Brazilian financial transactions that we handle.

As of December 31, 2006, we had, on a consolidated basis:
e R$259.3 billion in total assets;

® R$97.9 billion in total loans;

® R$83.9 billion in total deposits;

¢ R$26.5 billion in shareholders equity;
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® R$48.9 billion in insurance claim technical reserves, pension plans, certificated savings plans and pension
investment contract operations;

® R$14.4 billion in foreign trading financing;

¢ 14.2 million insurance policyholders;

¢ 16.8 million checking accounts;

¢ 35.2 million savings accounts;

¢ 2.3 million of certificated savings plan holders;

® 1,286 of Brazilian and multinational groups of affiliated companies in Brazil as corporate customers;

® a daily average of 12.4 million daily transactions, including 2.420 million in our 3,008 branches and 10.0
million through self-service outlets, mainly Automatic Teller Machines, which we call ATMs, the Internet and
Fone Fdcil,

® a nationwide network consisting of 3,008 branches, 24,099 ATMs and 2,542 special banking service posts and
outlets located on the premises of selected corporate clients; and

¢ a total of three branches and five subsidiaries located in New York, the Cayman Islands, the Bahamas, Japan,
Argentina and Luxembourg.

Although our customer base includes individuals of all income levels as well as large, midsized and small
businesses, the lower to middle income citizens of Brazil have traditionally formed the backbone of our clientele.
Since the 1960s, we have been a leader in this retail banking market in Brazil. This segment still has great potential for
development and provides us with higher margins than other segments, such as corporate credit operations and
securities trading, where we face greater price competition.

Our large banking network allows us to be closer to our customers, which, in turn, permits our managers to have
personal and direct knowledge about our customers, economically active regions and other conditions relevant to our
business. This knowledge helps us in assessing and limiting credit risks in credit operations, among other risks, as well
as in servicing the particular needs of our clients. Approximately 10.0 million transactions are executed through our
Bradesco network every day.

We organize our operations into two main areas: (i) banking services; and (ii) insurance services, pension plans and
certificated savings plans. See note 25 to our consolidated financial statements in Item 18 for additional segment
information. The following diagram provides summary information for our two business areas at and for the year
ended December 31, 2006, by segment.
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As of December 31, 2006, according to the sources cited in parentheses below, we were:

¢ the leader among private-sector banks in savings deposits, with 18.3% of all savings accounts in Brazil and
R$27.6 billion on deposit (Central Bank);

e the largest provider of insurance and private pension plans, with R$13.8 billion in net premiums written and
revenues from private pension plans (Susep/ANS);

e one of the leaders in Brazilian leasing operations, with R$3.9 billion outstanding (ABEL);

¢ one of the leaders in the placement of debt instruments in Brazil, having participated in 28.6% of the issuances
of debt and equity securities registered with the Comissdo de Valores Mobilidrios (the Brazilian Securities
and Exchange Commission, which we call CVM ) during 2006 (Anbid);

e one of the largest private-sector fund and portfolio managers in Brazil, with R$147.1 billion in total
third-party assets under management, representing 14.9% of the total Brazilian market (Anbid);

¢ one of the largest credit card issuers in Brazil, with 13.0 million credit cards (Visa, American Express and
MasterCard and 4.9 million private label cards) and a credit cards revenue of R$23.2 billion and R$1.2 billion
in private label cards;

e one of the largest debit card issuers in Brazil, with 40.1 million debit cards issued, and income of R$14.2
billion from our debit card business (Visa);
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e the leader in payment processing and collection in Brazil, with a market share of 31% (Settlement System of
the Central Bank);

e the leader in consortium quota marketing in the real estate and automobile sectors with 108,617 quotas and
157,284 quotas respectively (Central Bank); and

¢ one of the leaders in vehicle acquisition customer financing with a market share of 25.79% (Central Bank).
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The following table summarizes our gross revenues by business area for the periods indicated. The total amounts
per segment shown in the table below may not correspond to the amounts shown on a consolidated basis, as they do
not take into account other immaterial segments, and were subject to adjustments, reclassifications and eliminations
for inter-company transactions.

For the Years Ended December 31,

2004 2005 2006
(R$ in million)
Banking:
Loan operations:
Housing loans R$223 R$194 R$217
Agriculture-related loans 649 563 690
Leasing 297 441 653
Other loans() 11,643 16,038 19,721
Total 12,812 17,236 21,281
Fees and commissions:
Asset management fees 454 620 617
Collection fees 630 718 751
Credit card fees 452 562 929
Fees charged on checking account services 1,225 1,563 1,879
Fees for receipt of taxes 189 190 237
Interbank fees 261 271 290
Loans 118 125 374
Consortium administration 87 149 202
Other services 469 489 702
Total 3,885 4,687 5,981
Insurance and pension plans ®:
Insurance premiums:
Health 3,036 3,518 3918
Life and accident 1,615 1,787 1,779
Automobile, property and liability 2,113 2,500 2,424
Total 6,764 7,805 8,121
Pension plan income R$374 R$377 R$791
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(1)  Includes industrial loans, financing under credit cards, overdraft loans, trade financing and foreign loans.
This does not include private pension investment contracts. See  Insurance, Pension Plans and Certificated
(2) Savings Plans.

We do not break down our revenues by geographic market within Brazil, and less than 10.0% of our revenues
come from international operations. For more information on our international operations, see ~ Banking
Activity International Banking. For a discussion of our principal capital expenditures from 2004 through 2006, see
Item 5. Operating and Financial Review and Prospects Capital Expenditures.
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The following is a simplified chart of our principal material subsidiaries in the financial and insurance services
businesses and our voting and ownership interest in each of them as of December 31, 2006 all of which are
consolidated in our financial statements in Item 18). With the exception of Banco Bradesco Argentina, which is
incorporated in Argentina, all of these material subsidiaries are incorporated in Brazil. For more information regarding
the consolidation of our material subsidiaries, see note 1(a) to our consolidated financial statements in Item 18.
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History

We were founded in 1943 as a commercial bank under the name Banco Brasileiro de Descontos S.A. In 1948 we
began a period of aggressive expansion, which led to our becoming the largest private-sector commercial bank in
Brazil by the end of the 1960s. We expanded our activities nationwide during the 1970s, entering into urban and rural
Brazilian markets. In 1988 we merged with our real estate finance, investment bank and consumer credit subsidiaries
to become a multiple service bank and changed our name to Banco Bradesco S.A.

Recent Acquisitions

In March 2006, we entered into an agreement with the controlling shareholders of American Express Company to
acquire the total capital of its subsidiaries in Brazil that operate credit card and related businesses, such as insurance
brokerage, business travel, retail foreign exchange services and direct consumer financing operations. The transaction
closed on June 30, 2006, upon payment in cash of US$468 million, equivalent to R$1.0 billion, and our receipt of
Central Bank approval over the transaction.

In March 2006, we entered into an agreement with Lojas Colombo S.A. Comércio de Utilidades Domésticas,
which we call Lojas Colombo, to acquire 50% of the total capital stock of Credifar S.A., Crédito, Financiamento e
Investimento, which we call Credifar. Credifar distributes financial products and services to the clients of Lojas
Colombo S.A., the third largest retail chain of electrical and electronic appliances and furniture in Brazil, with 365
stores in the States of Rio Grande do Sul, Santa Catarina, Parand, Sdo Paulo and Minas Gerais. Lojas Colombo has
being acting as a correspondent bank of ours since August 2004, with more than 2 million active clients. In May 2007,
our transaction with Lojas Colombo closed upon receipt of Central Bank approval of the transaction.

In May 2006, we entered into an agreement with Bradespar S.A., which we call Bradespar, to acquire 100% of the
total capital stock of Bradesplan Participagdes S.A., which we call Bradesplan for R$308.0 million. Bradesplan is a
holding of equity interests in Bradesco Group s non-financial companies.

In January 2007, we entered into an agreement with the shareholders of Banco BMC S.A., which we call BMC, to
acquire 100% of the total capital stock of BMC, and, accordingly, its controlled companies BMC Asset Management
Ltda. Distribuidora de Titulos e Valores Mobiliarios, BMC Previdéncia Privada S.A. and Credicerto Promotora de
Vendas Ltda. BMC is one of the largest private banks in the paycheck deductible loans market for the retirees and
pension beneficiaries of the Instituto Nacional do Seguro Social (National Social Security Institute), known as INSS,
with a network of approximately 7,000 agents and 749 banking correspondents in the country. In accordance with the
terms of the agreement, we will deliver to 4,664,142 of our common shares and 4,392,690 of our preferred shares to
the BMC shareholders as payment for BMC capital stock. These shares represent approximately 0.94% of our capital
stock and are valued at approximately R$800.0 million. This transaction is pending Central Bank approval.

Acquisitions in 2005

In March 2005, we acquired the minority participation interest held by third parties in the capital stock of Bradesco
Seguros S.A. through the exchange of the Bradesco Seguros shares held by third parties to shares of Bradesco S.A.
Upon the completion of such transaction, Bradesco Seguros became our wholly-owned subsidiary and the minority
shareholders of Bradesco Seguros became the holders of 363,271 shares of our capital stock, assuming none of the
effects of our shares split in 2005. The total aggregate amount of this transaction was R$12 million.
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In April 2005, through our subsidiary Finasa Promotora de Vendas, we acquired the personal loans and consumer
credit distribution network of Banco Morada, one of the main suppliers of individual loans in the State of Rio de
Janeiro for a total amount of R$80.0 million. This transaction included the transfer to Finasa of thirty-three
commercial branches, fifteen of which were in the State of Rio de Janeiro, eight in the State of Sdo Paulo and ten in
other Brazilian States, as well as, a database including over 1.1 million customers.

In July 2005, Banco Bradesco acquired 50.0% of the total capital stock of Leader S.A. Administradora de Cartdes
de Crédito that we call Leadercard , the company responsible for the agency and management of the private label
credit card of Unido de Lojas Leader, known as Leader Magazine , for a total amount of R$47.5 million. Leader
Magazine is a retail chain with its operations focused on the States of Rio de Janeiro and Espirito Santo. Leader Card
is one of the five biggest own credit cards in Brazil, with over 2.3 million holders.

In December 2005, we made a winning bid for the acquisition of the controlling interest of Banco do Estado do
Ceard BEC, which we call BEC, and its subsidiary BEC DTVM Ltda. in an auction process carried out at the Sao
Paulo Stock Exchange, known as Bovespa. The transaction was concluded in January 2006 and involved the purchase
of 82,459,053 BEC s common shares with no par value representing 89.4% of the voting capital and 89.2% of the total
capital stock of BEC, for a total aggregate amount of R$700.0 million. In May 2006, we conducted a tender offer to
acquire the outstanding shares of BEC, after the conclusion of which we became the holders of 99.49% of the total
capital stock of BEC. We have called a shareholders' meeting of BEC for June 30, 2006 to redeem the shares not sold
to us in the tender offer process. In November, 2006, Alvorada Cartdes, Crédito, Financiamento e Investimentos S.A.
merged BEC and succeeded it in all its rights and obligations.

Acquisitions in 2003 and 2004
Acquisition of BBV Banco

In January 2003, we entered into an agreement with Banco Bilbao Vizcaya Argentaria S.A., which we call BBVA,
to acquire all of the shares of Banco Bilbao Vizcaya Argentaria Brasil S.A. and its controlled companies, which we
call BBV Banco, from BBVA. Our primary goal in making the acquisition was to improve our productivity and
competitiveness by incorporating BBV Banco s resources into our own and to develop our business with Spanish
entities investing in Brazil.

The Central Bank approved the transaction in May 2003, and BBV Banco became our wholly-owned subsidiary in
June 2003 when our shareholders and BBVA s board of directors approved the exchange of BBV Banco s shares for
our newly issued shares. As of May 31, 2003, BBV Banco had total assets of R$10.3 billion, net equity of R$2.4
billion, 439 branches and seventy-six banking posts.

In accordance with the terms of the agreement with BBVA, in June 2003, we made one-time cash payment of
R$1,864 million to BBVA in return for 49.0% of the common shares and 99.99% of the preferred shares of BBV
Banco. In addition, in exchange for the remaining 51.0% of BBV Banco s common shares and 0.01% of its preferred
shares, we issued to BBVA common and preferred shares equal to 4.4% of our share capital and valued at R$630.0
million according to our audited financial statements. Since June 2003 we have included BBV Banco s results in our
financial statements.
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In September 2003, all of BBV Banco s branches, assets and liabilities were transferred to Banco Bradesco at book
value, and in October 2003, we changed BBV Banco s name to Banco Alvorada S.A., which we call Banco Alvorada.

After our acquisition of BBV Banco, BBV A increased its percentage ownership of our shares through purchases of
our shares on the Bovespa. As of December 31, 2006, BBVA held 5.1% of our common shares and 2.5% of our total
capital stock. For more information on BBVA, see Item 7. Major Shareholders and Related Party Transactions Major
Shareholders BBVA.

In connection with our purchase of BBV Banco in 2003, our controlling shareholders Cidade de Deus
Participagdes and Fundagdo Bradesco, which together hold 63.6 % of our voting shares and which we call our
Controlling Shareholders, entered into a shareholders agreement, which we call the Shareholders Agreement, with our
shareholder BBVA. Under the terms of the Shareholders Agreement, BBVA has the right to appoint one member of
our board of directors so long as BBVA owns at least 3.9% of our voting capital. However, BBVA will not lose this
right if its shareholding falls below this percentage threshold due to an increase in our capital stock in which our
shareholders, including BBV, are not given preemptive rights.

Finally, in connection with the purchase of BBV Banco we established a center of operations, known as the Euro
Desk, which is headed by an officer appointed by BBV A and dedicated to recognizing opportunities to provide
banking services and to strengthening our relationship with the Spanish community in Brazil, as well as a team of
customer service personnel dedicated to serving Spanish clients with business in Brazil and Brazilians with interests in
Spain or other Latin American countries. Under the Shareholders Agreement, so long as BBVA owns at least 3.94%
of our voting capital, we must continue to operate the Euro Desk and a dedicated team of personnel.

Other Acquisitions

In November 2003 we entered into an agreement with the controlling shareholders of Banco Zogbi S.A., which we
call Zogbi and together with its controlled companies, Zogbi Institutions , to acquire all of its capital stock and all the
capital stock of its controlled companies for a total aggregate amount of R$650.0 million. Zogbi Institutions has been
engaged for more than forty years in the financing sector, including the areas of consumer and personal credit, cards
and vehicle loans. Zogbi Institutions had, as of September 2003, total assets of R$833.0 million, credit operations of
R$520.0 million and net worth of R$335.0 million. In October 2004, Zogbi was merged into Banco Finasa and all of
its assets and liabilities were transferred to Banco Finasa at book value, being consequently dissolved. In June 2005,
the merger of Zogbi into Banco Finasa was approved by the Central Bank.

In February 2004, we acquired control of Banco do Estado do Maranhdo S.A. BEM, which we call BEM , through
a privatization auction held by the Federal Government. As of December 31, 2003, BEM had seventy-six branches,
one hundred and twenty-five corporate site branches and its assets totaled R$766 million. The transaction involved the
purchase of 89.96% of BEM s capital stock at the total aggregate amount of R$78.0 million. In July 2004, BEM
become our wholly-owned subsidiary upon the acquisition by us of the minority participation interest held by third
parties in BEM for a total aggregate amount of R$8.6 million. In October 2004, the branches, assets and liabilities of
BEM were transferred to Bradesco at book value.

Except for the acquisition of BBV Banco, currently Banco Alvorada, none of our acquisitions since January 1998
included a significant subsidiary in accordance with US GAAP.
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Banco Postal

We offer our products and services throughout Brazil, together with Empresa Brasileira de Correios e Telégrafos
(ECT), the government owned postal company, which we refer to as the Postal Service, through correspondent offices
operating under the trademark Banco Postal ( Postal Bank ).

Through our service contract dated September 2001 with the Postal Service, we have exclusive rights to offer
banking services at more than 7,500 locations, some of which we own and others which we rent from the Postal
Service and which we refer to as correspondent offices.

Delivery of services started in March 2002, when we opened the first branch in the State of Minas Gerais. As of
December 31, 2006 we had 5,585 open branches in over 4,874 Brazilian municipalities, which processed more than
45.9 million transactions monthly.

More than 1,700 out of 5,585 branches were set up in new markets, which brought services, either directly or
indirectly, to over 18 million people for whom financial services were previously either inaccessible or difficult to
obtain.

The Postal Bank offers nearly all of the same services offered by our traditional branches.

In addition to Postal Bank services performed at correspondent offices, we have also opened outlets located on the
premises of selected corporate clients, including retail networks, supermarkets, drug stores and bakeries, to provide
our clients with grater access to Correspondent Bank services. These outlet companies process bills and bank
collection invoices for our clients at their offices, as well as offering withdrawals from checking and savings accounts
and pension payments.

The banking services at our correspondent offices are provided by employees of the Postal Service and, in the case
of our other outlets, by their respective employees, each of whom has received training from us. However, we retain
control of over all decisions with respect to the opening of bank accounts for, and granting credit to, our customers at
these locations.

Other Strategic Alliances

In November 2004, we entered into a partnership with Bank of Tokyo Mitsubishi UFJ Brasil S.A. to provide
banking services to its Brazilian clients working in Japan.

In November 2004, we entered into an exclusive operational agreement with Casas Bahia, the leading Brazilian
retailer. The operational agreement is valid for three years and has a potential trading volume of R$1.0 billion per
year, to finance Casas Bahia s new consumer credit program, called Crédito Direto ao Consumidor (CDC). In
November 2005, we began to issue and administer the private label credit card of Casas Bahia.

In December 2004, Lojas Salfer, one of the largest Brazilian furniture and electronic retail chains, and we reached
an operational and strategic agreement to finance new sales made by Lojas Salfer. This agreement maintains the
existing relationship with and terms of financing that Lojas Salfer has been offering to its more than 1.1 million clients
at its forty-seven store locations. Under this agreement we will provide the funding and Lojas Salfer will continue to
manage the credit and collection relationship with its clients and will assume all financing risks. The agreement has no
set expiration date and may constitute an additional credit portfolio (carteira de crédito adicional) of R$1.6 billion in
the next few years for Bradesco.
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In December 2004, we reached an agreement with Banco Cruzeiro do Sul S.A., which we call Banco Cruzeiro do
Sul, to create a partnership. This partnership involves personal lending contracts addressed to beneficiaries, mostly
retired citizens and pensioners, of the INSS. The agreement is valid for a three-year term. Banco Cruzeiro do Sul is a
pioneer in payroll committed credit operations and has operations in twenty-one Brazilian states, with 194 agreements,
at the federal, state and municipal levels.

In December 2004, we reached an agreement with Banco Bonsucesso S.A., which we call Banco Bonsucesso, to
create a partnership. This partnership involves personal lending contracts addressed to beneficiaries, mostly retired
citizens and pensioners, of the INSS. The agreement is valid for a three-year term. Banco Bonsucesso was the second
financial institution to have operations in the paycheck deductible loans market for the retirees and pension
beneficiaries of the INSS. Currently, Banco Bonsucesso is party to agreements authorizing and regulating its activities
in the paycheck deductible loan segment with thirteen state and 100 municipal Brazilian public agencies.

In January 2005, as part of our strategy to expand individual loans, we entered into an agreement with
PanAmericano, a Silvio Santos Group finance company that involves personal lending contracts addressed to INSS
beneficiaries. PanAmericano has expertise in offering personal lending to pensioners through its 130 branches in
Brazil and 200 correspondent banks.

In February 2005, we reduced our participation interest in Companhia Sidertrgica Belgo-Mineira (currently
Arcelor) by selling 315,000,000 of the common shares that we held in the company. We retained a 3.44% indirect
interest in Belgo-Mineira capital stock with voting rights and 1.89% of its total capital stock. In June 2007, we sold
the remaining capital stock that we held in Belgo-Mineira.

In March 2005, we and Comercial Pereira de Alimentos Ltda., which we call Rede Comper, a supermarket chain
that has its operations located in Midwest and South regions of Brazil, entered into an agreement to regulate the
issuance of our private label credit cards, with or without flags for use outside the commercial establishment, and
other financial and insurance products and services of ours.

In June 2005, we and Eletrozema, a department store that has its operations located in the State of Pard, as well as
in the states of Southeast and Midwest Brazil, entered into an agreement to finance the purchases of Eletrozema s
customers. This transaction and the funding to be granted to Eletrozema s customers are secured by a letter of
guarantee.

In July 2005, we and Ponte Irmaos e Cia. Ltda., which we call Ponte Irmaos, a retail chain that has 80 stores
located in the states of the North, Northeast and Midwest of Brazil, entered into an agreement to finance the purchases
made by Ponte Irma@o s customers. This transaction and the funding to be granted to Ponte Irmdo s customers are
secured by a letter of guarantee.

In August 2005, we and Dismar Distribuidora Maringé de Eletrodomésticos Ltda., which we call Dismar, entered
into an agreement to finance the purchases of Dismar s customers. Dismar is a store chain which has, among others,
wholesale retail stores and electronic stores, with operations in the State of Parana and several other Brazilian states.

In December 2005, we and Banco Espirito Santo S.A. entered into an agreement to provide banking services to its
Brazilian clients working in Portugal.

We, Deib Otoch S.A., which we call Lojas Esplanada, and Express Comercial S.A., which we call Express, entered
into an agreement for the administration of Lojas Esplanada s and Express private label credit cards, enabling its
holders to finance their purchases, as well as for the marketing to the 2.3 million holders of these cards certain
information regarding our products and services. Lojas Esplanada and Express are one of the biggest retail chains
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In March 2006, we entered into a joint venture agreement with Fidelity National Information Services, Inc., which
we call Fidelity National, and Banco ABN AMRO Real S.A., which we call Banco Real, for the rendering of card
processing services through a newly formed company called Fidelity Processadora e Servigos S.A., which we call
Fidelity. Fidelity provides all card processing services, including credit, multiple, debit, benefit and private label
cards), such as authorization, processing and settlement of transactions, including data exchange and other procedures
for authorization of transactions, database marketing, credit analysis) and maintenance, printing, including tailor-made
cards, mailing of invoices and other correspondences, call center, billing services and fraud prevention. Fidelity has
been rendering services to our clients, Banco Real s clients, and other major card issuers since April 2006. Fidelity is
expected to be one of the largest providers of credit card processing services in Brazil after the shift of these credit
card accounts of ours and Banco Real.

In May 2006, we and GBarbosa Comercial Ltda., one of the biggest supermarket chains located in the states of the
northeast of Brazil, entered into an agreement for the issuance and administration of a GBarbosa private label credit
card called Credi Hiper and the provision of financial services and products to Gbarbosa s clients.

In July 2006, we and Coop Cooperativa de Consumo, the largest consumption cooperative in the supermarket
sector of Latin America, entered into an agreement to regulate the issuance and management of its private label cards
and provide financial products and services to its clients.

In September 2006, we and Dimed S.A. Distribuidora de Medicamentos, the leading pharmaceutical company in
the State of Rio Grande do Sul, entered into an agreement to regulate the issuance and management of its private label
cards.

In June 2007, we sold 676,009 of our shares in Serasa S.A. As a result of this sale, we now hold 8.36% of the
shares in Serasa.

Insurance and Other Operations

We acquired control of Bradesco Seguros, previously Atlantica Companhia Nacional de Seguros, in 1983. Between
1983 and 2004, Bradesco Seguros acquired interest in ten other entities and currently maintains six subsidiaries to
comply with regulatory requirements. These acquisitions have enabled Bradesco Seguros to develop into one of the
leading insurers in Brazil.

In March 2005, Bradesco Seguros became our wholly-owned subsidiary upon our acquisition of all the shares held
by the minority shareholders of the company, for a total aggregate amount of R$12.0 million.

Contact Information

We are a sociedade andonima organized under the laws of Brazil. Our head offices are located at Cidade de Deus,
Vila Yara, 06029-900, Osasco, SP, Brazil, and our telephone number at our head office is (55-11) 3684-5376. Our
agent for service of process in the United States is CT Corporation, located at 111 Eighth Avenue, 13t Floor, New

York, New York 10011.
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Business Strategy

We believe that the expansion of the Brazilian economy, coupled with a significant increase in the Brazilian
population, will lead to an increased demand for financial services. In this context, our main objective is to remain
focused on the domestic market and to take advantage of our position, as the largest private bank in Brazil, to expand
our profitability, thus maximizing our shareholders value and generating a higher rate of return than other Brazilian
financial institutions.

Our strategy to achieve these goals is focused not only on continuing to expand our client base but also on
consolidating our role as a first bank to each of our clients by always being their first option in meeting their financial
needs. Our goal is to become the Brazilian market s complete bank by playing an important role in each of the
financial segments.

With more than 79,000 employees, a wide network of distribution channels, which include our branches, outlets,
Postal Bank services performed at correspondent offices and ATM machines, we intend to provide a broader list of
retail banking services to our clients. We are focused on increasing our business volume, acting as full service
commercial bank, both investment bank and corporate bank, and expanding our private banking business segment.

In the insurance segment, we aim to consolidate the leadership of Bradesco Seguros e Previdéncia in the pension
plan segment by taking advantage of the continuous increase in the demand for our pension plan products.

Furthermore, we intend to play an important role in each business segment and to be recognized by our clients as
leaders in performance and efficiency.

We understand that the success of a financial sector company depends not only on the number of clients it has, but
also requires highly capable, well trained and dedicated personnel with strict work discipline standards. As a result,
our growth plans are not limited to increasing our client base but are also focused on continuously improving our
products and channels of distribution. Additionally, we believe that the basis for the development of our business is
investing in the training and professional development of our employees and creating a cooperative and friendly
environment where our employees can develop life-long careers.

Finally, our key philosophy is the management of our business in accordance with the highest ethical standards.
Beyond creating shareholders value, our strategy is also guided and focused on achieving the best market practices of
corporate governance and the understanding that we play an important role in our society.

The key elements of our business strategy are to:

e expand through organic growth;

¢ build on the business model of a large banking institution with a major insurance subsidiary, which we call the
Bank-Insurance Model, in order to maintain our profitability and consolidate our leadership in the insurance

sector;

® increase revenues, profitability and shareholder value by strengthening our loans operations, our core
business, and expanding new products and services;

® maintain our commitment to technological innovation;
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¢ build profitability and shareholder return through improvement of the efficiency index;
® maintain acceptable risk levels in our operations; and
¢ expand through strategic alliances and selective acquisitions when advantageous.
Expand through organic growth in core business areas.

The growth of the Brazilian economy has been sustained over recent months and has produced strategic
opportunities for growth in the financial and insurance industries, mainly due to increases in business volume. We
plan to take advantage of these opportunities to increase our revenue, build profitability and maximize shareholder
value by:

e capitalizing on the opportunity in the Brazilian market to capture new customers with underserved credit and
financial needs, in addition to competing for a small stratum of customers in upper income brackets;

¢ expanding our financial services distribution channels by means of developing new products, using
nontraditional means, such as the expansion of our credit cards and store credit cards offered through alliances
with the stores and the rendering of services through the Postal Bank;

e taking advantage of our existing distribution channels, including our traditional branch network and newer
Internet access technologies, to identify demand for new products;

® using our customer base to offer our products and services more widely and to increase the average number of
products used per checking account from 4.74 products as of December 2006, to an average of 5.00 products
per checking account by December 2007;

e using our branch-based systems aimed at assessing and monitoring our clients use of our products so as to
channel them to the proper selling, delivery and trading platforms; and

¢ developing diverse products tailored to the needs of both our existing and potential clients.
Build on the Bank-Insurance Model to maintain profitability and consolidate leadership in the insurance sector.

Our goal is to have our customers look to us first for all of their banking, insurance and pension needs. We believe
that we are in an especially good position to capitalize on the synergies among banking, insurance, pension and other
financial activities, since we are able to sell our traditional banking, insurance and pension products through our
branches, our brokers and sales offices network and Internet distribution services. We also believe that our expertise
and creativity will allow us to develop new and efficient distribution channels to maintain our good position.

At the same time, we are looking to increase the profitability of our insurance and pension plan businesses by using
our profitability measures, instead of the volume of premiums underwritten or amounts deposited, as follows:

® maintaining our existing policy of careful evaluation of vehicle insurance risks and declining insurance in
cases where such risks are too high;
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e aggressively marketing our products; and
® maintaining acceptable levels of risk in our operations through a strategy of:
- prioritizing insurance underwriting opportunities according to the risk spread , which is the difference
between the expected income under an insurance contract and the actuarially determined amount of

claims likely to be paid under that same contract;

- entering into hedging transactions, so as to avoid mismatches between the actual rate of inflation and
provisions for interest rate and inflation adjustments in long-term contracts; and

- entering into reinsurance agreements with well-known reinsurers.

Increase banking revenues, profitability and shareholder value by strengthening our loan operations and
expanding our new products and services.

Our strategy to increase revenues and profitability of our banking operations is focused on:

¢ building our traditional deposit-taking and lending activities by improving the quality of our portfolio, through
risk mitigation plans as well as more stringent application of credit standards to our customers through credit
granting ratings;

e continuing to build our corporate and individual client base by offering services tailored to individual clients
needs, including foreign exchange and import/export trade financing services;

e focusing aggressively on fee-based services, such as bill collection and processing, and marketing them to
existing and potential corporate clients;

¢ expanding our financial services and products that are distributed outside of the conventional branch
environment, such as our credit card businesses, in order to capitalize on changes in consumer behavior in the
consumption of financial services;

e continuing to expand our pension and asset management revenues; and

e continuing to build our base of high-income clients by offering a wide range of personalized products and
services with the goal of enhancing our asset management services.

Maintain our commitment to technological innovation.

The development of efficient means of reaching customers and processing transactions is a key element of our
goal to expand our profitability and to capitalize on opportunities for organic growth. Recently, we decided to
strengthen this strategy by modifying our technological standards in order to maintain our market leadership in
technological innovation, and we established a task force aimed at improving the public perception of the technology
we use.

We believe that technology offers unparalleled opportunities to reach our customers in a cost-efficient manner.
We are committed to being at the forefront of the bank automation process by creating opportunities for the Brazilian
public to reach us through the Internet. We expect to continue to increase the number of clients and transactions
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e continuing to install Internet access stations, known as WebPoints, in public places, enabling clients to reach
our Internet banking system whether or not they have access to a personal computer;

¢ expanding our mobile banking service, which we call Bradesco Mobile Banking, which allows customers to
conduct their banking business over the Internet with compatible cellular handsets; and

e providing Pocket Internet Banking for hand-held devices and personal digital assistants or PDAs that allow
our clients to check their savings and checking account information, review recent credit card transactions,
make payments, transfer funds and obtain information relating to our services.

Build profitability and shareholder return through the improvement of our efficiency index.
We intend to improve on our levels of efficiency by:

® maintaining austerity as the basis of our policy of cost control;

e consolidating the synergies created by our recent acquisitions;

e continuing to reduce our operational costs through investments in technology that will minimize these costs
on a per-transaction basis, emphasizing our existing automated channels of distribution, including our
telephone, Internet and ATM distribution systems; and

e continuing to merge the institutions that we acquire in the future into our existing system in order to eliminate
redundancies and potential inefficiencies.

Maintain acceptable risk levels in our operations.

We are constantly identifying and evaluating the level of risk of our activities by developing and keeping
adequate controls, monitoring the procedures and the efficiency of our capital expenditures, and aiming to achieve and
maintain international standards and competitive advantages.

Enter into strategic alliances and selective acquisitions.

We understand that in the coming years, the development of Brazilian financial institutions will rely on organic
growth. We also believe that growth opportunities will be restricted to the acquisition of smaller institutions made
available through privatizations. However, there are still some financial institutions in newer segments, such as
consumer financing, credit cards and investment banking that could possibly be acquired. Therefore, we evaluate
potential strategic alliances and consolidation opportunities, including proposed privatizations and acquisitions, as
well as other methods that offer potential opportunities either to increase our market share or to improve our
efficiency. In addition to focusing on value and asset quality, we consider the potential operating synergies,
opportunities for cross-selling, acquisition of know-how and other advantages of a potential alliance or acquisitions.
Our analysis of potential opportunities is driven by the impact they may have on our results.
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Banking Activity
We offer a range of banking products and services, including:
e deposit-taking operations, such as checking accounts, savings accounts and time deposits;
¢ lending operations, including consumer lending, housing loans, industrial and agricultural loans and leasing;
e credit and debit card services;
® payment processing and collection;

e capital markets services, including underwriting and financial advisory services as well as brokerage and
trading activities;

e international banking; and
® asset management services.

Our diverse customer base includes individuals and small, midsized and large companies in Brazil. Historically we
have cultivated a stronger presence among the broadest segment of the Brazilian market, consisting primarily of
middle- and low-income individuals. Since 1999, we have built our corporate department, which serves our corporate
clients who have annual revenues of R$180 million or more, and a private banking department, which serves
individual clients who have minimum net assets of R$1 million. In 2002, we created Bradesco Companies (Bradesco
Empresas) which is responsible for corporate clients that have an annual income of between R$15 and R$180 million,
with the goal of expanding our business in the middle corporate market sector. In May 2003, we launched Bradesco
Prime, a new division of Bradesco that offers services to individual clients who either have a monthly income of at
least R$4,000 or have R$50,000 available for immediate investment. Bradesco Retail (Bradesco Varejo) is our
division responsible for the corporate clients that have an annual income lower than R$15.0 million and the individual
clients that have a monthly income lower than R$4,000.

The following diagram shows the breakdown of our banking activities as of December 31, 2006:
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The following table sets forth selected financial data for our banking segment for the periods indicated. The total
amounts per segment shown in the table below may not correspond to the amounts shown on a consolidated basis, as
they do not take into account other immaterial segments, and were subject to adjustments, reclassifications and
eliminations for inter-company transactions.

As of and for the year ended December 31,

2004 2005 2006
(R$ in million)
Income statement data:
Net interest income™® R$9,861 R$12,892 R$15,054
Provision for loan losses (1,429) (1,823) (3,770)
Non-interest income(! 6,370 8,177 9,713
Non-interest expense (11,418) (13,418) (15,824)
Income before taxes and minority interest (1) 3,384 5,828 5,173
Taxes on income 457) (1,570) (1,348)
Income before minority interest (1) 2,927 4258 3,825
Minority interest (8) 2) 1
Net Income R$2,919 R$4,256 R$3,826
Balance sheet data:
Total assets 144,796 165,072 206,870
Selected results of operations data:
Interest income:
Interest on loans R$12,812 R$17,236 R$21,281
Interest on securities 1,496 3,548 2,225
Interest on federal funds sold and securities purchased under
agreements to
resell 2,738 2,018 2,177
Interbank deposits 132 311 358
Compulsory deposits with the Central Bank 1,542 2,160 1,998
Others 73 60 59

Interest expense:
Interest on deposits (5,008) (6,944) (6,230)
Interest on federal funds purchased and securities sold under

agreements to

repurchase (2,390) (3,862) (3,936)
Interest on short-term borrowing and on long-term debt (1,534) (1,635) (2,878)
Net Interest Income 9,861 12,892 15,054
Fee and commission income R$3,885 R$4,687 R$5,981
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€)) Includes income from related parties outside of the banking segment.
Deposit-taking Activities

We offer a variety of deposit products and services to our customers through our branches, including:
e checking accounts, which do not bear interest;
¢ investment deposit accounts which permit financial transactions to be made without CPMF charges;
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e traditional savings accounts, which currently earn the Brazilian reference rate, the taxa referencial, known as
the TR, plus 6.17% in annual interest;

e time deposits, which are represented by certificados de depdsito bancdrio (Bank Deposit Certificates, or
CDBs ), and earn interest at a fixed or floating rate; and

¢ interbank deposits exclusively from financial institutions, which are represented by certificados de depdsito
interbancdrio (Interbank Deposit Certificates, or CDIs ), and which earn the interbank deposit rate.

At December 31, 2006, we had 16.846 million checking accounts, with 15.861 million individual account holders,
985,000 corporate account holders and 35.2 million savings accounts. As of December 31, 2006, our deposits
(excluding deposits from financial institutions) totaled R$83.6 billion and we had an 18.3% share of the Brazilian
savings deposit market, according to the Central Bank.

The following table sets forth a breakdown by product type of our deposits at the dates indicated:

December 31,
2004 2005 2006

(R$ in million, except %)
Deposits from Customers:

Demand deposits R$15,384 22.4% R$16,223 21.5% R$21,081 25.1%
Reais 15,155 22.1 16,026 21.2 20,763 24.7
Foreign currency 229 0.3 197 0.3 318 0.4

Savings deposits 24,783 36.1 26,201 34.7 27,613 32.9
Reais 24,783 36.1 26,201 34.7 27,613 329

Term deposits/certificates of deposit

28,460 41.5 32,837 43.6 34,941 41.6

Reais 26,246 38.3 30,434 40.4 31,810 37.9

Foreign currency 2,214 3.2 2,403 3.2 3,131 3.7
Total deposits from

customers 68,627 100.0 75,261 99.8 83,635 99.6

Deposits from financial institutions 20 - 146 0.2 290 04

Total R$68,647 100.0% R$75,407 100.0% R$83,925 100.0%

We offer our clients some additional special services, such as:
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e the Easy-Checking Account, acombination checking account and savings account in which, after the lapse of
a pre-set period (the length of which is determined by regulation), deposited funds earn interest at the same
rate as our savings accounts, unlike our ordinary checking accounts, which earn no interest;

e identified deposits, which allow our clients to identify deposits made in favor of a third party through the use
of a personal identification number; and
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e real-time banking transfers from a checking, savings or investment account to or between another checking,
savings or investment accounts, including accounts at other banks.

Credit Operations

The following table sets forth a breakdown by product type of our credit operations in Brazil, in each case at the
dates indicated:

December 31,
2004 2005 2006

Loans outstanding by product type: (R$ in million)

Consumer credit operations R$16,282 R$26,137 R$29,302
Real estate financing 1,370 1,355 1,845
Loans from Banco Nacional de Desenvolvimento Econdémico e

Social ( BNDES ) 7,219 8,240 9,694
Other local corporate loans 16,124 20,450 22,910
Agricultural credit 6,034 6,369 7,399
Leasing 1,626 2,491 3,842
Credit Cards 1,289 1,830 2,652
Import and export financings 9,423 11,167 14,399
Other foreign loans 1,588 1,900 1,546
Other public sector loans 15 49 62
Total 60,970 79,988 93,651
Non-performing loans 2,206 2,701 4,284
Total R$63,176 R$82,689 R$97,935
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The following table sets forth a summary of the concentration of our outstanding loans by borrower size.

December 31,

2004 2005 2006
Borrower size:
Largest borrower 1.4% 1.1% 1.2%
10 largest borrowers 8.9 7.0 6.1
20 largest borrowers 13.0 10.5 9.5
50 largest borrowers 20.7 16.8 15.8
100 largest borrowers 26.4% 22.0% 21.0%

Consumer Credit Operations

We provide a significant volume of personal loans to individual customers. This allows us to diminish the impact
of individual loans on the performance of our portfolio and helps to build customer loyalty. Such loans consist
primarily of:

e short-term loans, extended by our branches to holders of our checking accounts and, within certain limits,
through our ATM network. These short-term loans have an average maturity of two months and an average
interest rate of 5.29% per month as of December 31, 2006;

¢ automobile financing loans, which have an average maturity of thirteen months and an average interest rate of
1.83% per month as of December 31, 2006; and

e overdraft loans on checking accounts, which are, on average, repaid in one month and have interest rates
varying from 4.45% to 8.01% per month as of December 31, 2006.

We also provide revolving credit facilities and traditional term loans. At December 31, 2006, we had outstanding
advances, overdrafts, automobile financings, consumer loans and revolving credit loans in an aggregate amount of
R$29.3 billion, representing 29.9% of our credit portfolio as of that date. On the basis of loans outstanding at that date,
we had a 16.79% share of the Brazilian consumer loan market, according to information published by the Central
Bank.

Banco Finasa, our financing subsidiary, provides consumers with financing for the purchase of light transportation
vehicles, other goods and services, leasing and personal loans. Banco Finasa runs its sale and promotional activities
through its wholly-owned subsidiary, Finasa Promotora de Vendas Ltda. As of December 31, 2006, Finasa Promotora
operated 381 branches throughout Brazil, as well as sales offices located in 16,839 vehicle stores and 23,054 stores
that sell furniture, tourism services, auto parts, information technology programs, construction materials, clothing and
shoes, among others. As of December 31, 2006, Finasa Promotora de Vendas had 4,821 employees, 78% of whom
focused on sales promotion.

Real Estate Financing
At December 31, 2006, we had 29,860 outstanding real estate loans and had financed 38.7% of the residential units
constructed by the civil construction sector during 2006, according to information published by the Central Bank. On

December 31, 2006, the aggregate outstanding amount of our real estate loans amounted to R$1.8 billion, representing
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Our real estate loans are granted by the Sistema Financeiro Habitacional, which we call the SFH, or the Carteira
Hipotecdria Habitacional, which we call the CHH . Loans from SFH or CHH are made at annual interest rates that
vary between 8% to 16% plus TR, in case of variable installments, or between 13.5% to 18%, in case of fixed
installments. Residential loans of SFH and CHH have stated maturities of five to twenty years.

Our construction loans granted to individuals matures up to 12 months from the completion of the construction and
a repayment period lasting up to 15 years. Payments are made on a floating rate basis of TR plus an annual interest
rate of 12% for the SFH loans.

We also extend financing to corporate plans under the SFH. These loans are for construction purposes and typically
have a maturity of up to 24 months from the completion of the construction and repayment begins within two years
after the approval of the construction. We make these loans on a floating-rate basis of TR plus an annual interest rate
of 12% during the construction stage for SFH loans, and TR plus an annual interest rate of 16% for CHH loans.

Central Bank regulations require us to provide an amount of residential real estate financing equal to at least 65%
of the balance of our savings accounts. In addition to direct residential real estate loans, mortgage notes and
charged-off residential real-estate loans, Central Bank regulations provide that other financings can be used to satisfy
this requirement. We generally do not finance more than 80% of the purchase price or the market value of a property,
whichever is lower.

We currently hold 9.1% of the voting capital of Companhia Brasileira de Securitizagcdo, also known as
CIBRASEC. CIBRASEC is a special purpose vehicle controlled by several Brazilian financial institutions that is
engaged in the securitization of housing loans.

On-lending of BNDES Loans

The Brazilian government has a program to provide government-funded long-term loans with below-market
interest rates to sectors of the economy that it has targeted for development. We borrow funds under this program
from either (i) Banco Nacional de Desenvolvimento Econdémico e Social, which we call BNDES, which is a Brazilian
development bank wholly-owned by the federal government, or (2) Agéncia Especial de Financiamento
Industrial Finame, which we call Finame, the equipment financing subsidiary of BNDES. We then on-lend these funds
to borrowers in targeted sectors of the economy. We determine the spread on the loans based on the borrowers credit.
Although we bear the risk for these on-lending transactions before BNDES and Finame, it is always secured. For
further information on our BNDES loans, see note 14(a) to our consolidated financial statements.

According to BNDES, we are the biggest bank on-lender of BNDES loans, which we lend primarily to small
corporate customers in the industrial sector. Our on-lending portfolio was R$9.7 billion on December 31, 2006,
representing 9.9% of our credit portfolio at that date.

Other Corporate Lending

We provide traditional loans for the ongoing needs of our corporate clients. We had R$22.9 billion of outstanding
corporate loans, accounting for approximately 23.4% of our credit portfolio at December 31, 2006. We offer a range
of loans to our Brazilian corporate clients, including:

¢ short-term loans of twenty-nine days or less;

¢ working capital loans to cover our customers cash needs;
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¢ guaranteed checking accounts;
e discounting of trade receivables, promissory notes, checks and money orders; and
¢ merchandise financing.
These lending products generally bear an interest rate of between 1.96% and 6.36% per month.
Agricultural Loans

We extend loans to the agricultural sector by financing demand deposits, BNDES on-lendings and our own
resources, in accordance with Central Bank regulations. At December 31, 2006, we had R$7.4 billion in outstanding
agricultural loans, representing 7.6% of our credit portfolio. In accordance with Central Bank regulations, we extend
loans using funds from our compulsory deposits at a fixed rate. The annual fixed rate was 8.75% at December 31,
2006. The maturity of these loans generally matches agricultural cycles and the principal becomes due at the time a
crop is sold, except BNDES agricultural on-lendings, which are valid for up to a five-year term and require
repayments on a semi-annual or annual basis. As security for such loans, we generally obtain a mortgage on the land
where the agricultural activities being financed are conducted.

Current Central Bank regulations require us to use at least 25.0% of our checking account deposits to provide loans
to the agricultural sector. If we do not meet the 25.0% threshold, we must deposit the unused amount in a
non-interest-bearing account with the Central Bank.

Micro Credit

We extend micro credit to low-income individuals and small companies, in accordance with Central Bank
regulations requiring that banks direct 2% of their cash deposits to such loans. We began extending such micro credits
in August 2003. At December 31, 2006, we had 73,916 micro credit loans outstanding, totaling R$20.5 million and
representing 0.02% of our credit portfolio.

In accordance with Central Bank regulations, the micro credit loans have a maximum effective interest rate of 2.0%
per month, in most of cases. However, micro credit loans for a pre-defined production have a maximum effective
interest rate of 4.0% per month. The CMN establishes that the maximum amount loaned to a borrower be limited to (i)
R$1,000 for individuals in general, (ii) R$3,000 for individuals developing certain professional, commercial or
industrial activities, (iii) R$3,000 for micro companies, and (iv) R$10,000 for a pre-defined production. In addition,
terms of micro credit loans cannot be shorter than 120 days, and the loan granting fee must vary from 2.0% to 4.0% of
the value of the credit raised.

Leasing Operations

According to ABEL  Associagdo Brasileira das Empresas de Leasing, as of December 31, 2006, the value of our
outstanding leases was one of the largest among private leasing operations in Brazil, as measured by the discounted
present value of our leasing portfolio. In addition, the aggregate discounted present value of the leasing portfolios of
leasing companies in Brazil on December 31, 2006 was R$34.0 billion, of which we had a market share of 11.54% .

On December 31, 2006, we held 111,154 outstanding leases with an aggregate value of R$3.8 billion, representing

3.9% of our credit portfolio. The size of our leasing portfolio was R$2.5 billion (approximately 54,600 contracts) at
December 31, 2005 and R$1.6 billion (approximately 28,400 contracts) at December 31, 2004.
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The Brazilian leasing market is dominated by large banks and both domestic- and foreign-owned companies
affiliated with vehicle manufacturers. Brazilian lease contracts generally relate to motor vehicles, computers,
industrial machinery and other equipment.

Most of our leases are financial (as opposed to operational) leases, and our leasing operations primarily involve the
leasing of cars, trucks, material handlers, aircraft and heavy machinery. In 2006, 68.9% of our outstanding leases were
automobile leases, as compared to 77.3% for the Brazilian leasing market as a whole.

As of December 31, 2006, we conducted our leasing operations through our primary leasing subsidiary, Bradesco
Leasing and also through Banco Finasa.

We obtain funding for our leasing operations primarily through the issuance of debentures and notes in the
domestic market. At December 31, 2006, Bradesco Leasing had R$28.4 billion of debentures outstanding in the
domestic market. These debentures will mature in 2025.

On June 28, 2006, CVM approved the second program of public distribution of debentures of Bradesco Leasing in
an amount of up to R$10.0 billion and valid for a two-year term. Under this program, Bradesco Leasing issued and
fully placed 65,000,000 unsecured debentures in an aggregate amount of R$6.5 billion, R$100.00 each, as approved
by CVM on July 19, 2006. These debentures will mature in 20 years from their issuance date (February 1, 2005) and
bear interests at the CDI.

Terms of Leasing Agreements

Financial leases represent a source of medium- and long-term financing for Brazilian customers. Under Brazilian
law, the minimum term of financial leasing contracts is 24 months for transactions with respect to goods with an
average life of five years or less, and 36 months for transactions with respect to goods with an average life greater than
five years. There is no legally imposed maximum term for leasing contracts. At December 31, 2006 the remaining
average maturity of contracts in our lease portfolio was 38 months.

Through our leasing companies, we retain legal title to each asset until the final installment (including any agreed
residual value) due under the lease is paid by the lessee. Our lease contracts are typically structured to spread
payments on the agreed residual value through the life of the contract. We generally repossess the leased asset if a
lessee is in default and require both a 30.0% down payment and maintenance by the lessee of full insurance on the
leased asset.

Credit Cards

We issued Brazil s first credit cards in 1968, and as of December 31, 2006, we were one of Brazil s largest
independent credit card issuers, with 13.0 million credit cards and 4.9 million private label cards issued. We offer
Visa, American Express, MasterCard and Private Label credit cards to our clients. As of December 31, 2006, our
credit cards were accepted in over 24 million commercial and service establishments in more than 150 countries.

In March 2006, we entered into an agreement with the controlling shareholders of American Express Company to
acquire the total capital of its subsidiaries in Brazil that operate credit card and related businesses. We also acquired
the exclusive rights, for at least ten years, to issue Centurion line credit cards in Brazil, including the Membership
Rewards Program and the management of the establishment network for acceptance of American Express Cards in
Brazil.
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In addition, in 2006 Banco Bradesco, Fidelity National Information Services, Inc. and Banco ABN AMRO Real
executed an agreement to establish a partnership with the purpose of providing card processing services. The
partnership runs through a new company, Fidelity Processadora e Servigos S.A. This partnership turned Fidelity into
one of the largest card processing companies in Brazil.

We earn revenues from our credit card operations through:

e fees on purchases paid by the commercial establishments;

e issuance fees and annual fees;

e interest on credit card balances and advances;

e interest and fees on cash withdrawals through ATMs;

e interest on cash advances to cover future payments owed to establishments that accept Visa credit cards; and

e several fees charged from cardholders and affiliated commercial establishments.
We offer our customers the most complete line of credit cards and related services, including:

e credit cards for low-income customers, restricted for use in Brazil;

e credit cards accepted nationwide and internationally;

e credit cards directed toward high-net-worth customers, such as Gold and Platinum Visa, American Express
and MasterCard. The highlights are the benefits of the Fidelity Programs, among which the Membership

Rewards;

e cards which combine the features of credit and debit card in a single piece. Holders of these cards can use
them to carry out traditional banking transactions as well as to purchase goods;

e For greater security, we are issuing chip-embedded credit cards for the whole client base, which allows
holders to use passwords instead of signatures;

e corporate credit cards accepted nationwide and internationally;

e co-branded credit cards, which we offer through partnerships we have with traditional companies, such as
airlines, retail stores , newspapers, magazines, automobile companies and others;

e affinity credit cards, which we offer through civil associations, such as sport clubs and non- governmental
organizations;

e Cred Mais credit cards for employees of our payroll processing clients, which have more attractive revolving
credit fees;
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e Private label credit cards, which exclusively target retail clients in efforts to leverage the loyalty of our
business and individual clients, and which may or may not have a flag for use outside the commercial
establishment.

e GiftCard , which is a prepaid card sold as a gift to individuals;

e SMS Bradesco Message Service, which allows the credit card holder to receive a text message in their mobile
phone informing them that a transaction with its respective credit card has been made;

¢ CPB - Bradesco Ticket Card, a virtual card focused on the management and control of plane ticket expenses
for corporations;

® Co-branded credit cards with Casas Bahia and with the Visa flag, which allows the holder to pay for
purchases made at Casas Bahia stores in up to 24 monthly installments, as well as the use of the card in all
establishments that accept Visa credit cards; and

® Bradesco Transportation Card, aimed at transportation companies, shipping companies, risk management
companies and truck drivers, with multiple functions of prepaid and debit in account.

As of December 31, 2006, we had more than 84 partners with whom we offered co-branded, affinity and private
label credit cards. These relationships have allowed us to integrate our relationships with our clients, thereby offering
our credit card customers banking products, such as financing and insurance services.

Bradesco has had a long-term interest in environmental matters. In 1993, we launched the SOS Mata Atlantica
card, which allocates a portion of its revenues to environmental causes.
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The following table sets forth a breakdown of credit cards we issued in Brazil for the years indicated:

Million Year 2004 Year 2005 Year 2006

Card 46.4 47.6 58.0
Credit 7.6 8.6 13.0
Debit 38.8 37.4 40.1
Private Label - 1.6 4.9

Revenue - R$ 20,909.9 26,272.1 38,719.8
Credit 11,476.9 13,802.7 23,233.2
Debit 9,433.0 12,248.7 14,243.1
Private Label - 220.7 1,243.5

Number of

Transactions 407.6 495.0 619.2
Credit 185.4 217.2 293.8
Debit 222.2 274.5 309.5
Private Label - 33 159

Debit Cards

Customers who hold Bradesco Visa Electron debit cards can use them to make purchases at establishments and
obtain advances at the BDN network in Brazil and the Visa Plus network worldwide. The amount paid is withdrawn
from the cardholder s Bradesco account, eliminating the inconvenience and bureaucracy of a check. We charge
affiliated establishments a commission fee of 1.6% on each Visa Electron transaction. The total income from debit
cards was R$14.2 billion in 2006, a 16.3% increase from 2003, as a result of an increase in the client base and the
preference for this type of payment.

Prepaid cards

In 2006, Bradesco was one of the main companies responsible for the increase in the portfolio of Visa Vale, a
company created by Bradesco, Banco do Brasil and ABN Amro Bank based on the Government s Workers Food Plan
(Programa de Alimentacdo ao Trabalhador, known as PAT ). In 2006, Visa Vale had 1.2 million cards, an increase of
22.4% over 2005.

Receivables, Payment and Human Resource Management Solutions
Receiving and Payment Solutions

In Brazil, the majority of consumers pay their bills in person at bank branches or at ATMs. In order to meet the
cash management needs of our clients, both in the public and private sectors, we offer many electronic solutions for
receipt and payment management, supported by a vast network of branches, correspondent banks and electronic

channels, all of which aim to improve the speed and security of the transfer of resources and information.

These electronic solutions include: (a) the collection of payments from past-due bills, (b) providing on-line
management of cash payments made at our branches, and (c) the electronic payment of taxes. In addition to these
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We also provide services to the public sector (including exclusive use of the Internet portal
www.bradescopoderpublico.com.br), and have focused on making our branches readily accessible to federal, state,
public service municipalities and concessionaires.

We also earn revenues through the payment of taxes on collection services and payment processing services, as
well as upon transfers of funds received until their availability to the beneficiary. Our receipt processing services
contribute to the productivity and results of our other businesses.

Charging

In 2006, we processed 979.2 million charging transactions, with a total aggregate amount of R$995.7 billion. In
2005, we processed 919.2 million payments, with a total aggregate amount of R$921.9 billion.

Collections

In 2006, we processed 309.6 million tax payments, utility bills (even from Brazilian government directly or
concessionaires) and payments to the beneficiaries of the social security system, with a total aggregate amount of
R$178.8 billion. In 2005, we processed 271.8 million of such payments, with a total aggregate amount of R$160.7
billion, including:

e R$23.7 billion paid in 2006 for electricity, water, gas and telephone bills, out of which 24.1% was paid
through automatic debit in checking and savings accounts; and

e R$126.3 billion paid in 2006 as tax collection.
Check-Custody Services

As of December 31, 2006, we had 105,000 post-dated check -custody service accounts totaling R$3.6 billion.
Post-dated checks are a means of term payment frequently used in Brazil, particularly in the retail and wholesale
sectors. Under this system, clients pay their goods and services with future dated bank checks, which the seller
deposits on an agreed upon later date, effectively extending the time in which payment must be made. We offer our
clients who use our check-custody service various alternatives, such as electronic data selection and available credit
lines for fund advances. In 2005, we had 218,000 post-dated check-custody services accounts totaling R$3.9 billion.
The decrease we experienced in 2006 was largely related to the fact that one of our largest check-custody clients was
acquired by one of our competitors. In addition, the use of post-dated checks is decreasing in Brazil as alternative
payment forms, including credit cards, are increasing their popularity.

Suppliers and Taxes Payment

We offer our corporate clients electronic payment services, which allow them to make payments and financial
transfers to their suppliers and creditors, as well as pay taxes and public utility bills online. As of December 31, 2006,
more than 400,000 companies were using these services. In 2006, we processed over 144.0 million payments and
transfers, totaling R$549.7 billion. In 2005, we processed over 128.4 million payments and transfers, totaling R$470.3
billion.
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In 2006, R$28.8 billion was paid to beneficiaries and pensioners of INSS, representing 19.0% of the total number
of INSS beneficiaries in that year.

Administrative Services and Human Resource Solutions

We offer our corporate clients several electronic solutions for management of human resources and administrative
services, including: payroll processing, employee checking accounts, salary card for employees who do not have
accounts at Bradesco and the company card , for the payment of business trips and other company-related expenses.
Once employees receive their salaries through this system, they may take advantage of various services, including
overdraft protection and access to a broad ATM network.

Capital Markets and Investment Banking Services
Underwriting Services

We have been among the leaders in domestic debt and equity underwriting in Brazil for more than ten years, for
both fixed income and variable income securities.

In 2006, we were involved in several equity and debt offerings, among which we highlight: (i) the equity offerings
of the real estate companies Rossi Residencial S.A., Cyrela Brazil Realty S.A., Abyara Planejamento Imobilidrio S.A.,
Sdo Carlos Empreendimentos e Participacdes S.A. and LPS Brasil Consultoria de Iméveis, which amounted in the
aggregate R$2.9 billion, (ii) the first issuance of debentures of BNDES Participagdes S.A. in the total amount of
R$600 million, (iii) the seventh issuance of debentures of Companhia Vale do Rio Doce in the amount of R$5.5
billion, (iv) the fifth issuance of debentures of Brasil Telecom S.A. in the total amount of R$1.1 billion, (v) the first
issuance of debentures of TAM S.A. in the total amount of R$500.0 million, (vi) the third issuance of debentures of
BV Leasing Arrendamento Mercantil S.A. in the total amount of R$2.0 million, and (vii) the first issuance of
promissory notes of Sociedade para Participagdo em Rodovias ~SPR in the total amount of R$220 million.

On December 31, 2006, according to Anbid, we were ranked:
e second in Placement of Securities, with a total amount of R$5.3 billion in fixed income operations, and

e third in Originations of Transactions, with a total amount of R$5.4 billion in operations with fixed income
securities.

During 2006, we coordinated R$30 billion in equity and debt transactions, representing 28.6% of the issuances
registered with the CVM. In 2005, we coordinated public issuances of equity and debt securities in the Brazilian
market totaling R$26.9 billion, corresponding to 46.2% of all transactions registered with the CVM.

Advisory Services

In 2006, our performance in public placements of quotas of investment funds in credit rights (Fundos de
Investimento em Direitos Creditdrios), which we call FIDCs, amounted R$1.6 billion. We highlight the following
transactions: (i) FIDC Cemig Conta CRC at the total amount of R$ 900.0 million; (ii) FIDC CESP III at the total
amount of R$650.0 million; (iii) FIDC Quero-Quero Financeiro at the total amount of R$51.0 million; and (iv) FIDC
Marcopolo at the total amount of R$37.4 million. We were ranked second, according to Anbid by origination, senior
quotas under the form of closed-end condominium, in 2006.
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In 2006, we advised and were creditor and administrative agent of Confidere Imobilidria e Incorporadora Ltda. on
structuring of build to-suit financing, in the amount of R$97.0 million, and Camil Alimentos S.A. on structuring of
syndicated loan operation in the amount of R$95.0 million.

In 2006, we advised Satélite Distribuidora de Petréleo S.A. on its association with ALE Combustiveis S.A., Actcar
Guarani S.A. (Grupo Tereos) on the acquisition of Companhia Energética Sao José, on our acquisition of the credit
card operations and similar lines of products of American Express in Brazil and on our acquisition of Banco do Estado
do Ceard S.A. BEC.

In 2006, we acted as financial advisor for structured projects under private-public partnership, which we call PPP |,
model. We are one of the pioneers in development of projects under PPP model.

We acted as financial advisor on the transmission lines auction in November, 2006 for the Consdrcio Ocidental, a
consortium formed by Centrais Elétricas do Norte do Brasil S.A. and Neoenergia S.A., and on the new energy auction
in October, 2006 for Energias do Brasil S.A.

In addition, we advised Itumbiara Transmissora de Energia S.A., a company sponsored by Elecnor S.A., Grupo
Isolux Corsdn S.A. and Cobra Instalaciones y Servicios S.A., on the structuring of the R$489.0 million BNDES
financing, for the implementation of a transmission line between Cuiaba, State of Mato Grosso, and Itumbiara, State
of Minas Gerais.

We financed, together with BNDES, PCH Santa Rosa, a 30 MW hydroelectric power plant, of Engevix Engenharia
S.A., in the amount of R$80 million.

We acted as union leader on financing of a plant with annual capacity of 475 thousand tonnes of PET for M&G
Polimeros do Brasil S.A.

We are currently acting as financial advisor (i) on the attainment of a long-term financing for Foz do Chapecd
Energia S.A., a 855 MW hydroelectric power plant, of CPFL Geracao de Energia S.A., Chapecoense Geragdo S.A.
and CEEE Companhia Estadual de Energia Elétrica, and (ii) on projects of Ceara Steel S.A.

Brokerage and Trading Services

Through our wholly-owned subsidiary Bradesco S.A. Corretora de Titulos e Valores Mobilidrios, which we refer to
as Bradesco Corretora, we trade futures, options and corporate and Brazilian government securities on behalf of our
customers. The clients of Bradesco Corretora include individuals with many assets, large companies and institutional
investors. Bradesco Corretora s clients include high net worth individuals, large corporations and institutional
investors. Bradesco Corretora also offers investment analysis services, which provide market performance reports,
portfolio advice and stock guides.

During 2006, Bradesco Corretora traded more than R$25.9 billion on Bovespa and, according to Bovespa, was
ranked fourteenth in Brazil in terms of total trading volume.

In addition, during 2006, Bradesco Corretora traded approximately 2.6 million futures, swaps, options and other
contracts, with a total value of R$207.9 billion, on the Bolsa de Mercadorias e Futuros (the Brazilian Mercantile and
Futures Market, which we call the BM&F ). According to the BM&F, in 2006, Bradesco Corretora was ranked27n
the Brazilian market, in terms of the number of options, futures and swaps contracts executed. In 2005, Bradesco
Corretora traded 3.9 million of futures, swaps, options and other contracts, with a total amount of R$402.9 billion on
BM&F and, according to BM&F, was ranked 20t in the Brazilian market.
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Bradesco Corretora has fifteen brokers covering retail investors and assisting our branch managers, nine brokers
dedicated to Brazilian and foreign institutional investors and nine brokers dedicated to the BM&F. Bradesco Corretora
has ten traders on BM&F s floor and two floor assistants. Our branch managers are charged with the task of marketing
the services that Bradesco Corretora offers.

Bradesco Corretora offers its clients the ability to trade securities via the Internet through its Shoplnvest service. In
2006, trading through ShopInvest totaled R$4.3 billion, corresponding, according to Bovespa, to 3.0% of all
transactions carried out through the Internet on Bovespa and ranking Bradesco Corretora as the 6t largest Internet
trader in the Brazilian market. In 2005, negotiations through ShopInvest totaled R$1.8 billion, corresponding,
according to Bovespa, to 2.3% of all the transactions carried out through the Internet on Bovespa, ranking Bradesco
Corretora as the eighth largest Internet trader in the Brazilian market.

We also offer our clients the Direct Treasury Program, which allows individual clients to invest in Federal Public
Securities through the Internet by registering with Bradesco Corretora through our website, www.bradesco.com.br.

Bradesco Corretora also offers its services as a representative of non-resident investors in transactions carried out
in the financial and capital markets, in accordance with the terms of CMN Resolution No. 2,689 which we refer to as
Resolution 2,689. For more information regarding Resolution 2,689 see Item 10. Additional Information Exchange
Controls.
Share, Custody and Controlling Services
Through our infrastructure and specially trained personnel, we offer our clients several services, such as custody of
securities, controllership, receivable funds, DR-depositary receipt, BDR-Brazilian depositary receipt, bookkeeping for
shares, debentures and quotas of investments funds. These services have received a total of ten ISO 9001:2000
certifications and 3 GoodPriv@cy certifications.
As of December 31, 2006:
Book-entry assets
e our system for registered shares had 178 companies, with a total of 2.5 million shareholders;
e our system for registered debentures had 50 companies with a total market value of R$60.6 billion;
e our system for registered quotas had 48 investment funds with a market value of R$22.7 billion; and
e we administered two BDR registered programs, with a market value of R$222.4 million.

Custody and Controlling Services
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e our custodial services clients (funds, portfolios, receivables, DR and mutual funds) had total assets in custody
of R$278.4 billion;

e we act as custodian for nine DR Programs registered, with market value of R$62.9 billion; and

* R$319.8 billion is the total net worth of the 920 investment funds and portfolios that used our controllership
services.

Investment Banking Activities

In February 2006, we incorporated Banco Bradesco BBI S.A., which we call Bradesco BBI, to be our investment
bank and operate in the capital market, merger and acquisition, project financing, structured operations and treasury
areas. Bradesco BBI provides services regarding origination, structuring of business, asset management and
distribution, financial flow of funds and inventory of clients. In addition, Bradesco BBI manages the operations of
BRAM - Bradesco Asset Management S.A. DTVM, which we call BRAM, Bradesco Corretora, Bradesco Securities
Inc., which we call Bradesco Securities, and Bradesco Private Banking, our private banking segment.

International Banking

As a private commercial bank, we offer a range of international services, such as exchange transactions, external
trade financing, lines of credit, and offshore banking activities. Our overseas network is made up of:

¢ in New York City, our branch and Bradesco Securities Inc., our subsidiary brokerage firm, which we call
Bradesco Securities U.S. ;

¢ in Cayman Islands, a branch of Bradesco well as our subsidiary, Cidade Capital Markets Ltd., which we
called Cidade Capital Markets ;

¢ in the Bahamas, a branch of Boavista;
¢ in Argentina, Banco Bradesco Argentina S.A., our subsidiary, which we call Bradesco Argentina ;
¢ in Luxembourg, Banco Bradesco Luxembourg S.A., our subsidiary, which we call Bradesco Luxembourg ; and
® in Japan, Bradesco Services Co. Ltd., our subsidiary, which we call Bradesco Services Japan.
Our international operations are coordinated by our exchange department and supported by twelve operational
units in Brazil, in addition to four additional support units and three foreign exchange platforms, located in Brazil s

principal exporting and importing centers.
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Revenues from Brazilian and Foreign Operations

The table below provides for a breakdown of our revenues (interest income plus non-interest income) arising from
our operations in Brazil and overseas for the periods indicated:

December 31,

2004 2005 2006
RS in RS in RS in
million % million % million %
Brazilian operations R$37,228 98.0%  R$48,222 98.7%  R$53,923 98.7%
Overseas operations 7717 2.0 641 1.3 736 1.3
Total R$38,005 100.0% R$48,863 100.0% R$54,659 100.0 %

Foreign Branches and Subsidiaries

Our foreign branches and subsidiaries are principally engaged in financing Brazilian companies seeking external
trade financing. Bradesco Luxemburg also provides services to the private banking segment. With the exception of
Bradesco Services Japan, our branches also take deposits in foreign currency from corporate and individual clients and
extend credit to Brazilian and non-Brazilian clients. The total assets of the foreign branches, excluding transactions
between related parties, were R$13.9 billion as of December 31, 2006.

Our foreign branches periodically issue debt securities. In addition to short-term financing obtained from
international banking institutions for foreign trade financing, our foreign branches, together with our head office in
Brazil, raised US$379.0 million in 2006 and US$901.0 million during 2005, through medium-term and long-term
private placements. The low demand for working capital loans in foreign currency prevented Bradesco from accessing
the international capital markets through public placements in 2006. The access to the international capital markets,
through the issuance of debt securities, diversifies our sources of foreign currency denominated funding. In most Latin
American companies, our access to funding through such issuances and our ability to diversify our sources of foreign
currency denominated funding are, and will continue to be, subject to the domestic and international market
conditions and international lender s perception of emerging market risks.

Bradesco Argentina. With a view to expanding our operations in Latin America, in December 1999, we
established our subsidiary in Argentina, Bradesco Argentina, with an initial capitalization of R$54.0 million. Bradesco
Argentina s general purpose is to extend financing, largely to Brazilian companies established in Argentina and, to a
lesser extent, to Argentinean companies doing business with Brazil. At December 31, 2006, its total assets were
R$44.8 million.

Bradesco Luxemburgo. In April 2002, we acquired the total issued and outstanding shares of Banque Banespa
International S.A, in Luxembourg and changed its name to Banco Bradesco Luxembourg S.A. In September 2003,
Mercantil Luxembourg was merged into Banco Bradesco Luxembourg and being Banco Bradesco Luxembourg was
the surviving entity. On December 31, 2006, the total assets of this subsidiary were R$1,123.8 million.
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Bradesco Services Japan. In October 2001, we incorporated Bradesco Services Japan to provide specialized
services to the Brazilian community in Japan, including remittances to Brazil and advice regarding investments within
Brazil. At December 31, 2006, its total assets were R$0.8 million.
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Bradesco Securities U.S. Bradesco Securities U.S., our wholly-owned subsidiary, is a broker dealer in the United
States. Its focus is on facilitating the purchase and sale of shares, primarily in the form of ADRs. The company is also
authorized to deal with bonds, commercial paper and deposit certificates, among other securities, and to provide
investment advisory services. Currently, we have more than ninety ADR programs for Brazilian companies that trade
on the New York Stock Exchange. On December 31, 2006, Bradesco Securities had assets of R$48.8 million.

Cidade Capital Markets. In February 2002, Bradesco, through BCN, acquired Cidade Capital Markets in Grand
Cayman, as part of our acquisition of its parent company Banco Cidade. At December 31, 2006, our subsidiary Cidade
Capital Markets had R$72.7 million in assets.

Banking Operations in the United States

In January 2004, the United States Federal Reserve Bank granted us permission to operate as a financial holding
company in the United States. As a result, we are permitted to operate in the United States market, directly or through
a subsidiary, and, among other things, may sell insurance, provide underwriting services, assist with private
placements, portfolio management and merchant banking services and manage mutual fund portfolios. We have
already begun to offer some of these services in the United States.

Foreign Trade Financing
Our Brazilian foreign trade activities consist primarily of financing export and import transactions.

We provide foreign currency payments on behalf of the importer directly to the exporters, attached to the receipt of
a local currency payment by importers. Exporters usually receive an advantage in local currency upon the closing of
the export contract, in exchange for an assignment of a foreign currency receivable due on the contract maturity date.
Financings of imports done prior to the shipment of the goods are called Adiantamento Sobre Contrato de Cambio,
(Advances on Exchange Contracts, or ACC ), whereby the funds obtained are used in the production of the goods that
will be exported. Financings done after the shipment of the goods, when the exporter is awaiting payment, are called
Adiantamento Sobre Contrato de Exportacdo (Advances on Export Contracts, or ACE ).

Other types of financings for exports include pre-payment of exports, BNDES-EXIM on lending, and advance
discounts.

Our foreign trade portfolio is funded primarily by credit lines with correspondent banks. We maintain relationships
with various North American, European, Asian and Latin American financing institutions for this purpose, relying on
our network, approximately 1,000 correspondent banks abroad, 89 of which granted funding facilities at the end of
2006.

By December 31, 2006, the costs associated with the financing of exports had reached their lowest levels in recent
years, ten basis points above Libor for the period of 180 days and 18 basis points above Libor for 360 days. In
comparison to 2005, there was a reduction of five to six base points, demonstrating a substantial improvement in the
international market s perception of Brazilian risk.

At December 31, 2006, the balance of our export financing transactions was R$12.9 billion and the balance of our
import financing transactions was R$1.5 billion. The volume of our foreign exchange contracts for exports reached
US$3.2 billion, a 29.3% increase over 2005. Based on Central Bank information, during 2006, we had a market share
for foreign exchange contracts for exports of 22.3% .
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During 2006, the volume of our foreign exchange contracts for imports reached US$13.4 billion, a 29.9% increase
over 2005. In addition, our market share for foreign exchange contracts for import was 15.4%, based on Central Bank

information.

The following table sets forth the composition of our foreign trade portfolio at December 31, 2006:

December 31, 2006

Export Financing (R$ in million)
Advances on Exchange Contracts (ACCs) R$4,349
Advances on Export Contracts (ACEs) 1,534
Pre-payment of exports 3,906
On-lending of funds via BNDES/EXIM 2,528
Other 617
Total Export Financing R$ 12,934

Import Financing

Foreign-exchange-denominated import financings 685
Withdrawal discounted from import 780
Total Import Financing 1,465
Total Foreign Trade Portfolio 14,399

Other Foreign Exchange Products
In addition to foreign trade financing, we offer our customers other exchange services and products, such as:
e purchasing and selling of travelers checks and foreign currencies;
® cross border money transfers;
e collecting import receivables;
e cashing checks that are denominated in foreign currency; and
e structuring transactions in foreign currency.
Private Banking Services
Bradesco Private Banking makes available for its high net worth individual clients liquid assets in excess of R$1.0
million for investments, an exclusive range of products and services, including assistance in asset allocation, fiscal and

tax succeeding advice.
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We manage third-party assets by means of:
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e mutual funds;
¢ individual and corporate investment portfolios;
e pension funds, including assets guaranteeing the technical reserves of Bradesco Vida e Previdéncia; and
® insurance companies, including assets guaranteeing the technical reserves of Bradesco Seguros.

At December 31, 2006, we had R$147.1 billion of assets under management, representing (14.9% of Brazilian
market share), R$129.1 billion of which managed by Bradesco Asset Management and R$18.0 billion in third party
funds related to the management, custodial and controlling services of BEM DTVM.

At December 31, 2006, we offered 563 funds and 104 portfolios over 3.3 million investors. We also offer a range
of fixed asset, floating rate, money market and other funds. Currently we do not offer investments in highly leveraged

funds.
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The following tables set forth the distribution of assets among our funds under management, the number of
customers and the number of funds and customer portfolios as of the dates indicated:

Distribution of Assets®

December 31,
2004 2005 2006
(R$ in million)
Mutual Funds:
Fixed income 83,441 104,183 130,609
Variable income 2,812 3,357 5,228
Third party share funds 5,067 5,103 4,068
Total 91,320 112,643 139,905
Managed Customer Portfolios
Fixed income 5,922 6,340 4,265
Variable income 2,321 1,822 2,673
Third party share funds 77 377 265
Total 8,320 8,539 7,203
Overall Total 99,640 121,182 147,108

€)) Calculated in accordance with the criteria used for Anbid Third Party Asset Management Global Banking.

As of December 31,
2004 2005 2006
Number Number Number
Quantity of Quantity of Quantit of
Quota Quota Quota

holders holders y holders
Mutual Funds 507 2,683,514 516 3,392,016 563 3,333,002
Portfolio 105 371 110 390 104 449
Overall Total 612 2,683,885 626 3,392,406 667 3,333,451

We market our asset management products through our network of branches, our telephone banking services and
our Internet-based investment site  ShoplInvest. We are continuously working to improve the composition of our
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investments, through intense commercial analysis, as well as diversification of our funds in order to better serve our
clients.

Consortia
In Brazil, persons or entities that wish to acquire certain goods can form a group, known as a consortium, in which

the members pool their resources to assist each other with the purchase of certain consumer goods. The purpose of a
consortium is to acquire goods, and Brazilian law forbids the formation of consortia for investment purposes.
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In January 2003, our subsidiary Bradesco Consércios initiated the sale of consortium memberships, known as
quotas, to our clients. Since May 2004, Bradesco Consoércios has been the leader in the real estate segment and since
December 2004, it has also been the leader in the vehicle segment. On December 31, 2006, Bradesco Consdrcios
registered total sales of over 289,453 quotas, with a total billed amount of approximately R$8.9 billion and a net profit
income of R$106.9 million. Bradesco Consércios acts as the administrator for the consortia, which are formed to
purchase real estates, automobiles, trucks, tractors and agricultural equipments.
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Insurance, Pension Plans and Certificated Savings Plans

The diagram below shows the principal elements of our insurance, pension plans and certificated savings plans
segment as of December 31, 2006:
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The following table sets forth selected financial data for our insurance, pension plans and certificated savings plans
segment for the periods indicated. The total amounts per segment shown in the table below may not correspond to the
amounts shown on a consolidated basis, as they do not take into account other immaterial segments, and were subject
to adjustments, reclassifications and eliminations for inter-company transactions.

Income statement data
Net interest income(!
Non-interest income()
Non-interest expense

Income before taxes and minority interest(!)
Tax on income

Income before minority interest(!)
Minority interest

Net Income(D)

Balance sheet data
Total assets

Selected results of operations data

Insurance premiums:
Premiums of life insurance and personal accidents
Health insurance premiums
Automobile, property and casualty insurance premiums

Total

Pension plan income
Interest income from insurance, pension plans, certificated
savings plans and pension investment contracts
Changes in technical provisions for insurance, pension plans,
certificated savings plans and pension investment contracts
Insurance claims
Pension plan operating expenses

As of and for the year ended

December 31,

2004 2005

(R$ in million)

R$4,937 R$5,938
7,794 9,374
(12,201) (12,428)
530 2,884

(138) (858)

392 2,026

4) )

R$388 R$2,017
R$40,840 R$49,670
1,615 1,787
3,036 3,518
2,113 2,500
R$6,764 R$7,805
374 377
4,937 5,938
(4,326) (3,939)
(4,822) (5,501)
R$(751) R$(505)

2006

R$ 6,476
10,307
(13,407)

3,376
(918)

2,458
(16)

R$2,442

R$61,208

1,779
3,918
2,424

R$8,121

791
6,476
(4,199)

(6,124)
R$(560)
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Includes income from related parties outside the segment.

Insurance

We offer insurance products through a number of different entities, which we refer to, collectively, as Grupo
Bradesco de Seguros e Previdéncia. Grupo Bradesco de Seguros e Previdéncia was the largest insurer group in Brazil
in 2006 based on total revenues and technical provisions, according to information published by Susep and ANS.
Grupo Bradesco de Seguros e Previdéncia provides a wide range of insurance products to companies and individuals
in Brazil. According to the annual publication of Fundacion Mapfre in Spain, Grupo Bradesco de Seguros e
Previdéncia was the greatest insurance and pension plan group in Latin America in 2005. It offers insurance products
both on an individual basis and to corporate clients for the purpose of insuring their employees. Its products include
health, life, accident, automobile and property and casualty insurance.
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Health Insurance

Health insurance insures policyholders for covered medical expenses. We offer our health insurance through our
subsidiary Bradesco Sadde. At December 31, 2006, Bradesco Satde had 2.6 million health and dental policyholders,
including holders of individual or family plans, and corporate insurance plans. Approximately 12,000 companies in
Brazil have health insurance policies underwritten by Bradesco Saude, including 29 of the country s 100 largest
companies.

Bradesco Satide currently has one of the largest health insurance networks in Brazil. As of December 31, 2006, it
included approximately 9,000 laboratories, 9,500 specialized clinics, 14,400 physicians, 3,000 hospitals, 1,200 dental
clinics and 5,500 dentists located throughout the country.

Personal Insurance

Bradesco Seguros offers life and personal accident insurance products to approximately 9.3 million customers
through its subsidiary Bradesco Vida e Previdéncia.

Automobiles, Property and Liability

We provide automobile, basic lines and liability products through our subsidiary Bradesco Auto/RE. Our
automobile insurance covers policyholders losses resulting from vehicle theft, damage to vehicles, personal injury and
injury to third parties. Mass insurance is geared towards (i) individuals, particularly those with residential and/or
equipment related risks and (ii) with small and medium sized companies.

Among mass basic lines, Bradesco Auto/RE offers the residential ticket, a product with a medium to low premium,
but high profitability. In the corporate basic lines and liability segment, Bradesco Auto/RE has an exclusive highly
specialized insurance team, which allows us to provide large business groups with tailor-made services and products
to their specific needs. Among corporate basic lines, Bradesco Auto/RE offers the operating risks, named and oil
insurance policies.

In 2006, Bradesco Auto/RE had 1.3 million insured automobiles and 0.9 million basic lines policies and tickets.
Bradesco Auto/RE is one of the largest companies in the country in terms of sales.

Sales of Insurance Products

We sell our insurance products through exclusive brokers in our branch network, as well as through non-exclusive
brokers throughout Brazil. Bradesco Seguros pays the brokers fees on a commission basis. At December 31, 2006,
30,429 brokers offered our insurance policies to the public. We also offer certain automobile, health, property and
casualty insurance products directly through our website.
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Pricing

Statistical experience of each insurance company drives pricing for individual health insurance policies in Brazil,
which assumes geographical life expectation, frequency and average medical and dental costs, in accordance with
actuarial analysis and ANS.

The price for personal insurance is determined based on the life expectation of each policyholder and the frequency
of claims and the average damage experienced by Brazilian population. The exceeding amount over the limit of the
reinsurance agreement is automatically transferred to the reinsurance company.

The price determination of automobile insurance is influenced by the frequency and severity level of an individual s
claims, and takes into consideration many factors, such as place of use of the vehicle and its specific characteristics. In
accordance with market practice, as of April 2004, we consider the client profile in the price determination of an
automobile insurance policy.

The profitability of personal automobile insurance partially depends on the identification and correction of
disparity between premium levels and the expected claim costs. The premiums charged for the cover of damages to
vehicles reflect the value of the insured automobile and, consequently, the premium levels partially reflect the sales
volume of new automobiles. The number of insured automobiles increased 4.83% in 2006 compared to 2005.

Pricing in the property and casualty insurance business is driven by claim frequency and average claim amount, as
well as the specific characteristics of the insured party s location. In the corporate basic lines, insurance prices are
determined in accordance with each covered risk. In case of atypical type of coverage and/or covered amounts, we
must consult the reinsurance company to obtain the basic terms of the contract.

Reinsurance

Brazilian regulations set retention limits on the amount of risks insurance companies may underwrite. According to
such regulations, Grupo Bradesco de Seguros e Previdéncia reinsures with the IRB all the risks it underwrites whose
insured amounts exceed the retention limits or risks that by technical-actuarial decision, the reinsurance is
recommended in order to minimize the risks of our portfolio.

In 2006, Grupo Bradesco de Seguros e Previdéncia reinsured approximately R$355 million in insurance risks with
the IRB. Although the reinsurance companies are liable for any risks they reinsure, the insurance companies remain
primarily responsible as the direct insurers on all reinsured risks and not only on the amounts reinsured by them.

The Brazilian National Congress enacted the Supplementary Law no. 126/07, which extinguished the monopoly of
IRB upon opening the reinsurance market to competition in Brazil. The effectiveness of such law depends on
regulation by CNSP over the requirements to be met by reinsurance companies for receiving reinsurance assignments
originated in the country.

Pension Plans

We have managed individual and corporate pension plans since 1981 through our wholly-owned subsidiary
Bradesco Vida e Previdéncia, which is now the leading pension plan manager in Brazil as measured by pension plan
contributions, investment portfolio and technical provisions, based on information published by the National
Association of Private Pension Plans, known as Anapp, and Susep
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Bradesco Vida e Previdéncia offers and manages a range of individual and group pension plans. Our largest
individual plans in terms of contributions are VGBL, PGBL and Fundos de Aposentadoria Individual, which we call
FAPIL. VGBLs and PGBLs are plans exempted from withholding taxes on income generated by the fund portfolio.
FAPI allows the participants to reduce their taxable income by the amount of their pension plans contributions, up to a
limit of 12% of their overall gross income. Participants in these types of funds are taxed upon redemption of their
shares, or reception of benefits.

In 2006, the pension funds managed by Bradesco Vida e Previdéncia accounted for 43.4% of VGBL, 30.6% of
PGBL and 22.1% of traditional pension plans in Brazil, according to Anapp.

In 2006, Bradesco Vida e Previdéncia accounted for 38.6% of the supplementary pension plan market and VGBL
market in terms of contributions, according to Susep. As of December 31, 2006, Bradesco Vida e Previdéncia
accounted for 42.0% of all supplementary pension plan assets under management according to Anapp.

Brazilian law currently permits the existence of both open and closed private pension entities. Open private
pension entities are those available to all individuals and legal entities who, by means of a regular contribution, wish
to subscribe to a benefit plan. Closed private pension entities are those available to discreet groups of people such as
employees of a specific company or a group of companies in the same sector, professionals in the same field, or
members of a union. Private pension entities grant benefits upon periodic contributions from their members, their
respective employers or both.

Our revenues from pension plan management have risen by an average of 20.9% over the past five years, in large
part due to increased sales of our products through our branch network.

We manage pension plans and VGBL covering more than 1.7 million participants, 74.8% of whom are members of
individual plans, and the remainder of whom are individual members of corporate plans. Corporate plans account for
25.2% of our technical reserves.

Under VGBL and PGBL plans, participants are allowed to make contributions either in installments or in
lump-sum payments. Participants in pension plans may deduct the amounts contributed to PGBL by up to 12.0% of
the participant s complete taxable income. According to applicable law, the redemption and the benefits realized are
subject to a withholding tax. Companies in Brazil can establish VGBL and PGBL plans for the benefit of their
employees. As of December 31, 2006, Bradesco Vida e Previdéncia managed R$18,734 million in VGBL and
R$8,198 million in PGBL plans. Bradesco Vida e Previdéncia also managed R$15,767 million in supplementary
pension plans.

We are using VGBLs and PGBLs to replace a number of guaranteed-return plans, as guaranteed-return plans pose
more risk to us. Guaranteed-return plans guarantee participants a minimum return during the period they make their
contributions. The amount of return corresponds to the amount invested at a rate of TR plus a spread of up to 6% per
year. To minimize market fluctuations, we hedge our risk arising from these guaranteed-return plans with investments
in Brazilian government treasury notes. Conversely, VGBLs and PGBLs do not have such a guarantee.

In accordance with US GAAP, we consider VGBLs, PGBLs and FAPIs to be pension investment contracts.
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Bradesco Vida e Previdéncia also offers pension plans to its corporate customers, most of these plans are tailored
to the needs of a specific corporate customer.

Bradesco Vida e Previdéncia earns revenues primarily by charging:
e pension plans contributions, premiums of life insurance, personal accidents and VGBL; and

¢ revenues from management fees which are charged from the policyholders in accordance with mathematic
technical provisions.

Certificated Savings Plans

Bradesco Capitalizagdo offers to our clients certificated savings plans with the option of making either one
contribution or monthly payments. Each savings plan varies in accordance with value (from R$7 to R$10,000), form
of payment, contribution term and periodicity of drawings of cash premiums of up to R$2 million. It bears interest at a
rate of TR plus 0.5% per month over the value of the mathematical provision. The certificated savings plans are
redeemable by the holder after twelve months. As of December 31, 2006, we had approximately 4.5 million traditional
certificated savings plans and approximately 9.7 million assignment of raffle right certificated savings plans, in view
that the purpose of assignment of raffle right certificated savings plans is to add value to the product of the partner
company or even incentive the non-delinquency of its clients, the bonds have reduced effectiveness term and grace
period and low unit value of commercialization. As of December 31, 2006, Bradesco Capitalizac¢do had issued 14.2
million of certificated savings plans, which are held by more than 2.3 million clients.

Bradesco Capitalizagdo was the first certificated savings plan company in the country to receive the NBR ISO
9002 Certification, granted by Fundacdo Vanzolini. In December 2002, we had the above-mentioned certification
updated to NBR ISO 9001:2000 Certification regarding our certificated savings plans management and on December
1, 2005 we received once again the certification of the quality system, based on the quality of our internal and
management processes. Bradesco Capitalizacdo was the first company in the sector to receive a brAA national rating
from Standard & Poor s. Its current rating is brAAA.

Treasury Activities

Our treasury departments enter into transactions, including derivative transactions, mainly for hedging purposes
(called the macro hedge ). They enter into these transactions in accordance with limits set forth by our management,
under guidelines established by our risk management area, utilizing a value at risk methodology. For more
information about our risk methodology, see Item 11. Quantitative and Qualitative Disclosures About Market
Risks Risk and Risk Management Market Risk.

Distribution Channels

We have the largest private-sector banking network in Brazil. In 2006, mainly as a result of BEC bank acquisition,
we opened 87 new branches. Our branch network is complemented by alternative distribution channels such as special
banking service posts on the premises of selected companies, ATMs, telephone banking services and Internet banking.
In introducing new distribution systems, we have focused on enhancing our security as well as increasing efficiency.

In addition, in order to foster stronger ties with our corporate clients, in 2006, we established an additional 91
banking service posts on the premises of selected corporate clients and 150 banking service posts in 2005, reaching a
total of 2,542 banking service posts as of December 31, 2006. We offer the same products and services at these special
posts as we offer in our branches.
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For information on our international branches as of December 31, 2006, see Item 4. Information on the
Company History and Development of the Company Banking Activity International Banking.

We also offer banking services in 5,585 Brazilian post offices and through our correspondent banking offices. For
further information about this project, see ~ History Acquisitions in 2003 and 2004 Other Acquisitions.

Specialized Distribution of Products and Services

As part of our distribution system, we have five areas that offer a range of different products and services on an
individualized basis to companies and individuals throughout all specified segments of our client base. By focusing on
specified segments of our client base, we are able to provide different levels of attention according to the profile of
each client and, as a result, improve our efficiency in services.

Bradesco Retail

Bradesco Retail provides banking services to the population at large, mainly assisting individuals with monthly
incomes of up to R$4,000, and companies with annual revenues of up to R$15.0 million, comprising more than 16
million clients carrying out millions of daily transactions at our 2,700 branches and 2,400 other service locations. We
reward our biggest clients in this segment by providing them with personalized services.

Bradesco Corporate

Bradesco Corporate was created in 1999 and targets companies which have annual revenues of more than R$180.0
million per year. We currently have 126 relationship managers offering a range of traditional as well as tailor-made
products to these customers.

Bradesco Corporate is ISO 9001:2000 certified for all its corporate structure, and provides exclusive customer
service specialists for our corporate customers. We offer international partnership opportunities through UFJ-Japan,

BBVA-Spain and BES-Portugal.

We were the first Brazilian bank to carry out an operational agreement through a strategic alliance with UFJ Bank,
enabling approximately 300,000 Brazilian residents in Japan to access our banking services from abroad.

Bradesco Corporate also relies on a specialized structure, Asian Desk, to manage clients of Asian origin living in
Brazil, and develops financial solutions in businesses with Japan and the rest of Asia.

Bradesco Companies

Bradesco Companies was implemented with the aim of attending to companies with revenues of R$15.0 million to
R$180.0 million/year, through its 66 exclusive branches that are strategically positioned throughout Brazil.
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Bradesco Companies strives to offer excellent business management with respect to loans, financings, investments,
foreign commerce, derivatives, cash management and structured transactions, seeking both the satisfaction of our
clients and good results for the Organization.

The Bradesco Companies team has 360 Relationship Managers who take part in Anbid s Certification Program, and
who assist an average of thirty-one economic groups representing 22,729 companies in various industries.

Bradesco Companies manages assets in the amount of R$31.4 billion, among loan operations, guarantees, deposits,
funds and charging.

Bradesco Private Banking

Bradesco Private Banking, certified by ISO 9001:2000 as well as by Good Priv@cy (Data Protection 2002
Edition) granted by International Quality Network, was created in 2000 to manage our relationship with high net
worth individuals. Bradesco Private Banking seeks the most appropriate financial solution for each client by providing
a tailor-made solution for each client that focuses on asset allocation assessment, fiscal, tax and estate planning.

Bradesco Prime

Bradesco Prime was created to provide services to individuals with monthly incomes of at least R$4,000 or
investments worth at least R$50,000.

Bradesco Prime s mission is to be the primary bank of such clients focusing on a high-quality relationship with the
clients, as well as on providing appropriate solutions to their needs, with well-prepared teams, adding value to
shareholders and employees, within the Bank s ethical and professional standards.

Bradesco Prime s customers are provided with:
e exclusive facilities specifically designed to provide them with a high degree of comfort and privacy;

e personalized services provided by the relationship managers who manage a small number of portfolios, giving
special attention to each client;

e large range of products and services, such as, Bradesco Prime Checking Account , which is a fidelity program
that offers increasing benefits to the clients and promotes the relationship between the clients and Bradesco
through the offer of such benefits; the chat on-line , which is a real time financial advisor, besides several
investment funds specifically designed for Bradesco Prime clients; and

¢ Relation managers who are constantly working on their qualifications to meet the financial needs of our
clients; all of them are enrolled in Anbid s certification program.

Bradesco Prime has the largest exclusive network for the high net worth individuals, with 208 exclusive branches
throughout Brazil, for a customer base of 344,826 individual clients. We make available to all of Bradesco Prime s
clients independent and exclusive Internet banking and call center tools, besides the possibility to use Bradesco s
Branches and ATM machines throughout Brazil.
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Some Bradesco Prime branches offer unique services, such as:

® Agéncia Prime Digital, which focuses on client customer service through call centers with expanded
schedules (from 8:00 AM to 8:00 PM, 7 days per week, including holidays); and

® Agéncia Prime Cidade de Deus, the first wireless branch in Latin America, whereby managers, through the
use of wireless technology, are able to offer our clients financial services at their place of business.

Branch System

The principal distribution channel for our banking services is our branch network. In addition to offering retail
banking services, our branches serve as a distribution network for all of the other products and services we offer to our
customers, including our payment processing and collection services, our private banking services and our asset
management products. We market our leasing services through channels operated by our branch network, as well as
directly through our wholly-owned subsidiary Bradesco Leasing. Bradesco Corretora and Bradesco Consércios also
market brokerage, trading and consortium services through our branches. Bradesco Vida e Previdéncia sells its
products on a commission basis through 11,069 independent agents nationwide, most of whom are based in our
facilities.

We sell our insurance products and pension plans through our website and through exclusive brokers based in our
network of bank branches, non-exclusive brokers throughout Brazil, all of whom are compensated on a commission
basis. At December 31, 2006, 30,429 brokers offered our insurance policies to the public. Our certificated savings
plans are offered through our branches, the Internet, customer services and external distribution channels.
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The table below sets forth the distribution of sales of the indicated products through our branches and outside our
branches:

2004 2005 2006

(% of total sales, per product)
Insurance products
Sales through the branches 38.5% 34.9% 35.6%
Sales outside the branches 61.5 65.1 64.4

Pension plans products
Sales through the branches 85.4 83.1 84.5
Sales outside the branches 14.6 16.9 15.5

Leasing products
Sales through the branches 91.2 78.1 65.7
Sales outside the branches 8.8 21.9 343

Certificated savings plans

Sales through the branches 89.7 90.0 91.0
Sales outside the branches 10.3% 10.0% 9.0%
Data processing

We have two data processing centers, with twenty large-scale computers and 1,122 medium scale computers. All
of our branches and ATMs have telecommunications services capable of exchanging data with any one of the two data
processing centers.

Other service channels

Our clients have easy access to carry out queries, financial transactions and acquisition of products and services
made available at the self-service channels, Fone Fdcil (Easy Phone), and Internet.

ATM
Bradesco s Self-Service Network has 24,099 ATMs located throughout Brazil and provides fast and practical access
for a diverse range of products and services. Holders of debit cards in checking or savings accounts can also carry out

withdrawals, issuance of statements and balances at any one of the 3,201 ATMs of Banco24Horas.

In 2006, we recorded an average of over 5.0 million on-line and real time transactions per day; we set up 1,063
new ATM machines and replaced 1,828 machines.

Internet Services

Bradesco is focused on providing innovative Internet services for its customers. Bradesco Dia&Noite manages an
Internet portal with 43 websites, of which 30 are institutional and 13 are transactional.
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Bradesco Net Empresa caters exclusively to our corporate customers and allows them to have greater security in
their banking transactions, through the Digital Certificate with electronic signature and the Bradesco Safety Key
System. Companies that register for this service are able to optimize their businesses financial management, while
having the ability to carry out 301 types of operations, among which are movements in checking and savings
accounts, payments, charging and transference of files.
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Bradesco Shoplnvest website provides our clients with several online options including: conducting transactions on
the Bovespa, receiving online quotations, calculation simulations, acquisition of certificated savings plans, private
pension plans and the provision of additional information on the financial markets.

With detailed information about the lines offered, the Loans and Financings website ShopCredit makes available
to individual and corporate clients the Bank s complete portfolio. It still allows the use of calculation simulators for the
operations of Personal Loans, CDC, Leasing, Real Estate Loans, Rural Loans, and Finame, among others.

With the Bradesco Celular channel (access via cell phone), the Client may interact with the Bank through Mobile
Technology and carry out payment of bills, transferences between accounts, cell phone charges, and queries about
balances and Insurance information, Certificated Savings Plans, Financial Market Indexes and Quotations, and
profitability of Investment Funds.

In the Bradesco Cartdes website, the clients of Bradesco Cards have at their disposal several online products and
services, among which queries, rotating loans and requests;

Cidadetran is Bradesco s website catering exclusively for Forwarding Agents and Driving Schools, offering
payment and financing solutions for all the fees and taxes related to vehicles and the National Drivers License

(Carteira Nacional de Habilitacdo CNH) of the State of Sao Paulo.

In addition to the website that hosts all its products, www.bradesco.com.br, the Bank also maintain specific
websites to assist the clients of the Bradesco Prime, Private, Companies and Corporate segments.

This year, we recorded 890.3 million banking transactions through our Internet banking services, as follows:
e Internet Banking 7.8 million registered users and 302.8 million transactions carried out;
e ShopInvest 1.1 million registered users and 1.9 million transactions, which amounted to R$ 6.2 billion;
® ShopCredit 17.8 million transactions were recorded;

e Net Empresa 439,841 registered companies, resulting in 41.4 million transactions carried out, and WebTA
(Web File Transmission) a further 482.4 million transactions/operations carried out;

® Bradesco Cartdes 36.8 million transactions carried out; and

¢ Cidadetran 7.1 million transactions/operations carried out.
Telephone Service

Fone Ficil Bradesco provides telephone services 7 days a week with convenience, agility and security. By means

of an electronic and personalized service, the Client obtains information, carries out transactions and acquires products
and services related to their checking and savings accounts, credit cards and other products available on this channel.
In 2006, we responded to 284.3 million calls, which have generated over 393.4 million transactions valued at R$9.0
billion.
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Capital Expenditures

For a discussion of our capital expenditures during the last three years, see Item 5. Operating and Financial Review
and Prospects - Capital Expenditures.

Risk Management
Risk Management Area

Our risk management area is fully independent from our management and is responsible for assuring control over
and monitoring of market risks, including credit and operational risks. Our risk management area monitors the
procedures we have put in place to prevent money laundering.

It also coordinates the actions required to be taken by us to fulfill the regulations issued by the Brazilian Central
Bank, regarding the New Capital Basel Accord and Section 404 of the Sarbanes-Oxley Act.

Market Risk Management

Market risk is related to the possibility of the loss of income from fluctuating rates caused by mismatched
maturities, currencies and indicators of the institution s asset and liability portfolios.

We measure and manage market risks through methodologies and models, which are consistent with local and
international market realities, ensuring that our strategic decisions are implemented quickly and reliably.

We have adopted a conservative policy regarding market risk exposure: Risk limits, what we deem Value at Risk
are defined by senior management, and compliance is monitored daily by an area, which is independent from portfolio
management. The Value at Risk methodology has an accuracy level of 97.5% and is based upon statistical and
economic studies conducted by us which we validate daily using back testing techniques

In addition, we perform a daily sensitivity analysis of positions, which measure the effect of the movement of
Brazilian interest rates and foreign exchange coupon curves (interest spread paid above the foreign exchange
variation) and the exchange rate on our portfolio.

For further information on how we assess and monitor market risk, see Item 11. Quantitative and Qualitative
Disclosures about Market Risk .

Credit Risk Management

Credit risk deals with the potential risk that a counterparty to a loan or other financial operation may not wish or be
able to comply with their contractual obligations.

We work constantly to mitigate potential credit risks by monitoring loan activities, developing, enhancing and
preparing inventories for the granting of loans, developing recovery models, monitoring credit concentration and
identifying previously unknown credit risks.
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In addition, we have focused our efforts on the utilization of advanced risk-assessment models and on the
continuous improvement of our granting-loan processes. The benefits that we have achieved from these efforts are
reflected in the quality and performance of our loan portfolio.

We highlight the following aspects of our Credit and Risk Management efforts:

¢ the Executive Committee of Credit Risk holds a monthly meeting with our management to discuss some of
the major facts and decisions related to credit risk;

® active participation in the process of improving client risk rating models, taking into consideration the
particular characteristics of the business and product segments in which the Bank operates;

e participation in the evaluation of credit risks when products are created or reviewed;

¢ implementation of the system used to calculate projected and unexpected losses, in addition to the allocation
of the corresponding capital;

® back testing and gauging of models used to assess credit portfolio risks;
e optimization of the management information systems, designed to meet the requirements of the present
customers and department s segmentation approach, with an emphasis on decision making and credit portfolio

management;

e follow-up on major risks, such as, periodic monitoring of the major events of default, through individual
analysis, based on client s balance evolution and recovery estimates;

e continuously revising and restructuring our internal processes, including roles and responsibilities capacity
building, review of organizational structures and information technology demands; and

e a periodical review of projects related to our compliance with best practices and the requirements of BIS New
Capital Accord.

Operational Risk Management

Operational risks are those events that affect our clients or our business operations and that occur as a result of
business interruption, system failure, error, omission, fraud or any other external event.

We manage operational risks based on methodologies designed to allow, among other benefits, a decrease in
unsubscribed regulatory capital and eventual losses from operational events.

Such methodologies are aligned with the best practices in the market in operational risk management. Our risk

management policies meet the guidelines enacted by the BIS New Capital Accord and the schedule set forth by the
Central Bank.
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Pursuant to Resolution No. 3,380/06 of Central Bank, financial institutions are required to annually implement an
operational risk management diligence, and publicly disclose a report with its results. Pursuant to this Resolution,
financial institutions are required to, at least, (i) identify and evaluate, monitor, control and mitigate operational risks;
(i1) document and storage all information regarding operational risk-related losses; (iii) prepare at least on annual basis
a report with a description of deficiencies of operational risk control and management, and a plan for their on-time
correction; (iv) conduct at least on annual basis tests to assess operational risks control systems in place; (v) prepare
an operational risk management policy with attributions of roles and responsibilities of each member of the
organization, and disseminate it to all their employees, and outsourced service providers; (vi) have a contingency plan
to ensure the continuation of their activities and limit material losses from operational risks; and (vii) implement,
maintain and disclaim an organized process of communication and information. The operating risk management
policy is required to be approved and reviewed, at least on an annual basis, by the board of executive officers and
board of directors.

Our goal is to obtain a qualification from the Advanced Measurement Approach (AMA), which is a structure that
enables a better understanding of an institution s risk.

In addition, we are currently evaluating a new systemic corporate platform. This platform will integrate, in a single
database, the Operational Risk and Internal Controls Information (quantitative and qualitative portion of risk), and will
meet the requirements set forth by Section 404 of the U.S. Sarbanes-Oxley Act.

Management of Internal Controls and Compliance

We are continuously developing policies, systems and internal controls to mitigate potential losses generated by
our risk exposure and to strengthen our existing corporate governance policies. We have also adopted additional
methodologies and criteria for identification, classification, evaluation and monitoring of risks and their controls. Our
dedicated staff and our investments in technology and training and recycling courses for our personnel have allowed
us to create internal controls and compliance management that is effective and consistent with international standards
in order to comply with foreign and Brazilian legal requirements.

Our Internal Control Area is one of the units of the Risk Management and Compliance Department and is
responsible for the preparation and disclosure of technical instructions, criteria and procedures related to internal
controls and compliance. It reports directly to our Chief Executive Officer and provides periodic status reports to the
Internal Controls and Compliance and Audit Committees, and the Board of Directors.

Some of the key aspects of our risk management and compliance efforts are:

¢ implementation of an internal controls system structure based on methodology of the Committee of
Sponsoring Organizations, which we call COSO, and on the framework of the Control Objectives for
Information and Related Technology Cobit regarding information technology environments, as well as
adherence to the 13t Internal Control Principles defined by the Basel Committee. This structure reinforces the
ongoing improvement in the identification process and assessment of controls and to mitigate risks, including
the preparation of financial and accounting statements in accordance with Section 404 of the Sarbanes-Oxley
Act;

¢ the compliance agents are responsible for the execution of identification activities, classification, evaluation
and monitoring of risks and controls, as well as for the execution of tests of adherence, preparation and
implementation of plans of action, in accordance with the standards established by the Internal Controls Area
of the Risk Management and Compliance Department.
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¢ implementation of SPB (Brazilian Payment System) management guarantees the efficiency of the system,
which transmits electronic message among our banks and other participating institutions.In addition, we have
an SPB Systemic Business Continuity Plan, developed to ensure that system failures are kept to a minimum;
the Plan is continuously tested, and evidence reports are generated, which are published in our corporate
intranet. For the manual-entry message systems, an internal access policy was created, which anticipates
half-yearly meetings for the users who are licensed in our management s systems.
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e the TED (Online Cash Transfers) validation system is designed to reduce operating risks generated by the
unauthorized transfer of funds from the Bradesco Group, providing a greater level of security and reliability in
transactions;

® measures to prevent and combat money laundering in conformity with best corporate governance practices
and which are based on the policies Know your Client and Know your employee . Training and awareness
programs are provided to all employees. We are also constantly improving the technology to monitor financial
movement in order to help identify transactions which could be, directly or indirectly, related to crimes
preceding money laundering, defined in Law no. 9,613/98; and

¢ implementation of Information Security Management, represented by a series of measures comprised mainly
of controls and a security policy designed to protect customer and corporate information. We have a formal
structure, with specific objectives and responsibilities, for defining, maintaining and improving information
security in the corporate environment.

Credit
Our credit policy is focused on:
e ensuring the safety, quality, liquidity and diversification levels in the allocation of assets;
e search for flexibility and profitability in our business; and
* minimizing the risks inherent to credit operations.

Our credit policy defines the criteria we use for setting operational limits and extending credit. Credit limits are set
by the Executive Credit Committee, which is made up of our vice-presidents, the managing directors responsible for
our operational area and our credit director. The Executive Credit Committee updates our credit limits in accordance
with changes in our internal policy and the Brazilian market in general. Our Executive Directors also approve the
assessment systems that our branches and departments use for each type of loan in assessing credit applications.

Our businesses are diversified, non-selective and focused on individuals and companies that demonstrate ability to
pay and credit worthiness, and care is taken to ensure that the underlying guarantees are sufficient to support the
obligations considering the reasons and terms of the credit granted, besides risk classification the loan would receive,
under our classification of risk system. In Brazil, the risk rating system is divided into nine categories ranging from

excellent to uncollectible, based on financial and economic considerations such as the credit profile and payment
capacity of the borrower. See Regulation and Supervision Bank Regulations Treatment of Overdue Debts.

We have several approval levels for loan requests as for individuals as for legal entities ranging from the branches
general managers to our Executive Credit Committee. Our branches have defined limitations on their authority to
grant credit based on the size of the branch and guarantee offered at the time of the transaction. However, they have
no authorization to approve an application for credit from any borrower who:
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e is rated less than acceptable under our internal credit risk classification system;
® does not have an updated record;
e whose personal data reveals any material credit restrictions; or
¢ who is in default on any of his or her existing credit obligations.
We have credit limits for each type of loan. We pre-approve credit limits to our individual and corporate clients
and presently extend credits to the public sector only under very limited circumstances. In all cases, funds are only

granted once the appropriate body has approved the credit line.

We review the credit limits of our large corporate clients every 180 days. Credits extended to other customers,
including individuals, small and midsized corporations, are reviewed every 90 days.

If a loan payment is in default, the manager of the branch or department that authorized the credit is responsible for
taking the initial steps to determine if the default can be remedied. If the loan remains in default after exhaustion of
extra-judicial collection strategies, the manager of the branch or department refers the loan to the Credit Collection
Department.

Consumer Credit Operations

Depending on the security required, loans to individuals of up to R$50,000 are approved at the branch level. If the
loan or credit support are not within the limits established for approval at the branch level, the approval of the loan is
submitted to the credit department or, if necessary, to a higher level of authority. The following table sets out the
limits within which branch managers may approve loans to individuals, depending on the amount and the type of
credit support offered:

Range of loan approval authority

Loan with no real

guarantee Loan with real guarantee
Decision-making authority (R$ in thousand)
Manager of very small branch () R$0to 5 R$0 to 10
Manager of small branch @ 0to 10 0 to 20
Manager of average branch ) Oto 15 0 to 30
Manager of large branch ) R$0 to 20 R$0 to 50

) Branch with total deposits up to R$1,999,999.
2) Branch with total deposits between R$2,000,000 and R$5,999,999.
3) Branch with total deposits between R$6,000,000 and R$14,999,999.
€)) Branch with total deposits above R$15,000,000.
We use a specialized credit scoring evaluation system to analyze these loans, allowing us to build a level of
flexibility and accountability, besides standardizing the procedures in the process of analyzing and deferring loans.
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We provide our branches with tools that allow them to analyze credits for individual clients in a rapid, efficient and
standardized manner and to produce the corresponding loan contracts automatically. With these tools, our branches
can respond quickly to clients, keep costs low and control the risks inherent to consumer credit in the Brazilian
market.

If the branch manager is not authorized to approve the requested loan, the decision is submitted to our credit
department and, if necessary, to higher levels of authority. The following table sets out the range within which each

decision-making authority approves loans to individuals above R$50,000, irrespective of the type of credit support:

Amount of loan

Decision-making authority Minimum Maximum
(R$ in thousand)
Credit department R$51 R$8,000
Credit director 8,001 10,000
Executive credit committee (Daily Meeting) 10,001 R$35,000
Over
Executive credit committee (Plenary Meeting) R$35,001 -

Corporate Credit Operations

For corporate customers, depending on the proposed credit support and the size of the relevant branch, loans of up
to R$400,000 are approved at the branch level. If the credit support offered is not within the limits established for
approval at the branch level, the approval of the loan is submitted to the Credit Department and higher levels of
authority.
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The following table sets out the limits within which branch managers may approve corporate loans, depending on
the amount and the type of credit support offered.

Range of loan approval authority

Loans with no real

guarantees Loan with real guarantees
Decision-making authority (R$ in thousand)
Manager of very small branch () R$0 to 10 R$0 to 60
Manager of small branch @ 0 to 20 0to 120
Manager of average branch ) 0 to 30 0 to 240
Manager of large branch ) 0 to 50 0 to 400
Manager of Bradesco Company branch ) R$0 to100 R$0 to 400

(D Branch with total deposits up to R$1,999,999.
2) Branch with total deposits between R$2,000,000 and R$5,999,999.
3) Branch with total deposits between R$6,000,000 and R$14,999,999.
€)) Branch with total deposits above R$15,000,000.
®)) Branch with exclusive middle market companies.
The following table sets out the range within which each of our decision-making authorities approves loans for
corporate customers above R$400,000, irrespective of the type of security offered:

Amount of loan

Minimum Maximum
Decision-making authority (R$ in thousand)
Credit department R$401 R$8,000
Credit director 8,001 10,000
Executive credit committee (Daily Meeting) 10,001 35,000
Over
Executive credit committee (Plenary Meeting) R$35,001 -

With the purpose of meeting the clients needs in the shortest possible term and with greater security, the credit
department breaks down its analyses, using different methodologies and instruments for credit analysis in each
segment, paying special attention to:

¢ In the Retail, Prime and Private segments Individuals, the individual s reputation and credit worthiness, the
professional category/activity, the monthly income, the assets (personal and real property, eventual burdens
and stakes in companies), the bank indebtedness and the history of their relationship with the Organization,
paying attention, in the loan operations, to terms and current fees and to the guarantees involved.

¢ In the Retail segment Corporate, in addition to the points above, taking into account that on this level of

companies their activities get mixed with their owners persons, we must also consider the period of activity
and the monthly revenues.
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market, the size, the economic-financial evolution, the cash-generating ability, and the business perspectives,
always encompassing the proponent, its parent company/subsidiaries, and the industry in which it is inserted.
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Data Processing Systems

We have two operations centers in Osasco and Alphaville (Barueri), in the state of Sao Paulo, the principal located
in Osasco and the other in Alphaville. Our operation center in Alphaville is prepared to replace our operation center in
Osasco in case of emergency and is also used for our systems development needs.

To ensure the continuity of our operations in case of power outages, our operations centers have sufficient energy
capacity to operate independently for seventy-two hours. If we have sufficient access to fuel, we have the capacity to
provide ourselves with electricity indefinitely.

We plan to reallocate our main operation center to a new building that is on final stage of construction. This

building is being constructed in accordance with level four classification of Uptime Institute, or a 99.995% minimum
availability.

Funding
Deposit-taking Activities

Our principal source of funding is deposits from Brazilian individuals and businesses. At December 31, 2006, our
total deposits were R$83.9 billion, representing 36.1% of our total liabilities.

We provide the following types of deposit accounts:
e checking accounts;
e deposit accounts for investments;
® savings accounts;
® time deposits;
¢ interbank deposits from financial institutions; and
e savings integrated to the investments account.

The following table sets forth our total deposits, by type and source, as of the dates indicated:

% of total
December 31, deposits
2004 2005 2006 2006
(R$ in million, except %)

From customers

Demand deposits R$15,384 R$16,223 R$21,081 25.1%

Savings deposits 24,783 26,201 27,613 32.9

Time deposits 28,460 32,837 34,941 41.6
From financial institutions 20 146 290 0.4
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According to regulations of the monetary authority, we must place a percentage of the demand deposits, savings
deposits and time deposits we receive from our clients with the Central Bank as compulsory deposits, as follows:

* Demand Deposits and deposit accounts for investments: We are required to deposit 45.0% of the average
daily balance of our demand deposits and deposit accounts for investment in excess of R$44.0 million with
the Central Bank on a non-interest-bearing basis;

e Savings deposits: We are required to deposit, in an account with the Central Bank, an amount in cash
equivalent to 20.0% of the total average balance of our savings account deposits during the prior week. The
account bears interest annually at TR plus interest rate of 6.17%; and

¢ Time deposits: We are required to deposit with the Central Bank, in the form of federal securities, 15.0% of
the average balance of our time deposits exceeding R$30.0 million, less an additional R$300.0 million. The
securities bear interest in accordance with market rates.

¢ In addition, we are required to deposit in the Brazilian Central Bank an additional amount equal to (a) 8.0% of
the average balance of our time and demand account deposits during the prior week plus (b) 10.0% of the
average balance of our saving account deposits during the prior week, to the extent that the percentages in (a)
and (b) are applicable to the balance of our deposits exceeding R$100.0 million. This additional amount is
deposited in an account with the Central Bank that bears interest at the Selic rate.

Present Central Bank regulations require that we:

e allocate a minimum of 25.0% of cash deposits to providing rural credit (if we do not do so, we must deposit
the unused amount in a non-interest bearing account with the Central Bank);

e allocate 2.0% of checking deposits received to micro credit transactions; and

¢ allocate a minimum of 65.0% of the total amount of deposits in savings accounts to finance residential real
estate or housing construction. Amounts that can be used to satisfy this requirement include direct residential
real estate financings, mortgage notes, charged-off residential real estate or housing construction loans and
certain other financings, all as specified in guidance issued by the Central Bank.

Savings deposits in Brazil typically only pay interest on a floating basis of TR plus 6.17% per year, after funds
have been left on deposit for at least one calendar month by individuals and non-profit entities, and 90 days by
profit-corporations. Earnings in individual savings accounts are free from income tax.

CDBs pay either a fixed or a floating rate, which is typically a percentage of the interbank interest rate. The
breakdown between CDBs at pre-fixed rates and floating rates varies from time to time, depending on the market s
interest rate expectations.

Cash deposits, investment deposits, savings accounts deposits, term deposits with or without issue of certificate,
mortgage notes, bills of exchange, housing bonds, mortgage notes and deposits kept in accounts not movable through
checks, aimed at recording and controlling the flow of resources referring to the rendering of salary payment and other
compensations, pension and other similar services are guaranteed, by the Credit Guarantee Fund, known as FGC, up
to R$60,000 per client, in the event of a bank s liquidation.
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We issue CDIs to other financial institutions. Trading in CDIs is restricted to the interbank market. CDIs have a
pre- or pos-fixed rate for one day or longer terms.

Other Funding Sources
Our other funding sources include our capital markets operations, import/export operations and on-lending.
The following table sets forth the source and amount of our other funding sources as of the dates indicated:

December 31,

2004 2005 2006
(R$ in million)
Funding Sources:
Import/export financing R$5,340 R$4.,405 R$4.,440
Internal funds on-lending 8,357 9,429 11,642
Leasing obligations 333 368 430
Capital markets:
Federal funds purchased and securities sold under
agreements to repurchase 16,532 22,886 42,875
Euronotes 1,619 1,503 1,235
Mortgage-backed securities 674 827 841
Subordinated notes 5,973 6,719 11,949
Debentures (non-convertible) - 2,625 2,603
Securitization of credit card receivables 2,655 1,776 1,344
Commercial paper 2,920 2,661 1,225
Other 54 69 122
Total R$44,457 R$53,268 R$78,706

Our capital markets operations act as a funding source for us through our transactions with financial institutions,
mutual funds, fixed and variable income investment funds and foreign investment funds. In these transactions we sell
public and private bonds and securities with an obligation to repurchase them. These transactions usually have short
terms.

In order to provide our customers with loans through on lending, including the extension of credit lines for foreign
trade financing, we maintain credit relationships with various United States, European, Asian and Latin American
financial institutions.

We conduct on-lending operations where we act as the transfer agent for development agency funds, granting
credits to third parties, which are in turn funded by development organizations. BNDES, the International Bank of
Reconstruction and Development and the IDB are the principal providers of these funds. The lending criteria, the
decision to lend and the credit risk are our responsibility and subject to certain limitations set by the bodies supplying
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As of December 31, 2006, we owned 835 properties and leased 2,460 properties throughout Brazil, and six
properties abroad, all of which we used for the operation of our branches network and performance of our business.
We own the building where our headquarters are located in Cidade de Deus, Osasco, Sao Paulo - State of Sao Paulo.
The majority of our lease property is leased under renewable contracts with terms of an average of 12 years.

Seasonality
We believe that seasonality does not materially affect our business.
Competition

We face significant competition in all of our principal areas of operation, as the Brazilian markets for financial and
banking services are highly competitive. On December 31, 2006, there were 137 multiple-service banks providing a
full range of commercial banking activities, consumer finance, investment banking and other services, 21 commercial
banks, 18 investment banks and numerous brokerage firms, leasing, savings and loan and other financial institutions in
Brazil. For further information of the risks related to competition, see Item 3. Key Information Risk Factors Risks
Relating to the company and the Brazilian Banking Industry The increasingly competitive environment in the Brazilian
banking and insurance industries may negatively affect our business prospects.

Public-sector banking institutions also play an important role in the banking industry, the largest segment of the
financial system, and operate within the same legal and regulatory framework as the private-sector banks. The largest
Brazilian financial institution in terms of assets is Banco do Brasil, which is government-owned. Banco do Brazil s
branch network is more extensive than ours. The private commercial banking sector is dominated, in terms of both
total loans and total deposits, by five banks: us, Banco Itad Holding Financeira S.A., also known as Banco Itaii , Banco
Real, Unido de Bancos Brasileiros S.A., also known as Unibanco, and Banco Santander Banespa S.A., also known as

Banco Santander, all of which have a strong national presence.

Banking

In the commercial banking sector we compete for individual and corporate customers with other large Brazilian
banks. Our primary banking competitors are Banco do Brasil, Banco Itati, Banco Real, Banco Santander and
Unibanco. The Brazilian banking industry has undergone some consolidation in recent years through acquisitions and
privatization. For example, in 2003 Banco ABN AMRO Real acquired control of Banco Sudameris, becoming the
sixth largest bank in Brazil in terms of assets, according to the Central Bank. In 2006, Banco Itati purchased the
Brazilian operations of BankBoston. This transaction has increased Banco Itad s client base by 300,000 and its overall
assets by R$22 billion. This transaction has solidified Banco Itad s position as the second largest private sector bank in
Brazil.

The Brazilian banking industry has also been facing increasing competition from foreign banks in recent years.
Besides Banco Santander, certain large United States, European and Asian banks, including Citibank, ABN AMRO
and Hong Kong and Shanghai Banking Corporation, known as HSBC, are currently operating in Brazil. Other foreign
banks could enter into the Brazilian market and increase its competitiveness. Foreign banks can also participate in the
privatization process.

Commercial banks also face increasing competition from other financial intermediaries that can provide larger
companies with access to the capital markets as an alternative to bank loans. Since we are a multiple-service bank, we
seek to maintain a competitive position in this respect through our investment bank.
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We currently enjoy certain competitive advantages based upon the fact that we are the largest private-sector
Brazilian bank and have the largest branch network among our private-sector competitors. However, in the event one
of our competitors or a foreign bank were to acquire one or more large Brazilian banks, our competitive advantage
could be diminished, and the structure of the Brazilian banking industry could change considerably. Although we
believe we are well positioned to compete in this new environment, such competition may adversely affect our
position in the Brazilian financial industry.

Credit Cards

The Brazilian credit card market is highly competitive, with approximately 78.0 million credit cards issued as of
December 31, 2006, according to Abecs. Our primary competitors are Banco do Brasil, Banco Itad, Citibank and
Unibanco. Management believes that the primary competitive factors in this area are interest rates, annual fees, card
distribution network and the relative benefits the cards offer.

Other competition for credit cards exists in the form of post-dated checks, a popular means of term payment in
Brazil in which customers pay for merchandise and services with future dated bank checks, effectively allowing
payment in installments over a longer term. Because of their convenience and growing acceptance, we believe that
credit cards will gradually replace post-dated checks.

Leasing

In general, the Brazilian leasing market is dominated by companies affiliated with vehicle and equipment
producers (such as HP and IBM) and large banks (such as Banco Itad, Banco Safra, Unibanco, Banco Real and Banco
do Brasil). We currently enjoy certain competitive advantages, as we have the largest branch network among our
private sector competitors. In addition, our size allows us to fund our leasing activities at more favorable rates, leading
to lower interest rate charges for our customers.

Asset Management

The Brazilian asset management industry has grown significantly in recent years. In 2006, investment funds grew
26%, as compared to the previous year, mainly as a result of the significant amount of funds drawn by the Fixed
Income and DI Referenced Funds that profited from the country s high interest rates and the development of the FIDC
industry that became an excellent funding instrument for companies. There has been an improvement in the
regulations governing investment funds as a result of CVM Instruction 409, whose purpose is to increase transparency
and information released to the investors. A highlight for the Long/Short, PIBB, Dividends and Small Caps funds. Our
main competitors are Banco do Brasil, Banco Itad, Caixa Econdmica Federal and HSBC.

Insurance, Pension Plans and Certificated Savings Plans
Insurance Sector

Grupo Bradesco de Seguros e Previdéncia, the leading company with 26.3% market share, faces increased
competition from a number of Brazilian and multinational corporations in all of its insurance operations.

84

123



Edgar Filing: BANK BRADESCO - Form 20-F

Table of Contents

As of December 31, 2006, our primary competitors were Sul América Cia. Nacional Seguros, Itad Seguros S.A,
Unibanco AIG Seguros S.A., Porto Seguro Cia. de Seguros Gerais, Mapfre Seguradora S.A., Banco do Brasil and
Tékio Marine, which represent in the aggregate approximately 48.0% of the total premiums generated in the market,
pursuant to information from Susep and ANS. Although national companies underwrite the majority of the insurance
business, we also face competition from local and regional companies primarily in the health insurance segment where
they are able to operate at a lower cost or specialize in providing coverage to particular risk groups.

Competition in the Brazilian insurance industry has changed dramatically in the past few years as foreign
companies have begun to form joint ventures with Brazilian insurance companies that have expertise in the Brazilian
market. For example, in 2002, the Dutch bank ING acquired an interest in one of the companies of the Sul América
Group. The AIG group has been operating in the Brazilian insurance sector since 1996 through a joint venture with
Unibanco. Hartford operates in Brazil through a joint venture with the Icatu Group. AXA, AGF, ACE, Generalli,
Tokio Marine and other international insurers offer insurance products in Brazil through their own local facilities.

We believe that the principal competitive factors in this area are price, financial stability, name recognition and
service. At the branch level, we believe that competition is primarily based on the level of service, including claims
handling, the level of automation and the development of long-term relationships with individual agents. We believe
that our ability to distribute insurance products through our branch network gives us a competitive advantage over
most other insurance companies. Because most of our insurance products are offered through our retail bank branches,
we benefit from certain cost savings and marketing synergies compared with our competitors. This cost advantage
could become less significant over time, however, as other large private banks begin using their own branch networks
to offer insurance products through dedicated agents.

Pension Plan Sector

The monetary stability process that accompanied the implementation of the real plan stimulated the pension plan
sector, attracting to the Brazilian market new international players, such as Principal, which created Brasilprev in
association with Banco do Brasil; Hartford, through a joint venture with the Icatu Group; ING through a partnership

with Sul América, MetLife; Nationwide, and others.

In addition to monetary stability, favorable tax treatment and the prospect of a fundamental reform of Brazil s social
security system contributed to the increase in competition.

Bradesco Vida e Previdéncia is currently the leader of the pension plan market, accounting for 42.0% of total assets
under management in the sector as of December 2006, according to Anapp.

We believe that the Bradesco brand name, together with our extensive branch network, strategy, pioneer work and
product innovation, are our competitive advantages.

Certificated Savings Plans
The certificated savings plan market has been competitive since 1994 when exchange rates became more stable and

inflation was reduced. As of December 31, 2006, Bradesco Capitalizagdo was second in the industry ranking with
19.9% of the market on technical revenues and 20.5% in technical provisions, according to Susep.
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Our primary competitors in the certificated savings plans sector are Brasilcap Capitalizac¢do S.A., Itad
Capitalizacdo S.A., Caixa Capitalizacdo S.A, Icatu Hartford Capitalizacdo S.A. and Unibanco Companhia de
Capitalizacdo. Offering low-cost products with a high number of drawings for prizes, financial stability and safety and
brand recognition are the principal competitive factors in this industry.

86

125



Edgar Filing: BANK BRADESCO - Form 20-F

Table of Contents
REGULATION AND SUPERVISION
Principal Financial Institutions

As of December 31, 2006, 13 public sector commercial and multiple-service banks controlled by federal and state
governments and 145 commercial and multiple-service banks owned by the private sector operated in Brazil. For
purposes of Brazilian regulations, insurance companies, private pension plans and certificated savings plan providers
are not considered financial institutions.

Public Sector Financial Institutions

The Brazilian federal and state governments control various commercial banks and financial institutions. The
primary purpose of these institutions is to foster economic development. Government-owned banking institutions play
an important role in the Brazilian banking industry. These institutions hold a significant portion of the banking
system s total deposits and total assets and are the major lenders of government funds to industry and agriculture. In
the last eight years several public sector multiple-service banks have been privatized and acquired by Brazilian and
foreign financial groups.

The primary government-controlled banks include:

® Banco do Brasil, a federal government-controlled bank which provides a full range of banking products to the
public and private sectors. Banco do Brasil is the largest multiple-service bank in Brazil and the primary
financial agent of the federal government;

® BNDES, a development bank wholly-owned by the federal government, which grants medium- and long-term
financing to the Brazilian private sector. BNDES activities include managing the federal government s
privatization program; and

¢ Caixa Econdmica Federal, a multiple-service bank wholly-owned by the federal government, which acts as
the principal agent of the government-regulated system for providing housing financing. Caixa Econdmica
Federal is ranked first among Brazilian banks in terms of savings accounts and housing financing.
Private Sector Financial Institutions
As of December 31, 2006, the Brazilian financial private sector included:
® 145 commercial and multiple-service banks providing a full range of commercial banking, investment
banking (including securities underwriting and trading), consumer financing and other services including fund

management and real estate finance;

¢ 18 investment banks engaged primarily in specialized credit operations and securities underwriting and
trading; and

® 51 consumer credit companies, 133 securities dealerships, 164 brokerage companies, 41 leasing companies,
6,127 investment funds and mutual funds and 18 savings associations and real estate credit companies.
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Principal Regulatory Agencies

The basic institutional framework of the Brazilian financial system was established in 1964 by Law No. 4,595,
known as the Banking Reform Law. The Banking Reform Law created the Central Bank and the National Monetary
Council (Conselho Monetdrio Nacional), known as CMN.

The CMN

The CMN, the highest authority responsible for Brazilian monetary and financial policy, is responsible for the
overall supervision of Brazilian monetary, credit, budgetary, fiscal and public debt policies. The CMN is responsible
for:

e regulating credit operations engaged in by Brazilian financial institutions;

e regulating the issuance of Brazilian currencys;

e supervising Brazil s reserves of gold and foreign exchange;

¢ determining Brazilian saving, foreign exchange and investment policies; and
e regulating the Brazilian capital markets.

In December 2006, CMN mandated the creation of a risk-monitoring model by the CVM (the Supervision System
Based on Risk, which we call SBR ). SBR s purpose is to: (i) identify market risks; (ii) evaluate and rank these risks in
accordance with their potential effects; (iii) establish mechanisms for mitigating these risks and the harm that they
might cause; and (iv) control and monitor the occurrence of risk events. Although additional measures by the CMN
are required for the SBR to be implented, certain of the SBR requirements will be enforceable by December 31, 2007.
The Central Bank

The Central Bank is responsible for:

¢ implementing the currency and credit policies established by the CMN;
e regulating and supervising public- and private-sector Brazilian financial institutions;
e controlling and monitoring the flow of foreign currency to and from Brazil; and

e overseeing the Brazilian financial markets.

The president of the Central Bank is appointed by the president of Brazil for an indefinite term of office subject to
approval by the Brazilian Senate.

The Central Bank supervises financial institutions by:
e setting minimum capital requirements, compulsory reserve requirements and operational limits;

¢ having the power to authorize corporate documents, capital increases and the establishment or transfer of
principal places of business or branches (in Brazil or abroad);
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¢ having the power to authorize shareholder changes of control of financial institutions;

e requiring the submission of annual and semi-annual audited financial statements, quarterly revised financial
statements and monthly unaudited financial statements; and

e requiring full disclosure of credit and foreign exchange transactions, import and export transactions and other
related economic activities on a daily basis.

The CVM

The CVM, the Brazilian Securities Commission, is responsible for regulating the Brazilian securities markets in
accordance with the securities and exchange policies established by the CMN.

The CVM is responsible for the supervision and regulation of variable income mutual funds. In addition, since
November 2004, the CVM has had the authority to regulate and supervise fixed income assets funds. For more
information, please see Asset Management Regulation.

Bank Regulations
Principal Limitations and Restrictions on Activities of Financial Institutions

Under applicable laws and regulations, a financial institution operating in Brazil:

® may not operate without the prior approval of the Central Bank and, in the case of foreign banks, authorization
by presidential decree;

® may not invest in the equity of any other company above the regulatory limits;

¢ may not lend more than 25.0% of its adjusted net worth to any single person or group;

® may not own real estate, except for its own use; and

® may not extend credits to or render guarantees for:
- any individual that controls the institution or holds, directly or indirectly, more than 10.0% of its share
capital;
- any entity that controls the institution or with which it is under common control, or any officer, director
or member of the fiscal council of such entity, or any immediate family member of such individuals;
- any entity that, directly or indirectly, holds more than 10.0% of its shares (with some exceptions);

- any entity that it controls or of which it directly or indirectly holds more than 10.0% of the share capital;

- any entity whose board of executive officers is made up of the same or substantially the same members
as its own executive committee; or
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- its executive officers and directors (including their immediate families) or any company controlled by its
executive officers and directors or their immediate families or in which any of them, directly or
indirectly, holds more than 10.0% of the share capital.

The restrictions with respect to transactions with related parties do not apply to transactions entered into by
financial institutions in the interbank market.

Capital Adequacy and Leverage

Brazilian financial institutions are subject to a capital measurement and standards methodology based on a
weighted risk asset ratio. The framework of such methodology is similar to the international framework for minimum
capital measurements as adopted in the Basel Accord. The Basel Accord requires banks to have a ratio of capital to
risk-weighted assets of a minimum of 8.0% . At least half of total capital must consist of Tier I capital. Tier I, or core,
capital includes equity capital less certain intangibles. Tier II capital includes asset revaluation reserves, general loan
loss reserves and subordinated debt, subject to some limitations. Tier II capital is limited to the amount of Tier I
capital.

The requirements imposed by the CMN differ from the Basel Accord in a few respects. Among other differences,
the CMN:

(a)  requires minimum capital of 11.0% of risk-weighted assets;

(b)  does not permit contingency reserves to be considered as capital;

(c) imposes a deduction from capital corresponding to fixed assets held in excess over limits imposed by the
Central Bank;

(d) requires an additional amount of capital with respect to off-balance sheet interest rate and foreign currency
swap transactions as well as with respect to certain credit transactions utilizing third party resources; and

(e)  assigns different risk weights to certain assets and credit conversion amounts, including a risk weighting of
300.0% on tax credits relating to income and social contribution taxes.

For further discussion see Item 5. Operating and Financial Review and Prospects Capital Compliance.

The adjusted net worth of a financial institution is represented by the sum of its Tier I and Tier II capital and is
utilized in determining its operational limits.

Financial institutions, excepting credit unions, must keep consolidated accounting registers (for purposes of
calculating their capital requirements) of their investments in companies whenever they hold, directly or indirectly,
individually or with partners, a controlling participation in such companies. When their participation does not result in
control of a company, financial institutions can opt to account for the holding as equity in earnings of unconsolidated
companies instead of consolidation.

Under certain conditions and within certain limits, financial institutions are able to include subordinated debt in the
determination of their capital requirements for purposes of calculating their operational limits, provided that such
subordinated debt complies with the following requirements:

¢ it must be previously approved by the Central Bank;
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® it cannot secure or guarantee any type of obligation;
® its payment must be subordinated to the payment of other liabilities of the issuer in case of dissolution;
¢ it cannot be redeemed by action of the holder;

e it must have a clause allowing postponement of the payment of interest or redemption in case they would
cause the issuer to fail to comply with minimum levels of adjusted net worth or other operational
requirements;

® it must be nominative, when issued in Brazil, and, when issued abroad, under any other form permitted by
local legislation;

e when issued abroad, it must contain a clause of choice of venue;
¢ it must have a minimum term of five years before redemption or amortization;
e it must be paid in cash; and

e it cannot be secured or guaranteed by any instrument which obliges or permits payments between the issuer
and the lending institution or any instrument that compromise the subordinated-debt condition.

Brazilian financial institutions may elect to calculate their capital requirements on either a consolidated or
unconsolidated basis.

Reserve Requirements

The Central Bank imposes compulsory reserve and related requirements upon Brazilian financial institutions from
time to time. The Central Bank uses reserve requirements as a mechanism to control the liquidity of the Brazilian
financial system. Historically, the reserves imposed on demand deposits, savings deposits and time deposits have
accounted for substantially all amounts required to be deposited with the Central Bank. For a summary of the current
compulsory reserve requirements applicable for demand deposits, savings deposits, and time deposits, see ~ History and
Development of the Company Banking Activity Deposit-taking Activities.

The total consolidated exposure of a financial institution in foreign currencies and gold cannot exceed 30.0% of its
adjusted net worth. In addition, if its exposure is greater than 5.0% of its adjusted net worth, the financial institution
must hold additional capital at least equivalent to 100.0% of its exposure. Since July 2, 2007, the amount
internationally offset in opposite exposures (purchases and sales) in Brazil and abroad by institutions of a same
conglomerate is required to be added in the respective conglomerate s net consolidated exposure.

In the past, the Central Bank has imposed certain compulsory deposit requirements on other types of financial
transactions, which are no longer in effect. However, they may be re-imposed in the future or similar restrictions may
be instituted. For more information on Central Bank restrictions see Item 3. Key Information Risk Factors Risks
Relating to Bradesco and the Brazilian Banking Industry.
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Asset Composition Requirements

Brazilian financial institutions may not allocate more than 25.0% of their adjusted net worth to loans (including
guarantees) to the same client (including client s parent, affiliates and subsidiaries) or in securities of any one issuer,
and may not act as underwriter (excluding best efforts underwriting) of securities issued by any one issuer
representing more than 25.0% of their adjusted net worth.

Permanent assets (defined as property and equipment other than commercial leasing operations, unconsolidated
investments and deferred assets) of Brazilian financial institutions may not exceed 50.0% of their adjusted net worth.

Repurchase Transactions

Repurchase transactions are subject to 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 repurchase
transactions in an amount up to 30 times its adjusted net worth. Within that limit, repurchase operations involving
private securities may not exceed five times the amount of the financial institution s adjusted net worth. Limits on
repurchase operations 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.

On-lending of Funds Borrowed Abroad

Financial institutions and leasing companies are permitted to borrow foreign currency-denominated funds in the
international markets (through direct loans or the issuance of debt securities) in order to on-lend such funds in Brazil.
These on-lendings take the form of loans denominated in reais but indexed to the U.S. dollar. The terms of the
on-lending transaction must mirror the terms of the original transaction. The interest rate charged on the underlying
foreign loan must also conform to international market practices. In addition to the original cost of the transaction, the
financial institution may only charge an on-lending commission.

Foreign Currency Position

Transactions in Brazil involving the sale and purchase of foreign currency may only be conducted by institutions
authorized by the Central Bank to operate in the foreign exchange market.

Until March 14, 2005, the Brazilian foreign exchange market was divided into two segments, the commercial rate
exchange market ( Commercial Market ) and the floating rate exchange market ( Floating Market ). The Commercial
Market was reserved primarily for foreign trade transactions and transactions that generally require registration with
the Central Bank. The Floating Market applied to all transactions to which the Commercial Market did not apply.

Only banks, brokers, dealers and the Central Bank had access to the Commercial Market, whereas the Floating Market
was open to all institutions authorized by the Central Bank.

In March 2005 the Central Bank enacted new regulations that introduced significant changes in the foreign
currency exchange regime. These rules were announced by the Central Bank as part of a liberalization program
intended to enhance market efficiency and to allow more transparency of the flows of foreign currency into and out of
Brazil.

Under the new rules, the previously existing Commercial and Floating Markets were unified under a single foreign
currency exchange regime (the Exchange Market ), in which all foreign exchange currency transactions are
concentrated. The newly unified Exchange Market allows the liquidation in foreign currency of any commitments in
reais that are contracted between individuals and/or legal entities resident in Brazil and individuals or legal entities
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Access to the Exchange Market may be granted by the Central Bank to commercial banks, multiple banks,
investment banks, development banks, savings and loans entities, financing and investment associations, foreign
exchange brokers, securities brokers and dealers, travel agencies and to the means of tourism lodging. Entities that
were authorized to operate in the old Commercial and Floating Markets as of March 4, 2005, have been automatically
authorized to operate in the new Exchange Market.

The Central Bank currently does not impose limits on the e