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6. Communications

Harel owns 29% of the equity of Telad Jerusalem Studios Ltd. (“Telad”), one of the franchise holders for
television broadcasts on the Second Channel.

7. Activities of Harel Investments

Harel Investments itself is engaged in the management, control and supervision of its subsidiary
companies, in the planning of the Group’s operations and in the promotion of investments and plans,
either directly or through Group companies.

B. Financial position and operating results

In the year ended December 31, 2003, Group earnings improved significantly. The main reason for the
improvement is the rise in investment income from marketable securities as a result of the rise in the stock
market, occurring mainly in the second and in the fourth quarters of the year. Prices rose in all market
sectors and affected both investments made in respect of profit participating policies and investments
made for the Group insurance companies' own account.

1. Condensed data from the consolidated income statements of the Company

% change 2003 in comparison with

2003 2002 2001 2002 2001
NIS millions NIS millions NIS millions
Life assurance business
Gross premiums 1,888 1,901 2,007 0] 6)
Income 365 129 276 183 32
General insurance business
Premiums and fees - gross 3,326 3,187 2,674 4 24
- retentions 2,323 2,280 2,003 2 16
Income 320 221 191 45 68
Net income for the year 401 133 235 202 71
Return on
equity (%) 37.8 13.5 29.5



2. Condensed data from the consolidated balance sheets of the Company as at:

December 31 % change 2003 in comparison with

2003 2002 2001 2002 2001
NIS millions NIS millions NIS millions

Total assets 21,388 18,573 17,611 15 21
Gross reserves
In life assurance 12,217 10,781 10,474 13 17
In general insurance 1,287 1,082 19
Reserves for

extraordinary risks 204 199 198 3 3
Investments 16,533 14,218 13,600 16 22
Shareholders’ equity 1,420 1,081 1,000 31 42

3. Life assurance

Results of operations

Gross premiums in the year 2003 amounted to NIS 1,888 million, constituting 36% of the Group’s total
insurance fees (premiums and fees) for the said year. Total premiums declined by 1% when compared
with the previous year, 2002. The ongoing recession, unemployment and the slowdown in the economy
aftected both policy cancellations and the sale of new policies.

Earnings from life assurance this year reached NIS 365 million, as compared with NIS 129 million in
2002, an increase of 183%. The main reason for the large increase in earnings is the significant rise in
investment income. Income from investments this year reached NIS 1,582 million, compared with a loss
from investments in the amount of NIS 114 million in the previous year. A significant part of this income,
which originates in the profit participation insurance portfolio, is allocated to the policy-holders and is
included in the life assurance reserve which increased this year (before deduction of management fees) by
NIS 1,563 million, compared with NIS 305 million last year. The increase in income from investments has
resulted in an increase in income from management fees in respect of profit-participating policies. This
year management fees amounted to NIS 143 million, as compared with NIS 29 million in 2002. The
investments made on the insurance companies' own account also contributed to the increase in earnings.



3. Life assurance (cont'd)

The results of life assurance were affected by the steep rise in policy redemptions which, in turn, affected
the rate of amortization of deferred acquisition costs. Redemptions this year amounted to NIS 713 million,
compared with NIS 584 million last year. The increase in policy redemptions is due to the difficult
economic situation and, in particular, due to unemployment and the economic slowdown. The reserves in
life assurance as at December 31, 2003 reached NIS 12,217 million and the reserves for extraordinary
risks amounted to NIS 204 million.

Profit-participating policies

a. The average rates of return, in real terms, on profit-participating policies written as from 1992 are
as follows:

2003 *2002 *1999 - 2003

Rate of return in real terms -

Before management fees 22.9 (6.7) 7.3

After management fees 19.7 (7.3) 5.7

* The average of the rates of return of subsidiary companies which operated separately until
December 31, 2002 and were merged thereafter.

The return which Harel Insurance achieved in 2003 for its policyholders was the highest
return amongst insurance companies.

b. Estimated investment income (loss) and management fees included in the consolidated life
assurance business statements which were credited or charged to policy holders in respect of
profit-participating policies calculated as per guidelines laid down by the Insurance Supervisor
on the basis of quarterly returns and average reserve balances are as follows (in millions of NIS):

2003 2002
Investment income (loss) after management fees 979 (364
Total management fees 143 29

Changes in the life assurance market

The negotiations conducted by the insurance companies with the Treasury - the Office of the Supervisor
of Insurance, with regard to the reform of the life assurance business were concluded towards the end of
the year. The reform, launched at the beginning of 2004, relates mainly to providing complete
transparency as to the portion of savings, risk and expenses in insurance policies both in manager's
insurance and individual policies, as well as significantly limiting the level of expenses and commissions.
This limitation placed on expenses will require insurance companies to organize their operations
differently as to costs and commissions paid to agents.
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