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HAREL INSURANCE INVESTMENTS LTD.

DESCRIPTION OF THE CORPORATION’S BUSINESS

e The description of the Corporation’s business in this section of the
Periodic Report is in accordance with article 8A of the Securities
Regulations (periodic and interim reports), 5730-1970, and the circular
issued by the Commissioner of Insurance on January 26 2005, which
applied the said regulations with certain changes to the insurance
companies.

o Unless specifically mentioned otherwise, all the data in this report are in
reported amounts, that is, New Israel Shekels adjusted to the consumer
Price Index for December 2003, plus sums in nominal values that were
added after December 31 2003, and less amounts that were deducted after
this date. All the data in this report for the period up to December 31 2003
are in adjusted amounts, that is - New Israel Shekels adjusted to the
Consumer Price Index for December 2003.

e To avoid doubt, it is clarified that the description presented in this report
concerning the insurance products is a concise description for the purpose
of this report only, and that the conditions of the insurance products that
are binding on the insurers from the Group’s companies are only those
specified in the relevant policies that it issues and/or in the relevant
contracts it has drawn up.
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Part I - Description of the general developments in the corporation’s business

1.

1.1

1.2

Company activity and a description of its business development

General

Harel Insurance Investments Ltd. (“Harel Investments” or the “Company”) is a public company
whose shares have been traded on the Tel Aviv Stock Exchange since 1982. The Company operates
in the insurance market through the subsidiaries Harel Insurance Company Ltd. (wholly owned by
Harel Investments) (“Harel Insurance”) and Dikla Insurance Company Ltd. (in which the company
holds 65% of the issued capital) (“Dikla”) (the Company and its subsidiaries shall henceforth
together be called “the Group™).

The Group has been active in the insurance sector for more than 70 years, and is currently the third
largest insurance group in Israel, accounting for 17% of the market. In the non-life insurance
sectors, the Group is second largest, in the health sector the Group is the largest and leads the market,

and in life insurance the Group is the fourth largest company in Israel.

The Company also operates in the pension and provident fund market. Activity in this sector
expanded considerably in the reporting year. The Company also has secondary activity (through
subsidiary companies) in the capital market, income generating real estate and communications
activity. Harel Investments itself is engaged in management, supervision and control of the
subsidiary companies, on-going planning of the Group’s operations and promoting investments and

plans, both directly and through the Group’s companies.

Principal points in the Company’s historical development

Harel Investments (or as it was originally called - Harel Hamishmar Investments Ltd.) was
incorporated in Israel in 1982 as a private company under the Companies Ordinance, and in the
same year 25% of its shares were issued to the public. Prior to the public share issue, the
Company acquired the shares in Harel Insurance Company Ltd. ("Old Harel”) from its
controlling shareholders, in return for a share allocation.

Since its establishment, the Company has expanded its operations by means of several important
acquisitions not in the normal course of business, including the following: In 1984 it acquired full
ownership of Shiloah Insurance Company (under its name at the time; hereinafter: “Shiloah™); in
1985 it acquired 50% of the life assurance portfolio of Yardeniya Insurance Company Ltd. (through
Shiloah); in 1989 it acquired 82% of the shares in Sahar Israel Insurance Company Ltd. (*Sahar’)
and over time it acquired the rest of Sahar’s shares; in 1993 it acquired 65% of the equity in Dikla
(the balance of Dikla’s capital is owned by Mor - Medical Information Institution Ltd. (“Mor”),
which is owned by Clalit Health Services (the Company and Mor’s holdings in Dikla are through
Mor Har Investments Ltd.); in 1999 the Company acquired 87% of the shares in Zion Holdings Ltd.

1.1



(“Zion Holdings”), where 13% of Zion Holdings were acquired in 1983. At the time of the purchase,
Zion Holdings held all the shares in Zion Insurance Company Ltd. (“Zion™).

In December 1994 at the request of Old Harel and Shiloah, a court order was issued approving a

merger between Old Harel and Shiloah, effective from December 31 1993.

In February 2001, with the court’s approval, the Company completed a restructuring, the main
purpose of which was to split Zion into two parts and merge the spin-offs as follows: the section that
involved the health insurance and life assurance business was merged with the subsidiary Shiloah,
and the section that entailed Zion’s remaining non-life business was merged with the subsidiary

Sahar, which from that date was called Sahar-Zion Insurance Company Ltd. (“Sahar-Zion”).

In January 2003, with the court’s approval, the Company completed the merger between Sahar-Zion
and Shiloah. This took effect on January 1 2003, at which time Shiloah changed its name to Harel

Insurance Company Ltd.

In June 2004, Harel Investments consolidated its share capital, which until that date consisted of two
classes of shares: Ordinary NIS 1 par value shares and ordinary NIS 5 par value shares. As part of
the share consolidation, each NIS 5 par value share was split into five NIS 1 par value shares. The

share capital was consolidated without any compensation to the NIS 1 par value shareholders.

As of July 2004, the Company’s shares have been listed on the Tel Aviv 25 share index (Maof
Index).
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1.3 Structure of the Company's holdings

Following is a diagram of the Company's principal holdings, as at the date of preparing the Report. A full list of subsidiary and related companies as at the date of the
report appears in Section IV of the Periodic Report, under Article 11 of the Securities Regulations (Periodic and Immediate Reports), 5730-1970 ("periodic report
regulations").
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1.4

1.5

1.6

Material changes in the Company’s business in 2004

In July 2004 the Company signed an agreement for the purchase of all the shares in Yedidim
Insurance Agencies (1987) Ltd. (“Yedidim™). The agreement was implemented in March 2005.
Yedidim is an insurance agency owned by subsidiary companies that manage pension funds (a
veteran fund, a new fund and a general fund), as well as provident funds (“Atidit Group™).
Prior to implementation of the agreement, the agency’s activity was transferred to a separate
company jointly owned by the Company and the previous shareholders in Yedidim, such that
Yedidim was left with the pension fund and provident fund activity.

In October 2004, the Company signed an agreement with B. Gaon Holdings Ltd. for the purchase of
all the shares in Netivot Pension Ltd. (“Netivot”) and the agreement was implemented in January
2005. Netivot’s principal activity is management of a new pension fund. Netivot also has a
management agreement for a limited period for the veteran pension fund Nativ and a provident fund
that it owns, as well as agreements in which framework Netivot administers early retirement

arrangements for several plants.

Interested Parties in the Company

The Company’s principal shareholders are the Hamburger family (Yair Hamburger, Gideon
Hamburger and Nurit Manor), which hold (mainly through a holding company) approximately
50.01% of the Company’s shares, and the Israel Discount Bank Ltd. (“Bank Discount”), which holds
approximately 15.90% of the Company’s shares (excluding Bank Discount's holdings on behalf of
provident funds and mutual funds of the Discount Bank Group). For details of the shareholders
agreement from December 2000, between the Hamburger family and Bank Discount, see Section IV

of the Periodic Report on the subject of Article 24 of the Periodic Report Regulations.

Management reorganization in the reporting year

At the beginning of 2004, Harel Investments restructured the management of the Group’s insurance,
pension and financial services. Accordingly, the company’s Deputy CEO, Mr. Motti Rosen, was
appointed as the sole CEO of Harel Insurance. The Company’s Deputy CEO, Mr. Muki
Abramowitz, who previously served position as joint CEO of Harel Insurance, was appointed as the
active chairman of the board of directors at Harel Investment House Ltd. (previously called: Harel
Capital Markets Ltd.) (“Harel Investment House™), of Adi Pension Fund Management Ltd. (“Adi”),
and as head of business management for the Company’s pension funds, provident funds and financial
services. The change was mainly designed to exploit the opportunity created with the reform in the
pension market, and to position Harel Investments as one of the leading companies in Israel’s
pension sector. Through this restructuring, the Company also intends to enhance the Group’s

business in the capital market through synergy with the Group’s insurance agents.
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The Company’s areas of activity

Through its subsidiaries, Harel Investments is engaged in six principal areas of activity:

Life assurance and long-term savings area

This area includes the Group’s insurance activity in the life assurance sector (as referred to in the
Notice of Commissioner of Insurance (Insurance Sectors), 5745-1985 (“insurance sectors notice”™).
There are two categories of life assurance policies: policies that are recognized as provident funds or
insurance funds and policies that are not recognized as provident funds or insurance funds. Life
assurance policies are offered to personally insured individuals, to employers for the benefit of their
employees and to groups of insureds. The life assurance policies that are offered to personally
insured individuates (self employed or salaried workers with respect to wages for which the
employer has made no provision), and to employers are long-term policies, most of which include a
savings component and a life assurance component (“Term Assurance”), and may also include riders
that cover additional risks. Life assurance policies sold to groups are for short terms only and mostly
insure against death. Group policies do not contain any savings component. Group insurance is
arranged within the context of the Supervision of Insurance Business Regulations (Group Life
Assurance), 5753-1993. The Group’s activity in the life Assurance and long-term savings area takes

place through Harel Insurance.

In addition to administering the long-term savings component in life assurance policies, as
mentioned the Group manages long-term savings in pension funds through the subsidiary, Adi, and
in provident funds through Harel Investment House. In 2004, the Company acted to significantly
expand its long-term savings activity by acquiring the Atidit group and Netivot (acquisitions that

were completed in 2005; see Parag. 1.2 above).

Health insurance area

This area includes the Harel Group’s insurance activity with regard to illness and hospitalization, in
the personal accident and long-term care insurance sectors. The policies sold within the context of
these sectors cover a variety of losses incurred by the insured as a result of illness and accidents.
The Group’s activity in the health insurance sector, including marketing, operations, etc. takes place
through the health insurance departments at Harel Insurance and Dikla, which deal solely with health

msurance.

Pursuant to the Commissioner’s instructions on the subject of presenting financial statements, the
report on policies issued as part of the illness and hospitalization sector, deigned to cover risks for
long-term nursing care (if they are for a period of more than three years), are to be included in the
life assurance business statement. The manner in which the Company administers its activity

(including operational, marketing, manpower and other aspects), and in view of the significant nature

1.5



23

24

25

2.6

of such cover, long-term nursing care insurance products are considered part of the health area. In
order to correctly reflect the full picture of the scope of the Group’s activity in health insurance area,
Parag. 6 below provide details on the sum total of gross premiums, differentiating between amounts
reported in the life assurance business statement from those reported in the non-life business

statement.

Motor property insurance area

This area includes the Group’s activity in the sale of motor property insurance policies that cover
damages to the vehicle owner due to accident and/or theft and/or liability of the vehicle owner or the
driver for property damage created to a third party as a result of an accident (“‘motor property”). The

Group operates in the motor property area through Harel Insurance.

Compulsory motor insurance area

This includes the Group’s compulsory motor insurance activity, that covers bodily injures resulting
from the use of a motor vehicle under the Compensation for Road Accident Victims Law, 5735-1975
(“compulsory motor”). This insurance, as its name implies, is mandatory for all vehicle owners and
drivers (Motor Vehicle Insurance Ordinance [new version], 5730 -1970). The Group operates in this

area through Harel Insurance.

Liability insurance area

This includes the Group’s activity in the sale of policies that cover the insured’s liability towards a
third party (excluding compulsory motor liability cover as described above). This area includes the
following: employers’ liability insurance, third party liability insurance, professional liability
insurance, D&O insurance, and product liability insurance. The Group operates in the liability sector

through Harel Insurance.

Property loss insurance area

This includes the Group’s activity in all property sectors (excluding motor property) listed in the

Insurance Sectors Notice. The Group operates in this area through Harel Insurance.

1.6












































































































































































































































































































































































































































































































































































































