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Harel Insurance Investments & Finances Ltd.
Board of Directors’ Report
For the three months ended March 31, 2007

The Board of Directors' Report for the three morghded as at March 31, 200Zh€¢ Report Period’),
reflects the principal changes in the businessasin of Harel Insurance Investments & Finances. Ltd
("Harel Investments" or "The Company") during tperiod, and it was prepared taking into accourt tthea
reader is also in possession of the Group's fuibBie Report for 2006 which was published on Magéh
2007 ('the Periodic Report)).

This Board of Directors' Report also includes famvbboking information, as defined in the
Securities Law, 5728-1968. Forward-looking inforioatis uncertain information regarding
the future, based on existing information that @@npany has at the time of the report and
including the Company's estimates or intentionthattime of preparing the report. Actual
performance may differ substantially from the resuéstimated or inferred from this
information. In certain instances sections can bend that contain forward-looking
information where words such as: "The company/gresfimates”, "the company/the group
believes", "the company/group anticipates”, and like appear, however, such informatipn

may also be worded differently. The Company makesundertaking to submit revisions
regarding changes that may occur concerning forkaking information.

A. Description of the Company
1. General

On February 19, 2007 a general meeting of the @omgdecided to change the name of the Company
from Harel Insurance Investments Ltd. to Hareltasce Investments & Finances Ltd.

Harel Investments is a public company whose shhe® been traded on the Tel Aviv Stock
Exchange since 1982. The Company, together witbulsidiary companies operates mainly in the
following spheres:

1.1 In the various fields of long-term saving -aingh the subsidiary companies: Harel Insurance
Company Ltd. (a company that is wholly controlledthe Company ("Harel Insurance");
Dikla insurance Company Ltd. (in which the Compdmlds 65% of the issued share
capital) ("Dikla"), ICIC - Israel Credit Insuran€ompany Ltd. ("ICIC") (in which, as of the
time of the report the Company has an approximg@élyp7% holding in its issued share
capital. On the matter of the sale of a parcehafeas in ICIC see section 4.1); and Interasco
Societe Anonyme General Insurance Company S.A.@hterasco"), which is a fully
owned insurance company, which operates in Greecdd field of general insurance.
Similarly, the Company operates in the field ofdeerm savings through the management
companies: Harel Provident Ltd. (which is fully tatled by the Company) ("Harel
Provident"); and Atidot Provident Funds Ltd. (whishfully controlled by the Company)
("Atidit Provident"), both of which are providenirid management companies and through
the companies Harel Pension Fund Management Lichigk is fully controlled by the
Company), Manof Pension Funds Management Ltd. (whsc fully controlled by the
Company) and Le'Atid (in which the Company has % *®lding in the issued capital).
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1.2 In the field of financial services and the talpmarket — through the subsidiary company
Harel Investments House Ltd. (which is fully cofied by the Company) and its subsidiary
companies: Harel Pia Mutual Funds Ltd ("Harel Pai)l Harel Underwriting Ltd.

The Group has been active in the insurance ingdéstrmore than 70 years and is today the
third largest insurance group in Israel with a neadhare of about 18%. In the general (non-
life) insurance sectors the Group is the secongkeiyr in the health insurance sector the
Group is the largest and leading group in the magd@ it is the third largest with regard to

the volume of life assurance premiums. The Grdsp aperates in the capital and financial

market and it has secondary activities (througlestee companies) in real estate.

The activity of the Company itself focuses on thenagement, supervision and control of
the subsidiaries, the planning of the Group's ds/and initiating moves and investments
both directly and through the Group's companies.

2. Interested parties in the Company

2.1 The main shareholders in the Company are thmebdeger family (Yair Hamburger, Gideon
Hamburger and Nurit Manor) ("the Hamburger Grouptjo hold (mainly through a holding
company) 39.91% of the Company’s shares, Sampdeapial PTE (a Singapore company
controlled by Peutra Sampoerna) ("Sampoerna Groupigh holds 20.2% of the Company’s
shares and Discount Bank, which holds 5.79% ofGbmpany’s shares (excluding Discount
Bank's holdings on behalf of provident funds thatzart of the Discount Bank Group).

2.2 See section 3.1 in Part 1 of the Periodic Rejp@scription of the company’s business) as well
Regulation 24 in the section on Additional Detaifshe Company in the Periodic Report on
the matter of the shareholders' agreement betwtberHamburger Group and the Sampoerna
Group.

2.3 On May 14, 2007 Bank Discount published an igliate report in which it announced, that it
is not exercising the option that was granted,twithin the framework of the agreements that
were signed with the Sampoena Group, to sell 5.88%he Company’s share capital to the
Sampoena Group and to the Hamburger Group on Mag2@® ("The time for the exercise").
The option was non-recurring and expired with thecuncement by the Bank as aforesaid,
and with the passing of the time for the exercise.

3. Significant event

On April 18, 2007 the subsidiary company Harel Btogents House Ltd. ("Harel Investments
House") announced the uncovering of a fraud that eearied out by Mr. Guy Vaisman, who at that
time held office as the deputy CEO of Harel Investis House ("Vaisman") during the course of the
period from the year 2003 and up to the time ofdiseovery. Following the uncovering of the fraud
Harel Investments House dismissed Vaisman. On Afjl 2007 Harel Investments House filed a
complaint with the Israeli police ("The Nationalakd Squad") in connection with the fraud and
subsequent to the filing of the complaint Vaismaaswarrested. The fraud was uncovered in the wake
of information that was passed to the Company gy Skcurities Authority, in respect of certain
suspicions against Vaisman. In the wake of therinftion, as aforesaid, and the check that was
conducted, Vaisman admitted the execution of thedr

Harel Investments House has presented a claim sigdaisman and against other persons, who, in
Harel Investments House's opinion were involvethim fraud and it has also placed attachments on
their assets.

On May 10, 2007 the State Prosecutor's Office piteslean indictment against Vaisman and his arrest
was extended at that stage.
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According to the checks that were conducted by Hareestments House, including with the
assistance of the external auditors and the intewrditor of Harel Investments House, the extent of
the fraud is approximately NIS 123 million (of whiapproximately NIS 85 million as from January
1, 2007). Out of this amount Investments Houserbasvered balances of monies that were taken
from it, recorded in the accounts through which tteud was conducted and as of the time of
uncovering of those accounts an amount of appraeim&lIS 12 million was found in the accounts
and accordingly, the amount of the damage fronfrihel is estimated at this stage, is approximately
NIS 111 million.

In the wake of the fraud, the board of directorstted Company decided to make an immediate
injection of NIS 125 million into Harel Investmertt®use, against the allocation of shares.

The Company has insurance policies, according talwkhe companies in the Group that are
involved in the Capital Market are insured, inchglicover in respect of fraud by employees. The
cumulative limits of the cover under the policies 5 million Dollars per insurance event and 50
million Dollars for an insurance period. The pagialso cover damages that are caused by fraud as
aforesaid for the insured party itself (and notyofdr third parties). The policies are divided as
follows: the first layer of the cover is 10 milliddS Dollars. The second layer of cover limits is 15
million US Dollars. In accordance with the poliayr fthe first layer, there is self participationan
amount of 50,000 Dollars. The insurance policiesewissued by the subsidiary company Harel
Insurance. Harel Insurance has facultative re-amste agreements with some of the leading re-
insurers in the world in respect of the said pelciHarel Insurance had a retention in respedieof t
first layer at a rate of 15%. In other words, thpasure of Harel Insurance is an amount of 1.5
million Dollars. The Company and Harel Investmedtsuse have received an opinion, according to
which the insurance policies cover the fraud eweithin the limits of ceiling of the amount of the
cover of the policy and accordingly, it is virtyatiertain that Harel Investments house will recehes
insurance pay outs from Harel Insurance, lessaHearticipation in the amount of $50,000.

Harel Insurance has also received an opinion, detgto which its re-insurance agreements with the
re-insurers apply to the case of fraud and thist virtually certain that Harel Insurance will rece
the amounts that it will pay to the insured pattarel Investments house) from the re-insurers, in
accordance with the policies' less Harel Insuranegéntion (at a rate of 15% of the first band apd

to a ceiling of 1.5 million Dollars).

See Note 18 (1) to the financial statements orsthgect of the accounting treatment in connection
with the fraud.

4, Material changes inthe company's business during the statement period
4.1 ICIC

On September 3, 2006 the Company acquired 46.25%eofssued share capital of ICIC —
Israel Credit Insurance Company Ltd. (hereinaftéiC"). The acquisition of the shares in
ICIC by the Company was carried out in parallethie acquisition of 23.12% of the share
capital of ICIC by Agricultural Insurance Centrab@perative Association Ltd. (hereinafter:
"Agricultural Insurance"). At the time of the acsition of the shares, as aforesaid by the
Company and by Agricultural Insurance the sharetrsldagreement between the Company
and Agricultural Insurance in connection with tlatrol of ICIC and its management, entered
into force.

The Company and Agricultural Insurance have made umdertaking vis-a-vis the
Commisioner, as part of the conditions for the pssian for control in ICIC, that if certain
conditions are in existence, they will take cargetber to top up the minimum shareholders'
equity which is required for ICIC, as may be reqdifrom time to time, and this up to a ceiling
of the lower of NIS 30 million or 50% of the reqedt capital.
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4.2

Following a further acquisition of shares in ICl@daa purchase offer that the Company
published, which was accepted in full and which wasied out last year and following the
sale of shares in ICIC to Agricultural Insurance fegbruary 15, 2007, the Company holds
66.67% of the share capital of ICIC and Agriculturgsurance holds 33.33% of the share
capital of ICIC.

On March 8, 2007 the Company and Agricultural lasge entered into an agreement with
Euler Hermes SFAC (hereinafter: "Hermes"), whicthis leading credit insurance company in
the world. In accordance with the agreement, thea@my will sell 33.33% of the issued share
capital of ICIC to Hermes, such that after the shke Company, Agricultural Insurance and
Hermes will each own one third of the issued sleapgtal of ICIC. The transaction is expected
to be completed on May 30, 2007 and at that tineel@IC shareholders agreement, which
organizes the management of ICIC, the appointméwlirectors, the mechanism of right of
first refusal and the right to tag along, an optiloat is awarded to Hermes to increase the rate
of its holding in ICIC and etcetera, will enteradrforce.

See also Note 8 (2) to the financial statement$uitiner details.
The cessation of the arrangement with a soéhdavelopment company.

On September 21, 2006 a subsidiary company of timap@ny's , which operates the Group's
computer system announced the cessation of angamant under an agreement with a
program development company, in connection withogept to develop a computer system for
the production of life insurance, health and pemgiolicies for Harel Insurance.

In accordance with the agreement between the sabsidompany and software development
company, disputes between the parties are to lagecleup under an arbitration process. The
parties have appointed the honorable retired j@lgdom Brenner as arbitrator.

On January 26, 2007 Harel Insurance and the salpgidompany, which operates the Group's
computer system (hereinafter in this section Harslirance and the subsidiary company will
be called "the subsidiary companies"), presentedthitrator with a claim against the software
development company for the return of the amouraswere paid to the software development
company, for indemnification in respect of the exges incurred in connection with the project
and for the refund of the damages that were catasétebm, as a result of the omissions and the
negligence of the software development companyfdtse representations that were made to
them in connection with the project and on addalagrounds. The amount of the claim by the
subsidiary companies against the software developroempany is NIS 99,689,991. The
software development company for its part presetitedarbitrator with a claim in the amount
of approximately NIS 50.2 million, on contractuahlawful enrichment and damages grounds.
Alternatively, the software development companycl@ming compensation in amounts of
between NIS 69 million and NIS 30.3 million

In the opinion of the management of the Companythedsubsidiary companies, based, inter
alia, on the position of their legal advisors, gubsidiary companies have well based grounds
for requiring the software development company e¢pay all of the amounts that were
expended by it and also to receive compensationldorages. Similarly, in the opinion of the
managements of the Company and the subsidiary auaanter alia, based on the opinion of
their legal advisors, that the claim by the sofevaevelopment company is baseless.

The subsidiary companies have examined developal&rnatives, for the inclusion of the
functions, which the system was supposed to provigighin the framework of Harel
Insurance's existing software as well as withinftaenework of the software which is in the
development stage. In February 2007 the subsidiamypany began the implementation of the
alternative that had been selected by Harel Inseramithin the framework of which the
computer systems of the companies in the Groupbeiknhanced.
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4.3

4.4

4.5

4.6

Matrix

On December 24, 2006, the Company entered into gzeement on behalf of Harel
Investments House for the investment of an amotir@ million Dollars in Matrix Capital
Market Ltd. ("Matrix"), in consideration for thelatation to the Company of 30% of the issued
share capital of Matrix. Similarly, the Company exetl into a shareholders agreement in
Matrix, which includes provisions, inter alia, dmetmatter of the management of Matrix and
restrictions on the transferring of shares in Matti mechanism of right of first refusal and the
right to tag along in the event of a sale of sharas set in the agreement.

The transaction, as aforesaid, is expected to implated in the near future.

Matrix is engaged primarily in the trade in futuantracts in international markets, for the
short-term, and this by means of unique trading @atd analysis methods. Matrix carries out
its trading activities from its own independent m@s (it does not manage investments for
others). In accordance with the agreements that baen signed, the parties intend to carry
out co-operations in additional fields which ingeé with the activities of the Group in the
financial filed and Matrix's activities, in ordey keverage the unique knowledge, expertise and
distribution possibilities of the parties.

The sale of holdings in C.A.L.

On March 1, 2007, the Company entered into an aggaewith Israel Discount Bank Ltd. and

with the First international Bank of Israel Ltdr filne sale of the Company’s entire holdings in
Israel Credit Cards Ltd. (C.A.L.). The Company h&%d of the issued share capital of C.A.L.
The critical terms for the completion of the trasiga were met on March 31, 2007 and the
transaction was completed on May 1, 2007. The diveoasideration that was paid to the

Company within the framework of the transaction anted to approximately NIS 74 million.

Givat Shmuel Mall

On March 29, 2007 an agreement was signed betweeal thsurance and Dikla and an
entrepreneur who is building a mall in Givat Shmaeicording to which Harel Insurance and
Dikla have made a commitment to acquire the mall this subject to certain conditions being
met, including the rental of 80% of the floor spélat is available for rental in the mall, on
rental agreements that comply with conditions tieate been detailed in the agreement, the
opening of the mall to the public and the commerergnof the receipt of rental fees from the
tenants. The consideration for the acquisition Wl calculated in accordance with an annual
yield of 8.4% on the investment, based on the diviatal rental fees from the floor space that
is leased in the mall as of the time of the opemihthe mall. The acquisition will be carried
out mainly out of the reserves against yield-depdniiabilities. The cost that is expected in
respect of the acquisition of the mall is approxehaNIS 120 million.

Recanati

On May 13, 2007, Harel Investments House entertm agreements, in connection with the
acquisition of control in Recanati — Inbar Finahdiéanagement Ltd. ("the company being
acquired").

The company being acquired is engages in portfoemagement in accordance with the Law
for the Arrangement of Engagement in Investmentddttancy, the Marketing of Investments
and in the Management of Investments Portfolio9951
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The company being acquired holds 100% of the shapgtal of Lenny Recanati — Inbar
(Mutual Funds Management) Ltd. ("the funds managgnm®mpany"), which is a funds
manager, within the meaning of that term in theualiFunds Investments Law — 1994. The
company being acquired was incorporated in Septen2083 and began its portfolio
management activities in November 3003. The fundeagement company was incorporated
at the end of the year 2005 and began its fundsigeganent activities in June 2006.

As of the time of the signing of the agreement etmited below, the main shareholders of the
company being acquired are: Mr. Lenny Recanato(tph a company that he controls), Mr.
Shimon Alkabetz and Mr. David Gonen. The other n&iareholders are Abida Holdings and
Investments Ltd, Arta Wincher Group Ltd. and Shi#nK(M.) Ltd.

The agreements that were signed are as follows:

A. An agreement according to which Harel Investmentaidé will purchase from Mr.
Shimon Alkabetz and Mr. David Gonen their entirddimgs in the company being
acquired (approximately 55.2% of Recanati's isslede capital).

B. An agreement according to which Harel Investmerdsidd will make investments in the
capital of the company being acquired, in consititemafor the allocation of shares in the
company being acquired to Harel Investments House.

C. A shareholders' agreement between the remaininelsblders in the company being
acquired ("the Recanati group”) in connection with management of the company being
acquired, the appointment of directors in the camydaeing acquired, a mechanism of the
right of first refusal on the sale of shares in doenpany being acquired, a right to tag
along in the event of the sale of shares in thepeam being acquired, a put option for the
Recanati group, according to which during the cewka period off 27 months from the
time of the completion of the transaction they Wil entitled to sell to Harel Investments
House their entire holdings in the company beinguaed, a separation agreement and
more.

The entry into force of the agreements is condétiaipon compliance with a number of critical
conditions that have been determined in them, amg ialia, the receipt of the regulatory
approvals that are required. As of the time ofrdport, the conditions that are required for the
completion of the transaction have not yet been Mth the completion of the transactions,
as aforesaid, Harel Investments house will hold @%e issued share capital of the company
being acquired and the Recanati group will holdpulgh a joint company that is controlled by
Mr. Lenny Recanati, the remaining 40%.. At the tithat the transaction is completed the
name of the company being acquired will be chartgetHarel-Recanati Investments House
Ltd." ("Harel-Recanati"). At the time that the teaction is completed the name of the funds
management company will be changes to "Harel —Reichdutual Funds Ltd.". The intention
of the parties is that "Harel-Recanati" will operas a boutique investments house on behalf of
customers with a large investment portfolio andquei investment requirements. Harel-
Recanati will operate at the side of Harel Investtedouse and Harel-Pia, which will continue
their activities in the fields of portfolio managent, mutual funds management and stock-
exchange services.

The overall consideration that will be paid by Hamevestments House in respect of the
transaction (the acquisition of the shares andirtkestment in the shares of the company
against the allocation of shares) will amount tgragimately NIS 17 million. Harel
Investments house will finance the investment bymseof capital that will be made available
to it by the Company.

The volume of the assets that are managed by thpamy being acquired, less cross-holdings,
amounts, as of the beginning of May 2007, at agprately NIS 600 million.
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5.

4.7

Credit cards and consumer credit project

On May 14, 2007 the Company entered an agreemdémtGuA.L. for the setting up of a joint

company, which will be engaged in the provisiorcigdit to customers, whilst basing itself on
the platform of a unique credit card that will esued by C.A.L., on behalf of the joint
company.

The founders agreement includes provisions in spiethe activity of the joint company, the
composition of the board of directors of the jooampany, the rate of the holdings of the
parties in the joint company, the financing of #wivity of the joint company, the right of first
refusal in the event of the sale of shares indh@ pompany, the right to tag along in the event
of the sale of shares in the joint company, a s#jmer mechanism in connection with the
holdings in the joint company and more.

In parallel with the signing of the founders agreeinby the Company and C.A.L. an
agreement was signed on behalf of the joint compamthin the framework of which the
business plan of the joint company was determitiegl,activities of the joint company in
connection with the credit card that will be maddeby the joint company are organized, the
consumer credit activities that will be carried doyt the joint company are organized, the
services that will be supplied to the joint compéryyC.A.L. and by the Group are organized
and more.

In addition an agreement was signed between th@&pawhich arranges the joint activities
until the receipt of the regulatory approvals theg required to found the joint company, and
this includes the approval of the Bank of Israetsithe joint company is an "ancillary banking
entity".

The Company's areas of activity

Through its subsidiaries, the Company is involiredeven principal areas of activity: life asswen
and long-term savings; health insurance; motor gntgpinsurance; compulsory motor insurance;
liability insurance; other property loss insurarcel the area of the capital and financial market. |
addition to these principal areas of activity, deresaid, the Company also operates through
subsidiaries, in income-yielding real estate.

Legislation and regulation in the Group's area®f activity

The following describes material changes in legish and regulations pertaining to the Group'ssre
of activities since the Periodic Report:

6.1

General
Legal directives

6.1.1 In May 2007 the Supervision of Financialvsrs (Insurance) (Board of Directors
and its Committees) Regulations — 2007 were approviéhe purpose of the
regulations is to determined rules to ensure tlpear functioning of the board of
directors, to ensure its independence, the fitoe#s members to serve, principles for
the avoidance of conflicts of interest, the sulgetiat the board of directors must
discuss and decide upon, presence at and the degaum for its meetings. The
regulations determine that a third of the numberthef members of the board of
directors are to be external directors, they daterononditions for fithess to serve for
the external directors, they determine a list dijescts that the board of directors must
discuss at a frequency that is determined in thelations and they arrange additional
matters that are connected to the work of the bogdirectors of an insurer.
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6.1.2

6.1.3

On March 14, 2007 the Commissioner publisireddditional draft of the Supervision
of Financial Services (Investment Rules) Regulatien2006. The draft contained
proposals for changes, inter alia, on the mattehefadaptation of the regulation for
the extension of loans by an insurer and investsnent of the monies of liabilities
that are not yield-dependent in related partieer@hwere determined in the draft
regulations, inter alia, regulations on the subjscthe approval of transactions as
aforesaid and also quantitative restrictions ath&extent of the investment that is
permitted. In this draft the investment rules thaply to the various institutional
bodies were consolidated and concentrated in régotathat will apply to the
generality of institutional bodies.

On February 20, 2007, the Finance Commitiedbe Knesset approved the Securities
Regulations (Underwriting) (Amendment) — 2007 ame Securities Regulations
(Underwriting) — 1993 were cancelled ("The undetiwg regulations”). Within the
framework of the changes the following requiremeinter alia, were added and/or
expanded. The requirement to present an applicédroregistration in the Registrar of
Underwriters, the requirement to deposit an amotitlS 2.5 million in a marketable
government bond or in a marketable bond with a higlestment ranking, the
requirement to arrange professional liability irswe, which is to apply so long as 7
years have not yet passed since the date of theraspectus, additional conditions
for fitness were determined for the board of dwestand the office holders who hold
office in a company, a requirement for professiokbwledge on the part of the
underwriter was added, the requirement to presemihaual report was expanded and
the underwriting commitments of an underwriter wegstricted in a manner that an
underwriter is not to commit itself under an undeting commitment which exceeds
15% of the overall amount of the underwriting conmgnts that were given in an
offering to the public and an underwriter is notserve as manager in the cases that
have been defined in the underwriting regulations.

Circulars

6.1.4

On May 27, 2007, the Commissioner issuedireular on the matter of the
responsibility of management for internal contrekeothe financial reporting. The
circular was intended to apply the provisions ofte& 204 of the SOX Act, which
sets provisions in respect of the responsibilitynainagement for the internal control
over the financial reporting and the attestatigporeof the external auditors in respect
of the audit of the internal control over the fin&h reporting, to institutional bodies

In accordance with the circular, at the time of plblication of the financial report for
the year 2007, a report is to be presented to tirand@ssioner on the subject of the
preliminary preparations that have been carried foutthe implementation of the
provisions of the circular. At the time of the figation of the financial report for the
year 2008 a report is to be presented to the Cosiwnigr, detailing the various steps
that have been carried out by the institutionalybop to the said time. In the annual
report of the institutional body, as from the yesded on December 31, 2009, a
declaration by management as to its responsilftitythe internal control over the
financial reporting is to be included. In additi@m opinion by the external auditor in
respect of the internal control over the financigborting is to be included in the
financial statements. Moreover, transition provisiavere determined in the circular,
in accordance with which, in the annual report wfimstitutional body, as from the
report for the year ended December 31, 2009 tlsete Ibe included a declaration by
management as to its responsibility for the intecoatrol over the financial reporting,
which relates to financial reports that are puldisim public at large and in the annual
report of an institutional body, as from the yeaded December 31, 2010 there is to
be included a declaration by management as toesponsibility for the internal
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6.1.5

6.1.6

6.1.7

6.1.8

control over the financial reporting, which relatés financial reports of an
institutional body, including financial reports thare published to the public at large,
financial reports that are presented to the Coniariss and financial reports that are
published on the internet site of the institutiobadly.

On May 15, 2007 the Commissioner issuedcaleir on the subject of the information
that is required on the internet site of an ingtal body, The objective of this
circular is to replace the circulars that were éskin the year 2005 in respect of the
information that is required o the internet sitésrstitutional bodies. The circular
relates to new subjects, the most significant ofctvhis the possibility of policy
holders and policy holders getting hold of theingien information in an institutional
body and receiving information in respect of theénsion savings. In addition, the
requirements in connection with the general infdioma on the company, in
connection with information in respect of the invesnts portfolio on yield dependent
policies and in the matter of the publication ofipdic reports were all expanded.
Similarly, the requirement in respect of the infatian that is to be included in
respect of the various insurance policies and $peet of the regulations of provident
funds were expanded and clarified.

In June 2006, the Israeli Accounting StatisldBoard issued Accounting Standard
Number 29 in respect of the adoption of the Intéomal Financial Reporting
Standards (IFRS). This standard determines thaerdity that is subject to the
Securities Law and which reports in accordance V\tidre to prepare their financial
statements in accordance with the IFRS standardsefiods commencing on January
1, 2008. On May 7, 2007 the Commissioner publishedcular on the subject of the
adoption of the International Financial Reportingrflards (IFRS) in institutional
bodies, which imposes the provisions of the Inteonal Financial Reporting
Standards on institutional bodies. See also Not&oltfe financial statements.

On May 3, 2007 the Commissioner publishettaular dealing with the format of the
disclosure in respect of the efficiency of the colstand the procedures in respect of
the disclosures in reports and in respect of chamgehe internal control over the
financial reporting of an institutional body (Citau of August 2, 2006 (SOX
Declaration). Within the framework of the update ttming for the declaration in
respect of the subject of frauds and embezzlememts deferred to the time
determined in circular Number 2006-9-3, which dealith the subject of
embezzlements and frauds on the part of persomsnvitie organization and persons
outside the organization.

On April 18, 2007 the Commissioner publistedtircular on the subject of the
controls over the monthly report. The circularriscontinuation of circulars that have
been published by the Commissioner on the mattdreomonthly report of insurance
companies, pension funds and provident funds. Triealar determines a list of basic
and preliminary checks that the institutional badiee to carry out and to verify the
compliance with them prior to the sending of thenthéy report to the Commissioner.

Draft circulars

6.1.9

On May 20, 2007 the Commissioner publishedraft of a circular on General
Insurance Business (Form 2) — An update. The digect the circular is to update
the reporting provisions of Form 2 — General IneaeaBusiness and of Form 3 — The
development of pending claims in general insurafte. circular determines that the
frequency of the reporting of Forms 2 and 3 is ® duarterly instead of semi-
annually. The circular creates a separation betvwleeneporting on Form 2 and the
policies containing various covers in compulsorytonovehicle insurance, motor
vehicle and property and household insurance asldatgives details in respect of the
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exposures in those branches. It was further detexdnin respect of Form 2 that

details in respect of third party, professionabiligy and product warranty are to be

added, a requirement for reporting of data in reSpé the service letters that are

attached to the policies and comparative figurestie two years that preceded the
reporting year are also to be added. The provisiénise circular in respect of Form 2

will apply to financial reports in respect of theay 2007 and thereafter. In respect of
Form 3, it was determined that the directors' ligbinsurance is to be reported

separately from the professional liability branctd @hat the insurance of aircraft and
boats are to be reported together. Moreover, it deiermined that a split is to be

made in Form 3 between claims arising in the previgear and claims in respect of
events in all of the years preceding the previcearyThe provisions of the circular in

respect of From 3 will apply as from periods endadMarch 31, 2007.

On May 20, 2007 the Commissioner publisheda#t of a circular on the subject of
the principles for the investigation and settlemehtlaims. The circular determines
principles in respect of the manner in which claiare to be investigated and
approaches from the public are to be handled, dietua timetable for the response to
approaches, principles for the safekeeping of méiron and documents and requiring
the bodies to collect statistical information irspect of the manner in which claims
are settled by the institutional body. The statatinformation that is to be collected
will enable the Commissioner to publish parameberthe future, which will enable
the comparison of the manner in which the varioomganies settle claims. The
circular determines that an institutional bodyhe investigate and to settled claims
and to handle approached from the public in a tigimomanner, in good faith, in
accordance with uniform principles, swiftly, efécitly, transparently and fairly.
Similarly, the circular determines that with theegt of notification on behalf of a
plaintiff that they intend to present a claim, thetitutional body is to pass over to
them the documents that are detailed in the circialuding guidelines in respect of
the course of action that is required from thenchait and details of the documents
that are required. The institutional body is to dhaver to the claimant one of the
following notifications, within 30 days from the ylan which it has in its hands all of
the documents that are required: notification ofnpant, notification of rejection,
notification of a compromise or naotification of antinuation of the investigation. The
circular will be in force from January 1, 2008 fall of the claims in which the
handling has not yet been completed at that timegp if in relation to claims that
were presented before the time that the circultereriorce, it is impossible to comply
with it or it is unreasonable to comply with it.

On May 8, 2007 the Commissioner publisheskeond draft of a circular on the
subject of the internal control function in an ihgional body and also the
determination of conditions of fithess to serve ifdernal auditors and principles for
the prevention of conflicts of interest with thgeattive of determining principles that
will guarantee the efficiency and the proper fumaithg of the internal control
function in the institutional bodies. The circuldetails the roles of the internal audit
function and also that the internal auditor is ®dn employee of the institutional
body, except for a case in which the audit commitecommended them after it had
considered the consideration that are detailetiércircular. The board of directors of
the institutional body are to approve the statemiwatt defines the rights, the
authorities and the roles of the internal auditcfion, including the definition of the
roles, the determination of authorities, and thesmeination of responsibility and of
the persons who are to bear that responsibilitynil&ily, the circular contains
provisions regarding the ensuring of the indepeodenf the internal auditor,
including he determination that the salary andrémeuneration of the internal auditor
and the employees in the internal audit functiom @ot to be conditional upon the
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performance of the institutional body as well asvions on the matter of the
employees in the internal audit function. In acemk with the circular, the audit
committee of the institutional body is to approle annual work plan of the internal
auditor and the multi-annual work plan, for a péribat is not to be less than four
years, which is to be presented by the internalt@udrlhe circular determines the
minimum number of annual hours of work of the indraudit function, primarily in
relation to the volume of the assets that are meshalgp addition, the commissioner
published a second draft of the Regulations forSbpervision of Financial Services
(Insurance) (Conditions for fitness to serve fdeinal auditors and principles for the
avoidance of conflicts of interest) — 2006.

On April 19, 2007, the Commissioner publgsiaesecond draft of a circular on the
subject of principles for the publication of a yidbr institutional bodies, this circular
replaces the circulars that were published in #et pn the matter of the principles for
the publication of a yield by insurance compangesciples for the publication of the
yield for provident funds and principles for thebpoation of a yield for new and for
general pension funds. The objective of the circiddo determines principles for the
publication of a yield, so that more accurate infation will be received in respect of
the yields that the institutional bodies achievad the comparisons between them in
order to enable the consumer to make a comparistweln the institutional bodies
and to assist them in reaching a decision as tmhéstments. The draft of the circular
lays down directives in respect of the publicataina yield of an investment path,
which is to be the nominal average annual grodsl.yiewas also determined that an
institutional body is entitled to also publish tmanagement fees and /or the balance
of assets and/or the risk index of the investmett pas well as to make a comparison
in its advertisement of the yield with the yield danvestment paths of other
institutional bodies. The circular will apply toettadvertising of yields of investment
paths after six months from the earlier of the ehthe month in which the investment
path started to operate or the month of April 200% entry into force is as from June
1, 2007.

On April 18, 2007 the Commissioner publishedraft circular on the subject of the
updating of the circular on the subject of the dike for the management of the
information security of the institutional bodielédtcircular of October 16, 2006 within
the framework of which the principles were determmirior the reduction of the risks
deriving from the use of information systems amguieements for the setting up of a
system form managing information security in anaoigation). It is determined in

this draft that the provision according to whicke tirganization is to curry out routine
audits and surprise audits in order to verify tbmpliance of a supplier who provides
outsourcing services to the organization in the agament of information security

will not be applied. Similarly it was determinedaththe implementation of the

provisions of the circular are to enter into forme December 31, 2007 (instead of
June 30, 2007) and that the survey of informatiecusty risks and penetration tests
are to be completed by December 31, 2007.

On April 1, 2007 the Commissioner publislaedraft circular on the subject of the
presentation of a quarterly list of assets of fngtnal bodies. The objective of the
circular is to determine uniform principles for timanner of the presentation of the list
of assets to the Commissioner and their review hmy éxternal auditors of the
institutional body. It is determined in the cirauthat the report to the Commissioner
is to be made through the publication of the quisrtend the annual list of the assets
to the public, including the review report of thdernal auditors, through the internet
site of the institutional body. Similarly, the arahlist of the assets it to be attached to
the annual financial statements that are sentamffices of the Commissioner. The
circular is in force from the time of its publicati, and it applies to insurance
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companies that manage yield dependent liabilitre$ @ companies that manage a
pension fund, a veteran pension fund and provitigmds.

On April 1, 2007 the Commissioner publisi@aedraft circular on the subject of the
management of credit risks as a result of investraetivities — interim steps. This
draft was published for the purpose of the impletaigon of some of the principles
that were proposed in the draft circular publisidthe Commissioner in October
2007which dealt with the existence of manageriabfgssional and operational
support for all that is connected with the makingikable of non-marketable credit by
institutional bodies, and also for the purposersfuging the existence of managerial,
supervisory and control mechanisms for all thatoisnected with the management of
credit risk in the investments portfolio of institnal bodies. The provisions in the
draft constitute interim steps until the impleméiota of a comprehensive
arrangement on the subject. The draft determinkst ®f mattes that the board of
directors are to relate to within the context oéithdetermination of the overall
investments policy in the insurance company fothesarts of liability and the assets
that are held against it separately, both in rdspégield-dependent liabilities and
also in respect of liabilities that are not yielepéndent. Similarly, provisions were
determined in the draft on the matter of supervisamntrol and reporting mechanisms
that are to be carried out by the investments cdteenand the board of directors. This
circular will apply to all of the institutional baes in Israel, as from September 1,
12007. It was determined in the draft circular tbate a quarter the investments
committee is to hold a discussion on the exposoreredit as a result of the
investment activities, and that the first discussias aforesaid, is to be held by June
30, 2007. In addition, it was determined in thewiar that the entry into force of the
provision according to which the investments cornegitmeetings that are held in
respect of specific directives in the draft circukat least one member is to be present
who has proven expertise and experience in thdtdield, and that this is to be as
from the time that the Regulations on the subjetcttt® composition of the
investments committee and the fitness of the mesnbkthe investments committee
to serve enter into force.

Discussions are being held between the insuranogaoies and the Commissioner in
connection with the foregoing draft circulars.

Position paper

6.1.16

On April 18, 2007 the Commissioner publishgabsition paper, on the subject of the
calculation of the liquidity index. Since the corsfimn of the investment portfolios
of the institutional bodies are different from eaater, as well as the investments
policy and the selection of the assets themsebres pf the significant differentiations
between the investment portfolios touches upomnrates of the non-liquid assets, some
of which are measured in markets that are notdigar which are measured at a low
frequency and which cause a bias in the measurenfiehe level of risk. This funds
expression in a lower evaluation of risk and in amgnt in the over evaluation of the
performance. Therefore, the position paper proposesy the liquidity index that will
be published by the office of the Commissioner. Tieidity index is calculated as
the weighted amount of the overall assets thatrameaged.

6.2 Life assurance and long-term savings

Legal directives

6.2.1

The proposed law on compulsory pensionsrépgsed law, which passed its first
reading in January 2005, is outstanding on theetalblthe Knesset, at the basis of
which is the principle that every worker in the t8taf Israel will have a pension
arrangement in respect of his salary up to thensakiling that will be determined.
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According to the provisions in the proposed lawwarker who does not have a
pension arrangement will be dealt with under thevisions of the pension

arrangement that will be determined by the MinisteFinance and the Minister for
Trade, Industry and Employment. Similarly, thesenigters are to determine
principles in relation to the pension arrangemehes will apply to the types of

workers, under such terms as may be determinecdtition, the proposed law
determines principles for the implementation anel énforcement of the provisions,
including the placing of sanctions on those in bhed’here are a number of additional
proposed laws on this subject, which arrange, mitar more specific rules.

On March 19, 2007 a proposed law was publishedebralb of the government: The
Law For the increasing of the rate of participatiorihe workforce and to reduce the
social gaps (negative income tax, compulsory passithe reduction of the tax rates
and amendments to legislation ) — 2007. The oljeadf the Law is to determine
various arrangement for increasing the rate ofigpation in the work-force, for
assisting employees with low levels of pay, for witgy the standard of living of
workers when they reach retirement age a fairgsidiv of the tax burden.

Compulsory pensions — it is proposed to deterntiae &s from January 1, 2010
there will be a requirement to make payments inp@msion scheme for all of the
workers in the economy such that for workers whe ot ensured within the
framework of an existing pensions plan the pensimangements that will be
determined by the Minister of Finance in regulasioafter consultation with the
Minister for Trade, Industry and Employment witi@y. Each worker will have a
pension arrangement that will include provisionsespect of payments from their
salary into a provident fund for annuities. For employee to who a pension
arrangement does not apply under the force of aradnof employment, a
collective agreement or a general expansion ortleg, pension arrangement that
will be set by the Minister of Finance in Regulasdhat are to be promulgated up
to December 31, 2009 will apply. The Minister vbi¢ entitled to determine that
the provisions that will be determined in the diaty pension arrangement are to
apply to employees to whom an agreement basedgreasiangement applies as
well, and solely that the provisions, as aforesdltincrease the pension savings
of those employees. A duty is placed on the emplégedeposit payments in
provident funds for annuities in accordance wite ffension arrangement that
applies to them and also to transfer to the fuedfaresaid, the payments that are
deducted from the salary of the employee in accmeavith that arrangement.
All of the payments of the employee and the employeluding the element for
severance pay, are to be deposited only in a peavitund for annuities. The
arrangement will not apply in respect of paymentseispect of the salary of the
employee to further education funds, provident fumar sick leave, provident
funds for holiday pay or provident funds for sontleeo purpose. The rights of the
employee in accordance with the law cannot be necadditional or waived. The
Labor Court will have the sole authority to hearivl process in respect of the
breach of the duty to make payments on behalf @fetinployee into a provident
fund for annuities, in accordance with the pensaorangement. Similarly, it is
proposed to make indirect changes in the Provigentds Law, the Supervision
Law, the Law for the Supervision of Financial Sees, the Foreign Workers Law
— 1992 and the Income Tax Ordinance, in order ipathe provisions of those
laws to the said compulsory pension arrangements.

The gradual reduction of the rate of income tax tyaplies to the chargeable
income of an individual who has reached the agéMfThe graduality of the
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reduction is in respect of the years in which #gduction will apply and in respect
of the geographical areas in which the reductidhapply.

In the Company’s opinion, the adoption of the psmublaw, as aforesaid, is likely to

expand the volume of people taking up the producthe pensions sector, and the
volume of activity in the companies that managep@mesion funds that are owned by
the Company. Together with this, it is not possitieevaluate the whole range of
affects of the arrangements, as aforesaid, evargth®o far as they are implemented,
the affect of the legislation as aforesaid depeiatgr alia, on the details of the

arrangement that will be adopted.

On January 24, 2007 the Commissioner puddisa draft of the Supervision of
Financial Services (Provident Funds) (Transfer ohias between funds) Regulations
-2006 and a draft of a circular on the subject h# transfer of monies between
provident funds (in continuation of the circulaatiwas published on July 23, 2006)
(hereinafter: "the mobility of pensions savingdfe objective of the provisions in the
draft regulations and in the circular is to enaible consumer to move the pensions
savings at any time between the bodies that mapagsion savings and this, in the
opinion of the Commissioner, to lead to an inoeeérs competition. Within the
framework of the changes that are proposed, it élpossible, inter alia, to transfer
with no limitations the money from savings that éasccumulated in a new
comprehensive pension fund to a annuity policy acd-versa; to make a transition
form a capital plan (insurance plan, provident fusdfurther training fund) to a
pension fund or an annuity policy' the blocking tbe possibility of transferring
monies to a closed provident fund; the determimatibthe times that are binding for
the transfer of information and monies to the abisgr company and a mechanism for
compensation in the event that the times are extkgdtle determination of the ways
of communication between the various producergHertransfer of information’; the
determination of provisions for reporting betweba tompanies that are transferring
and reporting and the policy holder' the canceltatf the status of the employer as
the owner of the policy in respect of insuranceaqoes for salaried persons; the policy
holder will not be restricted in the number of terthat they can move the savings.
The Association of Insurance Companies has expiesgseopposition to the draft
regulations and to the draft of the circular thatswpublished in July 2006. In the
Company’s opinion, the draft regulations and theftdof the circular do not relate to
the claims made by The Association of Insurance (@ories. In the opinion of the
Company’s management, since there is a lack oftelas to whether the draft
regulations and the draft circular will be accepitedheir present format or whether
changes are made in them and since it is not lgedsi evaluate the behavior of the
policy holders and the policy holders in the previdfunds and in the pension funds
after the arrangement of the mobility of pensiovirggs, if they are organized and the
manner of the organization, it is not possibleh&t stage, to evaluate the implications
of the reform on the mobility of pensions on théidties of the\Group and on its
results.

Circulars

6.2.3

On May 13, 2007 the Commissioner publishedireular on the subject of the
clarification in respect of the conditions for ttiansition form budgetary pensions to
accumulated pensions. In accordance with the suynaiddecember 8, 1997 between
the Minister of Finance and the Chairman of thedrabederation, an employee who
before December 31, 1994 had a pension arrangeimanapplied to them according
to which an annuity will be paid to them from thendls of the employer or from the
State Treasury and he will go to work in anothexcp| in which he is entitled to an
accumulated pension, is entitled to join a pengiowl on condition that the agreement
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for the transition form a budgetary pension to acuaulated pension are
implemented. The objective of the circular is tarity, that the transition agreement
that is to be implemented applies to the entireufadjopn that was insured under a
budgetary pension. Accordingly, an employee orudggbtary pension will be entitled
to join a veteran pension fund to which a spedahiaistrator has not been appointed,
and solely that all of these conditions are metTHie accumulation of the rights with
the employer under the budgetary pension arrangebagan before January 1, 1995;
(2) the period that has passed from the last mohtccumulation of rights with the
employer under the budgetary pension arrangemedittla® joining of a veteran
pension fund does not exceed 24 months; (3) théogepis not entitled to receive an
annuity from the employer at the time of the agl@n to join the pension fund; (4)
all of the conditions that are determined in thgyiation of the Pension fund have
been complied with as well as the conditions fditiement to join the fund.

On April 18, 2007 the Commissioner publistedtircular on the subject of the
reporting of the weekly yield. The circular detgl®visions for the retrospective non-
recurring reporting of the weekly yields for therpose of the calculation and
publication of indices for evaluation the riskstloé investments in long-term channels
of investment. The circular determines as followwsprovident funds are to report on
the weekly yields as from April 3, 2005 and up tarith 2007; B. paths in insurance
companies for which a daily revaluation is maiauding a new J fund (without the |
and J funds) are to report the weekly yields amfdanuary 2006 and up to March
2007; C. Pension funds are to report the weekliggias from January 2006 and up to
March 2007; D. The external auditor is to verifg ttorrectness of the information that
is reported; E. provisions in respect of the catah of the figures that are reported,
the structure of the data and the manner in whiehréports are to be presented and
the confirmation of the cumulative yields that haween reported in the monthly
reports to the Treasury. The circular applies toolements funds and personal
severance pay funds, to central severance pay fuodsirther education funds, to
provident funds for holiday pay or for some othergose, mutual assurance funds,
new pension funds, general pension funds and insaraompanies in respect of the
paths for which a daily revaluation is made (withthe | and J funds) and including
the new J fund. The report is to be presented byl 39, 2007.

On February 25, 2007 the Commissioner puddisa circular on the subject of the
provisions for the cancellation of the reserve étraordinary risk. The circular
determines, inter alia, that in the light of thanstard that was published by the
International Accounting Standards Board on thejesuibof "Insurance Contracts”,
which determines that the provision for extraordinasks does not accord with the
provisions of the standard and that it is thereftowebe cancelled, it has been
determined that: A. As from the year 2007 a pravidor the reserve for extraordinary
risks is not to be recorded in the Statement o IAssurance Business and the
reserve that has been accumulated and which wasdegtin the balance sheets of the
insurance companies as of December 31, 2006 ig twabcelled. B. The manner of
the recording of the transaction for the cancelfatf the reserve is to be carried out
via the statement of income as an extraordinary.ite parallel, the Commissioner
published a draft Regulation for the SupervisionFafancial Services (Minimum
shareholders' equity that is required of an ingug@mendment) — 2007, within the
framework of which capital requirements were saeispect of extraordinary risks on
life assurance as a complementary step to the Kathae of the provision for the
reserve for extraordinary risks. In continuationthese draft regulations, on May 1,
2007 the office of the Commissioner issued a ldtiethe managers of the insurance
companies according to which in the light of therstime frame until the time for the
publication of the financial statements for thetfiqguarter of the year 2007, and until
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the final approval of the regulations, the insumnompanies are to act in accordance
with the draft regulations. See also Note 1B hwfinancial statements.

Draft circulars

6.2.6

6.2.7

On April 1, 2007 the Commissioner publisizedraft circular on the subject of the
financial reporting provisions for new pension fand Amendment. This circular

comes to amend the provisions of section 5, whigalsdwith the reflection of an

actuarial surplus or an actuarial deficit, of thegion circular on financial reporting

provisions for new pension funds of October 2004e @raft determines provisions on
the matter of the reflect of an actuarial surplusan actuarial deficit as follows: A. an

actuarial surplus or an actuarial deficit in a poamensive new fund which stems
from demographic factors, is to be reflected urither policy holders, recipients of

pensions and the person who are currently entitiggbnsions, in relation to a liability

of the fund vis-a-vis each of the groups; B. Aruacial surplus or an actuarial deficit
on a general new fund in respect of the incapamityhe death of insured persons
activities is to be reflected to the insured pessom insurance paths, which include the
cover for incapacity insurance or next of kin; G Actuarial surplus or an actuarial
deficit on a new general fund in respect of a demayoigic factor except for the

incapacity or the death of insured persons aawiis to be reflect to the policy

holders and recipients of pensions; D. The saidatgsdfor the balances of the
accumulations of the policy holders, for the pensiof the pensioners and for the
existing entitled persons are to be calculatedhattime of the preparation of the

actuarial balance sheet.

On April 1, 2007, the Commissioner publistiedft circulars on the subject of the
amendment of the provisions of pension circularghensubject of the provisions for
the management of a new general pension fund (Nmwipn fund circular — January
2005 and Pensions circular — May 2005). The maireraiments are: A. The
accumulated balance of an insured is to be updsteld month in accordance with the
demographic yield of the fund, and this is difféardrom the existing situation
according to which the balance is updated as thdtref the actuarial balancing once
a year at the time of the preparation of the acibhealance sheet; B. It is possible to
expand the period for the guaranteed minimum payieeap to 240 payments, and
this as compared to the existing provision, whichldes the guaranteeing of up to
180 payments. The amendments that only affect #reergl pension funds: A. A
management company of a general pension fund illebtitled to determine a
different rate of management fees for the insuredifar recipients of pensions; B. In
the regulations of the pension fund it will be pbksto present conversion factors for
retirement pensions in accordance with the managefees that the management
company will collect and at the least 0.5% as caegbavith 1.5% as of today; C. A
widow of an insured or the widower of an insurecbwiave selected the basic pension
route will receive a pension (and not a one-offrpagt), which will be calculated out
of the accumulated balance; D. In a new genera,fumwhich there are paths that
include insurance coverage, the actuarial surplukeficit that derives from incapacity
or the death of active insured is to be reflectely to the insured who have selected
those paths. The amendments that only affect thepsmsion funds: an insured in a
new pension fund, will be entitled, after havingaled the age of 60, to select a path
that does not include insurance cover.
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6.3 General (non-life) insurance

Circulars

6.3.1

6.3.2

On April 29, 2007 , the Commissioner puldisha circular on the subject of motor
vehicle insurance assessments (property and thitg))p This circular comes to update
the provisions that were determined in the insugaricular 2002/7 on the subject of the
arrangement that was intended to reduce the ctsfit interest in the activity of a
motor vehicle insurance assessor. The circularmétes provisions on the subject of
the evaluation of the damage after the occurrericanoinsurance event. The policy
holder is to select an assessor, from the listxtéraal assessors, who is to assess the
damage, unless the policy holder does not haveeifgppreference, in which case the
external assessor will be selected by the insweproposal for the repair and the
assessment that will be prepared by the extersakasr will be determining, unless the
insurer offers a proposal for the repair or a ceuassessment and gives notice that they
intend to appeal the proposal for the repair oradbsessment to an assessor who will
decide. Similarly, provisions are determined in ttiecular on the matter of the
preparation of a list of assessors by the insarengchanism of a deciding assessor and
the absence of influence over the assessors, siessasent process and the repair of the
vehicle. Similarly, the circular places a duty & insurer to present the policy holder,
at the time of the making of the insurance contradith a page of explanations in
respect of the selection of an assessor and tlessasent process, the rights that are
available to the policy holder in accordance witl policy and the steps that they are to
take in order to exercise them. Once a year theréngs to present the Commissioner
with a report on the subject of the number of iagge events in the previous calendar
year, the number of appeals that were presentedydmes of the assessors who were
taken off or were added to the list of externakasers and confirmation that appropriate
certification has been received by the insurerafbof the assessors who are included in
the list. This circular applies to insurance pagiin the motor vehicles (property)
branch and also to third party claims in each ¢asghich the injured party chose an
external assessor from the list of external assessdhe insurer of the party that caused
the damage. The entry into force of the circularassfrom October 1, 2007. It is
determined in the circular that report that theurasce company is to present to the
Commissioner as well as the list of external agssss are to be presented to the
Commissioner by July 1, 2007.

On February 20, 2007 the Commissioner poadisa circular on the subject of the
requirement to carry out an actuarial evaluationgemeral insurance (this circular

cancelled the previous circular on the subject fiesbruary 2005). The circular does
not apply to insurance policies in the health bhasc The circular determines the extent
of the actuarial valuation that the actuary in gahénsurance is to carry out, the

actuarial report that they are to prepare and #@adation that they are to sign and
which is to be attached to the financial statemeAn actuarial valuation is to be

carried out in respect of every financial statermemd it is to relate, inter alia, to the

provisions in respect of outstanding claims in ge@eral insurance branches, including
the gross amount and the retention of the direperses for settling the claims and as
from the year 2006, also in respect of the indieqtenses of settling the claims, for the
policies that have been issued in respect of 6 2derwriting year and thereafter
and the reserve in respect of premiums deficenbg. grovisions of the circular entered
into force as from the financial statements as eéénber 31, 2006.
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6.4 Health insurance

On March 6, 2007, On May 2, 2007, the Commissigidalished a draft circular concerning the
obligation to offer insurance for private surgamysrael in addition to the Supplementary Health
Services (SHS - under Section 10 of the NationalltieLaw) offered by the health funds. In
accordance with the circular, an insurer who marketlth insurance plans that include cover for
private surgery in Israel, must, on the enrollmientn, offer the policy holder the possibility of
purchasing a policy with supplementary insuranaepkrforming private surgery in Israel that
takes into account the rights conferred as path®fhealth funds' supplementary health services
(SHS) for performing private surgery. The purpokéhe circular is to prevent a situation where
the policy holder pays twice for the same coveerialia, as a result of a lack of familiarity with
the rights that they have, The provisions of threutar will apply to health insurance policies
that include cover, which affords indemnificationrespect of the performing of private surgery
in Israel, which will be sold or renewed as fronpteenber 1, 2007.

7. Exposure to claims
On the subject of exposure to claims, see Notear®A5B to the financial statements.

8. Inflation, the exchange rate, and the capital met
During the reporting period the Israeli economgitonued to grow and the Capital Market flourished.

The following is a description of the main trenidghe first three months of the year 2007 in themm
investment channels and their implications:

The Shekel exchange rate continued to strengbering the quarter of the shekel was revalued by
1.7% against the dollar and 1.4% against the badl@trrencies. This trend is also continuing affter
date of the financial statements.

The following are data on changes in the Consutniee Index and the exchange rates (in percent):

For three months

ended March 31 | g4 2006

2007 2006
Change in CPI (applicable index) (0.2 0.6 (0.2)
Change in CPI (known index) (0.4) 0.1 (0.3
Change in US dollar exchange rate a.m 1.4 (8.R)
Change in Euro exchange rate (0.5) 4.( 2.1

The process of the reduction in the interest ratésch began in the fourth quarter of the year&00
continued in the reporting period as well. The Bahksrael's interest rate was reduced from a ohte
5% at the end of the year 2006 to a rate of 4%eaend of the first quarter of the year 2007.
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In continuation to the growth in the economy and taduction of the interest rate by the Bank of
Israel, the rises in the capital market in Israeitmued. The TA 100 Index recorded a nominal yedld
7.9% for the first quarter. The index-linked govaent bond index rose nominally by 2% while the
non-linked bond index rose by a nominal 1.6%.

The following are some data regarding the reddyikiring the reporting periods compared with the
corresponding periods last year.

-3/ -3/
Maof share index 8.13% (1.26%)
Convertible share index 10.53% 1.73%
Index linked Treasury bonds 2.47% 0.95%
Treasury bonds linked to foreign currency 0.22% 2.88%
Non-linked Treasury bonds 1.86% 0.13%
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Harel Insurance Investments & Finance Ltd.

B. Financial position and operating results

Condenseddata from the consolidated financial statements foHarel Investments

1.1 Condensedlata from the consolidated operating statements dflarel Investments (in

NIS millions)
Three months ended year ended
March 31 December 31
2007 2006 | change 2006

Life assurance business
Gross premiums 654 615 6 *2,697
Income 111 83 34 314
General insurance business
Premiums and fees — gross 1,136 1,062 7 3,524

- retention 874 792 10 2,430
Income 86 84 2 374
Statement of income
Income from insurance businesses 197 166 19 688
Net income from the management of provident 27 *0 *(2)
funds and pension funds
Net income from financial services 14 *2 *6
Net income from investments & other sources 71 *29 *110
Write-off of discontinued project ** - - (26)
General and administrative expenses not
attributed to insurance business statements (11) (6) (26)
Financing expenses with respect to long-term
liabilities (10) (5) (19)
Amortization expenses on initial differences (8) - -
Income before taxes 280 186 51 731
Income tax (103) (73) (287)
Company's equity in earnings of affiliated
companies 1 1 5
Minority interest in earnings of subsidiaries, nef (4) (5) (25)
Income before extraordinary item 174 109 60 424
Cancellation of reserve for extraordinary risks 1** 207 - -
Net income 381 109 250 424
Return on shareholders' equity (in %) 61.8 20.4 20.3

* Reclassified
**  See Section4.2 above
See Note 1 B 1 to the financial statements

*kk
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1.2 Summary of data from the consolidated balaheets of Harel Investments (in NIS

millions)
As at March 31 Dec':rsnater 31
2007 2006 change 2006

Total balance sheet 31,425 27,586 14 30,221
Insurance reserves

In life assurance 18,588 16,695 11 18,059

In general insurance 1,266 1,146 10 1,040
Reserve for extraordinary risks - 216 - 216
Investments 23,724 21,622 10 22,852
Shareholders' equity 2,847 2,214 29 2,433

The overall premium from insurance business tdtalgproximately NIS 1,790 million, compared with
NIS 1,677 million for the corresponding period lgstr, an increase of approximately 7%. The total
premiums, including premiums in respect of investom@ntracts, which were attributed directly to the
reserve for life assurance totaled approximatelg 1838 million, compared with NIS 1,677 million
for the corresponding period last year, an incredsgproximately 10%.

Net income during the reporting period totaled ragpnately NIS 381 million, compared with
approximately NIS 109 million for the correspondipgyiod last year. The net income for the reporting
period included a profit in the amount of approxieha NIS 207 million, as the result of the
implementation of the circular issued by the Consmiser on the subject of the transfer of the reserv
for extraordinary risks to capital (see also sect®l.1.5 above and Note 1 (B) 1 to the financial
statements). Excluding the non-recurring profig tfet income during the reporting period totale NI
174 million, compared with approximately NIS 109llion for the corresponding period last year an
increase of approximately 60%.

During the statement period, income from insuradmgsiness totaled approximately NIS 197 million,
compared with approximately NIS 166 million for tbherresponding period last year, an increase of
approximately 19%.Income from life assurance bussintotaled approximately NIS 111 million,
compared with approximately NIS 83 million for tkerresponding period last year, an increase of
approximately 34%. Income from general health iasoe business totaled approximately NIS 86
million, compared with approximately NIS 84 millicior the corresponding period last year, an
increase of approximately 2% compared with theesgonding period last year

The operating results in the reporting period wedifected by the inclusion for the first time ofeth
provident fund activities, which were acquired bgrél Insurance from the Bank Leumi Group on
December 27, 2006 (See Section 1.1.5.1 of Partthheoperiodic report). The net income before taxes
of the provident fund activities, which were acedir as aforesaid, totaled NIS 23 million. (See also
Note 6 to the financial statements.

The income for the reporting period included a necurring profit on the sale of the Company's
holdings in C.A.L. - See section 4.4 above and Nadie the financial statements.

The insurance reserves, including reserves fatading claims in life and general insurance éatal
approximately NIS 25.6 billion as at March 31, 208% compared with the reserves as at December
31, 2006 of NIS 25 billion.
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2.2

The Company's shareholders' equity as at March28Q7 totaled approximately NIS 2.85 billion,
compared with shareholders' equity of NIS 2.43idsillas at December 31, 2006. The increase in
shareholders' equity derived primarily from theame during the reporting period and from the
measurement of the investment real estates, tlahatr included in the investment portfolio for
outstanding yield-dependent policies, to the failue model — See Note 1 (B) 2 and 1 (B) 4 to the
financial statements.

Life assurance

During the statement period, total gross premsiuincluding premiums in respect of investments
contracts that were attributed directly to the mese totaled NIS 703 million, compared with
approximately NIS 615 million for the correspondipgriod last year, an increase of approximately
41%.The total premiums that were recorded in tieedgsurances business statement totaled NIS 654
million in the reporting period, as compared wiipeoximately NIS 615 million for the corresponding
period last year, an increase of approximately Bb& life assurance premiums (including premiums in
respect of investment contracts), constituted apprately 39% of the Company's overall insurance
fees (premiums and commissions) in this period.

During the statement period, there was an incrigaee volume of premiums for managers' insurance
and individual and collective risk policies. Thectiease in profits on life assurance business, which
reached approximately NIS 111 million during thparing period, as compared with an amount of
approximately NIS 83 million in the comparative iperlast year, derived primarily from the increase
in the income from investments in the reportingigabias compared with the comparative period last
year, which led to an increase in management feesespect of yield-dependent policies. The
management fees, as aforesaid, totaled approxymst& 65 million during the reporting period, as
compared with approximately NIS 46 million in thengparative period last year

There was a continuation of the improvement inggaurrenders during the reporting period and they
totaled approximately NIS 126 million in the repigt period, constituting 2.77% (annual calculation)

of the total average life assurance reserve, coedpaith surrenders in the amount of approximately
NIS 154 million, constituting 2.73% (annual caldida) of the average reserve for the corresponding
period last year.

Total life assurance reserves as at March 31, 268Zhed NIS 18.6 billion, an increase of 3% as
compared with the reserves as at December 31, 200&n increase of 11.4% as compared with the
reserves as at March 31, 2006.

Yield dependent policies

2.2.1 The following are the yield rates for yielegp@&ndent policies — Fund J (in %):

Policies issued from
1992 - 2003

3 6

Real yield before payment of management fees

Real Zield after Bayment of management fees

Nominal yield before payment of management fees

Nominal yield after payment of management fees
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2.2.2 The following are the yield rates for yielebéndent policies — General route (in %):

Policies issued from
2004

Real yield before payment of management fees 3.70

Real yield after payment of management fees

Nominal yield before payment of management fees

Nominal yield after payment of management fees

2.2.3 Estimate of the amount of the profits on strreents and management fees, which are recorded in
the consolidated statements on life assurance éassimvhich have been attributed to the credit of
the policy holders on yield dependent policies ainich are calculated in accordance with the
directives that have been determined by the Coniomisg on the basis of the average quarterly
yield and balances of the insurance reserves @millions):

3 6
Profit after management fees 205
Total management fees 65 46

2.3 Pension funds

2.3.1 The total income before taxes of the subsidiampanies that manage pension funds, from the
management of pension funds and from the operatioa veteran pension fund, has been
included in the consolidated statement if incomeeurthe item net income from the management
of provident funds and pension funds, net. At #tegye, the contribution of the pension funds to
the Company's results is not significant.

As of March 31, 2007 the number of members in fathe pension funds that are managed by the
Group reached 103,559 members, of whom some 5@f&7active members, an increase of 27%
in the number of active members as compared wittcMa1, 2006. The volume of the assets that
are managed by the pension funds totaled NIS J0B& as compared with approximately NIS
2.323 billion as of March 31, 2006, an increasemgroximately 31% and as compared with NIS
2.822 billion as of December 31, 2006, an incredsapproximately 8%. The benefit payments
that were collected by the Group's pension fundbaerfirst three months of the year 2007 totaled
NIS 128 million as compared with approximately NI81million in the first quarter last year, an
increase of 19%. The assets and gross fees ofeth@om funds are not included in the Group's
consolidated financial statements.
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2.4 Provident funds

2.4.1 The Group manages 22 provident funds (prowidiends, further training funds, central and
individual severance pay funds and provident fuiodsick leave. See section 3.1.2.2 of Part 1 on
the description of the Company’s Business in thréoge report).

The total assets that are managed by the provifdents, which are managed by the Group,
reached a total of approximately NIS 18.3 billiesnad March 31, 2007, as compared with a total
of approximately NIS 17.9 billion as of December 2006. The total assets that are managed in
provident funds as of March 31 2007 includes anwarhof NIS 16.8 billion, which are managed
in the provident funds that were acquired by theuprfrom the Bank Leumi Group on December
27, 2006 (see section 1.1.5.1 in part 2 — the gesan of the Company’s business in the periodic
report).

The total income before taxes, from the managenoénrovident funds is included in the
consolidated statement of income under the itemnaeime from the management of provident
funds and pension funds and it amounted to apprteiiyt NIS 25 million. See also Note 6 to the
financial statements.

3. General insurance

Revenues from insurance fees (premiums and feeB)gdthe reporting period totaled approximately
NIS 1,136 million, compared with NIS 1,062 milliéor the corresponding period last year, an increase
of approximately 7%. Most of the increase in isswe fees was recorded in motor property
insurances, compulsory motor and health insurambereas there was a slight decline in premiums in
the other property branches.

The income from general insurance totaled appratety NIS 86 million during the reporting period,
as compared with approximately NIS 84 million fbetcorresponding period last year, an increase of
approximately 2%.

The composition of premiums and income includethangeneral insurance business statement for the
statement period, by principal areas of activitghia general insurance branches, is as followsl($

millions):
Gross insurance fees Income (loss) for the period

3 3 change - / 3 3 %change - /
Vehicle 3255 2882 13 765.9 9.4 89 6 42.9
property
Compulsory 5590 2042 12 509.3 263 289 (9) 98.3
motor
Other property  199.5 213.3 (6) 591.9 9.1 95 (4) 25.2
Liabilities 141.0 1364 3 750.8 4.0 39 3 25.6
Health 230.8 2084 11 867.1 39.8 329 21 190.0
Other 9.7 11.5 (16) 39.5 (2.9) (05) - (8.4)

11355 10618 7 3,524.5 85.7 836 2 3736
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4.

Motor property insurance area

During the reporting period, insurance fees inrtf@or property area totaled approximately NIS 326
million, compared with approximately NIS 288 millidor the corresponding period last year. The
increase in this area derived primarily from therked increase in Harel Insurance's share of the
insurance of vehicles belonging to state employe@807 compared with its share in 2006.

Income in this area during the reporting periocbanted to approximately NIS 9.4 million, compared
with approximately NIS 8.9 million for the corresmbng period last year, an increase of
approximately 6%. The increase was derived, inliay tom the continuation of the improvement of
the quality of the insurance portfolio and fromuetion in costs associated with claims.

Compulsory motor vehicle insurance area

Insurance fees in the compulsory motor area dutiageporting period totaled approximately NIS 229
million, compared with insurance fees of approxiehaiNIS 204 for the corresponding period last year.
This approximately 12% increase derived primarilgni the marked increase in Harel Insurance's
share of the insurance of vehicles belonging ttestanployees in 2007 compared with its share in
2006. The stiff competition in this area causecdeawsion in the tariffs, primarily for collectivesic
fleets of vehicles.

Income in the compulsory motor area during therngpg period amounted to approximately NIS 26.3
million, as compared with approximately NIS 28.9liom in the corresponding period last year, a
decline of approximately 9%. The decline in thefprderived primarily from the reduction in the
profit released during the reporting period in extpof the 2003 underwriting year. In accordandd wi
the Commissioner's policy and instructions, as vesllthe 1.S.0.'s recommendations, as of 2003,
premiums have been eroded relative to the precedlinigrwriting years. This erosion in insurance
fees, which are also affected by the fierce cortipatin this area of activities, has caused in méce
years, including the 2007 underwriting year erosioprofitability.

Other property loss insurance area

Insurance fees in the other property loss areagltine reporting period totaled approximately IR(E
million, as compared with approximately NIS 213 lioil for the corresponding period last year, a
decrease of approximately 6%. Most of the decrgatige insurance fees derived from the decrease in
the insurance fees in the sector of business insaraas the result of the erosion in prices, part o
which derived from the amounts of insurances thatdenoted in Dollars, which were affected by the
revaluation of the NIS against the Dollar, and amtfas the result of the continuing competitiorhiis
area.

During the reporting period, the income in thissaemounted to approximately NIS 9 million which
was similar to the income for the correspondindqaklast year.

Liability insurance area

Insurance fees in the liability insurance areardpthe reporting period totaled approximately N8l
million, compared with approximately NIS 136 millidfor the corresponding period last year, an
increase of approximately 3%, mostly in professidiahility insurance.

During the reporting period, the income in thiseaenounted to approximately NIS 4 million which
was similar to the income for the correspondindqakelast year.
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8.

Health insurance area

During the reporting period, total insurance feeshe health insurance area (including premiunms fo
long-term care insurance reported in the life aaste business statement) increased by approximately
12% compared with the corresponding period last,ymad totaled approximately NIS 364 million as
compared with approximately NIS 324 million for tlerresponding period last year (of which
approximately NIS 134 million and NIS 116 millioespectively were reported in the life assurance
business statement). Total overall insurance feas thealth insurance (including long-term care
insurance) account for approximately 21% of theegality of the Group's premiums.

During the reporting period, the incom in healtisurance, which is reported as part of general
insurance business amounted to approximately NI&libn, as compared with approximately NIS
33 million for the corresponding period last year,increase of approximately NIS 21%

The financial services and capital markets arear

The activity in this area is carried out throughréldnvestments House and its subsidiary companies.
See section 3 of part A above for details in respéa fraud that was uncovered at Harel Investsient
House.

The turnover from financial services and the cépitarket in the first three months of the year 2007
totaled approximately NIS 70.4 million, as compangith approximately NIS 13.9 million in the
comparative period last year, of which income frdma management of mutual funds amounted to
approximately NIS 52.3 million as compared with egpmately NIS 1.3 million in the comparative
period last year. The increase in the income froenrhanagement of mutual funds derived primarily
from the mutual funds that were acquired from tla@liBLeumi Group (see part 1 section 1.1.5.2 of the
periodic report).

The volume of the assets that are managed by Harestments House amounted to approximately
NIS 16.4 billion as of March 31, 2007, as companéith approximately NIS 16 billion as of December
31, 2006, an increase of approximately 2.5%. Ouhefoverall volume of assets that are managed, as
aforesaid, as of March 31, 2007 approximately N&ilion are included in the assets of the mutual
funds, as compared with approximately NIS 14 hillias of December 31, 2006. The assets of the
mutual funds are not included in the consolidat@ditce sheets.

The income from regular activities, before tax defore the effect of the fraud, in the financial
services and capital markets area amounted to xppately NIS 15.3 million in the reporting period,
as compared with NIS 2.1 million in the comparatregiod last year.

The net income in this area of activity amountedapproximately NIS 6 million in the reporting
period, as compared with NIS 1.2 million in the g@arative period last year. The said income is after
the effect of the frauds, which was uncovered ateHmvestments House, on the income of Harel
Investments House, in the net amount of NIS 4.5anilafter tax — see section 3 of part A above.

See section 4.3 of part A above in respect of timepdetion of the Matrix transaction.
See section 4.6 of part A above in respect of ¢eeanent for the acquisition of control in Recanati

In accordance with the directives issued by the @@sioner of the Capital Market, the Company is
required to transfer its holdings in Harel Providetd. ("Harel Provident"), which is a wholly owned
subsidiary company of Harel Investments House teeHasurance. In accordance with this directive,
during the reporting period, an application was en&adl the tax authorities for the approval of the
execution of the re-organization in the holdingdHiarel Provident, in accordance with Section 104 of
the Income Tax Ordnance, As of the time of the rgpbe approval of the tax authorities has not yet
been received and the re-organization has not taeied out yet. As detailed in sections 1.1.540 a
1.2.1 of Part 1 of the periodic report, the adigtof the provident funds in the Group are cardat
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from an organizational perspective, within the feavork of the life assurance and long-term savings
sector in the Group's life assurance and long-savmngs arm.

C. Taxesonincome

Total tax on income during the reporting peri@hahed NIS 103 million, compared with NIS 73
million for the corresponding period last year.

Regarding exposure to tax liability in connectioith the allowance of the deduction of certain
financing expenses in respect of loans that wekentaip close to the time of the distribution of
dividends and on the matter of the tax liabilitydonnection with the allowance of the deduction of
certain financing expenses and the tax assessitiattevere issued to the pension fund management
company — see Note 5 B to the financial statements.

D. Liquidity and sources of finance
1. Operating activities

The Group's operating activities during the reipgriyear generated cash amounting to NIS 466
million.

2. Investment and financing activity

The Group's net investments in loans and deptigitsare not held against insurance liabilities
increased by approximately NIS 332 million.

During the reporting period, the Group investedragimately NIS 85 million in investee and
other companies. During the statement period, ttoeiGinvested NIS 13 million in real estate for
leas and fixed assets, and realized fixed assetsdonsideration of approximately NIS 1 million.
The Group repaid long-term liabilities an amounapproximately NIS 4 million, increased short-
term credit by approximately NIS 19 million and gha@ dividend to the external shareholders in
the consolidated companies in the amount of appratdly NIS 9 million.

The Group's cash balances increased by an amoappodximately NIS 213 million during the
statement period.

3  The financing of activities

The Group financed its operating activity mainlgrfrindependent sources.

E. Critical accounting estimates
No significant change occurred in relation to teparting in the periodic report.
F. Quality report in respect of exposure to marketisks and their management

There have been no material changes regardingxbesure to market risks and the management of
such risks since the Periodic Report.

G. Dividend

As decided by the Board of Directors on April 00Z the Company paid its shareholders a dividend in
the amount of NIS 36 million on April 29, 2007.
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H.

Declaration by the Chief Executive Officers andthe Chief Financial Officers of institutional
bodies in the group in respect of the execution @bntrols (SOX 302)

The chief executive officers and chief financiafiadrs of Harel Insurance and Dikla as well as the
chief financial officers of the provident funds atie pension funds in the group, in cooperatiorh wit
the managements of each of the said companies,dvaleated at the end of the period covered by this
report the efficiency of the controls and the prhoes in respect of their disclosure. On the bafis
this evaluation, the chief executive officers ahgetfinancial officers of the institutional bodiesthe
Group have concluded that at the end of this pahedcontrols and the procedures in respect of thei
disclosure are efficient in order to record, togess, to summarize and to report on the informatiah

is required to be disclosed in the quarterly reporaccordance with the legal provisions and the
reporting provisions that have been determinechbyGommissioner.

During the course of the quarter ended on Marct28@7 no change occurred in the internal control of
Harel Insurance, Dikla and of the companies thataanagers of pension funds and provident funds in
financial reporting, which have a significant effer which it is reasonable to expect that they wil
have a significant effect on the internal contnatiofinancial reporting.

The Board of Directors wishes to thank the Group'€mployees and agents for their contribution to the

Group's achievements.

Y. Hamburger G. Hamburger
Chairman of the Board of Directors, CEO Member of the Board of Directors

March 30, 2007
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To

The Board of Directors

Harel Insurance Investments & Finances Ltd.
Ramat-Gan

Dear Sirs,

Review of the Unaudited Condensed Interim Consolidad Financial Statements as at March 31, 2007 and
for the three-month period then ended

At your request, we have reviewed the condensedrimconsolidated balance sheet of Harel Insurbmestments & Finances
Ltd. (“the Company”) and its subsidiaries as at &1aB1, 2007, and the related condensed consolidtézinents of income,
shareholders' equity, consolidated insurance besistatements and condensed consolidated stateofierash flows for the
three-month period then ended.

Our review was conducted in accordance with proeiprescribed by the Institute of Certified Pulfliccountants in
Israel and included, inter alia, reading the samdricial statements, reading the minutes of thee@érShareholders’
Meetings and of the meetings of the Board of Doectand its committees, as well as making inquinépersons
responsible for financial and accounting matters.

The condensed interim financial statements of oedabsidiaries, whose assets constitute approrisnat % of the total
consolidated assets as at March 31, 2007 and wikesaues constitute %, of the total consolidated revenues for the
three-month period then ended, were reviewed byrotuditors, whose review reports have been fuedisto us.
Similarly, the data relating to the net asset vadfighe investment in some of the affiliates andthie equity of the
Company and its subsidiaries in the operating tesifilsuch companies, which are stated on theeqasis, are based on
interim financial statements, which were reviewgdther auditors.

Since the review performed was limited in scope dods not constitute an audit in accordance witteggly accepted
auditing standards, we do not express an opiniaih@said interim consolidated financial statements

In the course of our review, including the readifighe review reports of the other auditors, atestabove, nothing came
to our attention which would indicate the necessftynaking any material modifications to the intefinancial statements
referred to above, in order for them to be in camifity with generally accepted accounting princigleduding accounting,
reporting and presentation principles prescribedhgySupervision of Financial Services (Insuraricey, 1981 and the
regulations enacted pursuant thereto and in acooedavith the Securities Regulations (Periodical dmnediate
Statements), 1970, insofar as these regulationapgigable to insurance companies.

We draw attention to Note 5A to the interim condaled financial statements with regard to expotuass action suits
against subsidiaries.

Sincerely,

Somekh Chaikin
Certified Public Accountants (Isr.)

May 30, 2007



Consolidated Balance Sheets

Reported amounts

Investments

Cash and cash equivalents
Securities

Loans and deposits -
Loans

Deposits with banks

Investees
Real estate for lease
Total investments

Fixed assets
Office buildings
Other fixed assets
Total fixed assets

Amounts receivable

Insurance companies -

Reinsurers' share in insurance reserves
Reinsurers' share in outstanding claims
Deposits in respect of reinsurance
Other accounts

Outstanding premiums and agent's balances
Other debtors and receivables
Total amounts receivable

Deferred acquisition costs and other assets

Deferred acquisition costs in sickness and hoiggitain insurance
Deferred acquisition costs in general insurance

Deferred acquisition costs in life assurance

Other assets (Note 6)

Total deferred acquisition costs and other assets

* Reclassified

March 31 March 31 December 31
2007 2006 2006
(Unaudited) (Unaudited) (Audited)

NIS thousands

NIS thousands

NIS thousands

1,164,693 1,055,764 952,046
18,092,375 *16,520,127 17,458,395
1,445,405  *767,473 1,357,278
2,541,270 2,888,324 2,644,062
3,986,675 3,655,797 4,001,340
119,433 58,703 129,337
360,753 331,857 310,584
23,723,929 21,622,248 22,851,702
201,637 183,009 205,885
80,076 *76,639 *91,096
281,713 259,648 296,981
628,987 578,646 638,101
2,847,553 2,671,807 2,811,714
3,093 3,093 3,094
73,159 65,293 62,521
3,552,792 3,318,839 3,515,430
945,837 766,750 830,148
453,503 266,753 283,254
4,952,132 4,352,342 4,628,832
62,257 41,747 57,965
149,924 147,814 116,713
726,211 729,655 732,559
1,538,873  *432,771  *1,536,543
77265 1,351,987 2,443,780
31,435,039 27,586,225 30,221,295




Harel Insurance Investments & Finances Ltd.

March 31 March 31 December 31
2007 2006 2006
(Unaudited) (Unaudited) (Audited)
NIS thousands NIS thousands NIS thousands
Shareholders’ equity 2,846,623 2,213,840 2,432,617
External shareholders rights 61,798 62,109 66,353
Long-term liabilities 1,212,466 540,164 1,151,031
Insurance reserves and outstanding claims
Life assurance -
Assurance reserves 18,587,716 16,694,684 18,058,985
Reserves for extraordinary risks (Note 1 (B) 1) - 215,502 216,436
Outstanding claims 54,023 50,960 56,352
Total life assurance 18,641,739 16,961,146 18,331,773
General insurance -
Reserves for unexpired risks 1,266,387 1,146,474 1,040,453
Outstanding claims 5,690,255 5,310,093 5,585,006
Total general insurance 6,956,642 6,456,567 6,625,459
Total insurance reserves and outstanding claims 298,381 23,417,713 24,957,232
Other liabilities
Insurance companies -
Deposits by reinsurers 297,355 308,023 301,112
Other accounts 462,792 393,556 457,526
760,147 701,579 758,638
Credit from bank institutes 133,881 87,565 157,744
Creditors and credit balances 821,743 533,148 697,680
Dividend payable - 30,107 -
Total other liabilities 1,715,771 1,352,399 1,614,062
31,435,039 27,586,225 30,221,295
* Reclassified
The accompanying notes are an integral part of thanmferancial statements.
Y. Hamburger G Hamburger M. Rozen

Chairman of the Board, CEO Member of the Board

Date of approval of the financial statements: May 80,72

Deputy CEO, CFO



Harel Insurance Investments & Finances Ltd.

Consolidated Statements of Income

Reported amounts

For the For the
three months ended  year ended
March 31 March 31  December 31
2007 2006 2006
(Unaudited) (Unaudited) (Audited)
NIS NIS NIS
Note thousands thousands thousands
Transferred from insurance business statements
Income from life assurance business 110,954 82,757 314,162
Income from general insurance business 85,672 83,555 373,612
Total income from insurance businesses 196,626 166,312 98,073
Income and expenses not included in
Insurance business statements
Income from investments, net 7 68,616 26,607 98,073
Income from financial services, net 8(1) 14,120 *1,909 *5,653
Income from management of provident funds and perfsinds, net 26,805 *(393) *(2,302)
Income from insurance agencies and other comparges, 2,066 *2,394 *13,946
308,223 196,829 803,144
General and administrative expenses (10,563) (6,152) (26,050)
Write-off of discontinuegbroject (see Note 5 (B) 1) - - (25,744)
Amortization of initial differences (7,928) - -
Impairment in value of rental property - - (1,367)
Financing expenses with respect to long-term liasl (10,124) (4,867) (19,108)
Income before taxes 279,618 185,810 730,875
Income tax 103,027 73,487 286,927
Income after income tax 176,591 112,323 443,948
Company’s share in earnings of affiliates, net 1,711 1,682 5,646
External shareholders rights in net profits of slibges (4,064) (5,116) (25,110)
Income before extraordinary item 174,238 108,889 24,484
Cancellation of reserve for extraordinary riskdifenassurance 1(B)1 206,974 - -
Net income for the period 381,212 108,889 424,484
NIS NIS NIS
Earnings per share before extraordinary item 8.22 5.14 20.02
Earnings per share from extraordinary item 9.76 - -
Net earnings per share 17.98 5.14 20.02

* Reclassified

The accompanying notes are an integral part oiintieeim financial statements.



Harel Insurance Investments & Finances Ltd.

Statements of Changes in Shareholders' Equity

Reported amounts

For the three months ended March 31, 2007 (Unaudit®

Paid-up Capital
Share capital Reserve from
and premium translation Dividend
on shares differences Surplus declared Total

NIS thousands  NIS thousands NIS thousands NIS thousands NIS thousands

Balance as at January 1, 2007

Effect of the initial implementation of
new accounting standards as of January
1, 2007 (Note 1 (B) 2 and 1 (B) 4)

Net income for the period

Exchange differences on autonomous
overseas unit

Dividend declared

Balance as at March 31, 2007

140,072 (559) 2,298, - 2,432,617
- - 33,036 - 33,036
- - 381,212 - 381,212
- (242) - - (242)
. - (36,044) 36,044 -
140,072 (801) 2,671,308 36,044 2,846,623

Balance as at January 1, 2006
Net income for the period
Dividend payable

Balance as at March 31, 2006

Balance as at January 1, 2006

Net income for the period

Exchange differences on autonomous
overseas unit

Dividend payable

Balance as at December 31, 2006

For the three months ended March 31, 2006
Paid-up
Share capital
and premium
on shares Surplus Total
NIS thousands NIS thousands NIS thousands

140,072 1,994,986 2,135,058
- 108,889 108,889
- (30,107) (30,107)
(559) 2,073,768 2,213,840

For the year months ended December 31, 2006

Paid-up Capital

Share capital  Reserve from

and premium translation
on shares differences Surplus Total

NIS thousands NIS thousands NIS thousands NIS thousands

140,072 - 1,994,986 2,135,058
) - 424,484 424,484
(559) - (559)
- - (126,366) (126,366)

140,072 140,072 2,293,104 2,432,617




Harel Insurance Investments & Finances Ltd.

Consolidated Life Assurance Business Statements

Reported amounts

Premiums
Less reinsurance

Premiums on retention
Investment Income

Total revenues for the period
Claims — paid and outstanding death and disability
Less reinsurance

Surrender of policies

Maturity of policies

Annuities

Participation in profits by group life insurance

Total claims for the period

Excess of revenues over claims for the period

Increase in life assurance reserves, less reirgiran
Less management fees in respect of profit paaticig policies

Increase in life assurance reserves, net
Change in reserves for extraordinary risks

Total increase in reserves

Excess of revenues for the period
Commissions

Administrative | and general expenses

Change in deferred acquisition costs

Reinsurance commissions

Amortization of initial differences of investmertssubsidiaries allocated to

acquisition of life assurance portfolio

Total expenses for the period, net

Income for the period from life assurance businessansferred to
consolidated statements of income

Total premiums including premiums in respect of inestment contracts,
that have been attributed directly to the reserve

* Reclassified

For the For the
three months ended year ended
March 31 March 31 December 31
2007 2006 2006
(Unaudited) (Unaudited) (Audited)

NIS thousands

NIS thousands

NIS thousands

654,440 615,061 *2,697,357
30,175 26,615 105,459
624,265 588,446 2,591,898
443,393 367,085 1,308,356

1,067,658 955,531 3,900,254
165,387 *149,787 603,009
20,115 17,146 72,000
145,272 132,641 531,009
126,289 153,827 557,691
45,469 43,975 164,658
15,386 *11,413 47,124

756 1,502 2,145
333,172 343,358 1,302,627
734,486 612,173 2,597,627
553,062 442,994 *1,017,113
65,288 45,690 172,641
487,774 397,304 1,744,472
- 183 1,117
487,774 397,487 1,745,589
246,712 214,686 852,038
65,945 67,792 277,081
65,881 61,660 247,231
131,826 129,452 524,312
6,346 8,927 6,025
138,172 138,379 530,337
(7,983) (11,972) (16,001)
5,569 5,522 23,540
135,758 131,929 537,876
110,954 82,757 314,162
702,898 615,061 2,710,643

The accompanying notes are an integral part ointieeim financial statements.



Harel Insurance Investments & Finances Ltd.

Consolidated General Insurance Business Statements

Reported amounts

Premiums
Fees

Total insurance fees
Less reinsurance

Insurance fees on retention

Changes in reserves for unexpired risks, net nsueance

Total insurance fees earned
Investment income

Total revenues for the period

Claims — paid and outstanding

Less reinsurance

Less portfolio claims

Total claims for the period

Excess of revenues over claims for the period
Commissions

Reinsurance commissions

Administrative | and general expenses

Change in deferred acquisition costs

Total expenses for the period, net

For the For the
three months ended year ended
March 31 March 31 December 31
2007 2006 2006
(Unaudited) (Unaudited) (Audited)

NIS thousands NIS thousands NIS thousands

Income for the period from general insurance busings, transferred to

consolidated statements of income

957,745 901,690 3,068,517
177,799 160,087 455,976
1,135,544 1,061,777 3,524,493
261,291 270,241 1,094,403
874,253 791,536 2,430,090
(223,187) (184,112) (26,785)
651,066 607,424 2,403,305
51,046 51,116 195,483
702,112 658,540 2,598,788
622,540 595,456 2,202,127
160,522 134,936 590,496
456 23,722 62,099
461,562 436,798 1,549,532
240,550 221,742 1,049,256
133,126 132,118 486,984
42,619 46,321 176,939
90,507 85,797 310,045
102,150 92,510 389,412
192,657 178,307 699,457
(37,779) (40,120) (23,813)
154,878 138,187 675,644
85,672 83,555 373,612

The accompanying notes are an integral part ointieeim financial statements.



Consolidated Statements of Cash Flows

Harel Insurance Investments & Finances Ltd.

Reported amounts

Cash flows from operating activities
In life assurance business

In general insurance business

In other operations

Net cash provided by (used in) operating activities

Cash flows from investing activities
Changes in investments earmarked to shareholdgrity @nd
non-insurance liabilities:

Securities

Loans and bank deposits

Acquisition of fixed assets and rental property

Proceeds from sale of fixed assets

Proceeds from sale of an affiliate

Dividends from affiliated companies

Investment in mutual fund management and provifewat
management activities

Proceeds from sale of non-marketable shares (Note 7
Additional investment in investees , net

Net cash provided by (used in) investing activities
Cash flows from financing activities

Issue of promissory notes

Change in short-term credit from banks

Dividend paid to Company’s shareholders
Dividend paid to external shareholders in subseiar
Repayment of long-term liabilities

Net cash provided by (used in) financing activities
Translation differences in respect of cash balances
a subsidiary abroad

Increase in cash and cash equivalents

Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

For the For the

three months ended year ended

March 31 March 31 December 31

2006 2007 2006

(Unaudited) (Unaudited) (Audited)

Appendix NIS thousands  NIS thousands  NIS thousands
1 (187,396) (53,996) (245,379)
2 426,430 287,362 412,410
3 227,014 (64,434) (300,972)
466,048 168,932 (133,941)

(330,150) 98,589 816,713

(2,160) 9,631 211,701
(332,310) 108,220 1,028,414
(13,363) (18,773) (78,732)

1,116 612 4,718

10,954 - 8,778

546 988 19,769

4 - - (1,136,783)

73,884 - -

(440) (931) (90,188)

(259,613) 90,116 (244,024)

- - 645,486

19,210 101 69,808

- - (126,366)

(8,750) - (15,750)

(4,276) (21,251) (60,474)

6,184 (21,150) 512,704

28 - (559)
212,647 237,898 134,180

952,046 817,866 817,866

1,164,693 1,055,764 952,046

The accompanying notes are an integral part oiintieeim financial statements.



Harel Insurance Investments & Finances Ltd.

Consolidated Statements of Cash Flows (cont'd)

Reported amounts

Appendix 1 - Cash flows from operating activities in life assurace business

For the For the
three months ended year ended
March 31 March 31 December 31
2006 2007 2006
(Unaudited) (Unaudited) (Audited)

NIS thousands

NIS thousands

NIS thousands

Income from life assurance business 110,954 82,757 314,162
Items not involving cash flows:

Change in assurance reserves, net 321,187 397,487 1,758,873
Change in deferred acquisition costs 5,273 14,295 106,540
Change in outstanding claims, net 9,593 12,994 4,045
Depreciation and amortization 3,304 10,100 16,672
Amortization of initial differences - - 23,541
Changes in other balance sheet items, net:

Securities (615,520) (606,117) (1,941,060)
Loans (75,180) (10,369) (264,209)
Deposits with banks 52,179 54,326 (301,529)
Real estate for lease (3,709) 3,998 10,500
Insurance companies — deposits and other accastts, 6,387 2,303 28,639
Outstanding premiums and agents’ balances 1,128 (11,083) 14,127
Debtors and receivables and creditors and payatues, (2,992) (4,687) (15,680)
Net cash flows used in operating activities in lifassurance business (187,396) (53,996) (245,379)
Appendix 2 - Cash flows from operating activities in general ingrance business

Income from general insurance business 85,672 83,555 373,612
Items not involving cash flows:

Change in insurance reserves, net 226,156 184,112 22,485
Change in deferred acquisition costs (33,367) (32,653) (1,737)
Change in outstanding claims, net 57,488 82,566 231,913
Depreciation and amortization 5,108 6,211 24,277
Changes in other balance sheet items, net:

Securities 283,850 96,287 (211,959)
Loans (10,779) 8,875 (51,159)
Deposits with banks 50,605 50,614 159,527
Insurance companies — deposits and other accoetts, (15,515) (18,836) 14,658
Outstanding premiums and agents’ balances (116,817) (69,805) (158,413)
Debtors and receivables and creditors and payaiées (105,971) (103,564) 9,206
Net cash flows used in operating activities in geral insurance business 426,430 287,362 412,410




Harel Insurance Investments & Finances Ltd.

Consolidated Statements of Cash Flows (cont'd)

Reported amounts

Annex 3- Cash flows from other operating activities

Net income
Income from insurance business

Items not involving cash flows:

Depreciation and amortization

Change in deferred acquisition costs

Gain on sale of fixed assets and investments

Change in deferred taxes, net

Changdn debtors and receivables and creditors and pesahet
Erosion of long-term loans and debentures

Company’s share in results of affiliates, net

External shareholders share in profit of subsidari
Capital gain

Annex 4- Investment in mutual fund management and providenfund management activities

Mutual funds

Goodwiill

Right to receive management fees
Trade name

Creditors and credit balances
Debtors and debit balances
Provision for jubilee grant

Surplus of the provision over the deposit for samee pay
Provision for holiday pay

Fixed assets

Deferred taxes

Investment in provident fund activities (See Noye 6

Total investment in mutual fund management andstnaent fund
management activities

For the For the
three months ended year ended
March 31 March 31 December 31
2006 2007 2006
(Unaudited) (Unaudited) (Audited)

NIS thousands

NIS thousands

NIS thousands

380,970 108,889 424,484
196,626 (166,312) (687,774)
184,344 (57,423) (263,290)
17,227 1,963 30,674
(3,061) (12,833) (124,015)
(453) (134) 3,516
11,284 (41) (24,758)
61,614 239 57,356
(1,151) 361 81
(1,711) (1,682) (5,646)
4,064 5,116 25,110
(45,143) - -
227,014 (64,434) (300,972)
For the For the
three months ended year ended
March 31 March 31 December 31
2006 2007 2006
(Unaudited) (Unaudited) (Audited)

NIS thousands

NIS thousands

NIS thousands

(493,298)
(57,250)
(6,836)
8,999
(3,216)
1,007
120
849
(12,453)
295

(561,783)
(575,000)

(1,136,783)




Harel Insurance Investments & Finances Ltd.

Notes to the Financial Statements as at March 310@7

Note 1 - Reporting Principles and Accounting Polias

A.

1.

General

The interim financial statements as at March28207 have been prepared in accordance with
generally accepted accounting principles for thepprations of interim financial statements as
laid down in Accounting Standard No. 14 of the ér@ccounting Standards Board, in
accordance with the accounting, reporting and ptesen principles prescribed by the
Supervision of Insurance Business Regulations (f€iah Statement Details), 1998 and in
accordance with Chapter 4 of the Securities Reiguat(Periodic and Immediate Reports),
1970, to the extent these regulations apply torarse companies.

These consolidated financial statements as attival, 2007 and for the periods of three
months then ended should be read in conjunctioim thi¢ audited annual consolidated financial
statements of the Company and its subsidiaries Be@mber 31, 2006 and for the year then
ended and the notes accompanying them (hereitiafiaual financial statements™).

The principal accounting policies applied in greparation of the interim financial statements
are consistent with those applied in the annuarfinal statements as at December 31, 2006,
except as described in B below.

Changes in reporting principles and accounting plicies

Cancellation of the reserve for extraordinask in life assurance

In accordance with a circular issued by the Comiones in February 2007, the balance of the
reserve for extraordinary risks in life assuranseofDecember 31, 2006 has been classified
under shareholders' equity, via the statement obnre, where it has been recorded as an
extraordinary item. As of December 31, 2006 thesiliary Harel insurance had accumulated
reserves for extraordinary risks in an amount opragimately NIS 216 million, which
constitutes approximately 0.19% of the amount efrisk amount on retention. An amount of
approximately NIS 26 million, which constituted therplus of the provision over and above
the capital requirement for the amount requirech@cordance with a rate of 0.17% of the
amount of the residual participation risk, will tieargeable to tax.

The cancellation of the reserve for extraordinasi¢ on life assurance has been recorded in the
statement of income for the period of three mowtided March 31, 2007, as an extraordinary
item after tax, in an amount of approximately NI¥ 2nillion.

In parallel to this change, and in accordance withcircular of the Commissioner, the amount
of the equity requirement for Harel Insurance wasdased by an amount of approximately
NIS 191 million, see Note 3 below.

Accounting Standard Number 16 — Investment Bstte

As from January 1, 2007 the Company implementsofnting Standard 16 on the subject of
Investment Real estate (hereinafter — the standahd standard determines principles for the
recognition, measurement and removal of investmeat estate and the disclosure that is
required in respect of it. The standard determiimgsr alia, that investment Real estate is to be
measured for the first time at cost with the additof the transaction costs. Similarly, the
standard determines that in the following periot® entity is to choose between the
measurement of all of its investment real estate®st less accumulated depreciation and less
losses on impairment in value and between measutemeaccordance with fair value, where
the updating of the fair value is to be reflectedhe statement of income.



Harel Insurance Investments & Finances Ltd.

Notes to the Financial Statements as at March 310@7

Note 1 - Reporting Principles and Accounting Poli@s (cont'd)

B.  Changes in reporting principles and accounting plicies (cont'd)

Investment real estate is a real estate (landharilding - or part thereof — or both of them),
which are held (by the company as the owner or wfidance leasing) for the purpose of the
production of rental income or for the purpose chapital gain or both of them, and not for the
purpose of use in production, or in supply of goodservices for administrative purposes, or
for sale during the ordinary course of business.

Real estate that is in the process of construdtioriuture use as investment real estate, and
which will be measured in accordance with its fatfue, is treated as a fixed asset until the
completion of the construction or the developmeami at that time it is to be revalued in
accordance with its fair value and classified urideestment real estate. Any profit or loss that
is created on the revaluation is to be reflectetthénstatement of income.

Where the use of a real estate changes from usisebywners to investment real estate, which
is to be measured in accordance with its fair vatlue asset is revalued in accordance with fair
value and it is classified under investment redhtes Any profit that is created on the
revaluation is to be reflected directly under shatéers' equity. Any loss that is created is to be
reflected directly in the statement of income. Omaasition from investment real estate which
is measured at fair value, to fixed assets (reatesised by the owners) or to inventory, the fair
value is to be remained as the cost of the fixesktasr inventory, for the purpose of the
accounting treatment to follow. On a transitiomfrewventory to investment real estate, which
is to be measured at fair value, the differenceveen the fair value of the property at that time
and its previous carrying value in the accountiegords is to be reflected directly in the
statement of income.

The Group's investment real estates are presentist veal estate for leas.

The Group has chosen to implement the fair valudehd\s a result of this, and in accordance
with the transition provisions in the standard, @mup recognized, as of January 1, 2007, an
increase in the balance of investment real estates amount of approximately NIS 41,273
thousand, and an increase in the opening balancetained earnings as of that date in an
amount of approximately NIS 31,799 thousand (aftting off tax effects in an amount of
approximately NIS 9,475 thousand). The compardigires have not been restated.

3. Accounting Standard No. 23 — The Accounting Trmest of Transactions Between an Entity
and the Controlling Interest Therein

As from January 1, 2007 the Company implements Acting Standard No. 23, “The
Accounting Treatment of Transactions Between artyfEand the Controlling Interest Therein"
(hereinafter — "The standard), issued by the Isr@tounting Standards Board. The standard
replaces the Securities Regulations (Presentafiaativity between an entity and a controlling
interest therein in financial statements) — 1996 determines that assets and liabilities in
respect of which a transaction was carried out éetwthe entity and a controlling interest
therein are to be measured at the time of thedrdios in accordance with fair value and the
difference between the fair value and the consierahat was reflected for the transaction is
to be reflected under shareholders' equity. A ddifference constitutes a dividend and it
therefore reduces the balance of surplus. A cudifférence constitutes an investment by the
owners and it is therefore to be presented asaatepitem under shareholders' equity, which is
to be called "capital reserve on transaction betvibe entity and a controlling interest therein'.



Harel Insurance Investments & Finances Ltd.

Notes to the Financial Statements as at March 310@7

Note 1 - Reporting Principles and Accounting Poli@s (cont'd)

B.  Changes in reporting principles and accounting plicies (cont'd)

The standard deals with three matters that ar¢eckl® transactions between an entity and a
controlling interest therein, as follows: The trfmsof an asset to an entity from a controlling
interest, or alternatively, the transfer of an agsen an entity to a controlling interest therein;
the taking up of a liability of the entity vis-asvia third party, in whole or in part, by the
controlling interest, the indemnification of thetignby a controlling interest therein in respect
of an expense and the waiver of a debt due to fhem the entity, in whole or in part; and
loans given to the controlling interest or loanseieed from the controlling interest. Similarly,
the standard determines the disclosure that i®tgiven in the financial statements in respect
of transactions between the entity and the comiplinterest therein during the course of the
period.

In accordance with the transition provisions in 8tandard, the Company implements the
standard for transactions with a controlling ingerderein, which were executed after January
1, 2007 as well as for loans that were given tthat were received from the controlling interest
prior to the time that this standard entered intod, as from the time that it entered into force.

The initial implementation of the standard did hatve a material effect on the results of the
Company's operations or on its financial position.

4, Accounting Standard No. 27- Fixed Assets andoAnting Standard No.28 — Amendment to
the transition provisions of Standard 27 — Fixeddis

As from January 1, 2007 the Company implements Aetng Standard No. 27 on the subject
of Fixed Assets (hereinafter — "the standard")uessby the Israeli Accounting Standards
Board. The standard determines principles for theognition, the measurement and the
removal of fixed asset items and the disclosureisheequired in respect of them.

The main changes that were determined in the stdridarelation to the principles that were
implemented in the past are: the inclusion as gfatte cost of a fixed asset item of an estimate
of the costs that will be incurred in respect aoamitment to dismantle and remove the item
and to rehabilitate the site where it is locatdéckaaly on the initial recognition of the time; the
provision of an alternative to the measurement @r@up of similar fixed asset items at a
revalued amount less accumulated depreciation,erdreincrease in the value of an asset as the
result of the revaluation, over and above the p&lgicost is to be reflected directly under
shareholders' equity and reflected in a capitarieson revaluation; the separate depreciation
of each element of fixed assets with a cost thsigisificant in relation to the overall cost of the
item, including the costs of significant periodésts; the determination that a fixed asset item
that was acquired in consideration for a non-mogeteem within the framework of a
transaction having commercial significance, is éonbeasured at fair value; a requirement that
the residual value, the useful life and the metbbdepreciating an asset are to be reviewed at
least once every financial year and where expectatire different from previous estimates the
change(s) is (are) to be treated as a change auatiog estimate.

The companies in the Group have implemented thevéhile method as the considered cost in
respect of fixed asset items, in accordance witbofinting Standard No. 28 — on the subject of
"The Amendment of the Transition Provisions in Ageting Standard No. 27 — Fixed Assets",
issued by the Israeli Accounting Standards Board.



Harel Insurance Investments & Finances Ltd.

Notes to the Financial Statements as at March 310@7

Note 1 - Reporting Principles and Accounting Poli@s (cont'd)

B.  Changes in reporting principles and accounting plicies (cont'd)

As the result of the implementation of the standardincrease in the value of fixed assets as of
January 1, 2007 in an amount of approximately NE®2 thousand has been reflected, where
this increase, net of deferred taxes in the amoéMiIS 1,237 thousand had been reflected

under surplus. The comparative figures have nat bestated.

5. Accounting Standard No. 30 — Intangible Assetsgarding Financial Instruments: Disclosure
and Presentation

As from January 1, 2007 the Company implements Aeoting Standard No. 30 on the subject
of intangible asset¢hereinafter — "the standard"), issued by the Israecounting Standards
Board. The standard explains the accounting treatofeintangible assets and defines how the
book value of those assets is to be measured, ghileg details of the disclosures that are
required.

In accordance with the transition provisions of stendard, the adoption of the standard is to be
carried out by way of retrospective implementatiexcept as detailed below. On the matter of
business combinations, the standard is to be imgiéad in respect of business combinations
that occurred on January 1, 2007 or thereafter,redse in respect of a research and
development project in progress, which was acquikitiin the framework of a business
combination, which occurred before January 1, 2808@ which meets the definition of an
intangible asset at the time of the acquisition enkflected as an expense at the time of the
acquisition, the Company is to recognize, as otidanl, 2007 as a research and development
project in progress asset, whilst attributing taxes

A research and development asset is to be recabmzaccordance with the amount that was
evaluated as of the time of acquisition less ampatitin that had been accumulated on it from
the time of acquisition and until December 31, 2@®@&ccordance with the useful life of the
asset and less losses on impairment in value the¢ fmccumulated. The amount of the
adjustment is to be reflected under the balancetained earnings as of January 1, 2007.

As a result of the initial implementation of theopisions of the standard, the Company has
reclassified software that do not constitute aagrdl part of attributed hardware, at a net book
value of NIS 89 thousand as of March 31, 2006 andn amount of NIS 65 thousand as of
December 31, 2006 from the item "fixed assetshéoitem "other assets".



Harel Insurance Investments & Finances Ltd.

Notes to the Financial Statements as at March 310@7

Note 1 - Reporting Principles and Accounting Poli@s (cont'd)

C.

Effect of new accounting pronouncements in theguiod prior to their implementation

Accounting Standard No. 29 regarding Adoptionmé&tnational Financial Reporting Standards

(IERS)

In July 2006, the Israeli Accounting Standards Boawblished Accounting Standard No. 29
“The adoption of International Financial Reportiggandards (IFRS)”, (hereinafter — The
Standard).

International Accounting Standards (hereinafter ke TFRS Standards) are standards and
clarifications that have been adopted by the I@igonal Accounting Standards Board, and
they include:

A) International Financial Reporting Standards {83
B) International Accounting Standards (IAS).

C) Clarifications that have been determined by bhiernational Reporting Standards
Interpretations Committee (IFRIC) or by the comssttthat preceded it for the
interpretation of International Accounting Standa(8IC).

In accordance with this standard, companies thesabject to the Securities Law — 1968 and
which are committed to reporting in accordance wiith Regulations under that Law, are to
prepare their financial statements in accordandd wie IFRS Standards as from periods
commencing on January 1, 2008. These companiesptAed companies, can decide to adopt
the IFRS Standards before that date and prepairefithencial statements in accordance with
the IFRS Standards as from the financial statentbatsare published after July 31, 2006.

In May 2007 the Commissioner issued a circular Whapplies the IFRS standards to
institutional bodies, including the insurance conipa.

Companies that prepare their financial statemenéecordance with the IFRS Standards are to
implement the provisions of the Standards IFRSHe"adoption of IFRS Standards for the first
time" for the purpose of the transition.

A company that implements the International Stasslas from January 1, 2008 and which

elects to report on the comparative figures foyame year (2007), is to be required to prepare
an opening balance sheet as of January 1, 200&irfhéer — the opening balance sheet) in

accordance with the IFRS standards. The adaptafitire opening balance sheet in accordance
with the IFRS Standards will require the perforneotthe following activities:

- The recognition of every asset or liability whosscagnition in the balance sheet is
required in accordance with the IFRS Standards.

- The non-recognition of assets or liabilities, whighaccordance with the IFRS Standards
are not to be recognized.

- The classification of assets, liabilities and shaféers equity in accordance with the IFRS
Standards.

- The measurement of all assets and liabilities hlase been recognized in accordance with
the IFRS Standards.
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Note 1 - Reporting Principles and Accounting Poli@s (cont'd)

C.

Note 2 -

Effect of new accounting pronouncements in theguiod prior to their implementation
(cont'd)

In order to ease the initial implementation, a nembf matters have been determined, in
respect of which there will not be a requirementingplement them retrospectively in the
opening balance sheet, with the possibility of tahgcto take advantage of the easements, in
whole or in part. Similarly, a number of exceptidresse been determined for the matter of the
retrospective implementation of certain aspecthefiFRS Standards.

In accordance with the circular, the company isnidude details in a note, in the annual
financial statements as at December 31, 2007 dfpbaing balance sheet ad at January 1, 2007
and the profit and loss figures for the year ended that date, after the recognition,
measurement and presentation rules of the IFRSI&tds have been implemented in respect of
them.

The IFRS Standards principles are different from I8raeli accounting principles in respect of
the recognition and the measurement of assets iabflities, the reporting format and the
disclosure requirements. These differences may fmveaterial affect on the company's
financial position and the results of its actiwsti@ he initial adoption of the IFRS Standards will
require the company to identify the said differen@mething that requires considerable time
and resources.

The management of the Company is examining thedtmgfahe new standard on the financial
statements.

Rates of Change in the Consumer Price Ingeg(CPI) and Foreign Currency
Exchange Rates

Changes in the CPI and the Representative ExcHaaggeof the U.S. Dollar are presented below:

CPI Representative
Index of Latest exchange rate
the month known index  of the U.S. dollar
% % %
For the three-month period ended:
March 31, 2007 (0.23) (0.43) (1.66)
March 31, 2006 0.58 0.10 1.35

For the year ended December 31, 2006 (0.10) (0.29) (8.21)
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Note 3 - Equity Requirements in Subsidiaries WhiclAre Insurance Companies

1. Details in accordance with the Insurance Busitseg®ervision Regulations (Minimum Capital
Requirements of an Insurer), 1998, as amendedilflafier - Equity Regulations):

Harel Dikla
Insurance Insurance
Company Ltd. Company Ltd.

NIS thousands NIS thousands

Shareholders’ equity —

Amount required under the regulations * 1,883,310 127,880
Amount existing under the regulations:

Primary capital (**) 1,614,345 131,312
Secondary capital 807,173 -
Total 2,421,518 131,312
Surplus 538,208 3,432

Additional surplus not included in shareholdersligg
Calculation - 43,517

* Including in respect of

Deferred acquisition cost in life assurance ankingss and

hospitalization insurance 778,094 6,662
Extraordinary risk in life assurance (see Note hBve) 190,607 -
Investments with terms deviating from those dipegtiin the

investment regulations 11,154 100
979,855 6,762
** |ncluding reserve for the distribution of bonskares - 2,000

Primary capital

Amount required under the regulations 74,318 74,318
Amount existing under the regulations 1,614,345 174,829
Surplus 1,688,663 100,511
2. In addition to the general requirements in them@anies Law, dividend distribution in

insurance companies’ from the surplus capital dber amount required is subject also to
liquidity requirements and compliance with the Way$nvestment Regulations.

3. Within the framework of the approval of the Corssioner for the acquisition of the provident
fund activities (see Note 6), it was determinedt tthee provident funds activities will be
recorded under the statement of assets and liabil&against shareholders’ equity. Harel
Insurance received a reduction in the rate of ilngid assets required in accordance with the
Ways of Investment Regulations, effective up taudan 1, 2008
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Note 4 - Results of general insurance business byinipal lines of business
A.  For the three months ended March 31, 2007:

Property Liability Health
Loss of Vehicle Residential Other Employers' Prafssional Third party Compulsory Other Personal Sikness and Overseas
property property property property liability liability Motor liability accident  hospitalization Business Other Total
NIS thousands ~ NIS thousands  NIS thousands  NIS thousands  NIS thousands ~ NIS thousands ~ NIS thousands ~ NIS thousands ~ NIS thousands ~ NIS thousands ~ NIS thousands  NIS thousands  NIS thousands  NIS thousands
Premiums 112,906 227,000 42,602 11,757 15,562 80,503 25,942 198,751 7,540 16,671 210,216 5,089 3,206 957,745
Registration and other fees 10,643 98,531 19,386 2,187 3,205 1,694 5,893 30,297 624 878 3,094 1,367 - 177,799
Total insurance fees 123,549 325,531 61,988 13,944 18,767 82,197 31,835 229,048 8,164 17,549 213,310 6,456 3,206 1,135,544
Less reinsurance 107,405 800 29,982 10,762 747 73,369 15,645 1,231 4,884 5,467 9,716 1,283 - 261,291
Insurance fees on retention 16,144 324,731 32,006 3,182 18,020 8,828 16,190 227,817 3,280 12,082 203,594 5,173 3,206 874,253
Change in reserve
for unexpired risks, net
of reinsurance (4,578) (132,258) (1,381) (287) (6,102) 1,851 (4,391)  (68,231) (59) (562) (7,970) 677 104  (223,187)
Insurance fees earned 11,566 192,473 30,625 2,895 11,918 10,679 11,799 159,586 3,221 11,520 195,624 5,850 3,310 651,066
Investment income 373 6,514 524 59 2,753 3,407 2,285 28,076 388 483 5,460 412 312 51,046
Total revenues for
the period 11,939 198,987 31,149 2,954 14,671 14,086 14,084 187,662 3,609 12,003 201,084 6,262 3622 702,112
Claims paid
and outstanding 22,323 156,620 26,788 4,288 12,120 113,839 19,158 139,714 2,290 9,387 112,077 5,694 2,242 622,540
Less reinsurance 20,469 199 15,976 3,193 (179) 104,888 11,156 (970) (328) 3,799 2,348 487 (516) 160,522
Less portfolio claims 10 - - 78 - - 339 - - 29 - - - 456
Total claims for
the period 1,844 152,421 10,812 1,017 12,299 8,951 7,663 140,684 2,618 5,559 109,729 5,207 2,758 461,562
Excess of revenues over
claims for the period 10,095 46,566 20,337 1,937 2,372 5,135 6,421 46,978 991 6,444 91,355 1,055 864 240,550
Commissions paid 10,991 33,937 17,055 2,461 2,927 13,182 5,345 7,637 803 1,290 35,391 1,531 576 133,126
Less reinsurance
commissions 12,173 17 5,153 2,663 57 12,776 1,237 - 1,003 768 6,529 243 - 42,619
(1,182) 33,920 11,902 (202) 2,870 406 4,108 7,637 (200) 522 28,862 1,288 576 90,507
Administrative and
general expenses 8,003 23,657 5,241 1,138 1,792 1,373 2,921 19,828 710 2,873 30,986 3,115 313 102,150
6,821 57,577 17,143 1,136 4,662 1,779 7,029 27,465 510 3,395 59,848 4,403 889 192,657
Changes in deferred
acquisition costs (1,410) (20,415) (414) (79) (1,830) 204 (1,317) (6,823) (18) (206) (5,027) (471) 27 (37,779)
Total expenses for the
period, net 5,411 37,162 16,729 1,057 2,832 1,983 5,712 20,642 492 3,189 54,821 3,932 913 154,878

Income for the period

from general insurance

business transferred to

the income statements 4,684 9,404 3,608 880 (460) 3,152 709 26,336 499 3,255 36,534 (2,877) (52) 85,672
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Note 4 - Results of general insurance business byiripal lines of business (cont'd)
B.  Forthe three months ended March 31, 2006:

Property Liability Health
Loss of Vehicle Residential Other Employers' Prafssional Third party Compulsory Other Personal Sikness and Incoming
property property property property liability liability Motor liability accident  hospitalization business Other Total
NIS thousands ~ NIS thousands ~ NIS thousands ~ NIS thousands  NIS thousands ~ NIS thousands ~ NIS thousands  NIS thousands ~ NIS thousands ~ NIS thousands  NIS thousands ~ NIS thousands ~ NIS thousands ~ NIS thousands
Premiums 125,148 203,198 43,427 11,702 16,098 75,160 25,396 176,517 8,701 15,323 189,647 7,257 4,166 901,690
Registration and other fees 10,619 85,000 20,243 2,269 3,265 1,608 5,676 27,445 574 797 2,591 - - 160,087
Total insurance fees 135,767 288,198 63,670 13,971 19,313 76,768 31,072 203,962 9,275 16,120 192,238 7,257 4,166 1,061,777
Less reinsurance 119,346 699 31,414 10,796 1,051 67,820 15,949 1,896 6,407 4,966 9,022 875 - 270,241
Insurance fees on retention 16,421 287,499 32,256 3,175 18,262 8,948 15,123 202,066 2,868 11,154 183,216 6,382 4,166 791,536
Change in reserve
for unexpired risks, net
of reinsurance (3,599)  (100,784) (1,403) (533)  (10,978) 561 (4,813)  (55,953) (461) (26) (4,681) (2,553) 1,111 (184,112)
Insurance fees earned 12,822 186,715 30,853 2,642 7,284 9,509 10,310 146,113 2,407 11,128 178,535 3,829 5,277 607,424
Investment income 417 6,696 514 53 2,614 3,177 2,415 28,675 343 524 5,625 30 33 51,116
Total revenues for
the period 13,239 193,411 31,367 2,695 9,898 12,686 12,725 174,788 2,750 11,652 184,160 3,859 5,310 658,540
Claims paid
and outstanding 38,196 142,954 29,435 6,434 17,042 96,271 13,150 128,908 569 8,947 107,684 2,081 3,785 595,456
Less reinsurance 30,540 (1,725) 18,422 5,424 6,484 71,507 2,047 1,132 (1,590) 3,238 (898) 280 75 134,936
Less por[fo"o claims 604 - 187 - 76 15,428 7,071 - 345 11 - - - 23,722
Total claims for
the period 7,052 144,679 10,826 1,010 10,482 9,336 4032 127,776 1,814 5698 108,582 1,801 3710 436,798
Excess of revenues over
claims for the period 6,187 48,732 20,541 1,685 (584) 3,350 8,693 47,012 936 5,954 75,578 2,058 1,600 221,742
Commissions paid 10,751 36,681 18,387 2,470 3,126 12,215 5,458 6,148 792 1,187 31,419 2,632 852 132,118
Less reinsurance
commissions 17,128 - 5,877 2,639 131 11,477 2,408 - 809 850 4,909 93 - 46,321
(6,377) 36,681 12,510 (169) 2,995 738 3,050 6,148 a7 337 26,510 2,539 852 85,797
Administrative and
general expenses 8,241 23,912 4,847 1,221 1,763 1,318 2,508 17,665 675 2,490 27,388 106 376 92,510
1,864 60,593 17,357 1,052 4,758 2,056 5,558 23,813 658 2,827 53,898 2,645 1,228 178,307
Changes in deferred
acquisition costs (755) (20,782) (421) (165) (3,293) 378 (1,444) (5,703) (138) (108) (7,976) - 287 (40,120)
Total expenses for the
period, net 1,109 39,811 16,936 887 1,465 2,434 4,114 18,110 520 2,719 45,922 2,645 1,515 138,187
Income for the period
from general insurance
business transferred to
the income statements 5,078 8,921 3,605 798 (2,049) 916 4579 28,902 416 3,235 29,656 (587) 85 83,555
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Note 4 - Results of general insurance business byinxipal lines of business (cont'd)

C. Forthe year ended December 31, 2006:

Property Liability Health
Loss of Vehicle Residential Other Employers' Thid party Compulsory Other Personal Sickness and @rseas
property property property property liability Motor Liability (1) accident Hospitalization Business (2) Other Total
NIS thousands ~ NIS thousands ~ NIS thousands ~ NIS thousands ~ NIS thousands ~ NIS thousands ~ NIS thousands ~ NIS thousands  NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands
Premiums 281,626 534,923 164,591 35,489 42,538 85,598 443,004 589,579 66,697 786,230 24,560 13,662 3,068,517
Registration and other fees 26,110 230,969 77,551 6,502 8,138 16,614 66,322 8,332 2,454 11,753 1,230 1 455,976
Total insurance fees 307,736 765,912 242,142 41,991 50,676 102,212 509,326 597,911 69,151 797,983 25,790 13,663 3,524,493
Less reinsurance 266,258 2,040 116,525 32,751 3,377 58,980 7,268 542,753 19,122 40,400 4,928 1 1,094,403
Insurance fees on retention 41,478 763,872 125,617 9,240 47,299 43,232 502,058 55,158 50,029 757,583 20,862 13,662 2,430,090
Change in reserve
for unexpired risks, net
of reinsurance (480) (445) (1,348) (224) (8,319) (1,233) (9,592) (1,016) (412) 3,278 (8,000) 1,006 (26,785)
Insurance fees earned 40,998 763,427 124,269 9,016 38,980 41,999 492,466 54,142 49,617 760,861 12,862 14,668 2,403,305
Investment income 1,557 23,710 2,218 272 10,270 9,330 108,857 13,995 1,814 21,786 309 1,365 195,483
Total revenues for
the period 42,555 787,137 126,487 9,288 49,250 51,329 601,323 68,137 51,431 782,647 13,171 16,033 2,598,788
Claims paid
and outstanding 126,947 532,607 110,898 23,570 37,822 61,720 421,274 438,378 31,618 394,284 13,093 9,916 2,202,127
Less reinsurance 109,818  (4,611) 68,611 20,908 (5,686) 26,558 (5,830) 374,933 14,642 (10,120) 1,275 7)) 590,496
Less portfolio claims 1,585 2,507 551 1,229 10,801 16,178 8,531 20,358 359 - - - 62,099
Total claims for
the period 15,544 534,711 41,736 1,433 32,707 18,984 418,573 43,087 16,617 404,404 11,818 9,918 1,549,532
Excess of revenues over
claims for the period 27,011 252,426 84,751 7,855 16,543 32,345 182,750 25,050 34,814 378,243 1,353 6,115 1,049,256
Commissions paid 28,887 115,469 70,443 7,152 8,029 16,468 20,176 64,871 5,496 139,791 6,998 3,204 486,984
Less reinsurance
commissions 42,302 115 21,532 8,029 226 7,814 - 63,596 2,926 30,001 398 - 176,939
(13,415) 115,354 48,911 (877) 7,803 8,654 20,176 1,275 2,570 109,790 6,600 3,204 310,045
Administrative and
general expenses 31,065 94,280 24,054 5,031 6,024 10,794 65,356 12,757 10,650 123,997 3,681 1,723 389,412
17,650 209,634 72,965 4,154 13,827 19,448 85,532 14,032 13,220 233,787 10,281 4,927 699,457
Changes in deferred
acquisition costs (52) (111) (404) 20 (1,726) (370) (1,095) 3,131 (94) (23,817) 445 260 (23,813)
Total expenses for the
period, net 17,598 209,523 72,561 4,174 12,101 19,078 84,437 17,163 13,126 209,970 10,726 5,187 675,644

Income for the period

from general insurance

business transferred to

the income statements 9,413 42,903 12,190 3,681 4,442 13,267 98,313 7,887 21,688 168,273 (9,373) 928 373,612

(1) Primarily professional liability
(2) Including incoming business
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Note 5 - Contingent Liabilities and Commitments

A.

1.

Exposure to class actions

In September 2001 a claim was filed againststifesidiary, Harel Insurance, together with a
request to certify the claim as a class action. ddugse of the claim is that Harel Insurance
collects insurance fees stated in dollars in fordigavel insurance policies according to an
exchange rate that is higher than the exchangebyatehich it pays insurance benefits when
insurance events occur. The amount of the damagyssmrlly claimed by the claimant is NIS
1.64. The claimant estimates the overall amourthefdamages with respect to the request to
certify the claim as a class action at NIS 5 millio

On November 20, 2003, the District Court certifitte claim as a class action. The

Management of Harel Insurance filed for leave tpegb this decision. The Supreme Court held
that a response to the leave to appeal must beitednmOn May 4, 2004, a response to the
leave to appeal was submitted. A hearing on theesgfor leave to appeal took place on May
16, 2007. Following the hearing, it is expected tha Supreme Court will return the case to the
District Court, in order that it can consider tlifeet of the legislation of the Class Actions Law

on the decision on the application for permissmmrépresentation

In the light of the aforesaid, the management & @ompany, in reliance upon Harel
Insurance’s legal counsel, is of the opinion tat thances of the claim are lower than 50%.
Accordingly, no provision has been recorded in eespf this claim in the financial statements.

In January 2003 a request to certify a claina akass action was filed with the Tel-Aviv-Jaffa
District Court against a subsidiary whose actigitieere merged with those of the subsidiary
Harel Insurance. The claim relates to the non payroecompensation for decline in value of
motor vehicles made on behalf of all the policydeos whose motor vehicles at the time the
insurance incident occurred was more than ninesyeldror five years for a commercial motor
vehicle, and for a refund of premiums paid in respd a decline in value, on behalf of all
policy holders whose motor vehicles have not bemmatjed and whose motor vehicle's age
was over the ages detailed above. The amount aldira has not been specified.

On March 13, 2006, the District Court handed dowenruling as to the right to represent
policyholders in a class action. The Court denlesl dlaimant's request to recognize the claim
as a class action with respect to the monetarefrédeing claimed on behalf of the
group represented. The District Court recognizedctaim as a class action only with respect to
the declaratory relief requested regarding the ididsy company's obligation to disclose the
fact that it does not pay compensation for dedinealue of private motor vehicles over nine
years old and commercial motor vehicles over figarg old.

The declaratory relief requested is with respectltgolicyholders with whom the Company
entered into an insurance contract subsequenntt@adal9, 2000, and whose motor vehicles at
the time the contract was signed were over ninesyel for private motor vehicles and over
five years old for commercial motor vehicles. THairma, as approved, does not have direct
monetary significance to the Company.

If the claimant succeeds in his request for detdayarelief, the judgment could be used by
policyholders, in individual claims they may filé, any, for decline in value of the motor
vehicles referred to above.

The Company and the claimant have filed for leavagpeal this decision.
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Note 5 - Contingent Liabilities and Commitments (cat'd)

A.

Exposure to class actions (cont'd)

The proceedings for leave to appeal and the ae@ been joined together. A pretrial hearing
has been scheduled for May 30, 2007

At this stage, the Managements of the Company dnitheo subsidiary, on the basis of the

opinion of the subsidiary’s legal counsel, cannadleate the extent of the individual claims

that will be filed, if any, should the claimant seed in the class action, therefore no provision
has been included in the financial statementsspeet of the claim.

In April 2003 a claim was filed against the subaiglicompany Harel Insurance with the Tel
Aviv District Court to which a request to certityet claim as a class action was attached.

In the claim it is alleged that for years Harelurance has unlawfully charged its customers for
stamp tax on insurance agreements, in accordartbetd Stamp Tax on Documents Law -
1961. The claimant contends that in charging hiamgt tax, Harel Insurance has been
unlawfully enriching itself at his expense, andréffere is required to refund the amounts
collected. The overall amount of the claim as deddty the plaintiff in the statement of claim
is approximately NIS 166 million.

A response on behalf of Harel Insurance (whictuppsrted by an opinion of Mr. Meir Shavit,
the former Commissionaire) was submitted on Sepeerhb, 2003. On December 2, 2004, the
claimant submitted his reply to this response. Qarnitly with submission of the response of
Harel Insurance, a request was filed to requiredhemant to deposit a guarantee and the
claimant submitted a reply to this matter as walldecision with respect to deposit of a
guarantee has not yet been rendered.

The hearing on the request to handle the caselasaaction has been stayed until a judgment
is rendered with respect to other requests to appectass actions against other respondents in
civil suits, wherein the same issues have beemdaiNevertheless, on May 1, 2006, a joint
announcement was issued by parties in the other dealing in the same issues, that they have
agreed that there is a need for examination oflafits, therefore in their opinion there is no
point in the separation of the hearings of the fol@ims and the Court was requested to
schedule a single hearing. The Court decided on #a3007 that the claims (including the
claim relating to Harel Insurance) be brought befbofor determination on July 12, 2007. As at
this date, a decision has not been rendered omaikter.

In the opinion of the legal advisors of Harel Iresure, in light of the Court’s decision on class
action suits submitted against other respondestmentioned, the defense arguments of Harel
Insurance have a good chance to repel the claintrentequest to approve it as a class action
and accordingly, the chances of the class actiargtsccepted are lower than the chances of it
being dismissed. Accordingly no provision has beetuded in the financial statements in
respect of the claim.

In October 2004, a claim was filed with the Aglv District Court against the subsidiary Harel
Insurance and other insurance companies togethér avirequest to certify the claim as a
class action.
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Note 5 - Contingent Liabilities and Commitments (cat’d)

A.

Exposure to class actions (cont'd)

According to the claim, Harel Insurance - which hasured the policyholder when he was a
minor and until the end of his military service @@t of the health insurance of his father -
should have stopped the insurance coverage ofdheypolder from the date he was drafted,

because from that date on the aforementioned h&@tirance was completely ineffective.

Therefore, according to the claim, the policyholded his father (who is also a plaintiff in the

claim) are entitled to a refund of the insuranasfeéhat were paid in respect of the policyholder
during his military service.

The claimants request that the claim, which aldates to other plaintiffs and insurance
companies, be certified as a class action anddbiyate its overall amount at NIS 70 million.

The response of Harel Insurance was submitted oih Xp 2005.

In a decision on July 21, 2006, the Attorney Gehews requested to announce whether it is
his intention to take a part in the court procegdirin a decision given on October 23, 2006 the
Attorney General was requested to submit his mositvithin 30 days. Up to this time no
position has been presented on behalf of the Adio@eneral. In a preliminary hearing that
took place on January 22, 2006, it was determited the decision of the Court on the
application for the approval will be made in retanon the legal documents that have been
presented with their attachments.

Summaries on behalf of the respondents are to ésepted by the beginning of the month of
June 2007.

In the opinion of the managements of Harel Insuezgred the Company, based on the opinion
of the legal counsel of Harel Insurance, the charafeHarel Insurance's claims against the
approval of the claim as a class action being dedegre higher than the chances that they will
be rejected. Accordingly no provision has beenudet! in the financial statements in respect of
the claim.

In April 2006 a claim was filed against Harel Insuraatthe Tel Aviv District Court together with
an application to approve the claim as a class actiba.claim was filed against five insurance
companies, including the subsidiary company Harel brsg, and this by five claimants who were
insured with different companies for work disability irsuoce.

The claimants allege that they paid a premium for workdydlisy insurance (P.H.1.) until the end of
the insurance period, including for the last three m®wtf the insurance period under the policy.
The claimants allege in the claim that during the lastetimenths of the insurance period, the
respondents collected premiums, despite the fact thiaspect of this period the claimants were not
entitled to receive insurance compensation even ifshéfgred a work disability (due to the waiting
period prescribed in the policy). The claimants allége the respondents failed to provide them
with any information concerning their intention to colleamiums for the last three months of the
policy period under the policy.

The relief requested is the issue of an order requaiintpe respondents to suspend the collection of
premiums for the aforementioned period and to okdijj¢he respondents to refund the premiums
collected from the group members, who the claimants teerdpresent within the framework of the
class action, for the last three months of the policy deptus linkage differentials and interest as
laid down in Section 28(C) of the Insurance Contrd@w, as from the date of collecting the
payments as aforementioned and up to the actual refund.
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Note 5 - Contingent Liabilities and Commitments (cat'd)

A.

Exposureto class actions (cont'd)

The claimants allege that the loss incurred by all the cfasrfaom all the respondents is estimated
by them, in accordance with an expert opinion, torbthé amount of NIS 47.61 million. The loss
alleged against Harel Insurance is estimated by théihSal.54 million.

Harel Insurance submitted its response to the reqoasipresent in a class action on October 3,
2006.

Based on the opinion of Harel Insurance's legal adyisine Company and Harel Insurance’s

managements are of the opinion that the chances afaime and the request to represent in a class
action being rejected are higher than the chancesiobitiag accepted. Consequently, no provision

was made in respect of this claim in the financial stat¢sne

On April 30 2006 a claim was filed against Dikla in T Aviv District Court together with a
request to approve it as a class action. The claim Neakifh connection with a group long-term
care policy, whereby Dikla insures Clalit Health Servigeseinafter: "Clalit") customers who have
purchased the policy and this in accordance with a@eagent between Clalit and Dikla. The claim
is based on the claimant's allegation, whereby his diaincompensation due to a long-term care
condition from which he suffers was rejected unlawfullyp the claim, the claimant alleges that
Dikla was not entitled to reject the claim to receiveftiieinsurance compensation on account of
the fact that he failed to disclose an illness from wihietsuffered when he enrolled in the policy,
despite the fact that the illness was registered as ottee &filments which prevents enroliment in
the policy, and this due to the fact that Clalit or Diklare supposedly aware of the illness from
which he suffered. The claim was also filed against Claiitfor all intentions and purposes the
claim is with respect to the insurance coverage unddotig term care policy, wherein Dikla is the
insurer and the claim is directed at Dikla's refusal to fdly insurance compensation to the
claimant.

The claimant estimates the sum of the claim for all mesnbé&the group he seeks to represent
within the framework of the class action to be NIS 1llfobi

Dikla filed its response to the request for therapal of the claim as a class action. On
November 20, 2006 a preliminary hearing was heldhenrequest to approve the claim as a
class action. In the hearing the Court suggestatiiie claimants consider whether they wish to
persist in their claim. A hearing has not yet bdwtd on the body of the application for

recognition as a class action and various intepplieations that have been filed by the parties
are still outstanding.

Based on the opinion of Dikla's legal advisors, |&& management is of the opinion that the
rejection of the claimant's claim for full insurencompensation, while approving patrtial
compensation, was done lawfully and was even beygikid's legal obligation. Moreover, in
the opinion of Dikla’s management, based on thaiopiof Dikla's legal advisors, Dikla has
strong defense arguments against the claim, whi¢heir opinion is based on unsubstantiated
factual and legal allegations. Furthermore, thewation of the loss made by the claimant is
unfounded, resulting in a huge inflation of the soithe claim. In the opinion of management
of the Company, which is based on the opinion dfld&s legal counsel, the chances of the
claim being rejected are higher than the chancéseing accepted.

Accordingly, no provision was recorded in respddhds claim in the financial statements.
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A.
7.

Exposureto class actions (cont'd)

In May 2006, an application was filed at the TelA¥affa District Court to approve a class action
against the subsidiary company Harel Insurance.

The subject of the application is insurance compenmséiiomotor vehicles with a diminished value.
The allegation is that Harel Insurance failed to comyth the procedure established in Insurance
Circular 12/00, mandating full disclosure regarding the oubtbf calculating impairment for
vehicles with a diminished value, and it is thereforkgeld to calculate the compensation without
impairment.

The sum claimed in the name of the entire group is MSnillion, alleged to be the difference
between compensation without impairment and the payawnally made (with impairments based
on the Yitzhak Levy price list) for all the Group's memsbaver the last seven years.

It should be noted that the application was filedrdfie Attorney General expressed an opinion on a
different proceeding being conducted by the applicant similar case against another insurance
company, except that Harel Insurance case differs frmmcase filed against the other insurance
company, as the other insurance company (as enfeogeshe Attorney General’s position) rejects
the validity of the insurance circular and refuses perate accordingly. The Company acts to
provide fair disclosure with regard to the calculatidrthe impairment both in the policy and in the
insurance details schedule as well as in its standandaimse proposal.

It should further be noted that the claimants' politiad been renewed rather than new policies
issued, and the claimants had in the past acceptedegadompensation and therefore there is no
doubt as at to their awareness of the impairments.

In the opinion of the management of Harel Insurahased on Harel Insurance's legal advisors, the
chances that the application for recognition as a cletgznawill be accepted are lower than 50%
and consequently, no provision was made in respectldiis in the financial statements. It should
be noted that contacts are being held between the artian arrangement, within the framework
of which the financial claim against Harel Insurance wilbeérred.

In June 2007, a claim was filed in the Tel Awustrict Court against the State of Israel
(Judicial System — Judgments Execution Divisiongnks, provident fund management
companies, and insurance companies — includinglHiasarance, together with a request to
approve the claim as a class action. The prinéifp@gation in this claim is that the respondents
allegedly mislead parties turning to them for sevin connection with the execution of court
judgments they received, by providing them withtigaror misleading information, or by
refusing to provide them with information in th@iossession regarding the money or rights of
debtors, all of this while collecting fees undee tBxecution Office Regulations (Fees and
Expenses), 1968. The grounds for the claim ater adia, unlawful misleading in violation of
the Consumer Protection Law, action contrary to Hupervision of Financial Services
(Insurance) Law, 1981, a breach of trust and gadt &s well as unjust enrichment. The group
on whose behalf the application to approve thesckxdion was filed consists of all those
seeking to execute their legal collection right whewe paid for third-party attachment via
magnetic media during the period from July 11, 2068l the claim was filed. Inter alia, the
relief requested by the claimants is to oblige régpondents to refund the fees paid to them
during the period between July 11, 2002 and Jurg®Q7. The claimants estimate the amount
of the claim for all members of the group againéttlze respondents at NIS 233 million
(including interest and linkage differentials). &ddition the Court was asked to require the
defendants to make immediate preparations to peosadrect answers on time in respect of the
applications for attachments.
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A.

10.

Exposureto class actions (cont'd)

On October 18, 2006, Harel Insurance, together thighother insurers, presented a preliminary
application for the dismissal of the claim evendoefa response had been filed, and in parallel
an application for an extension for the presentatid a response to the application for

recognition until after a decision has been giverthe preliminary application, and in so far as

the need arises for the presentation of responsgoassaid. On October 31, 2006 the Court
granted the application for an extension and deterdnthat the response to the application for
recognition is to be presented 30 days after timelihng down of a decision on the application

for the outright dismissal of the claim.

In the opinion of the managements of the CompaiycdriHarel Insurance, in reliance upon its
legal advisors, at this initial and preliminaryggaat which the proceedings are to be found and
in the light of the fact that the plaintiffs havetndenoted a specific amount that is being
claimed from the defendant companies, it is nosiis to estimate the chances of the claims
and the applications for recognition, or the mone&mount that Harel Insurance might be
charged with if the application for the recognitiohthe action were to be accepted. At the
same time, in reliance on the fact that Harel lasoe has good claims, both in the matter of the
preliminary application and also as to the bodyhef claims, the management of the Company
and of Harel Insurance, in reliance on the legalsamls of Harel Insurance, are of the opinion
that the chances of the application for the redogmiof the claim as a class action being
accepted are lower than the chances of its beisgigsed. Accordingly, no provision was
recorded in respect of this claim in the finanstatements.

On February 6, 2007 the applicants presented tesronse to the court. On April 1, 2007 the
companies presented their response to the respgmngbe applicants. A hearing on the
preliminary application has been set for June 02,72

In December 2006 a claim was presented agaiesstbsidiary company Harel Insurance,
together with an application for recognition adass action. The subject matter of the claim is
the claim that Harel Insurance collected, so itlémed, an additional payment of 20% of the
amount of the insurance on maritime insurance @sljavhich are marketed by Bank Discount
and accordingly the premium is, so it is claime@%2higher than the premium that was
supposed to have been collected. The claimant, punchased the policy via Bank Discount,
claims that the collection of the surplus premiumsvedone, so it is claimed, unlawfully and
without the knowledge of the insured parties. The@ntant has estimated the amount of the
claim for all members of the group covered by tasg action that she is requesting to represent
at an amount of NIS 150 million. Harel Insurancesgnted its response to the application for
recognition as a class action on March 4, 2007.

On May 28, 2007 the Tel-Aviv District Court dismeskthe claim and the application for
recognition as a class action with no order asxgerses, and this in accordance with an
agreement between the parties. With this the eeehed its conclusion.

In January 2007 an application was presented td ¢héwviv district Court for the recognition
of a claim as a class action against the subsidtarypany Harel Insurance, the Union of
Teachers in Israel and Ashmoret — Welfare and @allervices.
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A.

11.

Exposureto class actions (cont'd)

The subject matter of the application is the losigrt care insurance fees that Harel Insurance
collected from the policy holders and the arrangamsan the matter of the collective long-term
care insurance between Harel Insurance and théauddirespondents.

The applicant is making two separate claims agdimstdifferent groups: Firstly, that Harel
Insurance raised the rate of insurance fees amdvezhthe insurance contract during the period
of the policy, and this in contradiction to what svaritten in the policy and without the
agreement of the insure. Secondly, that the compahynoret — Welfare and Cultural Services
unlawfully collected an amount of 4% of the insurarfees that the insured parties paid for
collective long-term care insurance.

The applicant estimates that the amount of damsggproximately NIS 38 million for the
company and NIS 9 million for the second group nkiam examination of the facts it arises that
the applicant was not even charged with that sa¥hecdllection fee and that this was not an
increase in the insurance fees within the framewedtkat same longOterm care agreement, that
of, on the replacement of the insurance agreenwluiwing a tender that was held by the
Teachers' Union. Harel Insurance has handed avegsponse to the application for recognition
as a class action to the other side, but has rtoprgsented its response to the Court. In the
opinion of, the managements of the Company andavEHnsurance, in reliance on its legal
advisors, the chances of the application for tleegrition as a class action being dismissed are
higher than the chances of its being accepted. iaogly, no provision was recorded in
respect of this claim in the financial statements.

In February 2007, a claim and an applicatianrézognition as a class action was presented
against Dikla in the Tel-Aviv District Court. Thdagn was presented in connection with a
"Clalit supplementary" insurance policy, which waarketed by Dikla from the year 2005 and
until the year 1998. At the foundation of the clalies the claim made by the plaintiff,
according to which the additional health serviceEsphereinafter - "Clalit supplementary"),
which is operated by Clalit Health Services, in@dance with Section 10 of the National
Health Law, as from the year 1998, made the "Cl8litpplementary” insurance policy
superfluous and therefore Dikla was not entitleghp®sedly, to collect insurance fees from the
customers who continued to be insured under "C&libplementary” insurance policies. The
claim was also presented against Clalit, howeveractice, the subject matter of the claim is
the payment of insurance fees that were collecte®ikla under the "Clalit Supplementary"
insurance policy, in which Dikla is the insurer ahd claim is made against Dikla for the return
of the monies of the premiums that were paid a® fitee year 1998.

The plaintiff estimates the amount of the claim tlee generality of the members of the group
that he is requesting to represent within the fraork of the class action at an amount of NIS
75 million.

In the opinion of the management of Dikla, basedh&nopinion of its legal advisors, Dikla has
good defense claims against the claim, which religsn baseless factual and legal claims.
Similarly, the calculation of the damage that hasrbmade by the plaintiff is baseless and leads
to a colossal exaggeration of the amount of thiencla

Dikla has not yet presented its response to thdicagipn for the approval of the claim as a
class action.

At this stage it is not possible to evaluate thandes of the claim. Accordingly, no provision
was recorded in respect of this claim in the finalngtatements.
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A.

12.

13.

Exposureto class actions (cont'd)

A claim and an application for recognition asclass action were presented against the
subsidiary company Harel Insurance and againsttiaddl insurance companies in the Tel-
Aviv District Court on March 18, 2007. The subjenatter of the suit is the claim that the
respondent insurance companies should have caasetldct life assurance premiums (risk) on
management insurance policies from policy holdére have reached the age of 65.

The suit is based in the claim that the respondesurance companies mislead the policy
holders by publishing sample tables in which thisreno collection of premiums for life
assurance after the age of 65 and also on the theitrthe policy itself required the insurance
company to stop collecting for life assurance aguired it to transfer the entire insurance to a
savings channel.

The amount of the personal claim against Harelrarste is NIS 18,975. The amount of the
claims of all of the generality of plaintiffs, inaling the plaintiffs that the plaintiff is seekibhy
represent within the framework of the class actgainst all of the respondents, is estimated by
the plaintiffs at an initial amount of approximat®1S 900 million.

Harel Insurance has not yet presented its resportbe application. At the same time an initial
investigation has shown that Harel Insurance dideven present any table whatsoever to its
policy holders, and in any event, it did not migléhem in this way, and that the policy does
not even include a provision that required thedfanof all of the insurance fees to a savings
channel.

In the opinion of the managements of Harel Insuezared the Company, based on the opinion
of its legal advisors, Harel Insurance has goodrtsd claims against the claim, but it is still not
able to evaluate the chances of the applicationeftognition as a class action. Accordingly, no
provision was recorded in respect of this clainthie financial statements.

In May 2007 a claim and an application for gggtion as a class action was presented against
the Company and Harel Insurance in the Tel-Aviviiig the suit was presented by two policy
holders, one on a loss of ability to work policydathe second on a life insurance policy. The
plaintiffs claim that purportedly, insurance feesre/collected from them from the beginning of
the month in which they took up the insurance andfrom the time that the policies entered
force. The plaintiffs claim that the collectioniaturance fees from the beginning of the month
in which they took up the insurance and not from time at which the policies entered into
force was done, purportedly, unlawfully. The plédfatare asking to represent everyone who
purchased a life insurance policy from the commarEed from whom insurance fees were
collected for the period from the beginning of thenth in which they took up the insurance
and nit from the time of the acquisition of theipp| The plaintiffs estimate that their personal
damages amount to approximately NIS 500 and thatddmmages for the generality of the
members of the group that they are asking to repteamounts to approximately NIS 23
million.

In the opinion of the management of the Companydndarel Insurance, Harel Insurance has
good defense claims against the claim, inter dkgause the factual foundation on which the
plaintiffs seek to base the class action does wobrd with the regular behavior of the
Company in connection with the collection of premfu in respect of life insurance.
Accordingly, no provision was recorded in respddhis claim in the financial statements.
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A.

14.

Exposureto class actions (cont'd)

In May 2007 a claim and an application for ggdtion as a class action was presented against
Harel Insurance, Dikla and another insurance compamho are the insurers on a
supplementary retirement policy, in the Tel-Aviwsict Court. The suit was presented by a
policy holder under a "supplementary retirementqyt) which is a collective insurance policy

in the long-term care field. The plaintiff claintsat insurance fees were also collected from him
after the occurrence of an insurance event, thit gay after he became a case needing long-
term care and began to receive insurance paymeiscordance with the policy. The plaintiff
claims that the collection of the insurance fees dane, purportedly, illegally, since there is no
provision in the policy that determines the conditton of the collection of fees after the
occurrence of an insurance event and that it gmamortedly, contradicts the circular that was
issued by the Supervisor of Insurance on the matténe release from payment of premiums
on a long-term care policy where the policy holéeiin a state where they need care. The
plaintiff is asking to represent in a class actainof the policy holders under "supplementary
retirement policies” and/or under other long-telrecpolicies with similar terms to those of the
respondents in the claim.

The amount of the personal claim is NIS 8,202.Ha plaintiff's opinion, the amount of the
claim against the respondents in respect of thergéty of the members of the group that he is
asking to represent amounts to approximately Nksrhglion.

In the opinion of the managements of the CompargreHinsurance and Dikla and after a
preliminary study of the claim, Harel and Dikla lkagood defense claims against the claim,
inter alia, because the circular issued by the Sigm, on which the claim relies, does not
apply to the policy and the policy, without the ierpentation of the circular on the on the
matter of the release from payment of premiums lmmg-term care policy after the occurrence
of an insurance event, was legally approved byStpervisor of Insurance. Accordingly, no
provision was recorded in respect of this clainthia financial statements.

Other contingent liabilities

On September 21, 2006 a subsidiary company, whigvates the Group's computer system
announced the cessation of an arrangement undagraement with a program development
company, in connection with a project to develogmputer system for the production of life

insurance, health and pension policies for Harglilance.

In accordance with the agreement between the dabsidompany and software development
company, disputes between the parties are tooecleap under an arbitration process. The
parties have appointed the honorable retired jl&lgdom Brenner as arbitrator. On January 26,
2007 Harel Insurance and the subsidiary compansepted the arbitrator with a claim against
the software development company for the returthefamounts that were paid to the software
development company, for indemnification in respettthe expenses incurred by Harel
Insurance and the subsidiary company in connegtitimthe project and for the refund of the
damages that were caused to them, as a resulteobrtiissions and the negligence of the
software development company, the false represensathat were made to them in connection
with the project and on additional grounds. The amioof the claim against the software
development company is NIS 99.7 million (less argnogee that was exercised in the amount of
approximately NIS 8.7 million).
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B.

Other contingent liabilities (cont'd)

The software development company for its part preskthe arbitrator with a claim in the
amount of approximately NIS 50.2 million, alterwati, it is claiming compensation in
amounts of between NIS 69 million and NIS 30.3 imrllon contractual, unlawful enrichment
and damages grounds.

In the opinion of the managements of the CompangteHInsurance and the subsidiary
company, based, inter alia, on the position ofrtlegjal advisors, it has well based grounds for
requiring the software development company to reghbgf the amounts that were expended by
it and also to receive compensation for damagesila8ly, in the opinion of the management of
the Company, Harel Insurance and the subsidiarypeom inter alia, based on the opinion of
their legal advisors, that in so far as relatedhs monies that were invested by them, in the
amount of approximately NIS 59.7 million, it is pable that they will be successful in the
claim and that accordingly, at the end of the psees, Harel Insurance will not bear significant
monetary damages. Similarly, the managements oftmpany and Harel Insurance, based on
their legal advisors, are of the opinion that tlzne by the software development company will
be dismissed and therefore no provision has beeé® imaconnection with that claim.

Harel Insurance has examined development altesstifor the inclusion of the functions,
which the system was supposed to provide, withenftamework of Harel Insurance's existing
software as well as within the framework of thetwafe which is in the development stage. In
February 2007 the subsidiary company began theemmghtation of the alternative that had
been selected by the company within the framewdrklich the computer systems of the
companies in the Group will be enhanced.

Harel Insurance has received tax assessmentsdoyetirs 2000 -2001 on the subject of the
non-recognition of financing expenses in respectth&f loans that it took upon itself in
proximity to the distribution of a dividend. The diional tax in accordance with the
assessments that relate top this subject amourappfoximately NIS 4.5 million. Harel
Insurance has lodged an appeal against these mesgssand this has been disallowed by the
assessing officer. In June 2005, Harel Insuranogived orders in respect of those years.

Harel Insurance has presented submitted a notiapp#al to the District Court.

In December 2006 Harel Insurance received tax sssds for the years 2002-2004. The
additional tax, in accordance with those assessnettiich relates to the non-recognition of the
abovementioned financing expenses is approximadté®; 16.5 million. Harel Insurance has
lodged an appeal against these assessments, baaring has yet been held on the matter.

In a judgment handed down by the Supreme Courbivelhber 2006 the Court was required to
discuss a similar matter, although the circumstardehat case are different. In that case the
Supreme Court did not allow the deduction of finagexpenses deriving from loans taken in
order to distribute a dividend. Under the sevemuaption that the position of the assessing
officer as reflected in the aforementioned assestane accepted, the exposure amounts to NIS
39 million in respect of the tax years includedhie assessment and subsequent years.

In the opinion of the managements of the Comparlytéerel Insurance, which is based on the
opinion of Harel Insurance’s legal counsel, Hanslurance has good arguments in the pending
appeal, despite the ruling of the Supreme Coud,tha chances of the appeal being accepted
are higher than the chances of the assessing rdfigesition being accepted. Harel Insurance
plans to continue the legal proceedings on thigenatherefore no provision was included in
respect of the aforementioned tax exposure initteaial statements.
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3. On December 24, 2006 a subsidiary company wasdssitk assessments for the years 1996 to
1998 as well as for the years 2002 to 2004. Theid/Aldded Tax Authorities, who determine
the classification of the companies, classified #hesidiary company as a non-profit
organization from its incorporation and until theay 1998. The subsidiary company updated
the tax authorities of this classification anddteal like a non-profit organization in respect of
the manner of its reporting and its tax paymemtghé year 1998 the VAT authorities changed
the classification of the subsidiary company froginly a non-profit organization to being a
financial institution, by agreement and the changgs not applied retrospectively. The
assessing officer decided to issue the subsidianypany with assessments in respect of the
years in which it acted as a non-profit organizatimd the subsidiary company appealed those
assessments — both because that do not accordsyitbsition as of that time and also because
the statute of limitations applies to those yedise tax demands in respect of those years
amount to NIS 4,634 thousand.

4, The assessments for the years 2002 to 2004 touah thp dispute in respect of the timing of
the recording of income from management fees ipeesof services that subsidiary company
has not yet provided, and the subsidiary comparg dlso lodged an appeal against this
assessment. The tax demands in respect of thasssasnt amount to NIS 1,409 thousand.

No provisions have been made for tax in respetit@hbovementioned assessments.

C. Commitments

On March 29, 2007 an agreement was signed betwesal thsurance and Dikla and an
entrepreneur who is building a mall in Givat Shmaeicording to which Harel Insurance and
Dikla have made a commitment to acquire the mall this subject to certain conditions being
met, including the rental of 80% of the floor spdlat is available for rental in the mall, on
rental agreements that comply with conditions theate been detailed in the agreement, the
opening of the mall to the public and the commerargnof the receipt of rental fees from the
tenants. The consideration for the acquisition Wél calculated in accordance with an annual
yield of 8.4% on the investment, based on the diverial rental fees from the floor space that
is leased in the mall as of the time of the opemwifidne mall. The acquisition will be carried out
mainly out of the reserves against yield depengidlities. The cost that is expected in respect
of the acquisition of the mall is approximately NIZ0 million.

Note 6 — Other assets

1. The following is the composition of other assets
March 31 March 31 December 31
2007 2006 2006
(Unaudited) (Unaudited) (Audited)

NIS thousands NIS thousands NIS thousands

Deferred taxes 21,127 7,178 17,857
Software 69,115 88,591 64,765
Acquisition costs (See also 2 below) 1,448,631 337,002 1,453,921

1,538,873 432,771 1,536,543
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2.

The acquisition of the provident fund activities

On December 27, 2006 a transaction was completétinwthe framework of which Harel
Insurance acquired the provident fund activitié® main ones being Otzma and Taoz from
Bank Leumi Le'lsrael Ltd and from Leumi Providerndl for a consideration of NIS 575
million. The activity that was acquired includeserr alia, the goodwill, the management rights,
the list of customers and the brand of the providemds. Within the framework of the
agreement Harel Insurance undertook that the mamage of the provident funds, in
accordance with the Provident Funds Law, will @nsferred, in parallel to the completion of
the transaction, to a management company, witténnteaning of that term in the Provident
Funds Law, and that the management company, whiltlcavry out the management of the
provident funds immediately on the completion @ thansaction, on behalf of Harel Insurance,
will be Harel Provident Ltd. (hereinafter: HareloRident). The Company is entitled to transfer
the management of the provident funds at any torenbther management company, subject to
the giving of notice in advance of 45 days from téeeipt of the approval of the Supervisor of
Insurance. In accordance with the conditions thatewdetermined by the Supervisor of
Insurance for the approval of the transaction,dbmpany is to transfer its holdings in Harel
Provident so that that company will be a subsidiafyHarel Insurance instead of being a
subsidiary of Harel Investments house Ltd. (a follyned subsidiary company). The Company
is acting to receive the approvals for the carrynogof the structural change as aforesaid.

The management of Harel Insurance, in relianceheropinion of a qualified external valuator
has allocated the acquisition costs as follows: anount of approximately NIS 199,830
thousand has been attributed to the right to receigsnagement fees in respect of the reservoir
of existing customers in the provident funds on tlay of the acquisition and this will be
amortized over a period of 10 to 14 years. An amairapproximately NIS 4,513 thousand
was attributed to the brand name and this will berized over a period of 10 years. The
balance in the amount of approximately NIS 370,6®0Usand constitutes goodwill, in respect
of which an examination of impairment in value wik conducted once a year, or at more
frequent intervals, if events or changes in theuitstances occur, which indicate that it is
possible that an impairment in value has occuriedaccordance with Accounting Standard
Number 20 (Amended).

Note 7 — Profit on disposal of non-marketable shage

On March 1, 2007, the Company entered into an aggaewith Israel Discount Bank Ltd. and with
the First international Bank of Israel Ltd. for tea@le of the Company’s entire holdings in Israeddir
Cards Ltd. (C.A.L.). The Company held 5% of thauest share capital of C.A.L. The critical terms for
the completion of the transaction were met on M&@th2007 and the transaction was competed on

May 1, 2007. The overall consideration that wasl fgai the Company within the framework of the

transaction amounted to approximately NIS 74 millio
The profit befor tax that the Company recordedeispect of this transaction, in the amount of NIS 46
million, was recorded under income from investments
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1.

On April 15, 2007 it was discovered that durigeriod beginning in the year 2003 and
continuing up to the time that it was uncovere@d tleputy CEO of the subsidiary company
Harel Investments House Ltd. (hereinafter: "Invesita House") defrauded the monies of
Investments House by an overall amount that isneséid, as of the time of the approval of the
financial statements as of March 31, 2007, at apprately NIS 123 million (of which
approximately NIS 85 million as from January 1, 2D@ut of this amount Investments House
has recovered balances of monies that were taken it; recorded in the accounts through
which the fraud was conducted and as of the timenobvering of those accounts an amount of
approximately NIS 12 million was found in the acotauand accordingly, the amount of the
damage from the fraud is estimated at this stagapproximately NIS 111 million.

Harel Investments house is insured in the subsidiampany Harel Insurance Company Ltd.
(hereinafter: "Harel Insurance") under a professidiability policy (hereinafter: "the policy"),
where Harel Insurance has insured itself in respéd¢he policy under a reinsurance policy.
According to a legal opinion that has been receilgdarel Insurance, it is virtually certain
that the re-insurers on the policy (hereinaftdre"insurance companies”) will bear the damages
from the insurance pay out that Harel insurancé pay to Harel Investments house, less the
Harel Insurance retention in accordance with thiestgance agreements, within the limits of
the responsibility under the policies and less gbE participation in the amount of 50,000
Dollars.

In the light of the aforesaid, the Company recordatkt loss in the amount of approximately
NIS 8.3 million in its financial statements as ofaMh 31, 2007. The loss, as aforesaid, is
recorded under the item net income from finanagaVises. This amount is the damages from
the fraud less the insurance pay outs that areceeghéo be received (calculated in accordance
with the Dollar exchange rate as of the date offithencial statements) and less the tax effects
of approximately NIS 4 million.

On March 8, 2007, the Company and Agricultural tasge entered into an agreement with
Euler Hermes SFAC (hereinafter: Hermes), whichhis leading credit insurance company in
the world. In accordance with the agreement, theng@amy will sell to Hermes 33.3% of the
issued share capital of ICIC - Israel Credit InsgeaCompany Ltd. (hereinafter: ICIC), such
that after the sale the Company, Agricultural lasige and Hermes will each own one third of
the issued share capital of ICIC. The transactioexpected to be completed on May 30, 2007
and at that time the ICIC shareholders agreemdntharganizes the management of ICIC, the
appointment of directors, the mechanism of righfirst refusal and the right to tag along, an
option that is awarded to Hermes to increase tteeahits holding in ICIC and etcetera, will
enter into force.

On December 24, 2006, Harel Investments Houssezhinto an agreement for the investment
of an amount of 8 million Dollars in Matrix Capittarket Ltd. (Matrix), in consideration for
the allocation to the Company of 30% of the isssbdre capital of Matrix. Similarly,
Investments House entered into a shareholdersragreen Matrix, which includes provisions,
inter alia, on the matter of the management of Matestrictions on the transferring of shares
in Matrix, including the determination of a mechsaniof right of first refusal and the right to
tag along in the event of a sale of shares.

The transaction, as aforesaid, is expected to plated in the near future.



Harel Insurance Investments & Finances Ltd.

Notes to the Financial Statements as at March 310@7

Note 8 — Post balance sheet date events (cont'd)

Matrix is engaged primarily in the trade in futu@ntracts in international markets, for the
short-term, and this by means of unique tradingdatd analysis methods. Matrix carries out its
trading activities from its own independent souriedoes not manage investments for others).
In accordance with the agreements that have begrdi the parties intend to carry out co-
operations in additional fields which interface twthe activities of the Group in the financial

filed and Matrix's activities, in order to leveradbe unique knowledge, expertise and
distribution possibilities of the parties.

4, On May 13, 2007, Harel Investments House enteredagreements, in connection with the
acquisition of control in Recanati — Inbar Finahdidganagement Ltd. (“the company being
acquired”). The company being acquired is engaggsortfolio management in accordance
with the Law for the Arrangement of Engagementnivelstment Consultancy, the Marketing of
Investments and in the Management of Investmentfdios — 1995. The company being
acquired holds 100% of the share capital of LenmgceRati — Inbar (Mutual Funds
Management) Ltd. ("the funds management companytijch is a funds manager, within the
meaning of that term in the mutual Funds Investsidraw — 1994. The company being
acquired was incorporated in September 2003 andrbig portfolio management activities in
November 3003. The funds management company wagpioi@ted at the end of the year 2005
and began its funds management activities in J0A6.2

5. In May 2007 Harel Insurance entered into an arnargge with an insurance agent for the
acquisition of all of his goodwill and business geations, including his insurance portfolio for
an amount of approximately NIS 13 million.

6. On May 17, 2007 Harel Insurance (mainly for resgragainst yield dependent policies), Dikla,
Harel Pension Funds Management and Harel Providéht (hereinafter: the subsidiary
companies) entered into an agreement with Gamlkeiilum (Europe) Ltd., for the setting up
of a joint entity, which will be engaged in thetiation of and investment in realty projects in
Eastern Europe, as may be approved from time t@ toy the parties (hereinafter: the
agreement).

The parties' shares in the issued share capithleoéntity will be as follows: Gamla: 60%, the
subsidiary companies together: 40%. In the agreenbhans determined that the parties will
make shareholders' equity in an amount of 10 milkmros available to the joint entity, part of
which is to be as an investment in issued shariat@nd the balance as a shareholders' loans.,
and this in shares in accordance with the ratéefribldings of each party in the issued share
capital of the joint entity. It is further deterreih that the subsidiary companies will make
financing in the amount of up to 30 million Euros#able to the joint entity. The agreement
includes provisions in respect of the managemerthefjoint entity, including provisions in
connection with: the composition of the board okdiors, the fields of activity that it will be
engaged in, the type of transactions that are tefeered to the joint entity, a mechanism of the
right of first refusal on the transfer of shareghia joint entity to a third party, the financinfy o
the activities of the joint entity and more.

The agreement is not expected to have a signifieffiect on the operating results of the
Company and of the subsidiary companies, since dane, for the most part, for reserves
against yield dependent policies, provident furgisets and pension funds assets.
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APPENDIX 1. Harel Insurance Company Ltd. — Detailsof assets and liabilities as at March 31, 2007

Reported amounts
Part A - Classification of assets earmarked to liaibties

Life Assurance

Total Linked Unlinked Profit General Minimum Capita | Other
assets to the participating insurance capital surps liabilities
and debit consumer policies
balances price index
NIS thousands reported amounts
A. Investments
1. Cash and cash equivalents 931,967 - 209,732 99,505 424,840 49,963 7,687 -
2. Securities
a. Marketable government bonds:
1. Marketable in Israel 3,731,309 155,213 270,669 1,817,669 1,010,721 78,214 257,080 41,743
2. Designated bonds — “Hetz” agreeta 3,418,474 3,343,265 - 75,209 - - -
3. Marketable abroad 53,130 - 2,126 46,138 4,147 - 719
4. Non-marketable — abroad 228,146 - 21,360 185,933 21,123 - -
b. Non-marketable commercial paper — indbr 100,825 - - 42,871 57,954 - -
c. Other bonds — non-government:
1. Marketable in Israel 1,136.506 254,597 - 721,280 160,629 - -
2. Marketable abroad 583.665 25,479 57,376 402,646 98,164 - -
3. Non-marketable - in Israel 3.179,581 931,942 - 1,931,613 316,026 - -
4. Non-marketable — abroad 5421 - - 5,421 - - - -
d. Shares—
1. Marketable in Israel 2,384,204 - 127,643 2,105,238 15,132 - 35,956 100,235
2. Marketable abroad 266,246 - 7,352 236,698 6,573 - 15,443
3. Non-marketable in Israel 63,799 - - 57,732 1,459 - 4,608
4. Non-marketable abroad 44,665 - 2,665 39,673 233 - 2,094
e. Non-marketable commercial paper
1. Inlsrael 1,166 - - 1,166 - - - -
2. Abroad 371,172 - 12,735 335,567 3,677 - 19,193 -
f. Participation units n mutual funds —
1. InlIsrael - - - - - - - -
2. Abroad 623,555 - 42,662 521,773 5912 - 53,208
g. Share warrants 70,261 21,151 - 46,419 269 2,422 -
h. Options (3,608) (5) - (3,360) (24) (219) - -
i. Futures 76,508 10,400 - 66,464 (35) (311) -
j Investment funds 611,514 - 66,538 455,014 8,996 36,011 44,955 -
3. Loans (excluding to investee companies)
a. Against life assurance policies 257,444 107,308 - 150,136 - - -
b. Secured by mortgages 108,796 101,462 - 846 6,488 - -
c. Secured by bank guarantees 50 - - - 50 - - -
d. Secured by lien on motor vehicles 363,952 792 - 202,740 160,420 - -
e. Primarily to rated companies 757,754 127,098 - 293,938 102,718 234,000 - -
f. Secured by credit card issuing companies 117,317 - - - 117,317 - -
g. Secured by other collateral and unseture 26,101 18,950 - - 7,151 - -
h. Abroad 3,590 15 - 1,871 1,704 - -
4. Bank deposits 2,405,987 976,582 - 988,413 440,992 - -
5. Investments in investees 57,391 - - - - 57,391 - -
6 Real estates for leas 232,800 93,565 - 72,864 - 66,371 -



APPENDIX 1. Harel Insurance Company Ltd. — Detailsof assets and liabilities as at March 31, 2007 (ct)

Reported amounts

Part A - Classification of assets earmarked to lialtities (cont’d)

B. Fixed assets
1. Office buildings
2. Other fixed assets

C. Amounts receivables
1. Insurance companies and brokers:
a. Reinsurers’ share in insurancervese
b. Reinsurers’ share in outstandirzgnes
c. Reinsurers' deposits
d. Other accounts

2. Outstanding premiums and
agents' balances
3. Other debtors and debit balances

D. Deferred acquisition costs and other assets

In general insurance

In life assurance

In illness and hospitalization insuranc
Other assets

Deferred taxes

AT o

Total of assets and debit balances

Total shareholders’ equity and liabilities
(Part B)

Surplus (deficit)

Life Assurance

Total Linked Unlinked Profit General Minimum Capital Other
assets to the participating insurance capital surplus liabilities
and debit consumer policies
balances price index
NIS thousands reported amounts
147,561 126,918 - - - 20,643 - -
48,885 - - - - 48,885 - -
627,048 32,960 41,153 108,153 444,782 - -
2,829,197 1,458 16,240 3,385 2,808,114 - -
3,093 - - - 3,093 - - -
69,669 29,242 - - 40,427 - - -
915,573 668 14,589 100,822 799,494 - - -
188,913 17,013 - 98 110,154 - - 61,648
148,750 - - - 148,750 - - -
723,474 28,985 2,920 25,467 - 499,250 2,250 D@4,6
57,398 - - - 2,778 54,620 - -
636,070 - - - - 636,070 - -
14,347 - - - - - - 14,347
28,619,676 6,405,058 895,760 11,139,402 7,330,408 ,8831310 538,208 427,530
28,619,676 6,089,247 895,790 11,146,348 7,639,273 1,883,310 538,208 427,530
- 315,811 - (6,946) (308,865) - - -




APPENDIX 1. Harel Insurance Company Ltd. — Detailsof assets and liabilities as at March 31, 2007 (ctah)

Reported amounts
Part B - Breakdown of Shareholders’ equity and lialilities according to type

Life Assurance

Total Linked Unlinked Profit General Minimum Capital Other
capital to the participating insurance capital surplus liabilities
and consumer policies
liabilities price index

NIS thousands reported amounts

A. Shareholders’ equity 1,614,345 - - - - 1,076,137 538,208 -
B. Long-term liabilities

1. Bank loans and subordinated notes 913,787 - - - - 807,173 - 106,614

2. Deferred taxes 194,811 - - - - - - 194,811

3. Capital note of a subsidiary 10,107 - - - - - - 10,107

4. Liabilities in respect of employee

severance benefits 13,253 - - - - - - 13,253

C. Reserves

1. Insurance reserves 18,917,111 5,842,384 804,701 11,021,625 1,248,401 - - -

2. Reserve for extraordinary risks - - - - -
D. Outstanding claims 5,642,237 7,366 33,666 12,991 5,588,214 - - -
E. Insurance companies and brokers

1. Reinsurers' deposits 267,073 25,116 57,393 111,538 73,026 - - -

2. Other accounts 518,159 42,906 - - 475,253 - - -
F. Other payables and credits 528,793 171,475 - 193 254,380 - - 103,745
Total shareholders’ equity and liabilities 28,619,676 6,089,247 895,760 11,146,347 7,639,274 1,883,310 538,208 427,530
Note:

According to the Supervision Law and the Regulaf@rthe Supervision of Insurance Business (Thermaanf the separation of accounts and assetsifef imsurance insurer — 1984 (hereinafter — The
provisions of the law) an insurer is to hold theeds and liabilities for life assurance separaely to maintain a separate accounting system.

Despite this, an insurer is not required to hokkésthat are concurrent to their liabilitiesgeneral insurance separately from those that areucent to its shareholders' equity and its oliadilities.



APPENDIX 2. Dikla Insurance Investments Ltd. — Detds of assets and liabilities as at March 31, 2007

s
Reported amounts

Part A - Classification of assets earmarked to lialbties

NP>

FO @ M

2.

Investments
Cash and cash equivalents
Securities
a. Government bonds
Marketable in Israel
Marketable abroad
b. Other bonds — non-
government:
Marketable in Israel
Marketable abroad
Non-marketable
c. Shares and options:
Marketable in Israel
Marketable abroad
Non-marketable
Commercial papers
abroad
d. Participation units in
Mutual funds-
Marketable abroad
e. Non-marketable
investment funds
Loans
a. Secured by mortgages
b. Secured by other
collateral
c. Secured by liens on
motor vehicles
d. For employees
Bank deposits

Fixed assets, net

Amounts receivable
Insurance companies
and brokers:
a. Reinsurers’ share in
insurance reserves
b. Reinsurers’ share in
outstanding claims
¢ Other accounts
Outstanding premium
Balances
Other debtors and
debit balances

. Deferred acquisition

costs and other assets

Deferred acquisition

Costs

a. Life assurance (LTC)

b. General insurance -
illness and
hospitalization

Deferred taxes

Total assets

Total shareholders’ equity
and liabilities (Appendix 1)
Surplus (deficit)

Total Nursing care General Minimum Surplus Other
assets insurance insurance capital capital liabilities
NIS thousands reported amounts
81,264 35,608 45,226 430 - -
467,420 351,062 545 114,358 1,455 -
2,168 467 1,701 - - -
155,556 141,120 - - 14,436
47,076 24,836 - - 22,240 -
163,226 129,408 - - 33,818 -
66,155 44,328 21,827 - - -
7,581 4,128 3,453 - - -
2,178 1,728 454 - - -
18,140 15,956 2,184 - - -
18,754 9,752 9,002 - - -
18,359 10,173 8,186
2,673 - - 2,673 - -
20,716 15,237 5,479 - - -
17,103 9,058 8,045 -
1,013 - - 1,013
135,042 135,042 - - - -
9,406 - - 9,406 - -
20,666 18,759 1,907 - - -
30,381 - 30,381 - - -
419 - 419 - - -
29,402 18,096 11,306 - - -
32,188 - 13,915 - - 18,273
2,737 - - - - 2,737
4,859 - 934 - - 3,925
2,777 - - - - 2,777
1,357,259 964,754 164,964 127,880 71,949 27,712
1,357,259 964,754 164,964 127,880 71,949 27,712




APPENDIX 2. Dikla Insurance Investments Ltd. — Detds of assets and liabilities as at March 31, 2007

Reported amounts
Part B - Classification of assets earmarked to liabties

Total Nursing care General Minimum Surplus Other
assets insurance insurance capital capital liabilities

NIS thousands reported amounts

A. Shareholders’
Equity 174,829 - - 127,880 46,949 -

B Longterm
liabilities
Subordinated note
to bank 2,457 - - - - 2,457
Liabilities in respect
of employee
severance pay 1,930 - - - - 1,930

C. Insurance reserves
and outstanding

claims
1. Reserve 949,028 937,967 11,061 - - -
2 Outstanding

claims 111,990 - 111,990 - - -

D. Other liabilities
Insurance companies
and brokers:

1. Reinsurers'

deposits 30,282 13,960 16,322 - - -
2. Other accounts 7,386 - 7,386 - - -
3. Dividend declared 25,000 - - - 25,000 -
4. Other payables

and creditors 54,357 12,827 18,205 - - 23,325

Total shareholders’
equity and liabilities 1,357,259 964,754 164,964 127,880 71,949 27,712

Note:

The assets that are held as cover for liabilindife assurance (Long-term care), in general i@sce, other
liabilities and capital, rely upon the report thats prepared in accordance with the Supervisidnseirance
Business (Ways of investing the capital and therses of an insurer and the management of itditiel) -
2000.



Harel Insurance Investments & Finances Ltd.

Appendix 3
Opinion in connection with the insurance cover
In respect of the case of fraud at Harel InvestmestHouse Ltd.

Letter from Naschitz Brandes Attorneys — Not Translated



