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Update of Chapter A (Description of the Corporation 's Business)  
of the 2010 Periodic Report of Delek Group Ltd. ("t he Company")  

1. General  

The update contains material changes or new items which occurred in the Company's business during 
the second quarter of 2011 and up to immediately prior to the date of this report, in any matter which 
must be described in the periodic report and which was not updated in the first quarter report of 2011. 
The update relates to the section numbers in Chapter A (Description of the Corporation's Business) of 
the Periodic Report for 2010, and supplements its contents. 

2. The Company's activities and the development of its business  

Referring to Section 1.1.4 in the Periodic Report – in July 2011 the Company raised NIS 471.2 million 
of immediate proceeds from a public offering of debentures and option warrants for debentures (the 
debentures were offered by way of expansion of existing series). In accordance with a shelf offering 
dated July 25, 2011, the Company offered NIS 178,503,000 par value of Debentures (Series 15) and 
892,515 option warrants (Series 16), each of which is exercisable for NIS 100 par value of Debentures 
(Series 15) until September 6, 2011, as well as NIS 262,340,000 par value of Debentures (Series 18) 
and 1,311,700 option warrants (Series 17), each of which is exercisable for NIS 100 par value of 
Debentures (Series 18) until 6 September, 2011. For additional details, see the Company's immediate 
report of July 26, 2011 (Ref. 2011-01-222606), quoted here by way of reference. 

3. Distribution of dividends  

Referring to Section 1.4.1 in the Periodic Report – On May 30, 2011 the Company announced the 
distribution of a dividend of approximately NIS 105 million and the dividend was paid on June 30, 
2011. For additional details, see the Company's immediate report of May 30, 2011 (Ref. 2011-01-
168360), quoted here by way of reference. 

4. Fuel products in Israel  

A. Referring to Section 1.8 in the Periodic Report – On July 12, 2011, Delek Petroleum, the 
controlling shareholder in Delek Israel, published a full tender offer for shares of Delek Israel as 
amended on July 27, 2011 ("the Delek Petroleum Tender Offer"). Under the tender offer, Delek 
Petroleum purchased 1,099,699 ordinary shares of Delek Israel, accounting for 9.69% of Delek 
Israel's issued and paid up shares and voting rights, in consideration of NIS 111.070 million, so 
that immediately after the purchase. Delek Petroleum holds 9.861,473 ordinary shares of Delek 
Israel, accounting for 86.9% of Delek Israel's issued and paid up share capital and voting rights, 
and 82.08% at full dilution. 

As part of the response to the Delek Petroleum Tender Offer, Mr. Elad Sharon (Tshuva) sold 
45,317 ordinary shares of NIS 1 par value each of Delek Israel, which are 0.40% of the issued 
and paid up share capital and voting rights of Delek Israel, and 0.38% at full dilution, in 
consideration of NIS 4.577 million.  

B. Referring to Section 1.8.12 in the Periodic Report – on May 29, 2011 the audit committee and 
board of directors of Delek Israel resolved to approve grant of a bonus of NIS 200,000 to the 
chairman of the board, Mr. Moshe Amit, in respect of 2010, and a bonus of NIS 200,000 to the 
CEO of Delek Israel, Mr. Avi Ben-Assiag, in respect of 2010. On July 24, 2011, the bonus to Mr. 
Amit was approved by the general meeting of the Company.  

C. Referring to Section 1.8.12(d) in the Periodic Report – on July 31, 2011, 23,228 options allotted 
under the 2007 stock options plan of Delek Israel expired, and 19,800 options allotted under the 
2009 stock options plan of Delek Israel expired. 
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D. Referring to Section 1.8.15(a) in the Periodic Report – it is noted that on June 12, 2011, the board 
of directors of Delek Israel resolved, after the approval of the audit committee of Delek Israel at its 
meeting on June 9, 2011, to approve Delek Israel's entering into an agreement to sell some of its 
holdings, which account for 1.75% of the equity of Delek Hungary Ltd., to Delek Petroleum, the 
direct controlling shareholder in Delek Israel ("the Transaction"). On July 24, 2011, the 
transaction as approved by the general meeting of Delek Israel.  

E. Referring to Section 1.8.15(c) in the Periodic Report – it is noted that concurrently with the steps 
to change the designation of land for housing that Delek Israel is currently considering, It is also 
negotiating with various entities for sale of the Pi Glilot terminal land in Jerusalem. The possible 
capital gain, net of tax, to Delek Israel from this transaction is estimated in the range of NIS 35 – 
45 million, depending on the terms that are agreed with potential buyers, if agreed. At this stage, 
the timetable for closing the transaction, the likelihood that it will be closed, or its results, cannot 
be estimated. 

F. Referring to Section 1.8.16(d) in the Periodic Report – on June 12, 2011, Maalot announced that 
it was lowering the rating of the Debentures (Series 1 and 2) of Delek Israel to ilA-, and revised 
the outlook to stable negative. On July 14, 2011 Maalot announced no immediate change in the 
rating or outlook of Delek Israel (ilA-/Stable), following the Delek Petroleum Tender Offer. On 
August 2, 2011, Maalot announced that it was placing Debentures (Series 1 and 2) of Delek 
Israel in CreditWatch with negative implications.  

G. Referring to Section 1.8.22(l) in the Periodic Report – Delek Israel, through an investment bank, 
approached a number of international entities for discussion of a possible joint venture relating to 
the storage and issue facility in Ashdod ("the Facility"). There are various possible outlines for a 
joint venture with an international entity, including bringing a partner into the Facility. At this stage, 
it is not possible to estimate the timetable or the results of this step, if taken further, upon which 
Delek Israel has embarked.  

H. Referring to Section 1.8.23(o) in the Periodic Report – on August 1, 2011, Delek Israel received a 
draft report for a hearing relating to the marketing margin on gasoline sold at gas stations ("the 
Draft Hearing Report"), which was sent by the Fuel Administration at the Ministry of National 
Infrastructures. According to the Draft hearing Report, the Fuel Administration recommends, 
among other things, that the marketing margin for self-service 95 octane fuel be reduced by 22 
agorot (including VAT) and for full service by 15 agorot (including VAT).  

From examination of data in Delek Israel's possession and which was delivered to the Fuel 
Administration for review of the marketing margin, Delek Israel believes that there is no 
justification for reducing the margin. On August 15, 2011, Delek Israel submitting its remarks on 
the Draft Hearing Report, in which it contends, inter alia, that the "hearing proceeding" on this 
subject is unreasonable, in that the company was not granted reasonable time to respond to the 
draft, that the draft's recommendation concerning reducing the marketing margin was marked and 
determined in advance and that the hearing was for appearance's sake only, that the draft lacked 
requisite reasons, that the draft contains errors of calculation and that material expenses of Delek 
Israel that were not taken into account. Delek Israel also contended that a decision on reducing 
the marketing margin as above, if adopted, is clearly unreasonable, and accordingly it lacks 
competence and is unlawful, since arbitrary application of the recommendations of the Draft 
Hearing Report would adversely and materially affect the financial results of Delek Israel. On 
August 17, 2011, a hearing was held for the company before the Prices Committee, whose 
members are representatives of the Ministries of Finance and of national Infrastructures, at which 
the company presented its position on the Draft Hearing Report (final decisions of the Prices 
Committee are expected to be published by the end of August 2011).  

A decision by the interministerial Prices Committee to reduce the marketing margin by the 
amounts noted above (per liter of 95 octane gasoline), cam be expected to materially harm the 
business of Delek Israel and the results of its operations. It is noted that the extent of the impact 
will be derived from the amount of the reduction decided upon, and from the actions that Delek 
Israel succeeds in taking to moderate the scope of the financial effects of reducing the marketing 
margin.  
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5. Energy  

A. Referring to Section 1.11 in the Periodic Report – on August 3, 2011, the Company published a full 
swap tender offer for the purchase of shares in Delek Energy in exchange for participation units of 
Delek Drilling and Avner Oil Exploration Limited Partnerships, by way of a full tender offer. For 
additional details, see the Company's immediate report of August 3, 2011 (Ref. 2011-01-230001), the 
amending immediate report of 8 August, 2011 (Ref. 2011-01-234978), the amending immediate report 
of August 10, 2011 (Ref. 2011-01-237594), and the amending immediate report of August 12, 2011 
(Ref. 2011-01-246666), which are quoted here by way of reference. 

B. Referring to Section 1.11.3 in the Periodic Report – on July 31, 2011, the Limited Partnerships 
announced that a plan to develop the Noa North reservoir in the Noa lease has been approved, 
as has the budget for the development plan. It was reported that in the project operator's 
assessment, development of the Noa North reservoir is expected to end in September 2012, at 
an estimated total development cost (for 100% of the rights) of USD 212 million.  

C. Referring to Section 1.11.4C in the Periodic Report – on June 26, 2011, the board of directors of 
Delek Energy approved a budget of approximately USD 3.06 billion for the development plan in 
the Tamar project, based on the outline submitted by Noble to the Commissioner.  

D. Referring to Section 1.11.4H in the Periodic Report – on July 24, 2011, the Company published 
an updated reserves report for the Tamar lease. For additional details, see the Company's 
immediate repot of July 24, 2011 (Ref. 2011-01-219963), the contents of which is quoted here by 
way of reference. 

E. Referring to Section 1.11.5(d) in the Periodic Report – on July 26, 2011, Delek Energy published 
updates on the alternative drilling Leviathan 3, which is an alternative e assessment drilling to 
Leviathan 2, in the Amit lease area. 

F. Referring to Sections 1.11.5 and 1.11.6 in the Periodic Report – Noble recommended to the 
partners on the Alon A and Hannah licenses, to start two new exploratory drillings – the first in the 
Alon A license ("the Tanin 1 Drilling") and the second in the Hannah license ("the Dolphin 1 
Drilling").  

The partnerships approved Noble's recommendations for the Dolphin 1 drillings, and on August 
29, 2011 the Sedco Express drilling rig commenced the first stage of the Dolphin 1 exploratory 
drilling in the Hannah lease area, which is about 110 km. west of Haifa. The drilling will be in two 
stages (which will not be uninterrupted, due to work on the drilling rig at Tamar): in the first stage, 
the drilling will be down to only 2,560 metres (without reaching the target layer), during which 
shoring pipes will be installed to strengthen the bore; the second stage will apparently be 
accomplished using the same rig. The operator estimates that the drilling (both stages) would 
require about two months if it were carried out continuously, with the first stage requiring about 
two weeks. According to the Prospective Resources Report received by the Partnerships, the 
likelihood of the presence of gas in the Dolphin 1 drilling is about 73%. 

On August 30, 2011 the Partnerships decided to approve in principle carrying out the exploratory 
Tanin 1 Drilling in the Alon license area, which is a maritime drilling located about 120 km north 
west of the coast at Haifa. A final date has not yet been set for the drilling. The date and manner 
for carrying out the drilling will be decided in accordance with the availability of a suitable offshore 
drill rig. According to the Prospective Resources Report received by the Partnerships, the 
likelihood of the presence of natural gas in the "Tanin1" drilling is about 62%. 

The total cost of each of the "Dolphin 1" and "Tanin 1" drillings is expected to be about USD 51 
million and USD 50 million (100%) respectively. It is expected to be carried in out in stages. The 
share of each of the Partnerships in this budget is 24.579%. 

Warning of forward-looking information – The above statement concerning the costs and 
timetables of the planned Tanin 1 Drilling and the Dolphin 1 Drilling is forward-looking information 
based on assessments submitted to the partnerships by Noble. The actual timetables and costs 
could differ from the above assessments and depend, inter alia, on completing the detailed 
planning of the drilling elements, the timetables in the various drillings, changes in the global 
supplier and raw material markets and/or a large number of unforeseeable factors relating to oil 
and gas exploration.  
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G. Referring to Section 1.11.7 in the Periodic Report – on August 21, 2011, the Company 
announced that each of the Limited Partnerships had published an immediate report on an 
agreement amending the transfer agreement signed between Noble Cyprus of the first part,  and 
the general partner in Delek Drilling (in its own name and in the name of Delek Drilling) and the 
general partner in Avner (in its own name and in the name of Avner) of the second part. For 
details, see the Company's immediate report of August 21, 2011 (Ref. 2011-01-247557), the 
content of which is quoted here by way of reference. 

H. Referring to Sections 1.11.8 and 1.11.9 in the Periodic Report – on June 9, 2011, a transaction of the 
subsidiary of Delek Energy – Delek Energy Systems US, Inc. ("Delek Energy US") was closed, for the 
sale of oil and gas assets n the US in consideration of a cash payment of USD 120 million. The 
transaction was closed after Delek Energy US closed a transaction on August 2, 2011 for the sale of 
other, non-material oil and gas assets in Utah, in consideration of USD 1 million.  

With the closing of these latest transaction, almost all of Delek Energy's oil and gas assets in the 
US have been sold. At the date of this report, Delek Energy US still owns assets of non-material 
amounts, which Delek Energy intends to sell as part of its plan to focus on its core business in 
Israel, in view of the Tamar, Dalit and Leviathan natural gas discoveries. 

I. Referring to Section 1.11.11(b) in the Periodic Report – Premier reported, inter alia, on the 
following developments: (1) the development plan for the Chim Sao field is progressing as 
planned, and production from the field is expected in August 2011; (2) Premier is continuing to 
formulate the development plan for the Dua field, which includes its connection to the Chim Sao 
production array. The FEED work (front-end engineering and design) of the development plan for 
Dua was completed in May 2011; (3) Premier reported recently that in one of the development 
drillings in the Chim Sao field, a 20-meter layer of quality sand was discovered, which contains oil 
is a separate structure north-west to the of the Chim Sao field. Premier plans to assess, in an 
additional development drilling in Chim Sao, the size of this oil layer and the ability to produce oil 
from it by connecting it to the Chim Sao production array. The results of this development drilling 
are expected in October 2011. 

As reported, the sale agreement signed by Delek Vietnam and Premier in July 2009 entitles 
Delek Energy to USD 7million after one year of commercial production from any other field in 
Block 12W (excluding the Chim Sao and Dua fields), if such production occurs. At this stage, 
according to premier's announcement, it is too early to assess all the information about the 
discovery of the above oil layer, including its size and significance, and therefore its implications, 
if any for the aforementioned agreement.  

J. Referring to Section 1.11.11(b)(4) in the Periodic Report – Delek Energy reached a settlement 
agreement with representatives of KSF, whereby Delek Energy would pay AUD 3 million, against 
the guarantee it provided for KSF in respect of the CFD contract. The settlement amount was 
paid in July 2011.  

K. Referring to Section 1.11.10B in the Periodic Report – the market value of Matra has declined 
recently, and just prior to the date of this report is approximately GBP 10.5 million, where Delek 
Energy's part amounts to approximately GBP 3 million. In August 2011, Matra reported to Delek 
Energy on a number of developments: 

1) Concerning an accumulation of wax in the pipes of Arkhangelovskoe 12 and increasing 
water production from the drilling, and temporary shut-down of production for a workover 
so as to ascertain the source of the water produced with the oil in the drilling, and for 
planning suitable workovers to reduce the quantity of water produced. 

2) In the Arkhangelovskoe 13 drilling, Matra as succeeded in producing oil without water. 
After reviewing the production data using temporary production equipment, it was 
determined that by installing suitable equipment, it will be possible to produce 100 barrels 
of oil per day. Matra estimates that such production could be economically viable. A 
decision on the installation of suitable production equipment will be made after receipt of 
the results of work in the Arkhangelovskoe 12 drilling referred to above. 

3) Matra also noted that before starting on an overall development plan for the Sokolovskoe 
field, regular commercial production from the existing drillings should be assured, and a 3D 
seismic survey should be carried out of the entire structure (t a cost of about USD 2 
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million), as well as an additional drilling (Arkhangelovskoe 14) at a cost of about USD 5 
million, in order to corroborate the geological model of the oilfield.  

L. Referring to Section 1.11.15(a) in the Periodic Report – the partners in the Yam Tethys And 
Tamar projects are working to sell natural gas to potential consumers beyond existing customers 
and to increase the quantities to existing consumers, and they are at various stages of 
negotiation with potential customers, who include Israel Electric Corporation ("IEC"), with which 
negotiations have recently made considerable progress and the parties are now working on a 
long-term agreement for the sale of natural gas. Nevertheless, it is noted that the parties to these 
negotiations have not yet reached agreements on significant commercial topics in the agreement.  

It is clarified that it is far from certain that the above remarks on negotiations with potential 
customers, including IEC, will mature to the signing of binding contracts for the sale of natural 
gas.  

M. Referring to Section 1.11.24 in the Periodic Report –  

1) On June 7, 2011, a non-recourse loan agreement for USD 240 million was signed by the 
Israeli partners in the Yam Tethys project (Delek Drilling, Avner Oil Exploration and Delek 
Investments) and a consortium of foreign banks headed by Morgan Stanley & Co.. The 
loan will be used to finance the partner's share in the costs of the actions that will be taken 
in their oil rights. 

2) The scope of the participation units encumbered by Delek Energy at the date of publication 
of this reporting respect of bank loans and debentures issued in Israel, is about 55% of the 
total participation units held by Delek Energy in Delek Drilling, and 32% of he participation 
units held by Delek Energy in Avner. 

N. Referring to Section 1.11.31 in the Periodic Report –  

Pipelines: The partnerships are looking into the possibility of exporting natural gas by laying a 
transportation line to various countries, in principle – Turkey, Greece and Cyprus, for supplying 
natural gas to the local markets of those countries, and/or connection to existing and/or planned 
pipelines from those countries to other European countries. It is noted that according to a 
preliminary examination carried out for the partnerships, laying a pipeline to some of those 
countries and by means of them to other countries in Europe, is an extremely complex 
engineering project involving high cost. In addition, the partnerships are considering the 
possibility of exporting natural gas to the Palestinian Authority and neighboring countries to meet 
their natural gas needs. The possibility of exporting natural gas to feed existing liquefaction 
facilities in Egypt is also being considered.  

Liquefaction (LNG): The partnerships are also considering liquefaction of the gas and transporting 
it in liquid state (LNG) in dedicated tankers to various countries where there is demand and the 
infrastructure for importing LNG exists, and to countries which are considering setting up such 
infrastructures. It is noted that total trade in LNG in 2010 was in the region of 300 BCM. The main 
market, which consumed more than half of that quantity, was east Asia (mainly Japan, South 
Korea and Vietnam). Another large market is the European market, led by countries such as 
Spain, Franc and Italy.1 Erection of a conventional liquefaction plant necessitates the allocation of 
land near the shoreline, and involves very considerable costs. Another outline being reviewed by 
the partnerships is a floating LNG facility (FLNG) in the vicinity of the gas field on a dedicated 
vessel. FLNG is an innovative technology still under development and its reliability, costs and 
suitability for the partnerships' projects are not yet certain. It is also noted that the partnerships 
are currently at various stages of negotiation wit various entities with technological capabilities for 
the design, construction, operation and maintenance of FLNG facilities and with potential LNG 
buyers, with the aim of selling gas to a consortium that will set up the FLNG facility. These 
negotiations could mature in the near future to non-binding letters of intent that will enable a 
detailed techno-economic examination of setting up an FLNG facility in the partnerships' projects.  

Warning of forward-looking information – It is clarified that FLNG technology is an innovative one 
that is still being develop, and there is as yet no certainty as to its reliability, costs and suitability 
for the partnerships' projects. It is further clarified that the strategy and goals of the Partnerships 
as described above are general intentions and goals, and as such there is no certainty that they 
will be realized, inter alia, due to changes in the various projects, including the Tamar project, 

                                                      
1  On this, see BP Statistical Review of World Energy, June 2010, at www.bp.com.  
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changes in the market situation, changes and/or limitations in regulations and in the tax laws, 
changes in the order of priorities dictated by drilling results and surveys that will carried out in the 
future, and unforeseen events and the many factors involved in oil and gas exploration.  

O. Referring to Section 1.11.31D in the Periodic Report – the investments required for the operations 
of Delek Energy and the partnerships require them to make significant financial investments and 
to acquire additional know-how and expertise in existing and future areas of operation. Delek 
Energy and the partnerships intend to review and take whatever action is required to raise this 
financing with the means at their disposal, including by way of a rights issue and/or taking bank 
loans and/or issuing debentures, including against a lien on oil and gas assets of the 
partnerships. In addition, Delek Energy and the partnerships are considering the possibility of 
investment of entities in connection with the various assets of the partnerships and joint ventures 
with them so as to enable Delek Energy and the partnerships, inter alia, to maintain their 
leadership in there are of operation and to contribute t their further growth. It is noted that there is 
no certainty that Delek Energy and he partnerships will succeed in their efforts to raise financial 
means as aforesaid, and/or in creating such strategic joint ventures. 

P. The table below shows data for the first and second quarters of 2011 relating to the Marie B gas 
field in the Yam Tethys project:2 

 1-3/2011 4-6/2011 

Total output in the period (in MMCF) 9,550 12,095 

Average price per output unit (attributable to the Company's 
share) (in USD thousands per MMCF) 

4.19 4.82 

Average royalties (each payment derived from 
the output of the producing asset, including 
the gross income from the oil asset) paid per 
output unit (attributable to the Company's 
share) (in USD thousands per MMCF)  

The State 0.48 0.55 

Third parties 0.09 0.10 

Related parties 0.24 0.28 

Receipts in respect of average royalties (each payment derived 
from the output of the producing asset, including the gross 
income from the oil asset) received per output unit (attributable 
to the Company's share) (in USD thousands per MMCF) 

0.35 0.40 

Average production costs per output unit (attributable to the 
Company's share) (in USD thousands per MMCF) 

0.25 0.22 

Average net receipts per output unit (attributable to the 
Company's share) (in USD thousands per MMCF) 

3.48 4.07 

Oil and gas profits levy (attributable to the Company's share) (in 
USD thousands per MMCF) 

- 0.27 

Average net receipts per output unit after oil and gas profits levy 
(attributable to the Company's share) (in USD thousands per 
MMCF) 

3.48 3.80 

Depletion rate in the reporting period in relation to total quantities 
of gas in the reservoir (%) 

8.5 10.7 

 

6. Insurance and finance in Israel  

Referring to Section 1.12.2(c)(5) in the Periodic Report – On June 29, 2011, the board of directors of 
The Phoenix resolved to buy back shares of The Phoenix in consideration of approximately NIS 9 
million. Accordingly, The Phoenix bought back shares in a total amount of NIS 8,857,000. 

7. Matters relating to the activities of the Compan y as a whole  

Human Capital  

                                                      
2  According to the Company's weighted effective share. 



A-7 

 

Referring to Section 1.17.3 in the Periodic Report  and to Regulation 21 in Chapter D of the Periodic 
Report: 

A. On May 30, 2011, the Board of Directors of the Company resolved, after the approval of the Audit 
Committee at its meting on May 23, 2011, to approve a bonus for the CEO of the Company. For 
more details, see the Company's immediate report of May 31, 2011 (Ref. 2011-01-169344), 
which is quoted here by way of reference. 

B. On July 10, 2011, after receipt of the approval of the Board of Directors on May 30, 2011 and of 
the Audit Committee on May 23, 2011, the general meting of the Company approved payment of 
a bonus to the Chairman of the Board of the Company in respect of 2010. For more details, see 
the Company's immediate report of May 31, 2011, the amending immediate report of July 4, 2011 
and the immediate report of July 11, 2011 (Refs. 2011-01 171450, 2011-01 201804 and 2011-01 
209067, respectively), which are quoted here by way of reference.  

C. On July 17, 2011, the Board of Directors of the Company approved, after approval by the Audit 
Committee on July 11, 2011, grant of a loan from the Company to the CFO of the Company ("the 
Officer"), or alternatively – at the discretion of the Officer, provision of the Company's guarantee 
for a loan the Officer would receive from a bank, all for the purpose of purchasing securities of the 
Company and/or of companies held by the Company alone. For more details, see the Company's 
immediate report of July 18, 2011 (Ref. 2011-01-215298), which is quoted here by way of 
reference.  

Finance  

Referring to Section 1.18.4 in the Periodic Report – on July 18, 2011, Midroog re-announced a rating 
of A1 for debentures issued by the Company and for debentures that the Company intends to issue, 
and a change of outlook from stable to negative. On July 24, 2011, Midroog confirmed the A1 rating 
with negative outlook for the Debentures (Series 15) and Debentures (Series 18) that the Company 
intends to issue, of up to NIS 701 million par value by way of expansion of existing series, as noted in 
Section 2 of this report.  

Risk factors  

Referring to Section 1.26.15 in the Periodic Report concerning the Committee for Increasing 
Competition in the Economy – to the best of the Company's knowledge the Committee intends to 
publish a draft of its recommendations in September 2011, and after a hearing of the responses of 
entities in the economy, to publish the final report of its recommendations in November 2011. As noted 
in Section 1.26.15 of the Periodic Report, taking regulatory steps such as imposing limitations on the 
holding of means of control in financial corporations and in non-financial corporations by the same 
entity, and imposing limitations on control in a public company by means of a pyramid structure of 
holdings (including by means of taxation of activities undertaken within the business group), if any, 
could impact materially on the Company.  

 

 

   

  Delek Group Ltd. 
Date:  August 31, 2011 
Names and titles of signatories: 
Gaby Last, Chairman of the Board 
Assi Bartfeld, CEO 
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 August 31, 2011 

Delek Group Ltd. 
 

Directors' report on the state of the Company's aff airs  

For the six months ended June 30, 2011  

The Board of Directors of the Delek Group Ltd. ("the Company"), hereby presents the Company's Directors' 
Report for the six months ended June 30, 2011. 

A. The Board's Explanations for the State of the Co mpany's Affairs  

1. Description of the Company and its business environ ment  

The Group is a holdings and management company which controls a large number of corporations 
(the Company and the companies under its control are hereinafter referred to as "the Group" or "the 
Delek Group") with a range of investments in Israel and overseas in the fields of fuels and energy, 
finance and insurance, automobiles, infrastructure, desalination, and others.  

The Company's financial data and its operating results are affected by the financial data and operating 
results of its investee companies, and by its sale or acquisition of holdings. The Company's cash flow 
is affected, inter alia, by dividends and management fees received from its investees, by receipts 
originating from the disposal of its holdings therein, by its ability to raise foreign financing which 
depends, inter alia, on the value of its holdings, and by investments made by the Group and the 
dividends it distributes to its shareholders.  

2. Principal operations  

A) On January 24, 2011, the Group completed the acquisition of Delek Belron International Ltd.'s 
(a wholly-owned subsidiary of Delek Real Estate) ("Delek Belron") holdings in the companies 
holding Roadchef. It is noted that Delek Belron held a 75% interest in Roadchef, while Delek 
Petroleum held a 25% interest in Roadchef. Upon the transaction's completion, the Group 
(through Delek Petroleum), holds 100% of Roadchef. The consideration for the transaction 
totaled GBP 86.25 million1 (approximately NIS 497 million), which reflects a value of GBP 115 
million (approximately NIS 663 million) for Roadchef. Payment of the consideration was offset 
against Delek Real Estate's debt to the Company, and paid in cash. For more information, see 
Note 3E to the financial statements. 

B) In the reporting period, the Group sold its shares in Noble in consideration for NIS 1,634 
million. The Company's pre-tax profit on this sale amounted to NIS 348 million.  

C) On April 29, 2011, the Group completed a transaction whereby Delek US acquired 53.7% of 
the share capital of Lion Oil Company ("Lion"). After completion of this transaction, Delek US 
holds 88.3% of Lion's share capital. For more information, see Note 3B to the financial 
statements. 

D) In Q2/2011, the Group recognized expenses for the Leviathan 2 drilling project, where drilling 
was stopped before arriving at the target layer, due to a failure which led to the abandonment 
of the drill site. Total expenses recognized for the drilling site amounted to NIS 40 million. 

E) In Q2/2011, the Group recognized expenses of USD 30 million, after tax, due to damage 
caused by severe weather conditions in those states where Republic operates, including 
tornados (mainly in the southern US), and additional damages from fires (mainly in Texas). 

                                                      
1  In this translation of the Board of Directors' Report, all amounts should be understood by the reader to be rounded 

to the nearest million or thousand, as the case may be. 
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F) Post-balance sheet, in July 2011, Delek Petroleum issued a complete purchase offer for 
acquiring from the other holders of shares in Delek Israel ( "the Shares"), all their share 
holdings at a price of NIS 101 per share. On August 4, 2011, Delek Petroleum announced the 
results of this purchase offer, whereby Delek Petroleum acquired from those offerees who 
notified of their acceptance of the offer, a total of 1,099,699 ordinary shares in Delek Israel. 
These shares constitute 9.69% of Delek Israel's issued and paid-up capital and voting rights. 
Following this purchase, Delek Petroleum's interests total 9,861,473 ordinary shares, 
constituting a total of 86.90% of Delek Israel's issued and paid-up capital and voting rights. 
Consideration for the purchase totaled NIS 111 million. 

G) In May 2011, the Company declared a dividend of NIS 105 million for its results in the first 
quarter of 2011. This dividend was distributed in June 2011.  Post-balance sheet, the Company 
declared a dividend of NIS 100 million for its results in the second quarter of 2011. 

3. Results of operations  

A) Contribution to net profit (attributable to owners of the parent) from principal operations (NIS 
millions): 

 1-3/11 4-6/11 1-6/11  1-3/10 4-6/10 1-6/10 2010 

Oil and gas exploration and production 
operations (1) 79 18 97 30 22 52 64 

Fuel operations in the US (2) 64 151 215 (42) 40 (2) (213) 

Fuel operations in Europe (3) (5) 7 2 14 55 69 69 

Fuel operations in Israel 12 6 18 24 10 34 48 

Motorway service area operations in the 
UK (22) 1 (21) - - - - 

Insurance and finance operations (4) 75 (68) 7 95 27 122 188 

Automotive operations (5) 32 16 48 94 36 130 195 

Capital gains and others (5)(6) (25) (30) (55) (10) (126) (136) 1,350 

Profit attributable to equity holders of the 
parent 210 101 311 205 64 269 1,701 

 
(1) Includes NIS 89 million in profit on the disposal of assets from Delek Energy's operations in the US in 

the first quarter, as well as expenses of NIS 40 million recognized in the second quarter for the 
Leviathan 2 drilling site, where drilling was stopped before arriving at the target layer due to a failure 
which led to the abandonment of the drill site - see also Note 5 to the financial statements.   

(2) In Q2/2011, Delek US recorded gains of USD 9 million (approximately NIS 31 million) in its income 
statement on the difference between the value of its investment in Lion's shares in Delek US's financial 
statements prior to its acquisition of Lion, and the fair value of this investment in Lion upon Delek US 
assuming control of the investee. These gains were classified under 'Finance income'. See also Note 3 to 
the financial statements.  In 2010 - includes impairment of the investment in Lion to the amount of NIS 154 
million. 

(3) In Q2/2011, includes pre-tax expenses of NIS 25 million for adjustments to options granted to two 
officers in Delek Europe. 

(4) In Q2/2011, includes expenses of USD 30 million, after tax, due to damage caused by severe weather 
conditions in those states where Republic operates, including tornados (mainly in the southern US), 
and additional damages from fires (mainly in Texas). 

(5) On October 20, 2010, the Company completed a transaction for selling 22% of its holdings in Delek 
Automotive's shares. Following this transaction, Mr. Gil Agmon holds approximately 38% of Delek 
Automotive's share capital, while Delek Investments holds approximately 33% of Delek Automotive's 
share capital. As of this date, Delek Investments no longer has exclusive control over Delek 
Automotive, and so Delek Investments no longer consolidates Delek Automotive in its financial 
statements, and presents its remaining investment as per the equity method. Furthermore, in 2010, 
capital gains of NIS 1,800 million were recognized for this transaction. 

(6) Included in this item are non-attributed financing expenses, tax expenses and results of other operations in 
respect of infrastructure and investments. Furthermore, in Q1/2011 and Q2/2011, this item includes pre-tax 
gains of NIS 177 million and NIS 171 million, respectively, on the sale of shares in Noble. 
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B) Revenues from continuing operations 

The Group's revenues in the reporting period amounted to NIS 27 billion, compared with NIS 19 
billion in the corresponding period of 2010, an increase of NIS 3 billion, as detailed in the 
following table (in NIS millions): 

 1-6/11 1-6/10 4-6/11 4-6/10  2010 

Fuel operations in Europe 7,900 4,046 *) 3,455 1,679 *) 11,367 *) 
Fuel operations in Israel 3,071 2,466 1,618 1,293 5,136 
Fuel operations in the US 10,478 7,111 6,362 3,777 14,019 
Automotive operations ***) - 2,294 - 1,203 3,363 
Oil and gas exploration and production 

operations 323 239 177 139 556 
Insurance and finance operations in Israel 

**) 3,733 3,784 1,542 1,390 9,717 
Overseas insurance operations **) 693 653 349 330 1,364 
Other segments including adjustments 

***) 949 (1,943) 523 (1,023) (2,718) 
Total revenues  27,147 18,650 14,026 8,788 42,804 

*) Re-stated 

**) Represents insurance premiums on self-retention in life insurance and general insurance. 

***) Adjustments include, inter alia, automotive revenues classified in the income statements as 
discontinued operations in Q1/2010 and in 2010 until cessation of Delek Automotive's consolidation. 

Revenues were up mainly due to an increase in the number of barrels sold by the refinery in 
Tyler, Texas. Revenues were also positively influenced by rising fuel prices, which affected the 
refinery's revenues and gas station operations in the US, Europe, and Israel. Furthermore, new 
operations also contributed in driving revenues up: Delek France's operations, which 
commenced in Q4/2010, contributed revenues of NIS 2,402 million in the reporting period, while 
Lion's operations, which began in Q2/2011, contributed revenues of NIS 1,762 million in the 
reporting period. See also Note 8 to the financial statements - Information Regarding Operating 
Segments. 

C) Operating profit 

 1-6/11 1-6/10 4-6/11 4-6/10  2010 

Fuel operations in Europe (1) 81 98 58 69 190 

Fuel operations in Israel 90 101 41 50 189 

Fuel operations in the US 513 79 356 123 62 

Automotive operations (2) 71 332 31 175 480 

Oil and gas exploration and production 
operations (3) 285 175 90 107 268 

Insurance and finance operations in Israel 366 370 163 198 647 

Overseas insurance operations (4) (104) 45 (125) 8 65 

Other segments including adjustments (77) (414) 14 (224) (676) 

Operating profit 1,225 786 626 506 1,225 

 

(1)In Q2/2011, includes pre-tax expenses of NIS 30 million for adjustments to options granted to two 
officers in Delek Europe. 

(2)Starting Q4/2010, when the Group lost control of Delek Automotive, the Group presents its share 
in Delek Automotive's operating profit - see also Note 3 to the financial statements. 

(3) This item includes profits of NIS 89 million recognized in the first quarter of the year on the 
disposal of assets from Delek Energy's operations in the US, as well as pre-tax expenses of NIS 50 
million recognized in the second quarter of the year for the Leviathan 2 drilling site, where drilling 
was stopped before arriving at the target layer due to a failure which led to the abandonment of the 
drill site - see also Note 5 to the financial statements.   
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(4)In Q2/2011, includes expenses of USD 43 million, due to damage caused by severe weather 
conditions in those states where Republic operates, including tornados (mainly in the southern US), 
and additional damages from fires (mainly in Texas). 

For analysis of operating profit for the various segments, see below. 

D) Finance expenses 

The Group's finance expenses in the reporting period amounted to NIS 997 million, as 
compared to finance expenses of NIS 645 million in the same period last year. 

This increase was due mainly to changes in the Israeli CPI, which went up 2.2% in the first half 
of the year, as compared to an increase of 0.4% in the same period last year. 

Furthermore, the average balance of the Group's financial liabilities in the reporting period 
amounted to NIS 22 billion, as compared to an average balance of NIS 20 billion in the 
corresponding period of the previous year, which effected an increase in finance expenses.  

E) Finance income 

The Group's finance income in the reporting period amounted to NIS 427 million, as compared 
to net finance expenses of NIS 191 million in the same period last year. 

This increase is due mainly to NIS 348 million in profit from the sale of Noble shares in the 
reporting period. 

F) The Group's share in the profits of associate companies and partnerships, net 

The following table details the Group's share in the results of its principal associates: 

 1-6/11 1-6/10 4-6/11 4-6/10  2010 

Delek Automotive *) 48 - 17 - 10 

Avner 32 46 40 27 80 

IDE 56 27 39 4 61 

Roadchef **) - (14) - (6) (44) 

The Phoenix associates (11) 23 (49) (4) 48 

Other ***) (42) 1 (48) (7) 1 

Total 83 83 (1) 14 156 

 
*)   Starting Q4/2010, when the Group lost control of Delek Automotive, the Group presents its 

investment in Delek Automotive as per the equity method - see also Note 3 to the financial 
statements. 

**)  Starting Q1/2011, Roadchef is no longer considered an associate, but rather a consolidated 
company. See also Note 3 to the financial statements. 

***) In the reporting period, this item includes equity losses and provisions for impairment of an 
investment in Delek Real Estate to the amount of NIS 45 million. See also Note 3 to the financial 
statements. 
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G) The table below shows principal data from the Company's consolidated income statements (in 
NIS millions): 

 1-6/11 1-6/10 4-6/11 4-6/10  2010 

      Revenues 27,147 18,650 (*) 14,026 8,788 (*) 42,804 (*)

Cost of revenues 23,082 15,433 (*) 11,884 7,093 (*) 36,217 (*)

Gross profit 4,065 3,217 2,142 1,695 6,587 

      Sales, marketing and gas station 
operating expenses 1,969 1,675 1,006 842 3,502 

General and administrative expenses 954 793 508 397 1,772 
Other income (expenses), net 83 37 - 50 (88) 
Operating profit 1,225 786 628 506 1,225 
      Finance income 427 191 199 35 271 
Finance expenses (997) (645) (529) (376) (1,655) 
Profit (loss) after financing 655 332 298 165 (159) 
      Loss from disposal of investments in 
investees and others, net 2 - 1 - 4 

Group's equity in earnings (losses) of 
associate companies and partnerships, 
net 

83 83 (1) 14 156 

Profit (loss) before income tax 736 415 296 179 (7) 
      Income tax 223 141 94 85 178 
Profit (loss) from continuing operations 513 274 202 94 (185) 
Profit from discontinued operations - 220 - 56 2,139 
Net profit 513 494 202 150 1,954 
      Attributable to -      

Equity holders of the parent 311 269 101 64 1,701 

Non-controlling interests 202 225 101 86 253 

 513 494 202 150 1,954 

(*) Re-stated 
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H) Movement in comprehensive income (loss) (in NIS millions): 

  1-6/11 1-6/10 4-6/11 4-6/10  2010 

Net profit 513 494 202 150 1,954 

Other comprehensive income (loss):      

Gain (loss) from available-for-sale 
financial assets, net 

(700) (12) (715) (112) 388 

Transfer to profit or loss from disposal of 
available-for-sale financial assets 375 (48) 490 (2) (42) 

Gain (loss) from cash flow hedges, net 10 (24) (10) (12) (5) 

Exchange differences on translation of 
foreign operations 

(117) (25) (110) 108 (381) 

Transfer to profit or loss of adjustments 
from translation of foreign operations 

21 - - - - 

Group's equity in other comprehensive 
income (loss) of associates, net (31) 8 3 36 (85) 

Other comprehensive income (loss) from 
continuing operations (441) (101) (341) 18 (125) 

Other comprehensive loss from 
discontinued operations 

- - - 1 (2) 

Amounts released following loss of control - - - 1 (27) 

Total other comprehensive income (loss) (441) (101) (341) 19 (154) 

Total comprehensive income (loss) 72 393 (139) 169 1,800 

Attributable to:      

Equity holders of the parent (51) 111 (207) 23 1,586 

Non-controlling interests 123 282 68 146 214 

 72 393 (139) 169 1,800 

4. Financial Position  

The Group's total assets as of June 30, 2011, amoun ted to NIS 96 billion, compared with NIS 92 
billion as of December 31, 2010.   

Below is a description of the principal changes in assets and liabilities as of June 30, 2011, 
compared with December 31, 2010:  

Cash and cash equivalents and short-term investment s    

The Group has cash and short-term investment balances of NIS 4.2 billion, consisting mainly of 
balances of NIS 0.7 billion in the headquarters companies, NIS 0.9 billion in Delek Europe, NIS 0.8 
billion in The Phoenix, NIS 0.7 billion in Delek Energy, and NIS 0.3 billion in Republic.  

Total current assets     

The Group's total current assets (excluding assets held for sale) as of June 30, 2011, amounted to 
NIS 37.2 billion, compared with NIS 33.4 billion as of December 31, 2010. This change was mainly 
due to an increase in the ETF and short-term investments item in insurance companies, and to Lion's 
consolidation starting Q2/2011. 

Total non-current assets     

The Group's total non-current assets as of June 30, 2011, amounted to NIS 58.9 billion, as compared 
to NIS 58.5 billion as of December 31, 2010, an increase of NIS 0.6 billion. This increase is primarily 
due to initial consolidation of Roadchef in Q1/2011, which contributed mainly to property, plant and 
equipment (NIS 347 million), goodwill (NIS 772 million), and intangible assets (NIS 709 million). Total 
non-current assets were also favorably influenced by Lion's consolidation in the second quarter of 
2011, which contributed mainly to property, plant and equipment (NIS 958 million). This increase was 
partially offset by the sale of Noble shares in the first half of 2011. 
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Balance of short- and long-term financial liabiliti es     

Total financial liabilities (to banks, others and debenture holders) as of June 30, 2011, amounted to 
NIS 21.8 billion, compared with NIS 20.7 billion as of December 31, 2010. This increase is mainly 
attributable to Roadchef's initial consolidation in Q1/2011, which contributed NIS 1,004 million.  

Contingent claims     

In their review, the Company's auditors draw attention to legal actions brought against investees. For 
details, see Note 7 to the financial statements. 

Additional information     

For additional information regarding repayments of principal and interest on the debts of headquarter 
companies, see Appendix A to the Board of Directors' Report. 

5. Sources of Finance and Liquidity  

The net financial debt of the Company and the headq uarters companies as of June 30, 2011: 2  

 NIS millions 

Liabilities  

  

Debentures  (8,057) 

Loans from banks (525) 

Loans from consolidated companies (285) 

Other (112) 

Total liabilities  (8,979) 

  

Assets  

  

Cash  424 

Financial investments   1,180 

Loans to investees   1,427 

Dormant shares 282 

Other 11 

Total assets 3,324 

  

Net financial liability - headquarters companies (5,655) 

 

Debt raising:  

Post-balance sheet, in July 2011, the Company completed a NIS 467 million expansion of existing 
debenture series. For more information and details concerning this debenture raising round, see Note 
5 to the financial statements. 

Projected cash flows for the Company and its wholly -owned headquarters companies 1  

Following on the Israel Securities Authority's publication of August 17, 2011, although the Company 
does not fall under the corporate warning signs requirements prescribed in the Securities Regulations 
(Periodic and Immediate Reports), 1970, the Company hereby presents its projected cash flows 
report. This report details the Company's liabilities, and the financial sources through which the 
Company expects to settle the said liabilities.  The report covers the 12 month period ending June 30, 
2012. 

Projected cash flows, the data included therein, and the underlying assumptions and assessments 
include forward-looking information, as defined in the Securities Law. This forward-looking information 

                                                      
2  Headquarters companies: Delek Group, Delek Investments, Delek Petroleum, Delek Finance US Inc., Delek 

Infrastructures, Delek Europe Israel, and Delek Hungary. 
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is based on the Company's assessments concerning the results of operations and dividend 
distributions in investees, credit policies and terms instituted by banks, and the ability to recycle debt 
through debentures, and the amounts due on the Company's debentures and loans as well as the 
date of such payments. These assessments, or any of them, may fail to materialize, or may 
materialize in a manner that is materially different than expected. The main factors which are liable to 
influence the above are: unexpected changes in dividend inflows from investees, significant changes 
in the availability of funding from banks and from the capital market or in the terms of such funding, a 
deterioration in the financial or commercial position of any of the Group companies, material changes 
in the value of the Company's marketable interests in its investees and the materialization of any of 
the Company's risks as specified in the Company's 2010 periodic report. 

 For the 12 month 
period ended June 

30, 2012 

 NIS millions 

  

Liquid assets - opening balance 1,604 

  

Cash flows for ongoing operations  

Interest, management fees, royalties and current expenses, net (410) 

Dividends from investees 150 

  

Net cash used in ongoing operations (260) 

  

Cash flows for investment operations  

Investment in investees (210) 

Receipts on principals from loans to investees 95 

  

Net cash used in investment operations (115) 

  

Cash flows for finance operations  

Debenture issue (completed in July 2011) 467 

Principal payments on debentures and bank loans (628) 

Dividend (100) 

  

Net cash used in finance operations (261) 

  

  

Liquid assets - closing balance 968 
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6. Analysis of Operations by Segment  

A. Fuel operations in the US 

Delek US results as included in the Company's consolidated financial statements: 

 1-6/11 1-6/10 4-6/11 4-6/10  2010 

 Total Total Total Total  Total 

 NIS millions  NIS millions  NIS millions  NIS millions   NIS millions  

Revenues 10,479 7,111 6,362 3,777  14,019 

Results of operations (excluding depreciation and 
general and administrative expenses) 789 307 511 242  505 

Depreciation expenses 117 115 63 61  228 

General and administrative expenses 152 113 86 56  217 

Operating profit 513 80 357 123  58 

Finance expenses, net 47 66 20 33  357 

Net profit (loss) attributable to owners of the parent 318 (1) 229 56  (290) 

 

Additional operational data: 

   1-6/11 1-6/10 4-6/11 4-6/10  2010 

Refining operations:        
 Contribution to results of operations (NIS 

millions) 660 162 435 147  214 
        
Tyler refinery Operational days 181 181 91 91  365 
Tyler refinery Average daily barrel sales 59,205 56,316 60,140 59,161  53,360 
Tyler refinery Average barrel price in the period (USD 98.42 78.36 102.54 78.12  79.5 
Tyler refinery Average refining margine (USD/barrel) 

 18.39 7.13 20.75 8.41  7.00 
Tyler refinery Direct production costs (USD/barrel) 5.59 4.74 5.60 4.39  5.21 
        
El Dorado refinery Operational days 63 - 63 -  - 
El Dorado refinery Average daily barrel sales 67,822 - 67,822 -  - 
El Dorado refinery Average barrel price in the period (USD 98.42 - 98.42 -  - 
El Dorado refinery Average refining margine (USD/barrel) 

 10.9 - 10.9 -  - 
El Dorado refinery Direct production costs (USD/barrel) 4.46 - 4.46 -  - 
        
Marketing operations:        

 Contribution to results of operations (NIS 
millions) 47 47 18 25  95 

 Average daily barrel sales 15,244 14,476 15,946 14,652  14,354 
        
Gas station 
operations: 

 
      

 Contribution to results of operations (NIS 
millions) 82 98 58 70  196 

 Average no. of stations during the period 403 435 397 430  428 
 Station turnover (thousands of gallons) 199,431 212,113 103,028 109,116  423,509 
 Margin per gallon (USD) 0.157 0.158 0.186 0.186  0.161 

 

The Group's direct and indirect holdings in Delek US as of the balance sheet date total 68.3%. Delek 
US is a listed company in the US. 
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Analysis of the results of fuel operations in the U S 

Revenues  

Revenues for the first half of 2011 totaled NIS 10,479 million, as compared to NIS 7,111 million in the 
same period last year. This increase is attributable to the initial consolidation of the El Dorado refinery 
in Q2/2011, an increase in the average daily barrels sold in the Tyler refinery, and due to rising fuel 
prices which affected sales in both refining and marketing operations and in gas station operations. 

Operating profit (before depreciation and administr ative expenses)  

Operating profit for the first half of 2011 totaled NIS 789 million, as compared to NIS 307 million in the 
same period last year.  

This improvement in operating profit was mainly due to initial consolidation of the El Dorado refinery in 
Q2/2011, which contributed USD 38.4 million to the Group's results, and a sharp increase in refining 
margins in the Gulf Coast region (as indicated in the above table) which was accompanied by 
increased demand in the region. Furthermore, the Tyler refinery, which is fed mainly with West Texas 
Intermediate (WTI), continued benefiting from lower oil prices as compared to similar oil types. 

Additional information  

It is noted that there are a number of differences between the financial results of Delek US according 
to US GAAP as published, and their inclusion in the financial statements according to IFRSs applied in 
Israel. The principle difference stems from a different accounting policy for inventory - in the US, the 
cost of inventory is determined according to LIFO, whereas the Company has adopted the average 
method in its IFRS-based accounting. 

For more information about Delek US' operations and the completion of an acquisition of a 53% 
interest in Lion, see Note 3 to the financial statements. 

B. Fuel operations in Israel 

Data from the financial statements of Delek Israel: 

 1-6/11 1-6/10 4-6/11 4-6/10  2010 

 Total  Total  Total  Total   Total  

 NIS millions  NIS millions  NIS millions  NIS millions   NIS millions  

Revenues 3,075 2,466 1,622 1,293 5,136 

Gross profit 397 374 195 189 775 

Operating profit 90 121 40 51 188 

EBITDA from continuing operations 132 131 61 61 290 

Finance expenses, net 57 57 30 28 93 

Delek Israel's equity in results of associates (3) 9 (1) 8 (8) 

Net profit  20 55 6 22 60 

Attributable to:      

Equity holders of the parent 19 53 6 21 56 

Non-controlling interests 1 2 - 1 4 

 20 55 6 22 60 

 

As of the balance sheet date, the Group maintained a 77.2% interest in Delek Israel (Delek Israel is a 
public company whose statements are available to the public). For information concerning a purchase 
offer for shares in Delek Israel, see above. 

Revenues  

Revenues for the first half of 2011 totaled NIS 3,075 million, as compared to NIS 2,466 million in the 
same period last year, an increase of 25%.  Revenues in Q2/2011 totaled NIS 1,622 million, as 
compared to NIS 1,293 million in the same quarter last year, an increase of 25%. Year-on-year, net 
sales in the first six months of 2011 increased by NIS 609 million, mainly due to an increase in the 
average fuel prices in the reporting period as compared to the same period last year, and a real 
quantitative increase in direct marketing sales. 
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Gross profit  

Gross profit for the first half of 2011 totaled NIS 397 million, as compared to NIS 374 million in the 
same period last year, an increase of 6%. Gross profit in Q2/2011 totaled NIS 195 million, as 
compared to NIS 189 million in the same quarter last year, an increase of 4%. 

In the reporting period and in Q2/2011, gross profit was up by NIS 23 million and NIS 6 million, as 
compared to the same periods last year, respectively. This increase was due, inter alia, to a transition 
to Company-operated stations, increased sales turnover in convenience stores (gross profit in 
convenience stores in the first half and second quarter of 2011 totaled NIS 40 million and NIS 22 
million, respectively, as compared to NIS 33 million and NIS 18 million in the same periods last year, 
respectively), sales growth in the direct marketing segment following acquisition of new fuel marketing 
operations in Q3/2010, and an increase in inventory gains over last year (a year-on-year increase of 
NIS 17 million and NIS 2 million in the first half and second quarter, respectively). However, these 
increases were offset by lower profitability in industrial operations, by the sale of a consolidated 
company at the start of 2011, and by lower retail margins in the gas station segment. 

Sales, gas station operation and general and admini strative expenses  

In the first six months of 2011, these expenses amounted to NIS 308 million, compared with NIS 273 
million in the same period last year, an increase of 13%. In Q2/2011, these expenses amounted to NIS 
154 million, compared with NIS 137 million in the same quarter last year, an increase of 12%. In 
Q2/2011, Delek Israel recorded one-time income of NIS 8 million from the cancellation of a provision 
for expenses for an options benefit to Delek Israel's former CEO. After adjusting for this one-time 
income, sales and general and administrative expenses grew by NIS 27 million and NIS 9 million 
between periods, an increase of 10% and 6%, respectively.  

Most of the increase in these expenses is attributable to an increase in gas station operating expenses 
as a result of new stations being opened and the transition to gas stations being operated by Delek 
Israel; increased clearing fees charged by credit card companies following the increase in interchange 
rates from 0.6% in 2010 to 1.05% in 2011; an increase in depreciation expenses following Delek 
Israel's accelerated development and upgrading of gas station and retail areas; an increase in rental 
fees for new and converted gas stations; increased expenses due to provision for doubtful debts; and 
an increase due to the acquisition of fuel marketing operations in the direct marketing segment, which 
was not included in the corresponding periods last year. The aforesaid increase was offset by 
decreased advertising expenses, streamlining of Delek Israel's headquarters' operations, and a 
decrease in the sales expenses of a consolidated subsidiary sold during the reporting period. 

Operating profit - general  

Operating profit in the first six months of 2011 amounted to NIS 90 million, compared with NIS 121 
million in the same period of last year, a decrease of 26%. After adjusting for NIS 19.5 million in capital 
gains on the sale of Haifa Basic Oils Ltd. in the first half of 2010, and NIS 8 million in income from 
cancelling a provision for options granted to the former CEO, operating period in the corresponding 
period last year amounted to NIS 93 million, for a year-on-year decrease of 4%. Operating profit in 
Q2/2011 amounted to NIS 40 million, compared with NIS 51 million in the same quarter last year, a 
decrease of 22%. After adjusting for income from cancelling a provision for options granted to the 
former CEO, operating profit in Q2/2011 amounted to NIS 43 million, for a year-on-year decrease of 
6%. 

Finance expenses, net  

Net finance expenses in the first six months of 2011 amounted to NIS 57 million, similar to net finance 
expenses in the same period last year. Net finance expenses in Q2/2011 amounted to NIS 30 million, 
compared with NIS 28 million in the corresponding quarter last year.  

The Israeli CPI was up 2.15% in the first half of 2011, as compared to an increase of 0.66% in the 
same period last year. In Q2/2011, the Israeli CPI was up 1.27%, as compared to an increase of 
1.53% in the same quarter last year. Despite the difference in CPI in the first six months of the year, 
and in light of hedges against the majority of CPI-related exposures implemented by Delek Israel in 
2010, as compared to only partial hedging in the present reporting period, CPI-linkage expenses were 
not materially different in Q2/2011 as compared to the same quarter last year. In addition, a change in 
Delek Israel's loan mix in the present quarter as compared to the corresponding quarter of last year, 
reduced interest expenses, which were offset due to an average increase of 2% in the base interest 
rate and an increase in net loans.  
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Additional information  

On February 15, 2011, the Fuel Administration issued the fuel companies a report ("the Goldberg 
Report") analyzing their retail margins. The fuel companies were requested to submit their written 
response to the Goldberg Report by March 25, 2011. Furthermore, on March 16, 2011, the Fuel 
Administration sent the fuel companies an extensive demand for data for review, to be submitted no 
later than March 25, 2011. As part of these proceedings, the Fuel Administration announced the 
cancellation of the update to the retail margin scheduled for April 1, 2011. It is noted that Delek Israel, 
together with other fuel companies, notified the Fuel Administration that they do not object to its 
suspension of the retail margin updated scheduled for April 1, 2011, so as to allow the Fuel 
Administration to complete its work on this subject, noting that such suspension does not prevent any 
cumulative future update according to changes and developments related to the retail expenses mix. 

Post-balance sheet, on August 1, 2011, Delek Israel received a draft report concerning a hearing on 
the gasoline retail margin in gas stations ("the Draft Hearing Report"), sent by the Ministry of National 
Infrastructures' Fuel Administration. According to the draft hearing report, the Fuel Administration 
recommends, inter alia, to reduce retail margins on 95-octane gasoline in self-service pumps by NIS 
0.22 (including VAT), and in full-service pumps by NIS 0.15 (including VAT). It is noted that the draft 
hearing report includes recommendations on additional matters, such as: recognizing various 
additional costs compared with ORL's ex works price; changes in the refining margin update method; 
changes in the method for updating the full-service cost component; changes in currency exchange 
rates; and a proposal concerning a future supervisory mechanism based on fuel company reporting, 
for limiting price difference between individual and vehicle fleet customers.  

From examining data available to Delek Israel and submitted to the Fuel Administration as part of its 
examination of the retail margin, Delek Israel does not believe there to be room for reducing the retail 
margin. On August 17, 2011, a hearing was held for Delek Israel before the Price Committee, which is 
comprised of representatives from the Ministry of Finance and the Ministry of National Infrastructures. 
In this hearing, Delek Israel presented its position on the draft report. The Price Committee is expected 
to issue its final decisions by the end of August 2011.  

Should the Ministry of Finance and the Ministry of National Infrastructures' inter-ministerial Price 
Committee decide to decrease the retail margin as aforesaid (per liter of 95-octane gasoline), such 
decision would materially damage Delek Israel's business and the results of its operations. It is noted, 
that the extent of such damage will depend on the adopted reduction and the various actions that 
Delek Israel will succeed in implementing so as to moderate the financial implications of such a 
reduction in the retail margin.  

For more information concerning Delek Israel's operations, see Note 3 to the financial statements. 

C. Fuel operations in Europe 

Fuel operations in Europe are managed by the consolidated company Delek Europe BV ("Delek 
Europe), a subsidiary incorporated in the Netherlands and indirectly held through Delek Petroleum 
(80%) and "Delek" The Israel Fuel Corporation Ltd. (20%). Operations include marketing and 
distribution of fuel and oil products, operation of gas stations, operation of a chain of convenience 
stores and bakeries, carwash facilities, and various holdings in terminals. 

On October 1, 2010, Delek Europe completed a transaction for the acquisition of BP's fuel operations 
in France.  

Upon the transaction's completion, Delek Europe operates in four countries in Western Europe. 
Operations in Belgium, the Netherlands, and Luxembourg ("Benelux") are carried out through Delek 
Benelux BV ( "Delek Benelux"), while operations in France are carried out through Delek France BV ( 
"Delek France"). The two companies are wholly-owned subsidiaries of Delek Europe, incorporated in the 
Netherlands. 

For more information concerning the acquisition of operations in France by Delek Europe BV, see 
Note 14 to the 2010 financial statements. 
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Condensed statement of financial position of Delek Europe as of June 30, 2011 and 2010, and 
as of December 31, 2010, as included n the Group's statements (in NIS millions):  

  
  

June 30, 
 2011  

June 30, 
2010 

December 31, 
 2010  

Cash 935 551 680 

Current assets (excluding cash) 1,553 935 1,530 

Investment in investees and long term receivables 114 136 110 

Property, plant and equipment, net 1,845 1,038 1,732 

Other property, net 1,510 1,105 1,477 

Short-term credit and loans 283 215 247 

Current liabilities (excluding short-term credit and loans) 2,193 1,277 1,991 

Long-term loans from banks 1,797 1,334 1,701 

Long-term loans from shareholders 597 84 568 

Other long-term liabilities 430 242 422 

Equity  657 613 600 

 

Data from Delek Europe's income statement as includ ed in the Group's statements (in NIS 
millions):  

 1-6/11 * 1-6/10 ** 4-6/11 * 4-6/10 **  1-12/10 *** 

 NIS millions  NIS millions  NIS millions  NIS millions   NIS millions  

Revenues 7,900 4,046 3,455 1,679 11,367 

Gross profit 950 610 516 323 1,384 

Operating profit (loss)**** 92 102 69 70 183 

Equity in earnings of investee 3 4 1 2 9 

EBITDA 222 179 134 110 367 

Finance expenses (92) (29) (62) (6) (105) 

Net profit **** 2 75 7 59 72 
      

Average exchange rate for translation of 
financial statements (EUR/NIS) 4.94 4.97 4.95 4.81 4.88 

      

EBITDA adjusted for one-time expenses 242 179 154 110 367 

 
* 2011 data includes Delek Benelux and Delek France's results.  

** Data for the first half of 2010 includes only Delek Benelux's results.  

*** 2010 data include Delek France's results starting from Q4. 

**** In Q2/2011, a one-time expense of NIS 20 million, before tax, was recognized for a share-based 
payment to Delek Benelux's retiring CEO. 

Analysis of Delek Europe's results in the reporting  periods:  

Revenues   

Revenues in the reporting period amounted to NIS 7,900 million, compared with NIS 4,889 million in 
the same period last year, an increase of 62%.  

Consolidation of Delek France's results in the reporting period contributed NIS 2,402 million to 
revenues.  

The increase in revenues after adjustment for Delek France's contribution was due to increased fuel 
prices and continued growth in convenience store revenues.  
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Gross profit   

Gross profit in the reporting period amounted to NIS 950 million, compared with NIS 610 million in the 
same period last year, an increase of 56%.  

Consolidation of Delek France's results in the reporting period contributed NIS 320 million to gross 
profit.  

The increase in gross profit after adjustment for Delek France's contribution was due mainly to 
continued growth in convenience store operations. 

Operating profit   

Operating profit in the reporting period, after adjustment for one-time expenses, amounted to NIS 112 
million, compared with NIS 102 million in the same period last year, a decrease of 10%.  

Consolidation of Delek France's results in the reporting period contributed NIS 40 million to operating 
profit.  

The decrease in operating profit after adjustment for Delek France's contribution is due to increased 
operating expenses in Company-operated stations. 

EBITDA 

EBITDA (operating profit adjusted for depreciation, amortization, and non-recurring expenses) in the 
reporting period amounted to NIS 242 million, compared with NIS 179 million in the same period last 
year, an increase of 36%.  

For more information concerning Delek Europe's operations, see Note 3 to the financial statements. 

D. Motorway Service Area Operations in the UK 

Delek Petroleum holds 100% of Delek Motorway Services' ("DMS") shares. DMS holds 100% of the 
shares in a UK company ("MSA") which holds RoadChef Limited. RoadChef Limited holds 29 
motorway service areas in 21 different locations (including a recent acquisition - see below) in the UK, 
operating under the Roadchef brand. This entire group of companies is henceforth referred to as 
Roadchef.  

Until the end of 2010, Delek Petroleum held 25% of the shares in Roadchef, and presented its 
investment as per the equity method. In the first quarter of 2011, Delek Petroleum completed the 
acquisition of 75% of Roadchef's outstanding shares. Consideration for the acquisition totaled GBP 
86.25 million (approximately NIS 497 million), reflecting a value of GBP 115 million for Roadchef.  

From Q1/2011, the Company fully consolidates Roadchef's results in its financial statements (for 
information concerning the completion of the Company's acquisition of Roadchef's shares as 
aforesaid, see Note 3 to the financial statements).  

Data from Roadchef's statements of financial position as June 30, 2011 (in NIS millions): 

  
  

June 30, 
2011 (*) 

Current assets  108 

Property, plant and equipment, net 337 

Other property, net 664 

Goodwill 703 

Short-term credit and loans (149) 

Current liabilities (excluding short-term credit and loans) (186) 

Long-term loans from banks (39) 

Debentures (795) 

Other long-term liabilities (26) 

Reserve for deferred taxes, net (37) 

Shareholder loans (1,264) 

Equity deficit  684 

 
(*) Data include temporary classification of surplus acquisition costs. 
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Data from Roadchef's income statements (excluding exchange differences on shareholder loans) (in 
NIS millions): 

Item 
 

1-6/11 1-6/10 4-6/11 4-6/10 

Revenues 554 566 309 319 
Operating expenses (510) (517) (275) (282) 
Depreciation (29) (47) (13) (24) 
Other expenses (5) - - - 
Operating profit 10 2 21 13 
Finance expenses on bank loans (38) (38) (18) (20) 
Finance expenses to shareholders (1) - (43) - (28) 
Tax benefit (tax expenses) 7 21 (2) 8 
Net profit (loss) (21) (58) 1 (27) 

 
(1) After final acquisition of the Company's holdings in Roadchef at the start of the first quarter, the 

terms of the shareholder loans were amended, and they no longer bear interest. 

During the first six months of 2011, Roadchef continued implementing its operating strategy which 
includes, inter alia, conversion of the traditional Restbite restaurant chain to the Hot Food Company 
fast food chain (both brands are owned and operated by Roadchef); improviement of visitor and 
patron seating areas; laying the groundwork in selected sites for construction and operation of 
McDonald's branches; and improvement of the Costa franchise chain. 

Roadchef has signed a franchise agreement for managing and operating McDonald's branches on its sites. 
As of the end of the first half of 2011, Roadchef completed construction of 8 on-site McDonald's branches. 
By the end of 2011 and at the start of next year, Roadchef plans on opening 2 additional branches. 

Post-balance sheet, Roadchef completed the acquisition of a foreign company which owns 2 
motorway service areas in the UK. This acquisition was completed in consideration for GBP 10.65 
million.  

For more information concerning this acquisition, see Note 3 to the financial statements. 

E. Oil and Gas Exploration and Gas Production Opera tions 

Delek Energy Systems Ltd. ("Delek Energy" or "DES") is a public company in which the Company has 
a 79% interest as of the balance sheet date. 

Operations in Israel are carried out through Delek Drilling Limited Partnership ("Delek Drilling") and 
Avner Oil Exploration Limited Partnership ("Avner") (jointly, "the Partnerships"), which are partners in 
the Yam Tethys project (together with Delek Investments) in the Tamar, Dalit, and Leviathan drillings 
and in other oil rights, mostly off the coast of Israel. 

In the reporting period and subsequent to the balance sheet date, Delek Energy completed the sale of 
oil and gas assets in the US. Upon completion of the last transactions disposing of the Company's oil 
assets in the US, the bulk of Delek Energy's assets in the US have been sold.   

Below are the results of oil and gas exploration and production operations as included in the Group's 
results: 

 1-6/11 1-6/10 4-6/11 4-6/10  2010 

 Total Total Total Total  Total 

 NIS millions  NIS millions  NIS millions  NIS millions   NIS millions  

Revenues 323 241 177 140  558 

Operating profit 147 118 68 68  175 

EBITDA 243 173 110 100  368 

Finance expenses, net 94 65 52 49  147 

Group's equity in results of Avner and other 
associates 

34 39 15 24  82 

Net profit 97 52 18 22  64 

Gas sales in BCM (*) 1.95 1.3 1.09 0.8  3.2 

(*) The data relate to sales of gas by the entire Yam Tethys group, rounded to one tenth of one 
BCM. 
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Analysis of the results of operations in the gas se gment  

Oil and gas exploration in the reporting period yielded profits of NIS 97 million, as compared to NIS 52 
million in the corresponding period last year.  

This increase was due mainly to NIS 89.2 million in gains recorded by Delek Energy US ("DES US") in 
the reporting period on the material disposal of oil and gas assets in the US. Results were also 
influenced by a significant increase in revenues from natural gas sales to IEC.  

This increase in the volume of gas sold to IEC during the reporting period as compared to the same 
period last year, is due mainly to a decrease in natural gas sales by EMG. It is noted, that the supply 
of natural gas to Israel by EMG was partially or fully disrupted several times in recent months, due to 
security and/or political developments in Egypt. Furthermore, information has recently appeared in the 
press that authorities in Egypt intend to re-examine the prices on Egypt's natural gas exports. These 
disruptions in EMG's supply of natural gas have led to the gas partnerships conducting spot sales of 
natural gas to EMG's clients, which required an alternative source for short periods of time. 

It is further noted that prices on the sale of natural gas to IEC have gone up. These transactions are 
carried out pursuant to a memorandum of understanding signed with IEC, and pertaining to the sale of 
additional quantities of natural gas starting July 1, 2009. 

Increased profits were offset by expenses recognized in the reporting period for the Leviathan 2 drilling 
project. Drilling was stopped in the Leviathan 2 site prior to arriving at the target layer, due to a failure 
which led to the abandonment of the drill site. Total expenses recognized for the said drilling totaled 
NIS 40 million in the reporting period. It is noted that the partnerships are covered by a 'Control of 
Well' insurance policy, which covers expenses incurred in regaining control of a well, including re-
drilling, up to a liability limit of USD 200 million (100%) per incident. On August 2, 2011, the limited 
partnerships received a letter from the insurance consultant. In his letter, the insurance consultant 
stated that, according to the information and facts submitted to him, the insurance consultant 
estimates that the limited partnerships will receive payment for covered damages (as defined in the 
policy) in connection with the Leviathan 2 drilling, subject to the terms of the policy and net of a USD 
2.3 million deductible. However, it is noted that a dispute may arise concerning the extent of the 
covered damages and the date of the insurance payment. The above insurance coverage is not yet 
reflected in the financial statements as of June 30, 2011. 

Revenues   

In the reporting period, the segment's revenues from the sale of gas and oil, net of royalties, totaled 
NIS 323 million, compared with NIS 241 million in the same period last year, an increase of 34%. The 
increase in revenues is due mainly to natural gas sales in accordance with the prices and terms set 
forth in the memorandum of understanding signed with IEC, to increased sales to ICL, and from first-
time sales in the reporting period to ORL Haifa and additional incidental customers.  

In Q2/2011, the segment's revenues from the sale of gas and oil, net of royalties, totaled NIS 177 
million, compared with NIS 140 million in the same quarter last year, an increase of 26%. 

It is noted that IEC's average daily purchase of natural gas from the partners varies, inter alia, in 
accordance with seasonal changes in electrical consumption, IEC's maintenance works and the 
supply natural gas to IEC by EMG.  

Finance expenses, net  

Net finance expenses in the reporting period amounted to NIS 94 million, compared to NIS 65 million 
in the same period last year. Finance expenses were mainly due to interest on bank loans and 
debentures issued by Delek Energy and Delek Drilling, and due to an increase in the Israeli CPI in the 
reporting period, as compared to the same period last year. 

Net finance expenses in Q2/2011 amounted to NIS 52 million, compared to NIS 49 million in the same 
quarter last year. This increase is mainly attributable to a NIS 6.8 million revaluation of marketable, 
available for sale securities in the reporting period, as compared to NIS 2.1 million in the same period 
last year. 

Share in the results of Avner and other associates  

In the reporting period, oil and gas exploration and production operations included income from 
holdings in Avner, an associate partnership, and in other associates, to the amount of NIS 34 million, 
compared with income of NIS 39 million in the same period last year.  
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In Q2/2011, oil and gas exploration and production operations included income from holdings in 
Avner, an associate partnership, and in other associates, to the amount of NIS 18 million, compared 
with income of NIS 22 million in the same period last year. 

This decrease was due mainly to a decrease in Avner's profits in the second quarter, as a result of 
losses incurred by Avner from the disruption to drilling operations in the Leviathan 2 site. 

Additional information  

For more information on oil and gas exploration operations, see Note 5 to the financial statements. 

F. Insurance and Finance Operations 

The Group holds approximately 55% of the shares of The Phoenix Holdings Ltd. and all the shares of 
Republic, which is an elementary insurance company operating in the US. 

1) The Phoenix Holdings Ltd. ("The Phoenix") 

Below are the principal data (in NIS millions) from The Phoenix's consolidated statements of 
comprehensive income: 

 1-6/2011 1-6/2010 4-6/2011 4-6/2010 1-12/2010 

Gross premiums earned 3,198 2,956 1,581 1,467 6,068 

Premiums earned in retention 2,888 2,646 1,422 1,312 5,431 

Net gains on investments, and finance 
income 255 567 (174) (230) 3,148 

Commission, marketing, and other 
purchasing expenses  508 485 264 254 1,005 

General and administrative expenses  460 418 233 207 904 

Other expenses 25 29 11 13 110 

Finance expenses 151 102 81 84 30 

Profit for the period 137 184 21 50 333 

Profit for the period attributable to owners 
of the parent 129 172 17 45 309 

 

A significant part of The Phoenix's asset portfolio is invested on the capital market. Therefore, 
capital market returns for the various investment channels have a material effect on the yields 
achieved for The Phoenix's customers and on The Phoenix's profits. Gains and losses on 
investments reflect capital market movements in Israel and abroad, and fluctuations in the 
Israeli CPI and the NIS exchange rates against primary currencies, whose aggregate effect on 
the financial margin is the main cause for fluctuations in the reported results. 

In the first half of 2011, The Phoenix's results were materially affected by the low yields in the 
capital market, which were significantly lower than those achieved in the same period of 2010. 
Revenues from investments, including other comprehensive losses (pre-tax), amounted to NIS 
125 million in the first half of 2011, as compared to NIS 707 million in the same period last year. 

Post-balance sheet, financial markets fell sharply, inter alia, due to the demotion of the US's 
credit rating and the continued crisis in the European Union.  

A significant part of The Phoenix's asset portfolio is invested in marketable securities on the 
capital market. The net, post-tax effect on equity of the impairment of the marketable investment 
portfolio, not held against performance-based liabilities, from the financial statement date and 
until immediately prior to its approval, is estimated at NIS 42 million. This figure may decrease 
or increase according to capital market developments.  

It is emphasized that these data are partial and do not include other components of investment 
income (losses) or the effect of The Phoenix's other operations on its equity. 

As of June 30, 2011, the variable management fees which The Phoenix Insurance Company 
Ltd. will not collect on performance-based policies issued between 1991 and 2003, until 
covering investment losses on these policies, totaled NIS 134 million. Estimated yields from the 
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end of the reporting period and until shortly prior to publication of this report are expected to 
increase the above figure by a similar amount. 

Gross premiums earned on life, health and general insurance in the first half of 2011, amounted 
to NIS 3.2 billion, as compared to NIS 3 billion in the same period last year, and NIS 1.6 billion 
in Q2/2011, as compared to NIS 1.5 billion in the same quarter last year.   

Commissions, marketing expenses, and other acquisition costs grew by 4.74% in the first half of 
2011 as compared to the same period last year, and by 3.94% in Q2/2011 as compared to the 
same quarter last year. General and administrative costs increased by 10% in the first half of 
2011 as compared to the same period last year, and by 12.6% in Q2/2011 as compared to the 
same period last year, mainly due to an expansion in operations.  

Below are the principal data from The Phoenix's consolidated financial statements: 

 1-6/2011 1-6/2010 4-6/2011 4-6/2010 1-12/2010 

Profit from life insurance and long term 
savings segment 32 40 (5) 2 64 

Profit from general insurance segment 59 51 33 30 220 

Profit from health insurance segment 115 117 53 57 104 

Profit from financial services segment  49 65 22 34 112 

Total profit from operating segments 255 273 103 123 500 

Loss not attributed to reporting 
segments (20) (22) (15) (28) (31) 

Equity in the net results of investees (15) 15 (32) (10) 23 

Profit before income tax 220 266 56 85 492 

Income tax 83 82 35 35 159 

Profit for the period 137 184 21 50 333 

Profit for the period attributable to 
owners of the parent 129 172 17 45 309 

 

The Phoenix's share in the net results of investees in the first half of 2011 amounted to a loss of 
NIS 15 million, as compared to gains of NIS 15 million in the same period last year. This 
decrease in income from investees is mainly attributed to Linchfield Limited ("Linchfield"), which 
primarily engages in parking lot holdings in London, and was due to an impairment of NIS 35 
million recognized by Linchfield for these parking lots in the first half of 2011. 

Additional information 

On May 30, 2011, The Phoenix issued a report on the embedded value of the long-term 
insurance operations of its subsidiary, The Phoenix Insurance Company Ltd. As of December 
31, 2010, the embedded value amounted to NIS 5,234 million, as compared to an adjusted 
embedded value of NIS 4,669 million as of December 31, 2009, an increase of 12%.  

Value of new business (VNB) on 2010 sales in the life, health and pension insurance segments 
amounted to NIS 190 million, as compared to NIS 119 million in the same period of the previous 
year, an increase of 60%. 

It is emphasized that embedded value does not include the embedded value of general 
insurance operations, nor does it include ability to generate future business (goodwill). 
Furthermore, embedded value does not take into account certain risks as detailed in the 
embedded value report.  

It is understandable, that in light of the aforesaid, embedded value does not reflect The Phoenix 
Insurance's market value or economic value, and certainly does not reflect The Phoenix's 
market value or economic value.  

It is clarified that analysis of embedded value and the value of new business relies on forecasts, 
assessments and estimates regarding future events whose materialization is not certain and are 
outside the Company's control, and so constitutes "forward-looking information" as defined in 
Section 32A of the Securities Law, 1968. It is possible that these forecasts, assessments and 
estimates, or any one of them, will fail to materialize or will materialize in a manner that is 
different from that presented in the embedded value report. Therefore, actual results may differ 
from projected results.  
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For more information on insurance operations in Israel, see Note 3 to the financial statements. 

2) Republic Companies, Inc 

Republic Companies, Inc ("Republic") is a wholly-owned subsidiary. Republic is one of the 
oldest companies in the US dealing in property and accident insurance (over 200 years of 
history). Republic holds insurance companies and agencies which deal primarily in property and 
other general insurance, particularly in Texas, Louisiana, Oklahoma, Mississippi, Arkansas, and 
New Mexico, in the US. In addition, Republic holds insurance licenses in 45 other states, an 
asset generating front insurance revenues for Republic, and enabling future expansion into 
other states throughout the US.  

Republic's operating segments: 

Republic operates in 4 main segments: 

(a) Personal Lines - Household property and accident insurance marketed through the 
company's network of approximately 850 active agents (personal insurance policies). 

(b) Commercial Lines - Insurance for the commercial sector marketed through the company's 
network of agents. 

(c) Program Management - Insurance through M.G.A. - independent brokers and 
underwriters connected to the company through unique, customized insurance programs 
marketed by brokers through their agents. 

(d) Insurance Services - Operations in insurance services, front policies made in 
collaboration with leading insurers in the US, seeking to leverage the availability of 
Republic's operating licenses throughout the US.  

The results of Republic's operations as included in the Group's results:  

 1-6/11 1-6/10 4-6/11 4-6/10  2010 

 Total Total Total Total  Total 

 USD millions  USD millions  USD millions  USD millions   USD millions  

Revenues from premiums (gross) 364 414 191 204 808 

      

Premiums earned (retention) 176 152 90 74 315 

Investment and other income, net 20 20 11 13 45 

Total revenues 196 173 101 87 360 

Increase in insurance liabilities less reinsurers 156 91 101 50 194 

Commissions and other purchasing expenses 52 49 27 22 93 

General and administrative expenses 19 21 9 12 41 

Finance expenses 3 3 1 1 6 

Total expenses 229 163 139 86 333 

Profit (loss) before income tax (33) 9 (38) 1 27 

Net profit (loss) (21) 7 (24) 1 18 

 

Analysis of the results of Republic's operations  

In the second quarter and first half of 2011, Republic posted losses of USD 24 million and USD 
21 million, respectively, as compared to profits of USD 1 million and USD 7 million in the same 
periods last year, respectively. These results were affected by pre-tax losses of USD 43 million 
recognized in Q2/2011, due to damages caused by severe weather conditions in those states 
where Republic operates. For more information, see Note 3A(3) to the financial statements. 

Revenues from premiums (gross) were down in Q2/2011 as compared to the same quarter of 
last year, mainly due to the continued general slowdown in operations. Furthermore, towards 
the end of 2010, Republic decided to terminate its engagement with a leading underwriter in the 
Program Management segment (approximately 75% of all segment operations). In order to 
compensate for the loss of these premiums, Republic engaged a number of leading brokers, 
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who began working with Republic in early 2011. Premiums from these new brokers were low in 
Q2/2011, but are expected to increase in the coming months. 

Insurance fees earned (in retention) in Q2/2011 amounted to USD 93 million, compared with 
USD 80 million in the same period last year. This increase between periods is attributed to 
changes in net revenues from premiums due to quota share. These reinsurance arrangements 
were due to management's decision to implement more conservative reinsurance policies, while 
increasing readiness to cope with extraordinary insurance events caused by severe weather.  

Republic's equity attributable to owners of the parent, as included in the Group's financial 
statements as of June 30, 2011, amounted to USD 282 million, and Republic's losses for the six 
month period ended June 30, 2011, amounted to USD 21 million.  

For more information on insurance operations overseas, see Note 3A to the financial 
statements. 

G. Automotive Operations 

As aforesaid, Delek Automotive's results are not consolidated in the income statement, and are 
included under the 'Group's share in the equity of associate companies and partnerships' item. Below 
is an analysis of the results of the Group's automotive operations. 

Following are the results of Delek Automotive Systems Ltd.'s ("Delek Automotive") operations: 

 1-6/11 1-6/10 4-6/11 4-6/10  2010 

 Total Total Total Total  Total 

 NIS millions  NIS millions  NIS millions  NIS millions   NIS millions  

Revenues 2,031 2,294 893 1,203  4,609 

Gross profit 251 362 114 188  624 

Sales, marketing and general and administrative 
expenses 

34 36 
19 18  75 

Operating profit 216 326 95 170  550 

EBITDA 221 331 98 173  562 

Finance income (expenses), net 13 (36) (17) (92)  19 

Net profit 176 221 61 60  428 

 

As of the balance sheet date, the Group holds 32.8% of Delek Automotive (Delek Automotive is a 
public company which publishes its financial statements).  

Analysis of the results of Delek Automotive's operations in the reporting periods: 

Breakdown of Delek Automotive's sales by number of cars sold: 

 1-6/11 1-6/10 4-6/11 4-6/10 2010 

      

MAZDA vehicles 13,255 16,132 5,644 8,243 31,856 

FORD vehicles 5,072 4,796 2,388 2,979 10,855 

Total vehicles sold 18,327 20,928 8,032 11,222 42,711 

Delek Automotive's share of all vehicles sold in 
Israel (based on Licensing Bureau data) 15% 20% 13% 20% 19% 

 

a. In the first six months of 2011, vehicle sales in Israel totaled 122,826 cars sold, as compared to 
103,936 cars sold in the same period last year (according to Licensing Bureau data). 

In the first six months of 2011, Delek Automotive held a market share of 15%, down from 20% 
last year. This decrease in Delek Automotive's market share was due mainly to a stronger 
Japanese Yen increasing car prices, thus reducing Delek Automotive's competitiveness. This 
revaluation of the Yen further coincided with a devaluation of currencies for competitors' 
imports, and an increase in the number of vehicles sold by the competition. 
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b. Delek Automotive's net and comprehensive income for the first six months of 2011 amounted to 
NIS 176 million, as compared to NIS 221 million in the same period last year. This decrease in 
net and comprehensive income was due to a decrease in sales volumes recorded in Q2/2011, 
and due to a stronger Yen throughout the six month period. 

Delek Automotive's net and comprehensive income for the second quarter of the year amounted 
to NIS 61.2 million, similar to its results for the same quarter last year (NIS 60.2 million). 

The gross profit margin in Q2.2011 as 12.8%, down from 15.7% in the same quarter last year. 
Gross margins were down due to a stronger import currency leading to increased costs on 
vehicles sold.  

c. Sales turnover in the first six months of 2011, amounted to NIS 2,031 million, as compared to 
NIS 2,294 million in the same period last year (in all of 2010: NIS 4,610 million). Sales turnover 
in Q2/2011 amounted to NIS 893 million, as compared to NIS 1,202 million in the same quarter 
last year, mainly due to a decrease in the number of vehicles sold - 8,032 as compared to 
11,222 in the same quarter of 2010.  

d. In the first half of 2011, Delek Automotive recorded net finance income of NIS 12.8 million. Net 
finance income stemmed mainly from the revaluation of trade payables (mainly in Japanese 
Yen) to the amount of NIS 19.5 million; NIS 14 million in net exchange differences on foreign 
currency financing provided by banks; interest charges on trade receivables of NIS 2.3 million; 
and from recognition of the results and fair value of hedges amounting to NIS 7.8 million. This 
income was offset by finance expenses stemming mainly from an impairment of Delek 
Automotive's investment in Ford Motor Company to the amount of NIS 27.5 million, and from an 
update (due to USD-NIS exchange rate) of its investment in Mobileye of NIS 3.3 million. In 
Q2/2011, Delek Automotive recorded net finance expenses of NIS 16.5 million, due mainly to 
the revaluation of JPY-denominated trade payables by NIS 16 million; and impairment of Delek 
Automotive's investment in Ford Motor Company and Mobileye by NIS 12 million. These finance 
expenses were offset by NIS 6.5 million in income on hedges, and exchange differences (on 
bank credit) amounting to NIS 5 million. 

For more information on automotive operations, see Note 3G to the financial statements. 

H. Additional Operations 

1) Infrastructures  

The Group operates in infrastructures through its wholly-owned subsidiary Delek Infrastructures 
Ltd., which holds 50% of IDE Technologies Ltd. ("IDE") and coordinates the development and 
operation of power stations in Israel and Brazil through subsidiaries. The contribution of the 
infrastructures segment to the Group's net profit in the first half of 2011, amounted to NIS 56 
million, mainly stemming from profits recorded by IDE and the power station in Ashkelon. In the 
past few months, the Knesset Economic Affairs Committee requested that the relevant 
regulatory authorities submit their professional positions regarding the implications for the Israeli 
electricity market of private electricity generation by gas suppliers. If and to the extent that a 
legislative initiative be instituted to restrict private electricity generation by gas suppliers in 
Israel, such a development would negatively affect Delek Infrastructures. 

2) Biochemicals 

Gadot, a manufacturer of food supplements and chemicals for the food, health supplements, 
detergents and toiletries industries,  is a private company in which the Group holds 63.9% as of 
the balance sheet date. 

Gadot manufactures crystalline fructose, citric acid, citric acid salts, phosphoric acid salts, and 
specialty citric-acid-based salts. Most of Gadot's sales are in European and North American 
markets, and its customers include some of the world's leading multinational companies in the 
food and detergent industries. 

The biochemicals segment's contribution to the Group's net profit in the first half of 2011 
amounted to a loss of NIS 42 million, compared with a loss of NIS 3 million in the same period 
last year.  

As of June 30, 2011, Gadot has a working capital deficit of USD 50.4 million, due mainly to long- 
and short-term liabilities undertaken to finance long-term investments (inter alia, in connection 
with the construction of Gadot's facility in China), which are due for repayment in the coming 
year. Furthermore, in the six- and three-month periods then ended, Gadot recorded operating 
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losses of USD 7.5 million and USD 3.9 million, respectively (in 2010 - USD 7.5 million). These 
losses are due mainly to increased raw material prices and delays in brining Gadot's facility in 
China fully online. In these periods, further losses of USD 18.4 million and USD 11.2 million, 
respectively, (in 2010 - USD 17 million) were recognized due mainly to the above factors, the 
USD's devaluation against the NIS adversely affecting finance costs in the six- and three-month 
periods ended June 30, 2011, and a provision for the impairment of an investment in an 
associate. In addition, in the six- and three-month periods then ended, Gadot recorded negative 
cash flows from continuing operations amounting to USD 1.9 million and USD 0.2 million, 
respectively (in 2010 - USD 13.5 million).  

The Gadot group is considering a number of financing options, and as of the financial 
statements' approval date, understandings have been reached with banks and other parties for 
deferring repayment of loans and securing additional funding, including pledges of support from 
Gadot's controlling shareholders, as detailed below. In addition, Gadot's management believes 
that it can pledge assets so as to raise debt, or even dispose of such assets if necessary. It is 
further noted, that according to Gadot's forecasts, starting 2012 the Gadot companies will once 
more yield positive cash flows from continuing operations. It is noted that the realization of 
Gadot's plan is not certain, as it is not under Gadot's full control, and depends, inter alia, on the 
willingness and ability of third parties to make investments and extend credit. However, Gadot's 
management estimates that Gadot will be able to meet its liabilities. 

In this respect, it is noted that Delek Investments and Properties Ltd. ("Delek Investments") and 
Oil Refineries Ltd. (which holds shares in the Company) ("ORL") have informed Gadot that if it is 
short on funding required to meet its liabilities, they will assist Gadot in securing financing 
(including by way of rights issue), to an amount not to exceed USD 20 million, pro rata to their 
interests in Gadot. 

In April, 2010, Delek Investments and ORL transferred a total of USD 6.6 million and USD 2.3 
million, respectively, through an equity investment in Gadot, effected by way of a rights issue. 
ORL has notified Gadot that its investment in the company through the aforesaid rights issue is 
to be offset against its above obligation to provide funding. 

It is further noted that on March 7, 2011, Gadot signed an agreement with Delek Investments, 
its controlling shareholder, whereby Delek Investments provided Gadot a loan of USD 5 million 
(see also Note 4C). Delek Investments has notified Gadot that this amount shall not detract from 
Delek Investments' obligation to support Gadot and constitutes an advance on Gadot's rights 
issue. In May 2011, Gadot raised USD 4.9 million by way of a rights issue to its shareholders. 
Gadot used a total of USD 3.5 million from the proceeds of this issue to repay a loan granted by 
Delek Investments in March 2011 as aforesaid, on account of the rights issue. 

In May 2011, Gadot signed an agreement with Delek Investments, whereby Delek Investments 
is to grant Gadot another loan of USD 3 million, against its commitment to support Gadot.  

Post-balance sheet, on August 25, 2011, Gadot signed an agreement with Delek Investments, 
whereby Delek Investments is to grant Gadot another loan of USD 3 million, against its 
commitment to support Gadot. Furthermore, Delek Investments has notified Gadot of an update 
to its letter of support, so that as of the date of receiving the letter, the outstanding support 
available to Gadot, after the above loans, amounts to USD 25 million. Therefore, as of the 
reporting date, the remaining funding is expected to be received through the controlling 
shareholders' support amounts to USD 26 million.  

Furthermore, Gadot and Delek Investments have agreed to defer repayment of the loans, 
totaling USD 4.6 million as of June 30, 2011, from their original repayment date of June 2012, to 
July 2013. 

For more information on additional operations, see Note 3 to the financial statements. 
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B. Market Risk Exposure and Management  

1. A) Company operations focus mainly on holding and managing shares in its subsidiaries. These 
are long-term investments and therefore these holdings are not hedged. 

Risk management in subsidiary and associate companies is determined and carried out directly 
by the investees. Some of these companies are public companies and are listed on the stock 
exchange, and therefore proper disclosure of this subject is made in their financial statements.  

B) The currency risk management officer in the Company is Mr. Ido Adar, MBA. In recent years, 
Mr. Adar has served as Company Treasurer, prior to which he served as head of the Treasury 
and Insurance Department in Delek Israel. 

2. Description of market risks  

A) As stated above, the Group is mainly a holdings and management company, and its principal 
exposure results from the market risks of its subsidiaries and associates ("Investees"). 

B) In the reporting period, no material changes occurred in the Company's policy concerning its 
exposure to and mitigation of market risks, including the effects of sensitivity tests for the 
Group's reports in this matter in the year ended December 31, 2010. 

3. Market risks in headquarters companies  

As noted in Chapter 5A above, the Company and its fully-owned headquarter companies hold cash 
and short-term investments (including investments in available for sale financial assets), which as of 
June 30, 2011, amounted to NIS 1,604 million. In light of the low yields in the debt instruments 
markets recently, and due to the desire to diversify its investment portfolio, in Q2/2010, the Company 
began investing some of its cash and short-term investment balances in a foreign marketable 
securities portfolio. The following table details the composition of the Company's portfolio as of June 
30, 2011 (in NIS millions): 

 Balance as of June 30, 2011 

Cash and deposits 424 
Foreign securities portfolio (see details below) 294 
Securities traded on the TASE  420 
Corporate bonds (*) 225 
Others (mainly government bonds) 241 
  
Total 1,604 

 

(*) Mainly marketable bonds on the TASE, mostly rated A or higher. 

In the reporting period, the Group sold its shares in Noble in consideration for NIS 1,634 million. The 
Company's pre-tax profit on this sale amounted to NIS 348 million. It is hereby clarified, that the Group 
has credit facilities for buying shares in Noble, and it buys and/or may buy and sell Noble shares from 
time to time. Post-balance sheet, in August 2011, the Group bought additional shares in Noble in 
consideration for NIS 105 million. 

The following tables detail the investment portfolio's sensitivity to changes in share prices: 

Sensitive instrument (*)  

Profit/(loss) from changes Fair 
value 

Profit/(loss) from 
changes 

20% 10% 5% -5% -10% -20% 

Investment in foreign securities portfolio 44 29 15 294 (15) (29) (44) 

Investment in shares traded on the TASE 84 42 21 420 (21) (42) (84) 

Total 128 71 36 714 (36) (71) (128) 

(*)  The majority of securities have been classified as available for sale and changes in their fair value 
are recognized directly in other comprehensive income. 
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The following table details Israeli CPI data and exchange rates for the primary currencies used by the 
Group: 

  
EUR 

representative 
exchange rate  

 
USD 

representative 
exchange rate 

 
GBP 

representative 
exchange rate  

 Known CPI 

As of  NIS  NIS  NIS  Points 

         

Jun. 30, 2011  4.9441 3.415 5.4645 115.53 

Mar. 31, 2011  4.949 3.481 5.599 114.08 

Dec. 31, 2010  4.738 3.549 5.493 113.09 

Jun. 30, 2010  4.7575 3.875 5.8228 110.99 

Mar. 31, 2010  4.990 3.713 5.6092 109.51 

Dec. 31, 2009  5.442 3.775 6.111 110.57 

      
% Change  % % % % 

      

Jun. 30, 2011 (H1/2011)  4.4 -3.8 -0.5 2.2 

Jun. 30, 2010 (H1/2010)  -12.57 2.65 -4.72 0.38 

Jun. 30, 2011 (Q2/2011)  -0.11 -1.87 -2.41 1.27 

Jun. 30, 2010 (Q2/2010)  -4.67 4.36 3.81 1.35 

2010  -12.93 -5.99 -10.12 2.28 
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4. Linkage bases report as of June 30, 2011:  

 As of June 30, 2011 
 Israeli Currency Foreign Currency     Financial Ite ms in Autonomous Units   

 
Un-

linked 
CPI-

linked USD EUR 
Other 

Currency 
Fair 

Value ETFs 

Insurance 
Business 

Items USD EUR GBP 
Other 

Currency 

Non-
Monetary 

Item Total 

               

Assets               

               

Current assets 2,364 120 828 20 21 575 - 787 4,287 2,487 107 22 363 11,982 

               

Non-current assets 238 1,411 244 - - 785 - 1,566 4,085 3,470 1,732 3 8,468 22,002 

               

Insurance business assets - 77 6 8 - - 19,737 38,189 4,147 - 2 - 9 62,174 

               

Total assets 2,602 1,608 1,078 28 21 1,360 19,737 40,542 12,519 5,957 1,841 25 8,840 96,158 

               

               

Liabilities               

               

Current liabilities 1,966 1,846 1,144 5 61 14 - 621 4,210 2,479 334 25 5 12,710 

               

Non-current liabilities 3,419 7,960 308 111 52 - - 2,072 2,057 2,248 897 5 635 19,764 

               

Insurance business liabilities - - - - - - 19,236 36,404 3,321 - - - - 58,961 

               

Total liabilities 5,385 9,806 1,452 116 113 14 19,236 39,097 9,588 4,727 1,231 30 640 91,435 

               

Assets less liabilities, net )2,783(  )8,198(  )374(  )88(  )92(  )1,346(  501 1,445 2,931 1,230 610 )5(  8,200 4,723 
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C. Aspects of Corporate Governance  

1. Disclosure on the financial statements' approval pr ocess  

The Company's Board of Directors is the corporate organ charged with overall supervision and 
approval of the financial statements. The Company's Board of Directors has appointed a 
committee for examining the financial statements. This committee is not the Audit Committee, and 
is separate from the Audit Committee, although the committees share the same members. 

A) The committee and its members 

The committee comprises 3 members as follows: Mr. Yoseph Dauber, committee chairman 
(external director); Prof. Ben-Zion Zilberfarb (external director); and Mr. Avi Harel. All three 
members have accounting and financial expertise. Prior to their appointment, all committee 
members have submitted declarations detailing their skills, education, and experience, and 
based on these signed declarations, the Company has determined that they are able to 
read and understand financial statements.  

B) The financial statements approval process 

1. The Financial Statements Examination Committee formulated its recommendations to 
the Company's Board of Directors in its meetings of August 25, and August 30, 2011. 

2. All committee members participated in the above meeting. 

3. In addition to the committee members, the August 25, and August 30, 2011 meetings 
were attended by  the Chairman of the Board, Mr. Gabi Last; CFO of the Company, 
Mr. Barak Mashraki; the Company's comptrollers, Mr. Amit Kornhauser and Mrs. 
Tamar Rozenberg; the internal auditor, Mr. Michael Greenberg; the Company's legal 
counsel, Mrs. Liora Prat-Levin; external accountants; and other persons in the 
Company.  

4. The committee examined the assessments and estimates used in the financial 
statements, internal control of financial reporting, the scope and propriety of disclosure 
made in the financial statements, adopted accounting policies and accounting 
methods applied on material matters in the Corporation, valuations, including 
underlying assumptions and estimates, which serve as the basis for data included in 
the financial statements. The committee's discussions were based on materials 
brought before the committee on these matters by the Company's management, and 
questions and answers discussed during the meeting including the external auditor's 
remarks on these issues. 

5. The committee unanimously recommended that the Board of Directors approve the 
financial statements for the six months ended June 30, 2011.  

6. The Board of Directors discussed the Financial Statements Examination Committee's 
recommendations and the financial statements on August 30, 2011. 

7. The Board of Directors believes that the Financial Statements Examination 
Committee's recommendations were submitted a reasonable amount of time prior to 
the Board of Director's meeting. 

8. The Company's Board of Directors has adopted the Financial Statements Examination 
Committee's recommendations and has resolved to approve the Company's financial 
statements for the six months ended June 30, 2011. 
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D. Disclosure Relating to the Company's Financial R eporting  
 

1. Critical accounting estimates  

No changes have occurred in the reporting period as compared to the 2010 annual report.  

2. Post-balance sheet date events  

For details of material events after the balance sheet date, see Chapter A to the Board of 
Directors' Report. 
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E. Dedicated Disclosure for Debenture Holders  

Series     Issue date     

Original 
par value     

Par value 
balance as 
of Jun. 30, 

2011    

Stated 
interest rate     

Linkage     

Carrying 
amount as 
of Jun. 30, 

2011    

Interest 
accrued in 
the books 

Repayment 
years     

Stock 
exchange 

value as of 
Jun. 30, 2011 

Trustee 

        NIS millions NIS millions             NIS millions     NIS millions                 

J    12/2005 166 28 4.85% CPI 32 - 2012 Non-
marketable 

BLL Trust Company, 8 Rothschild Blvd.  Tel Aviv 
Tel.: 03-5170777 – Idit Prizar 

K    7/2006 468 357 5.40% CPI 409 4 2018 Non-
marketable 

BLL Trust Company, 8 Rothschild Blvd.  Tel Aviv 
Tel.: 03-5170777 – Idit Prizar 

L    11/2006 1,100 596 5.35% CPI 688 7 2015-2017 Non-
marketable 

Reznick Trusts Ltd,.14 Yad Harutzim St. Tel Aviv 
Tel: 03-6393311 – Liat Bachar-Segal 

M    3/2007 913 913 
Until listing - 
5.1% + after 
listing - 4.6% 

CPI 1,069 12 2013-2014, 
2019-2021 

1,068 
Hermetic Trust (1975) Ltd., 113 Hayarkon St. Tel Aviv 
Tel: 03-5274867 – Dan Avnon 

N 7/2009+ 
6/2010 

419 419 8.5% - 419 7 2018 443 
Clal Finance Trusts 2007 Ltd., 37 Brhin Road Tel Aviv 
Tel" 03-6274827 – Yuval Likber 

O 7/2009+ 
11/2009 

1,048 1,048 8.5% - 1,048 18 2015-2017 1,109 
Clal Finance Trusts 2007 Ltd., 37 Brhin Road Tel Aviv 
Tel" 03-6274827 – Yuval Likber 

P 9/2009 260 260 5.5% - 260 4 2012-2015 260 
Strauss Lazar Trust Ltd., 17 Yitzchak Sadeh, Tel Aviv 
Tel: 03-6237777 – Uri Lazar 

Q 9/2009 90 90 Variable - 90 - 2012-2015 92 
Strauss Lazar Trust Ltd., 17 Yitzchak Sadeh, Tel Aviv 
Tel: 03-6237777 – Uri Lazar 

R 11/2009+ 
6/2010 

800 800 6.1% CPI 840 9 2016-2022 896 
Clal Finance Trusts 2007 Ltd., 37 Brhin Road, Tel Aviv 
Tel: 03-6274827 – Yuval Likber 

S 11/2010 560 560 4.65% CPI 574 4 2019-2022 527 
Gafni Trusts Ltd., Hataas 4, Ramat Gan 
Tel: 03-6070370 – Tzuri Galili 

V    6/2007 500 500 4.50% CPI 581 - 2012, 2019-
2021 

566 
Aora Fidelity Trust Ltd., 12 Begin Rd., Ramat Gan 
Tel: 03-7510566 – Iris Shalbin 

W    

10/2007+ 
7/2009 

1,293 1,293 4.75% CPI 1,473 13 2011-2014 1,531 
Strauss Lazar Trust Ltd., 17 Yitzchak Sadeh, Tel Aviv 
Tel: 03-6237777 – Uri Lazar 

AD 
(conver

tible) 
4/2010 255 255 4.1% - 255 2 2012 256 

Strauss Lazar Trust Ltd., 17 Yitzchak Sadeh, Tel Aviv 
Tel: 03-6237777 – Uri Lazar 
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Notes:  

1. The Company meets all the terms of the debentures. Furthermore, the Company meets all the 
terms of its obligations under the deed of trust. 

2. Information regarding the debenture ratings: 

Series   
Rating 

company 
Current 
rating 

Rating at 
time of issue   

Rating 
company 

Current 
rating 

Rating at time 
of issue 

J  Midroog A1 -  S&P Maalot A AA 

K  Midroog A1 -  S&P Maalot A AA 

L  Midroog A1 -  S&P Maalot A AA 

M  Midroog A1 -  S&P Maalot A AA 

N  Midroog A1 A1  S&P Maalot - - 

O  Midroog A1 A1  S&P Maalot - - 

P  Midroog A1 A1  S&P Maalot - - 

Q  Midroog A1 A1  S&P Maalot - - 

R  Midroog A1 A1  S&P Maalot - - 

S  Midroog A1 A1  S&P Maalot - - 

V  Midroog A1 -  S&P Maalot A AA 

W  Midroog A1 -  S&P Maalot A AA 

AD  Midroog A1 A1  S&P Maalot - - 

 

Details of the Company's liability certificates: 

In January 2011, S&P Maalot confirmed an A rating for S&P Maalot-rated debenture series and 
changed their rating outlook to negative. 

In July 2011, Midroog confirmed an A1 rating for Midroog-rated debenture series and changed their 
rating outlook to negative. Furthermore, Midroog announced an A1rating for an extension of existing 
series for raising a total of up to NIS 701 million. 

For information on the Company's current rating reports, see Appendix B to the Board of Directors' 
Report. 
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F. Additional Information  
 

1. Dividends  

A) In March 2011, the Company's Board of Directors resolved to distribute a dividend of NIS 200 
million. The dividend was distributed in April 2011. 

B)  In May 2011, the Company's Board of Directors resolved to distribute a dividend of NIS 105 
million. The dividend was distributed in June 2011. 

C) Post-balance sheet, the Company declared a dividend of NIS 100 million for its results in the 
second quarter of 2011. 

2. Company employees  

The Board of Directors would like to thank the Company's management, the management of the 
Company's investees, and to all the employees for their dedicated work and their contribution to the 
advancement of the Company. 

 

 

 Sincerely 

 

 

 

   

Asi Bartfeld  Gabriel Last 

CEO  Chairman of the Board 
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Appendix A to the Board of Directors' Report 

Breakdown of principal and interest payments on the debentures and bank loans of the headquarters 
companies as of June 30, 2011 (in NIS millions): (taking into account post-balance sheet debenture issues) 

Delek Group - Headquarters 

  Q3-
Q4/2011 2012 2013 2014 2015 

 2016 
onwards Total 

Debentures  
Principal 368 858 640 640 814 4,875 8,195 

Interest 233 448 408 378 350 949 2,766 

Loans from banks 

Principal 10 20 20 20 20 240 330 

Interest 8 15 14 13 12 22 82 

Total 619 1,341 1,082 1,051 1,196 6,086 11,375 

 

Delek Investments and Properties 

  Q3-
Q4/2011 2012 2013 2014 2015 

 2016 
onwards Total 

Loans from banks 

Principal 2 3 3 1 - 46 55 

Interest 1 3 3 3 2 2 14 

Total 3 6 6 4 2 48 69 

 

Delek Finance US 

  Q3-
Q4/2011 2012 2013 2014 2015 

 2016 
onwards Total 

Loans from banks 

Principal 51 102 - - - - 153 

Interest 2 3 - - - - 5 

Total 53 105 - - - - 158 

 

Delek Petroleum 

  Q3-
Q4/2011 2012 2013 2014 2015 

 2016 
onwards Total 

Debentures (1) 

Principal 60 - 120 89 58 29 356 

Interest 10 17 15 7 3 1 53 

Total 70 17 135 96 61 30 409 

 

(1) The debentures do not include debentures raised in the past and given as a loan (BTB) to Delek 
Israel. 
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Auditor’s review report to the shareholders of Dele k Group Ltd.  
 
Introduction 
 
We have reviewed the accompanying financial information of Delek Group Ltd. and its subsidiaries (“the 
Group"), which comprises the condensed consolidated balance sheet as of June 30, 2011 and the related 
condensed  consolidated statements of income, comprehensive income, changes in equity and cash flows 
for the six and three months then ended. The Company's Board of Directors and management are 
responsible for the preparation and presentation of interim financial information for these  periods in 
accordance with IAS 34, "Interim Financial Reporting", and for the preparation of this interim financial 
information in accordance with Chapter D of the Securities Regulations (Periodic and Immediate Reports), 
1970. Our responsibility is to express a conclusion on this interim financial information based on our review. 
 
We did not review the condensed interim financial information of  certain subsidiaries, whose assets 
constitute approximately 32% of total consolidated assets as of June 30, 2011,  and whose revenues 
constitute approximately 6.6% and 6.7% of  total consolidated revenues for the six and three months then 
ended, respectively. In addition, we did not review the condensed interim financial information of certain 
investments in companies accounted for using the equity method, which amounted to approximately NIS 
1,652 million as of June 30, 2011, and the Group’s share of their earnings amounted to approximately NIS 
110 million and NIS 48 million for the six and three months then ended, respectively. The condensed interim 
financial information of those companies was reviewed by other auditors, whose review reports have been 
furnished to us, and our conclusion, insofar as it relates to the financial information in respect of those 
companies, is based on the review reports of the other auditors. 
 
Scope of review 
 
We conducted our review in accordance with Review Standard 1 of the Institute of Certified Public 
Accountants in Israel, "Review of Interim Financial Information Performed by the Independent Auditor of the 
Entity". A review of interim financial information consists of making inquiries, primarily of persons responsible 
for financial and accounting matters, and applying analytical and other review procedures. A review is 
substantially less in scope than an audit conducted in accordance with generally accepted auditing 
standards in Israel and consequently does not enable us to obtain assurance that we would become aware 
of all significant matters that might be identified in an audit. Accordingly, we do not express an audit opinion. 
 
Conclusion 
 
Based on our review and on the review reports of other auditors, nothing has come to our attention that 
causes us to believe that the accompanying financial information is not prepared, in all material respects, in 
accordance with IAS 34. 
 
In addition, based on our review and on the review of other auditors, nothing has come to our attention that 
causes us to believe that the accompanying financial information does not comply, in all material respects, 
with the disclosure requirements of Chapter D of the Securities Regulations (Periodic and Immediate 
Reports), 1970, insofar as these requirements apply to consolidated insurance companies. 
 
Without qualifying our above opinion, we draw attention to Note 7 to the financial statements with respect to 
lawsuits filed against certain investees.  
 
Tel Aviv  Kost Forer Gabbay & Kasierer 
August 31, 2011  Certified Public Accountants 
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Consolidated Balance Sheets 
 
 
 June 30  December 31  

 2011 2010 2010 

 Unaudited  Audited  

 NIS millions  

Current assets    

Cash and cash equivalents   3,453   3,221   3,443 
Performance-based cash and cash equivalents in insurance 
companies   554   228   607 
Short-term investments of the finance sector (mainly 
exchange-traded funds and deposits)   19,162   15,035   18,246 

Short-term investments in insurance companies   2,378   2,679   1,660 

Other short-term investments   799   724   1,008 

Trade receivables   4,273   3,999   3,036 

Insurance premium receivable   935   1,044   932 

Other  receivables   1,098   760   888 

Current tax assets   55   83   81 

Reinsurance assets   1,849   2,077   1,814 

Inventories   2,275   1,802   1,273 

Deferred acquisition costs in insurance companies   417   402   393 

   37,248   32,054   33,381 

Assets held for sale   29   -   59 

   37,277   32,054   33,440 

Non-current assets    

Financial investments of insurance companies   33,779   30,374   33,568 

Long-term loans, deposits and receivables   530   926   589 

Investments in other financial assets   785   2,110   2,527 

Investments in associates and partnerships   3,449   2,462   3,792 

Investment property   483   451   479 

Investments in oil and gas exploration and production   1,290   1,471   1,523 

Reinsurance assets   1,686   1,750   1,773 

Property, plant and equipment, net    8,803   7,263   7,474 

Deferred acquisition costs in insurance companies   736   691   721 

Structured bonds   677   1,604   775 

Goodwill   3,902   3,195   3,203 

Other intangible assets, net   2,478   1,641   1,760 

Deferred taxes   283   199   272 

   58,881   54,137   58,456 

    
    
    

   96,158   86,191   91,896 

 
 
 
 
 
 
 
The accompanying notes are an integral part of the consolidated interim financial statements. 
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Consolidated Balance Sheets 
 
 
 June 30  December 31  

 2011 2010 2010 

 Unaudited  Audited  

 NIS millions  

Current liabilities    

Interest bearing loans and borrowings   4,154   4,840   4,058 
Trade payables   3,963   2,957   2,343 
Other payables   4,329   3,821   3,810 
Exchange-traded funds and deposit   18,315   14,776   17,927 
Current tax liabilities   232   83   50 
Financial derivatives   10   37   17 

Liabilities for insurance contracts   5,861   5,607   5,478 

   36,864   32,121   33,683 

Liabilities associated with assets classified as held for sale   20   -   25 

   36,884   32,121   33,708 

Non-current liabilities    

Loans from banks and others   4,335   3,711   4,349 
Debentures convertible into Company shares   250   246   247 
Other debentures   13,034   11,506   12,117 
Structured bonds   921   1,578   755 
Financial derivatives   88   130   108 
Liabilities for employee benefits   234   211   209 
Liabilities for insurance contracts   33,866   30,558   33,375 
Provisions and other liabilities   837   622   908 

Deferred taxes   986   944   1,243 

   54,551   49,506   53,311 

Equity attributable to equity holders of the parent    

Share capital   13   13   13 
Share premium   1,624   1,622   1,622 
Option warrants and proceeds from conversion option   32   32   32 
Retained earnings   1,616   888   1,610 
Exchange differences on translation of foreign operations    (622)  (195)  (539) 
Reserve for transactions with non-controlling interests  (226)  (93)  (126) 
Other reserves  (115)  (223)   164 

Treasury shares  (121)  (124)  (124) 

   2,201   1,920   2,652 

Non-controlling interests   2,522   2,644   2,225 

Total equity   4,723   4,564   4,877 

   96,158   86,191   91,896 

 
The accompanying notes are an integral part of the consolidated interim financial statements. 

 
August 31, 2011       

Date of approval of the financial 
statements 

 Gabriel Last  Asi Bartfeld  Barak Mashraki 
 Chairman of the 

Board 
 CEO  CFO 
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Consolidated Statements of Income 
 
 

 
Six months ended  

June 30 
Three months ended 

June 30 

Year ended 
December 

31 

 2011 2010*) 2011 2010*) 2010*) 

 Unaudited Audited 

 NIS millions (with the exception of net earnings (lo ss) per share) 

Revenues   27,147   18,650**)   14,026   8,788**)   42,804**) 

Cost of revenues   23,082   15,433**)   11,884   7,093**)   36,217**) 

Gross income   4,065   3,217   2,142   1,695   6,587 
Selling, marketing and gas station operating 
expenses   1,969   1,675   1,006   842   3,502 

General and administrative expenses   954   793   508   397   1,772 

Other revenues (expenses), net   83   37   -   50  (88) 

Operating income   1,225   786   628   506   1,225 

Finance income   427   191   199   35   271 

Finance expense  (997)  (645)  (529)  (376)  (1,655) 

   655   332   298   165  (159) 
Loss from disposal of investments in 
investees, net   2   -   1   -   4 
Group share in earnings (losses) of associates 
and partnerships, net   83   83  (1)   14   156 

Income (loss) before taxes on income   736   415   296   179  (7) 

Taxes on income   223   141   94   85   178 

Income (loss) from continuing operations   513   274   202   94  (185) 

Income from discontinued operations, net   -   220   -   56   2,139 

Net income    513   494   202   150   1,954 

Attributable to:      

Equity holders of the parent   311   269   101   64   1,701 

Non-controlling interests   202   225   101   86   253 

   513   494   202   150   1,954 

Net earnings (loss) per share attributable to 
equity holders of the parent (NIS)      

Basic net earnings (loss)       

Earnings (loss) from continuing operations   27.58   12.35   8.96   2.44  (26.05) 

Earnings from discontinued operations   -   11.50   -   3.23   176.75 

   27.58   23.85   8.96   5.67   150.70 

Diluted net earnings (loss)       

Earnings (loss) from continuing operations   21.67   11.27   8.82   1.74  (26.05) 

Earnings from discontinued operations   -   11.50   -   3.23   176.71 

   21.67   22.77   8.82   4.97   150.66 

*) Reclassified, see Note 3(G) 
**) Retrospective reconciliation 
 
 
 
The accompanying notes are an integral part of the consolidated interim financial statements. 
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Consolidated Statements of Comprehensive Income 
 
 

 
Six months ended  

June 30 
Three months ended 

June 30 

Year ended 
December 

31 

 2011 2010*) 2011 2010*) 2010*) 

 Unaudited Audited 

 NIS millions  

Net income    513   494   202   150   1,954 

Other comprehensive loss from continuing 
operations (net of tax effect):      

Gain (loss) for available-for-sale financial 
assets  (700)  (12)  (715)  (112)   388 

Transfer to the statement of income for 
disposal of available-for-sale financial assets   375  (48)   490  (2)  (42) 

Gain (loss) for cash flow hedges   10  (24)  (10)  (12)  (5) 
Exchange differences on translation of foreign 

operations  (116)  (25)  (109)   108  (381) 
Transfer to profit or loss for exchange 

differences on translation of foreign 
operations   21   -   -   -   - 

Other comprehensive income (loss) of 
associates  (31)   8   3   36  (85) 

Other comprehensive income (loss) from 
continuing operations  (441)  (101)  (341)   18  (125) 

Other comprehensive income (loss) from 
discontinued operations    -   -   -   1  (2) 

Amounts released following loss of control   -   -   -   -  (27) 

Total other comprehensive income (loss)  (441)  (101)  (341)   19  (154) 

Total comprehensive income (loss)   72   393  (139)   169   1,800 

Attributable to:      

Equity holders of the parent  (51)   111  (207)   23   1,586 

Non-controlling interests   123   282   68   146   214 

   72   393  (139)   169   1,800 

 
 
*) Reclassified, see Note 3(G) 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The accompanying notes are an integral part of the consolidated interim financial statements. 
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Consolidated Statements of Changes in Equity 
 
 Attributable to equity holders of the parent    

 
Share 
capital 

Share 
premium 

Option 
warrants and 

proceeds 
from 

conversion 
option 

Retained 
earnings 

Exchange 
differences 

on translation 
of foreign 
operations 

Capital 
reserve from 
transactions 

with non-
controlling 
interests 

Other 
reserves *) 

Treasury 
shares Total 

Non-
controlling 
interests 

Total 
equity 

 Unaudited  

 NIS millions  

Balance as of January 1, 2011 (audited)   13   1,622   32   1,610  (539)  (126)   164  (124)   2,652   2,225   4,877 
Net income   -   -   -   311   -   -   -   -   311   202   513 

Other comprehensive loss   -   -   -   -  (83)   -  (279)   -  (362)  (79)  (441) 

Total comprehensive income (loss)   -   -   -   311  (83)   -  (279)   -  (51)  123 **)   72 
Sale of treasury shares by a subsidiary   -   2   -   -   -   -   -   3   5   2   7 
Acquisition of shares from non-controlling 
interests   -   -   -   -   -  (150)   -   -  (150)  (20)  (170) 
Dividends   -   -   -  (305)   -   -   -   -  (305)   -  (305) 
Cost of share-based payment, net   -   -   -   -   -   -   -   -   -   19   19 
Exercise of warrants for shares by non-
controlling interests   -   -   -   -   -   -   -   -   -   5   5 
Deconsolidation of a subsidiary   -   -   -   -   -   -   -   -   -  (12)  (12) 
Sale of shares to non-controlling interests, net   -   -   -   -   -   10   -   -   10   12   22 
Issue of shares to non-controlling interests   -   -   -   -   -   40   -   -   40   115   155 
Company consolidated for the first time   -   -   -   -   -   -   -   -   -   3   3 
Consolidation due to acquisition of control 
achieved in stages   -   -   -   -   -   -   -   -   -   82   82 

Dividend to non-controlling interests   -   -   -   -   -   -   -   -   -  (32)  (32) 

Balance as of June 30, 2011   13   1,624   32   1,616  (622)  (226)  (115)  (121)   2,201   2,522   4,723 

 
*)  Mainly capital reserve for available-for-sale financial assets 
**)  Composition of comprehensive income of non-controlling interests: 
 
Net income attributable to non-controlling interests   202 
Loss for available-for-sale financial assets, net  (38) 
Other capital reserves  (2) 
Adjustments arising from translating financial statements of foreign operations  (34) 

Share in other comprehensive loss, net of associates  (5) 

Total comprehensive income attributable to non-controlling interests   123 

 
The accompanying notes are an integral part of the consolidated interim financial statements. 
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Consolidated Statements of Changes in Equity 
 
 Attributable to equity holders of the parent    

 
Share 
capital 

Share 
premium 

Option 
warrants and 

proceeds 
from 

conversion 
option 

Retained 
earnings 

Exchange 
differences 

on translation 
of foreign 
operations 

Other 
reserves *) 

Treasury 
shares 

Capital 
reserve 

from 
transactions 

with non-
controlling 
interests Total 

Non-
controlling 
interests 

Total 
equity 

 Unaudited  

 NIS millions  

Balance as of January 1, 2010 (audited)   13   1,590   25   869  (166)  (94)  (129)   -   2,108   2,480   4,588 
Net income   -   -   -   269   -   -   -   -   269   225   494 

Other comprehensive income (loss)   -   -   -   -  (29)  (129)   -   -  (158)   57  (101) 

Total comprehensive income (loss)   -   -   -   269  (29)  (129)   -   -   111  282***)   393 
Sale of treasury shares   -   3   -   -   -   -   5   -   8   3   11 
Dividends    -   -   -  (250)   -   -   -   -  (250)   -  (250) 
Exercise of warrants  -**)   29   -   -   -   -   -   -   29   -   29 
Conversion component for convertible 
debentures (less issuing expenses)   -   -   7   -   -   -   -   -   7   -   7 
Cost of share-based payment, net   -   -   -   -   -   -   -   -   -   20   20 
Acquisition of shares from non-controlling 
interests   -   -   -   -   -   -   -  (108)  (108)  (29)  (137) 
Sale and issuance of shares to non-controlling 
interests   -   -   -   -   -   -   -   26   26   16   42 
Exercise of warrants for  subsidiary shares   -   -   -   -   -   -   -  (11)  (11)   20   9 

Dividend to non-controlling interests   -   -   -   -   -   -   -   -   -  (148)  (148) 

Balance as of June 30, 2010   13   1,622   32   888  (195)  (223)  (124)  (93)   1,920   2,644   4,564 

 
*) Mainly capital reserve for available-for-sale financial assets 
**)   Represents an amount less than NIS 1 million 
***) Composition of comprehensive income of non-controlling interests: 
 
Net income attributable to non-controlling interests   225 
Gain from available-for-sale financial assets, net   41 
Loss from cash flow hedges, net  (2) 
Adjustments arising from translating financial statements of foreign operations   15 

Share in other comprehensive income, net of associates   3 

Total comprehensive income attributable to non-controlling interests   282 
 
The accompanying notes are an integral part of the consolidated interim financial statements. 
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Consolidated Statements of Changes in Equity 
 
 Attributable to equity holders of the parent    

 
Share 
capital 

Share 
premium 

Option 
warrants and 

proceeds 
from 

conversion 
option 

Retained 
earnings 

Exchange 
differences 

on translation 
of foreign 
operations 

Capital 
reserve from 
transactions 

with non-
controlling 
interests 

Other 
reserves *) 

Treasury 
shares Total 

Non-
controlling 
interests 

Total 
equity 

 Unaudited  

 NIS millions  

Balance as of April 1, 2011    13   1,622   32   1,620  (535)  (241)   106  (124)   2,493   2,258   4,751 
Net income   -   -   -   101   -   -   -   -   101   101   202 

Other comprehensive loss   -   -   -   -  (87)   -  (221)   -  (308)  (33)  (341) 

Total comprehensive income (loss)   -   -   -   101  (87)   -  (221)   -  (207)  68 **)  (139) 
Sale of treasury shares by a subsidiary   -   2   -   -   -   -   -   3   5   2   7 
Acquisition of shares from non-controlling 
interests   -   -   -   -   -  (35)   -   -  (35)  (10)  (45) 
Dividends   -   -   -  (105)   -   -   -   -  (105)   -  (105) 
Cost of share-based payment, net   -   -   -   -   -   -   -   -   -   15   15 
Exercise of warrants for shares by non-
controlling interests   -   -   -   -   -   -   -   -   -   4   4 
Sale of shares to non-controlling interests, net   -   -   -   -   -   10   -   -   10   12   22 
Issue of shares to non-controlling interests   -   -   -   -   -   40   -   -   40   115   155 
Company consolidated for the first time   -   -   -   -   -   -   -   -   -   3   3 
Consolidation due to acquisition of control 
achieved in stages   -   -   -   -   -   -   -   -   -   82   82 

Dividend to non-controlling interests   -   -   -   -   -   -   -   -   -  (27)  (27) 

Balance as of June 30, 2011   13   1,624   32   1,616  (622)  (226)  (115)  (121)   2,201   2,522   4,723 

 
*) Mainly capital reserve for available-for-sale financial assets 
**) Composition of comprehensive income of non-controlling interests: 
 
Net income attributable to non-controlling interests   101 
Loss for available-for-sale financial assets, net  (15) 
Loss for hedging transactions 1 
Adjustments arising from translating financial statements of foreign operations  (17) 

Share in other comprehensive loss, net of associates  (2) 

Total comprehensive income attributable to non-controlling interests   68 

 
The accompanying notes are an integral part of the consolidated interim financial statements. 
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Consolidated Statements of Changes in Equity 
 
 Attributable to equity holders of the parent    

 
Share 
capital 

Share 
premium 

Option 
warrants and 

proceeds 
from 

conversion 
option 

Retained 
earnings 

Exchange 
differences 

on translation 
of foreign 
operations 

Other 
reserves *) 

Treasury 
shares 

Capital  
reserve 

from 
transactions 

with non-
controlling 
interests Total 

Non-
controlling 
interests 

Total 
equity 

 Unaudited  

 NIS millions  

Balance as of April 1, 2010    13   1,620   25   974  (292)  (85)  (126)  (57)   2,072   2,561   4,633 
Net income   -   -   -   64   -   -   -   -   64   86   150 

Other comprehensive income (loss)   -   -   -   -   97  (138)   -   -  (41)   60   19 

Total comprehensive income (loss)   -   -   -   64   97  (138)   -   -   23  146 **)   169 
Sale of treasury shares   -   2   -   -   -   -   2   -   4   2   6 
Dividends    -   -   -  (150)   -   -   -   -  (150)   -  (150) 
Conversion component for convertible 
debentures (less issuing expenses)   -   -   7   -   -   -   -   -   7   -   7 
Cost of share-based payment, net   -   -   -   -   -   -   -   -   -   13   13 
Acquisition of shares from non-controlling 
interests   -   -   -   -   -   -   -  (66)  (66)  (11)  (77) 
Sale and issuance of shares to non-controlling 
interests   -   -   -   -   -   -   -   26   26   16   42 
Exercise of warrants for  subsidiary shares   -   -   -   -   -   -   -   4   4   5   9 

Dividend to non-controlling interests   -   -   -   -   -   -   -   -   -  (88)  (88) 

Balance as of June 30, 2010   13   1,622   32   888  (195)  (223)  (124)  (93)   1,920   2,644   4,564 

 
*) Mainly capital reserve for available-for-sale financial assets 
**) Composition of comprehensive income of non-controlling interests: 
 
Net income attributable to non-controlling interests   86 
Gain from available-for-sale financial assets, net   15 
Loss from cash flow hedges, net  (1) 
Adjustments arising from translating financial statements of foreign operations   42 

Share in other comprehensive income, net of associates   4 

Total comprehensive income attributable to non-controlling interests   146 

 
The accompanying notes are an integral part of the consolidated interim financial statements. 
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Consolidated Statements of Changes in Equity 
 
 Attributable to equity holders of the parent    

 
Share 
capital 

Share 
premium 

Option 
warrants and 

proceeds 
from 

conversion 
option 

Retained 
earnings 

Exchange 
differences 

on translation 
of foreign 
operations 

Capital 
reserve from 
transactions 

with non-
controlling 
interests 

Other 
reserves *) 

Treasury 
shares Total 

Non-
controlling 
interests 

Total 
equity 

 Audited  

 NIS millions  

Balance as of January 1, 2010   13   1,590   25   869  (166)   -  (94)  (129)   2,108   2,480   4,588 
Net income   -   -   -   1,701   -   -   -   -   1,701   253   1,954 

Other comprehensive income (loss)   -   -   -   -  (373)   -   258   -  (115)  (39)  (154) 

Total comprehensive income (loss)   -   -   -   1,701  (373)   -   258   -   1,586  214***)   1,800 
Sale of treasury shares by a subsidiary   -   3   -   -   -   -   -   5   8   3   11 
Acquisition of shares from non-controlling 

interests   -    -   -   -  (148)   -   -  (148)  (56)  (204) 
Exercise of warrants  -**)   29   -   -   -   -   -   -   29   -   29 
Dividends   -   -   -  (960)   -   -   -   -  (960)   -  (960) 
Conversion component for convertible 

debentures (net of issue expenses)   -   -   7   -   -   -   -   -   7   -   7 
Cost of share-based payment, net   -   -   -   -   -   -   -   -   -   42   42 
Exercise of warrants for shares by non-

controlling interests   -   -   -   -   -  (12)   -   -  (12)   21   9 
Expiry of warrants in a subsidiary   -   -   -   -   -   8   -   -   8  (8)   - 
Deconsolidation of a subsidiary   -   -   -   -   -   -   -   -   -  (336)  (336) 
Sale of shares to non-controlling interests, net   -   -   -   -   -   26   -   -   26   -   26 
Issue of shares to non-controlling interests   -   -   -   -   -   -   -   -   -   24   24 

Dividend to non-controlling interests   -   -   -   -   -   -   -   -   -  (159)  (159) 

Balance as of December 31, 2010   13   1,622   32   1,610  (539)  (126)   164  (124)   2,652   2,225   4,877 

 
*)  Mainly capital reserve for available-for-sale financial assets 
**)    Represents an amount less than NIS 1 million 
***)  Composition of comprehensive income of non-controlling interests: 
 
Net income attributable to non-controlling interests   253 
Gain from available-for-sale financial assets, net   48 
Adjustments arising from translating financial statements of foreign operations  (78) 

Share in other comprehensive loss, net of associates  (9) 

Total comprehensive income attributable to non-controlling interests   214 

 
The accompanying notes are an integral part of the consolidated interim financial statements. 
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Consolidated Statements of Cash Flows 
 
 

 
Six months ended  

June 30 
Three months ended 

June 30 

Year ended 
December 

31 

 2011 2010*) 2011 2010*) 2010*) 

 Unaudited Audited 

 NIS millions  

Cash flows from operating activities      

Net income    513   494   202   150   1,954 
Adjustments to reconcile cash flows from 

continuing operating activities (a)  (186)  (990)   421   483  (1,418) 

Net cash flows from (used in) continuing 
operating activities   327  (496)  623   633   536 

Net cash flows from (used in) discontinued 
operating activities  (70)   188   -   51   508 

Net cash flows from (used in) operating 
activities   257  (308)  623   684   1,044 

Cash flows from investing activities      
Purchase of property, plant and equipment 

and intangible assets  (470)  (445)  (294)  (265)  (875) 
Acquisition of investment property   -  (4)   -  (4)  (16) 
Proceeds from sale of property, plant and 

equipment and investment property   18   32   7   12   48 
Proceeds from property damage insurance, 

net   -   15   -   15   15 
Proceeds from sale (acquisition) of financial 

assets, net   1,210  (787)   570  (914)  (1,220) 
Loans to associates, net  (222)  (44)  (1)  (4)  (39) 
Short-term investments, net   118  (159)   244  (2)  (72) 
Increase in joint ventures for oil and gas 

exploration  (427)  (80)  (222)  (44)  (307) 
Proceeds from sale of oil and gas assets   555   -   405   -   - 
Proceeds from sale of investments in 

associates   89   -   89   -   33 
Proceeds for disposal of investments in  

previously consolidated subsidiaries (c)   18   -   -   -   911 
Investment in associates   (128)  (55)  (26)  (86)  (117) 
Payment for the option to acquire an investee  (96)  (76)  (96)  (76)  (105) 
Acquisition of operations, associates and 

available-for-sale financial assets  
consolidated for the first time (b)  (374)  (4)  (270)  (4)  (1,059) 

Collection (providing) of loans, net   34  (3)   24  (11)   28 

Net cash from (used for) continuing 
investment activities   325  (1,610)   430  (1,383)  (2,775) 

Net cash from (used in) discontinued 
investment activities   -  (4)   -  (2)  (4) 

Net cash from (used in) investing activities   325  (1,614)   430  (1,385)  (2,779) 

 
*) Reclassified, see Note 3 (F) 
 
 
 
 
 
 
 
 
The accompanying notes are an integral part of the consolidated interim financial statements. 
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Consolidated Statements of Cash Flows 
 
 

 
Six months ended  

June 30 
Three months ended 

June 30 

Year ended 
December 

31 

 2011 2010*) 2011 2010*) 2010*) 

 Unaudited Audited 

 NIS millions  

Cash flow from finance activities      

Short-term loans from banks and others, net   129   39  (311)   109   451 
Sale of shares to non-controlling interests   35   34   35   34   34 
Acquisition of shares from non-controlling 

interests  (167)  (137)  (42)  (77)  (204) 
Receipt of long-term loans   2,528   1,832   1,472   896   4,653 
Repayment of long-term loans  (2,711)  (2,409)  (1,463)  (1,357)  (4,918) 
Issue of shares to non-controlling interests    5   16   5   16   24 
Exercise of warrants for subsidiary shares  5   9 5   9   9 
Dividend paid  (305)  (433)  (305)  (250)  (1,143) 
Dividend paid to non-controlling shareholders 

in subsidiaries   (32)  (13)  (27)  (5)  (25) 
Exercise of  warrants for Company shares   -   16   -   -   16 
Sale of treasury shares   9   11   9   6   11 
Payment of contingent liability for a put option 

to non-controlling interests  (20)  (18)  (13)  (8)  (29) 
Issue of debentures (less Issue costs)   327   1,484   327   1,089   2,894 

Repayment of debentures   (436)  (215)  (196)  (41)  (708) 

Net cash from (used for) continuing finance 
activities  (633)  216  (504)  421   1,065 

Net cash from (used for) discontinued finance 
activities   -   122   -   80  (268) 

Net cash from (used for) finance activities  (633)   338  (504)   501   797 

Exchange differences on balances of  cash 
and cash equivalents – continuing 
operations   8  (67)  (14)  (29)  (112) 

Increase (decrease) in cash and cash 
equivalents – continuing operations   27  (1,957)   535  (358)  (1,286) 

Increase (decrease) in cash and cash 
equivalents – discontinued operations  (70)  306   -   129   236 

Cash and cash equivalents at the  beginning 
of the period (including performance-based 
balance)   4,050   5,100   3,472   3,678   5,100 

Cash and cash equivalents at the end of the 
period (including performance-based 
balance)   4,007   3,449   4,007   3,449   4,050 

 
*) Reclassified, see Note 3(G) 
 
 
 
 
 
 
 
 
 
 
 
 
The accompanying notes are an integral part of the consolidated interim financial statements. 



Delek Group Ltd. 

 

- 14 - 

Consolidated Statements of Cash Flows 
 
 

 
Six months ended  

June 30 
Three months ended 

June 30 

Year ended 
December 

31 

 2011 2010*) 2011 2010*) 2010*) 

 Unaudited Audited 

 NIS millions  

(A) Adjustments to reconcile cash flows 
from continuing operating activities:      

 
Adjustments to profit or loss      

 
Income from discontinued operation, net   -  (220)   -  (57)  (315) 

 Depreciation, depletion, amortization 
and impairment of assets   562   440   277   235   1,128 

 Deferred taxes, net  (53)   45  (100)   27   5 
 Increase (decrease) in employee benefit 

liabilities, net  (8)   5  (6)   1  (4) 
 Decrease (increase) of loans granted, 

net   64  (9)   47  (12)   7 
 Loss from issue of shares to a third party 

in an associate   2   - 1   -   4 
 Gain from the sale of property, plant and 

equipment, real estate and investments, 
net  (445)  (69)  (170)  (17)  (113) 

 Gain from the sale of investments in 
subsidiaries   -   -   -   -  (1,824) 

 Gain on involuntary conversion of assets   -  (15)   -  (15)  (15) 
 Group’s share in losses (earnings) of 

companies and associate partnerships, 
net (1)  49  (49)  73   16  (117) 

 Change in fair value of financial assets 
and financial derivatives, net  (59)  (18)  (53)  (33)   208 

 Increase (decrease) in  long-term 
liabilities, net   308   83   243   158   274 

 Increase in deferred acquisition costs  (46)  (45)  (2)  (8)  (80) 
 Cost of share-based payment   38   27   45   6   68 
 Change in financial investments of 

insurance companies, net  (609)   54   73   3,739  (4,529) 
 Investments net of proceeds from the 

sale of available-for-sale assets in 
insurance companies, net  (406)  (1,599)   180  (2,114)  (367) 

 Increase in reserves and other 
provisions in insurance companies   4,702   1,064   1,529  (1,419)   5,614 

 Increase in reinsurance assets  (27)  (171)  (17)  (6)  (130) 
 Changes in assets and liabilities:      
 Increase in trade receivables  (1,123)  (243)  (620)  (13)  (421) 
 Decrease (increase) in other accounts 

receivable  (27)   98   326   300   351 
 Increase in inventory  (231)  (54)  (244)  (92)  (86) 
 Increase in other assets, net  (106)  (490)  (33)  (470)  (43) 
 Increase in trade payables   788   13   449   8   428 
 Increase (decrease) in other  accounts 

payable  (3,559)   163  (1,577)   249  (1,461) 

   (186)  (990)   421   483  (1,418) 

 (1) Net of dividends received   132   34   72   30   39 

 
 *) Reclassified, see Note 3(G) 
The accompanying notes are an integral part of the consolidated interim financial statements. 
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Consolidated Statements of Cash Flows 
 
 

 
Six months ended  

June 30 
Three months ended 

June 30 

Year ended 
December 

31 

 2011 2010*) 2011 2010*) 2010*) 

 Unaudited Audited 

 NIS millions  

(B) Acquisition of operations, associates and 
available for sale financial assets 
consolidated for the first time      

 Working capital, net (excluding cash 
and cash equivalents)   12   3  80   3  (341) 

 Property, plant and equipment, 
investments and other property 
(including goodwill)  (3,320)  (59)  (1,471)  (59)  (1,183) 

 Long term receivables  (17)  (13)  (17)  (13)  
 Deferred taxes  (71)   -  (71)   
 Current liabilities   248   -   -   -   237 
 Non-current liabilities   1,705   36   699   36   203 
 Investment and loan to an associate    166  (10)   -  (10)   - 
 Offset of loans to an associate   393   -   -   -   - 
 Issue of shares to sellers   150   -   150   -   - 
 Holders of non-controlling interests   85   -   85   -   - 
 Elimination of investments in investees, 

investments in associates, loans to 
associates and available-for-sale 
financial assets   275   39   275   39   25 

 
  (374)  (4)  (270)  (4)  (1,059) 

(C) Proceeds from disposal of investments in  
previously consolidated subsidiaries (c)      

 Working capital   -   -   -   -   1,065 
 Short-term investments of the finance 

sector and in insurance companies   -   -   -   -  (18) 
 Investment property and property, plant 

and equipment   -   -   -   -   260 
 Goodwill   -   -   -   -   15 
 Assets classified as available for sale   55   -   -   -   - 
 Other non-current assets   -   -   -   -   361 
 Credit from banks and others   -   -   -   -  (832) 
 Non-current liabilities    -   -   -   -  (48) 
 Liabilities attributable to assets 

classified as held for sale  (25)   -   -   -   - 
 Non-controlling interests   -   -   -   -  (336) 
 Non-controlling interests attributable to 

deconsolidation of a company  (12)   -   -   -   - 
 Investment in a company accounted for 

at equity   -   -   -   -  (1,353) 
 Capital reserve   -   -   -   -  (27) 
 Gain  for the sale of subsidiaries   -   -   -   -   1,824 

 
   18   -   -   -   911 

 
 
 
The accompanying notes are an integral part of the consolidated interim financial statements. 
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Consolidated Statements of Cash Flows 
 
 

 
Six months ended  

June 30 
Three months ended 

June 30 

Year ended 
December 

31 

 2011 2010*) 2011 2010*) 2010*) 

 Unaudited Audited 

 NIS millions  

(D) Significant non-cash activities      

 
Purchase of property, plant and 
equipment and intangible assets   47   25   24   4   23 

 Liability for decommission of assets   -   8   -   8   8 

 
Dividend payable to non-controlling 
shareholders in subsidiaries   -   -  (2)   -   - 

 Dividend payable by associates   -   -   -   -   51 

 Exercise of warrants   -   13   -   -   13 

 
Liability for the acquisition of shares 
from non-controlling interests   -   -   -   -   8 

 

Repayment of loans provided to an 
associate against issue of a capital 
note in a subsidiary   394   -   -   -   - 

 

Consolidation for the first time of an 
available-for-sale financial asset in 
return for issue of shares in a 
subsidiary   150   -   150   -   - 

 
Receivables for the sale of an 
available-for-sale financial asset   258   - 258   -   - 

 Investment in oil and gas assets   158   92   13   92   190 

 
Receivables for the acquisition of an 
investee   -   -   -   -   99 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The accompanying notes are an integral part of the consolidated interim financial statements. 
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Consolidated Statements of Cash Flows 
 
 

 
Six months ended  

June 30 
Three months ended 

June 30 

Year ended 
December 

31 

 2011 2010*) 2011 2010*) 2010*) 

 Unaudited Audited 

 NIS millions  

(E) Cash and cash equivalents      

 
Cash and cash equivalents at the 

beginning of the period:      

 Cash and cash equivalents   3,443   3,997   2,883   3,006   3,997 

 
Performance-based cash and cash 

equivalents in insurance companies   607   1,103   589   672   1,103 

    4,050   5,100   3,472   3,678   5,100 

 
Cash and cash equivalents at the end 

of the period      

 Cash and cash equivalents   3,453   3,221   3,453   3,221   3,443 

 
Performance-based cash and cash 

equivalents in insurance companies   554   228   554   228   607 

    4,007   3,449   4,007   3,449   4,050 

(F) Additional information on cash flows      

 Cash paid during the period for:      

 Interest   721   486   449   255   893 

 Taxes on income   243   185   104   154   361 

 Cash received during the period for:      

 Interest   408   221   86   169   461 

 Dividends   176   23   160   11   54 

 Taxes   28   223   24   155   72 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The accompanying notes are an integral part of the consolidated interim financial statements. 
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NOTE 1 – GENERAL 
 
These financial statements have been prepared in condensed format as of June 30, 2011 and for the six 
and three months then ended (“the consolidated interim financial statements”). The financial statements 
should be read in the context of the Company’s annual financial statements as of December 31, 2010 for 
the year then ended and their accompanying notes, which were included in the Company's shelf 
prospectus published in May 2011 (“the annual financial statements”).  
 
 

NOTE 2 – SIGNIFICANT ACCOUNTING POLICIES 
 
A. The preparation format of the consolidated inter im financial statements  
 

The consolidated interim financial statements have been prepared in accordance with generally 
accepted accounting principles for the preparation of interim financial statements as prescribed in 
IAS 34 – Interim Financial Reporting and in accordance with the disclosure requirements of Chapter 
D of the Securities Regulations (Periodic and Immediate Reports), 1970, insofar as these regulations 
are applicable to the consolidated insurance companies. 
 
The main accounting policy and calculation methods applied in the preparation of these consolidated 
interim financial statements are consistent with those applied in the preparation of the annual 
financial statements, except for the following: 
 
IAS 24 – Related Party Disclosures 
 
The amendment to IAS 24 clarifies the definition of a related party in order to simplify the 
identification of such relationships and to eliminate inconsistencies in its application. In addition, 
government-related companies are provided a partial exemption of disclosure requirements for 
transactions with the government and other government-related companies. 
The appropriate disclosures will be included in the Company's financial statements. 
 
IAS 34 – Interim Financial Reporting 
 
IAS 34 sets additional disclosure requirements for interim financial statements regarding the 
circumstances that are likely to affect the fair value of financial instruments and their classification, 
transfers of financial instruments between different levels in the fair value hierarchy, changes in 
classification of financial assets and changes in contingent liabilities and assets. 
This amendment is applied retrospectively from January 1, 2011. 
 
IFRIC 14 – The Limit on a Defined Benefit Asset, Minimum Funding Requirements and their 
Interaction 
 
The amendment to IFRIC 14 provides guidance on assessing the recoverable amount of a defined 
benefit plan asset. The amendment permits an entity to treat the prepayment of a minimum funding 
requirement as an asset. 
The amendment is not expected to have a material effect on the financial statements of the Group. 
 
IFRIC 19, Extinguishing Financial Liabilities with Equity Instruments 
 
IFRIC 19 (“the interpretation”) addresses the accounting by an entity when financial liabilities are 
extinguished by issuing equity instruments. According to the interpretation, the equity instruments 
issued are measured at fair value, unless this cannot be reliably measured, in which case they are 
measured at the fair value of the financial liability extinguished. The difference between the carrying 
amount of the financial liability extinguished and the fair value of the equity instruments issued is 
recognized in profit or loss. 
The amendment is applied retrospectively from January 1, 2011.  
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NOTE 2 – SIGNIFICANT ACCOUNTING POLICIES (CONTD.) 
 

B. Disclosure of new IFRSs in the period prior to t heir adoption 
 
In May 2011, The IASB issued four new standards: IFRS 10 –  Consolidated Financial Statements; 
IFRS 11 – Joint Arrangements;  IFRS 12 –   Disclosure of Interests in Other Entities and IFRS 13 –  
Fair Value Measurement ("the new standards");  and amendments to  standards: IAS 27R (Revised 
2011) – Separate Financial Statements and IAS 28R (Revised 2011) – Investments in Associates 
and Joint Ventures. 
 
The new standards are effective retrospectively for annual periods beginning on or after January 1, 
2013. Early adoption is permitted, but only if the new standards are early-adopted together (except 
for the disclosure requirements according to IFRS 12, which may be applied separately). The 
standards include transition guidelines with exemptions for initial application.  
 
The main provisions of the standards and their expected effect on the Company are described 
below: 
 
IFRS 10 – Consolidated Financial Statements 
 
IFRS 10 replaces IAS 27 for accounting of consolidated financial statements, and provides 
guidelines for accounting of structured entities, which were previously within the scope of SIC 12, 
Consolidation – Special Purpose Entities. 
 
IFRS 10 does not contain changes to consolidation requirements, however it changes the definition 
of control as the basis for consolidation and contains a single model for consolidation. According to 
IFRS 10, control requires power over an investee and exposure or a right to variable returns from an 
investee. Power is the ability to affect and direct the investee's activities, which has a significant 
effect on the investor's returns. 
  
According to IFRS 10, when assessing control, potential voting rights are considered only if they are 
exercisable, whereas according to IAS 27 prior to the amendment, potential voting rights are 
considered only if they are currently exercisable, and the  management's intentions and the financial 
ability to exercise these rights are not considered.   
   
In addition, according to IFRS 10, an investor has control even if it owns less than 50% of the voting 
rights in the investee (effective control), while according to IAS 27, there are two models for 
consolidation: de facto control and legal control.  
 
IFRS 10 will be applied retrospectively in financial statements for annual periods beginning on or 
after January 1, 2013.  
 
According to the Company’s current accounting policy, to date, the Company has applied the legal 
control model. The Company's management believes that at this stage, the anticipated change in 
accounting policy when adopting the effective control method is not expected to have a material 
effect on the financial statements. 
 
IAS 27R – Separate Financial Statements 
 
 IAS 27R ("the amendment") replaces IAS 27 and addresses separate financial statements only. The 
current guidelines for separate financial statements remain unchanged according to the revised 
amendment. 
 
IFRS 11 – Joint Arrangements 
 
IFRS 11 supersedes IAS 31, Interests in Joint Ventures and SIC 13, Jointly Controlled Entities: Non-
Monetary Contributions by Venturers.  
 
IFRS 11 establishes accounting principles for joint arrangements of which two or more parties have 
joint control.  
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NOTE 2 – SIGNIFICANT ACCOUNTING POLICIES (CONTD.) 
 
IFRS 11 classifies joint arrangements in two categories: 
 
− Joint ventures, where the parties to the arrangement have joint control of the rights to the net 

assets of the joint venture. According to IFRS 11, joint ventures are accounted for using the 
equity method only, whereas according to IAS 31, jointly controlled entities can by accounted for 
using the proportionate consolidation method or the equity method.  

 
− Joint operations, where the parties to the arrangement have joint control of the rights to the 

assets and obligations for the liabilities, relating to the joint operations. According to IFRS 11, 
the entity will recognize the assets, liabilities, revenues and expenses of the joint operations 
based on its proportionate share of this activity, as determined in the joint arrangement, the 
same as the requirements in current accounting principles. 

 
IFRS 11 will be applied retrospectively in financial statements for annual periods beginning on or 
after January 1, 2013. 
 
The Group is assessing the possible effect of the adoption of the standard on the financial 
statements, however at this stage, it is unable to estimate any effect it may have on the financial 
statements.  
 
IAS 28R – Investments in Associates 
 
 IAS 28R replaces IAS 28. The main changes compared to IAS 28 relate to equity accounting of 
investments in joint ventures, following publication of IFRS 11 and the transition from proportionate 
consolidation to equity accounting for these investments.  
 
IFRS 12 – Disclosure of Interests in Other Entities 
 
IFRS 12 establishes the disclosure requirements for investees, including subsidiaries, joint ventures, 
associates and structured entities. IFRS 12 expands the disclosure requirements for the judgments 
and assumptions applied by management in determining whether the entity has control, joint control 
or significant influence over an investee, and determines the type of joint arrangement. IFRS 12 also 
establishes disclosure requirements for significant investees.  
 
The appropriate disclosures will be included in the Company's financial statements with initial 
application of the standard. 
 
 IFRS 13 – Fair Value Measurement 
 
IFRS 13 establishes guidelines for fair value measurement, when this measurement is required 
according to international standards. IFRS 13 defines fair value as the price that would be received 
to sell an asset or paid to transfer a liability in an orderly transaction between market participants at 
the measurement date. IFRS 13 also defines characteristics of market participants and states that 
fair value is based on the assumptions that market participants would use. According to IFRS 13, fair 
value measurement assumes a transaction taking place in the principal market for the asset or 
liability, or in the absence of a principal market, in the most advantageous market.    
 
IFRS 13 requires maximizing the use of observable inputs compared to the use of unobservable 
inputs. IFRS 13 established a fair value hierarchy according to the inputs used to determine fair 
value: 
 
Level 1:  Quoted prices (unadjusted) in active markets for identical assets or liabilities 
Level 2:  Inputs other than quoted prices included within Level 1 that are observable, either directly 
or indirectly 
Level 3: Inputs that are not based on observable market data (unobservable inputs) (assessment 
without using observable market inputs). 
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NOTE 2 – SIGNIFICANT ACCOUNTING POLICIES (CONTD.) 
 
IFRS 13 establishes disclosure requirements. 
 
The disclosures and measurement of assets and liabilities according to IFRS 13 are required 
prospectively only after initial application, from the financial statements for annual periods 
commencing on or after January 1, 2013. Early adoption is permitted. These new disclosures do not 
apply to the comparative figures. 
. 
The appropriate disclosures will be included in the Company's financial statements with initial 
application of the standard. 
 
The Company believes that the effect of IFRS 13 on the financial statements is not expected to be 
material. 
 
IAS 19 – Employee Benefits (revised) 
 
In June 2011, the IASB published IAS 19 (revised) ("the standard"). The main amendments in the 
standard are as follows: 
 
− Actuarial gains and losses will be recognized in other comprehensive income only and not in the 

statement of income. 

− The 'corridor' method, which allowed deferral of actuarial gains and losses, is eliminated. 

− The return on plan assets will be recognized in the statement of income based on the rate used 
to discount the obligations for employee benefits, regardless of the actual composition of the 
investment portfolio. 

− The distinction between short-term and long-term employee benefits will be based on the 
expected settlement date and not on the date the employee's rights to the benefit is established. 

 
The cost of past services arising from changes in the plan will be recognized immediately. 
 
The standard is effective retrospectively for annual periods beginning on or after January 1, 2013. 
Early adoption is permitted.  
 
The Company is assessing the possible effect of the standard, however at this stage, it is unable to 
estimate any effect it may have on the financial statements. 
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NOTE 3 – BUSINESS COMBINATIONS AND INVESTMENTS IN A SSOCIATES 
 
A. Insurance and finance operations 

 
1. In January 2011, the Company acquired an additional 528,438 shares of The Phoenix of NIS 1 

par value each on the TASE for NIS 7 million. Subsequent to the acquisition, the Group owns 
55.56% of The Phoenix. The difference between the price paid and the equity acquired was not 
significant. 

 
2. Further to Note 14(G)(1) to the annual financial statements, on April 13, 2011, The Phoenix 

completed the acquisition of the third lot of the shares of Excellence Investments Ltd. 
("Excellence") for NIS 96.6 million. The acquired shares represent 5.11% of the issued and paid 
up share capital of Excellence. Subsequent to the acquisition, The Phoenix owns 78.43% of the 
share capital of Excellence. 

 
3. At June 30, 2011, the variable management fees that The Phoenix Insurance Company Ltd. will 

not collect for performance-based policies issued between 1991 and 2003, until the losses for 
the investment in these policies are covered, amount to NIS 134 million.  The estimated yield 
from the end of the reporting period through to the publication date of the financial statements 
are expected to increase this sum by a similar amount.  

 
4. The Phoenix holds 5% of Linchfield Limited ("Linchfield"), which is accounted for at equity due 

to the other holdings of the controlling shareholder. In the reporting period, Linchfield 
recognized an impairment loss on investment property. The share of The Phoenix in the loss 
amounted to NIS 30 million and was recognized in the statement of income under the Group's 
share in earnings of subsidiaries and associate partnerships, net. See also Note 3(I)(2) below 
for condensed financial information of Linchfield. 

 
5. In April 2011, severe weather hit some areas in the United States, including tornadoes (mainly 

in the Southern United States), causing damage in states where the subsidiary Republic 
Companies Inc. ("Republic") operates. The loss incurred by Republic for the weather-related 
damage amounts to USD 43.5 million (before the effect of tax). Since there were numerous 
storms and relatively low damage per storm, it is expected that reinsurance coverage for most 
of the damages will be minimal, apart from reinsurance coverage for some commercial assets.  

 
6. Further to 14(H)(3) to the annual financial statements, in April 2011, Barak Capital Ltd. ("Barak 

Capital"), which is owned 48% by the Group, completed a sale of all of its shares in its 
associate, Index Teudot Sal Ltd., to DS Apex Holdings Ltd. for NIS 35 million.. The estimated 
pre-tax profit for Barak Capital is NIS 34 million, which is recognized in the statement of income 
under the Group's share in income of companies and associates, net (the Group’s share of this 
profit is NIS 16 million). 
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NOTE 3 – BUSINESS COMBINATIONS AND INVESTMENTS IN A SSOCIATES (CONTD.) 
 
 
B. Fuel operations in the United States 
 

Further to Note 13(2) to the annual financial statements, on April 29, 2011, Delek US completed the 
acquisition of 53.7% of the share capital of Lion Oil Company ("Lion"). Following the transaction, 
Delek US owns 88.3% of the share capital of Lion. 
 
Delek US acquired the interests in Lion according to the following outline:  
 
1. The sellers received a cash payment of USD 80.9 million (after working capital adjustments) 
 
2. Delek US issued 3,292,844 of its shares, valued at USD 44.3 million, to the sellers (the number 

of shares was based on the average closing price of Delek US shares for the ten trading days 
preceding the completion date of the transaction). 

3. Lion issued a USD 50 million note payable to the sellers and guaranteed by Delek US. The note 
bears annual interest at a rate of 4% (paid quarterly) and is payable in five equal annual 
payments of the principal as from the end of the second year after its issue. 

 
4. Lion transferred its interests in an oil pipeline (valued at USD 50 million) and its entire asphalt 

inventory against repayment of Lion's debt to the sellers. 
 
In addition, Delek US participated in the refinancing of Lion’s net working capital, which is currently 
partially financed by the sellers. 
 
The acquisition was partially financed by an owners loan of USD 40 million provided by Delek Petroleum 
to Delek US. The loan principal will be repaid in six equal payments of USD 6 million each, on June 30th 
of each year from 2012 through 2017 and a final payment of USD 4 million on December 31, 2017. The 
loan principal bears annual interest at a rate of 7.25%, which will be paid in quarterly installments.  

 
Subsequent to the issue of these shares, Delek Petroleum's holding in Delek US decreased from 
72.4% to 68.3%. Consequently, in the second quarter of 2011, the Group recognized an increase of 
NIS 41 million  in reserves from transactions with non-controlling interests. 
 
According to IFRS 3 (revised) regarding acquisition of control in stages, Delek US accounted for its 
previous investment in Lion as if disposed of at the date control was established, while Delek US 
acquired 88.3% of the shares in Lion at fair value.  
 
Following the acquisition, in the second quarter of 2011, Delek US recorded a profit of USD 9 million 
(approximately NIS 31 million) in the statement of income for the difference between the value of the 
investment in Lion shares in the financial statements of Delek US prior to the acquisition and the fair 
value of the investment in Lion at the date control was established. This profit was included under 
finance income. 
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NOTE 3 – BUSINESS COMBINATIONS AND INVESTMENTS IN A SSOCIATES (CONTD.) 
 
Delek US temporarily attributed the consideration for acquisition of the assets and liabilities of Lion at 
the acquisition date as follows: 
 
  USD millions   NIS millions  
    

Current assets  243 826 
Property, plant and equipment  282 958 
Long term loans and debit balances  26 89 
Other intangible assets  11 38 
Current liabilities  (263) (896) 
Long-term loans from others  (50) (170) 
Other long-term liabilities  (19) (63) 
    
  230 782 
Holders of non-controlling interests  (24) (82) 
  206 700 

     
The acquisition cost includes:     
  USD millions    
     
Cash paid  80.9   
Shares issued to sellers  44.3   
Value of prior investment in Lion  80.8   
  206   
     
 
As from the acquisition date, Delek US fully consolidates the financial statements of Lion.  
Lion's revenues and costs for the period from the acquisition date through to June 30, 2011 are as 
follows (unaudited): 
 
  USD millions   NIS millions  

     
Revenues  512 1,762 
Cost of revenues  455 1,566 
Other costs (including financing)  43 147 

    
Income  14 49 

 
On April 29, 2011, Delek US entered into a three-year agreement with a third party (J. Aron) to acquire 
and sell inventory following the acquisition of control in Lion. According to the agreement, which expires 
on April 29, 2014, Lion will purchase inventory of distillates from J. Aron on an ongoing basis. When the 
agreement expires, Delek US will purchase the remaining inventory from J. Aron at the market prices 
prevailing at that time. Since the financing agreement for purchasing the inventory does not comply with 
the guidelines of IAS 18 for recognizing revenue, Delek US recognized proceeds of USD 243 million 
(approximately NIS 824 million) as a liability included under liabilities to trade and other payables. 
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NOTE 3 – BUSINESS COMBINATIONS AND INVESTMENTS IN A SSOCIATES (CONTD.) 
 
C. Fuel operations in Europe 
 

1. Further to Note 14(J) to the annual financial statements, on October 1, 2010, Delek Europe BV 
(owned 80% by Delek Petroleum, a wholly owned subsidiary, and 20% by Delek Israel - 
hereinafter: "Delek Europe") finalized a transaction to acquire the fuel marketing operations of 
BP France SA (“BP”) in France, including 410 gas stations, 300 convenience stores and 
interests in three terminals.  Ownership of the assets was transferred to a subsidiary. 
 
The consideration of the transaction was set at EUR 170 million before working capital 
adjustments. The acquisition agreement included a mechanism for working capital adjustments 
for adequate acquisition consideration. According to BP, working capital adjustments at the time 
of the transaction amounted to EUR 60 million and the compensation that was transferred 
amounted to EUR 230 million. In March 2011, an agreement between Delek Europe and BP 
stipulated that working capital adjustments will be reduced to EUR 39 million, reflecting a total 
consideration of EUR 209 million for the transaction.   
 
In the first quarter of 2011, Delek Europe adjusted the temporary attribution of the acquisition 
consideration. Following the adjustment, goodwill arising on acquisition decreased by EUR 3 
million, against a deferred tax asset, amounting to EUR 34 million. This did not have a material 
effect on the statements of income. 
 

2. According to the employment agreement of the CEO of Delek Europe Holdings Ltd. ("Delek 
Europe"), which was signed in December 2008, the CEO was granted 750 options exercisable 
for Delek Europe shares (2.5% fully diluted). The exercise price was based on the value of 
Delek Europe in the amount of NIS 167 million. The options are exercisable on six annual dates 
as from June 2007. It was further agreed that the CEO will have the option to sell his shares to 
Delek Europe provided Delek Europe shares are not issued to the public, therefore the grant of 
the options was accounted for as a liability grant. 
 
At June 30, 2011, 120 options were unvested. The fair value of the plan amounted to NIS 17.7 
million, based on Company's value of NIS 904 million to Delek Europe.  
 
In the reporting period, Delek Europe adjusted the value of the options in the amount of NIS 
10.5 million and these expenses were included in the statement of income under administrative 
and general expenses. 
 

3. According to the employment agreement of the former CEO of Delek Benelux ("Benelux"), the 
CEO was granted 45,000 options exercisable for Benelux shares (2.5% at full dilution). The 
exercise price was based on Delek Europe's value of EUR 129 million. The options are 
exercisable on seven annual dates as from April 2008. It was further agreed that the CEO of 
Benelux will have the option of selling his shares to Benelux provided Benelux shares are not 
issued to the public, accordingly, the grant of the options was accounted for as a liability grant. 
 
In February 2011, the former CEO of Benelux announced his resignation. According to the 
former CEO's employment agreement regarding the options that were granted to him in the 
past, valuations were performed for Benelux to adjust the value of the vested options paid to the 
CEO of Benelux. As a result, in the reporting period, Benelux adjusted the value of the options 
by another EUR 3.8 million (approximately NIS 19 million) (before the effect of income tax). 
These expenses were included in the statement of income under general and administrative 
expenses. 
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D. Fuel operations in Israel 

 
1. Subsequent to the balance sheet date, in July 2011, Delek Petroleum issued a full tender offer 

for all the outstanding shares of Delek Israel for NIS 101 per share.  
 
On August 4, 2011, Delek Petroleum announced the results of the tender offer, which was only 
partially accepted. According to the results, Delek Petroleum acquired 1,099,699 ordinary 
shares of Delek Israel from offerers that submitted notices of acceptance, representing 9.69% of 
the issued and paid up share capital and voting rights of Delek Israel. Subsequent to the 
acquisition, Delek Petroleum will own 9,861,473 ordinary shares representing 86.9% of the 
issued and paid up share capital and the voting rights in Delek Israel. The consideration for the 
acquisition amounted to NIS 111 million. As a result, in the third quarter of 2011, Delek 
Petroleum will record a decrease of NIS 7 million in capital under capital reserve from 
transactions with non-controlling interests. 
 

2. Subsequent to the balance sheet date, in August 2011, Delek Israel received a draft hearing 
report from the Fuel Administration of the Ministry of National Infrastructures regarding the 
marketing margin of gasoline at gas stations ("the draft hearing report"). 
 
According to the draft hearing report, the Fuel Administration recommends, inter alia, to reduce 
the marketing margin for self-service 95 octane gasoline by 22 agurot (including VAT) and by 15 
agurot for full service (including VAT). 
It is noted that the draft hearing report refers to recommendations for other issues, such as 
recognizing the additional costs related to the gate price of fuel at the refineries, changing the 
method for adjusting the marketing margin, changing the method for full-service gasoline, 
changing the exchange rate and a proposal for a control system based on reports from the fuel 
companies to limit price differences between private consumers and vehicle fleets.  
Following a review of the information available to Delek Israel, which was submitted to the Fuel 
Administration to examine the marketing margin, Delek Israel believes that reduction of the 
marketing margin is not possible. On August 17, 2011, in a hearing held at the Fuel 
Administration, Delek Israel presented its position regarding the draft report. The final decision 
of the committee is expected to be published by the end of August 2011.  
 
If the interministerial committee on prices (of the Ministries of Finance and International 
Infrastructures) decides to reduce the marketing margin as described above (per liter of 95 
octane gasoline), this is expected to have a material negative effect on the business of Delek 
Israel and its operating results. It is noted that the extent of the effect depends on the reduction 
that will be determined and the steps that Delek Israel takes to moderate the financial effect of 
reducing the marketing margin. 
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E. Delek Motorway Services UK 

 
Further to Note 14(G)(2) to the annual financial statements, Delek Petroleum owns 25% of the share 
capital of Delek Motorway Services UK (“DMS”). The balance of the shares of DMS are owned by 
Delek Real Estate Ltd. DMS holds the entire share capital of a UK company MSA Acquisition Co. 
Ltd. (”MSA”), which owns Roadchef. Roadchef owns 19 roadside service stations in the UK, 
operating under the Roadchef brand (the group of companies is referred to hereunder as Roadchef). 
 
On November 24, 2010, and further to the negotiations between the Company and Delek Real 
Estate Ltd., the Audit Committee and Board of Directors of Delek Group approved an agreement to 
purchase the interests of Delek Belron International Ltd. (“Delek Belron”), a wholly owned subsidiary 
of Delek Real Estate, in companies owning Roadchef. On January 10, 2011, the general meeting of 
the Company and Delek Real Estate approved the transaction. 
 
On January 19, 2011, the Board of Directors of Delek Petroleum approved the transfer of ownership 
in Roadchef from Delek Belron to Delek Petroleum, instead of the Company. The transaction was 
completed on January 24, 2011. 
 
The transaction is in NIS, equivalent to GBP 86.25 million (NIS 498 million) at the closing date of the 
transaction, reflecting a value of GBP 115 million for Roadchef (NIS 663 million). The Group paid 
Delek Petroleum the consideration by offsetting Delek Real Estate’s debt to the Company of NIS 394 
million and a cash payment of NIS 104 million (see also Note 3(H)(1) below).  
 
Although this is a business combination under common control as the transaction has an economic 
nature from the aspect of Delek Petroleum, the transaction is accounted for as a business 
combination achieved in stages according to the acquisition method established in the revised IFRS 
3. Accordingly, and based on the notional approach  in the revised IFRS 3, Delek Petroleum 
remeasured its previously-held investment in Roadchef as if disposed of at the date control was 
established, while Delek Petroleum acquired 100% of the shares in Roadchef at fair value.  
 
As a result, equity attributable to the Company's shareholders increased by NIS 22 million and the 
profit from the notional disposal of the prior investment in Roadchef, considering the sale of capital 
reserves deferred to other comprehensive income in the past, amounted to sums that are not 
material. 
 
Delek Petroleum temporarily attributed the acquisition consideration for the assets and liabilities of 
Roadchef at the acquisition date as follows: 
 
  GBP millions   NIS millions  

     
Current assets   12 68 
Property, plant and equipment  60 347 
Goodwill      134 772 
Agreements (amortized on a straight-line basis over 19-22 years)  47 271 
Licenses and user rights (amortized on a straight-line basis over 
21-138 years)  76 438 
Current liabilities  (41) (235) 
Debentures  (155) (891) 
Long-term loans from banks  (5) (29) 
Other long-term liabilities  (5) (29) 
Long-term tax reserve  (8) (49) 

    
  115 663 

 
As from the acquisition date, Delek Petroleum fully consolidates the financial statements of 
Roadchef.  
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Roadchef's revenues and costs for the period from the acquisition date through to June 30, 2011 are 
as follows (unaudited): 
 

  

As fr om the acquisition 
date through to June 30, 

2011 

 
Three months ended 

June 30 
  Unaudited   Unaudited  

  
GBP 

millions 
 NIS 

millions 
 GBP 

millions 
 NIS 

millions 
      
Revenues  98 554 56 309 
Cost of revenues  94 536 50 282 
Other costs (including financing)  8 39 7 33 

      
Loss  (4) (21) (1) (6) 

 
F. Energy sector  

 
1. In the reporting period, the Group acquired 47,560 additional shares in Delek Energy on the 

TASE for NIS 65 million, representing 0.94% of the equity of Delek Energy. The difference 
between the consideration paid and the value of the acquired equity amounted to NIS 64 million 
and was recognized directly in capital reserve from transactions with non-controlling interests. 
Subsequent to the acquisition, the Company and Delek Investments own 79.87% of the equity 
of Delek Energy. 

 
2. In reporting period, the Group acquired 6,748,486 additional participating units in Delek Drilling 

on the TASE for NIS 89 million, representing 1.23% of the equity of Delek Drilling. The 
difference between the consideration paid and the value of the acquired equity amounted to NIS 
81 million and was recognized directly in capital reserve from transactions with holders of non-
controlling interests. The Company and Delek Investments own 9.02% of the equity of Delek 
Drilling (in addition to 62.7% of the equity of Delek Drilling owned by Delek Energy) 

 
3.  In the reporting period, the Group acquired 24,487,075 additional participating units in Aver on 

the TASE for NIS 59 million, representing 0.73% of the equity of Avner. Subsequent to this 
acquisition, the Company and Delek Investments own together 14.44% of the partnership's 
equity. The excess cost of acquisition over the fair value amounted to NIS 53 million, 
attributable to investments in oil and gas exploration and production. 

 
4. Further to Note 14(N)(3)(d) to the annual financial statements, on March 30, 2011, Delek 

Energy announced the convocation of the annual general meeting. The agenda includes 
approval of termination of the term of Dr.Yoram Turbowicz, chairman of the Board of Directors 
of Delek Energy, as director in Delek Energy, as from the approval date of the resolution by the 
general meeting.  According to the employment agreement, upon termination of Yoram 
Turbowicz's employment by Delek Energy, he will be entitled to exercise the first lot only of the 
package of phantom units he received, that is, 25,027 phantom units representing 0.5% of the 
issued and paid up share capital of Delek Energy at an exercise price of NIS 1,007 each. 
 
On May 2, 2011, the general meeting of Delek Energy approved the termination of Yoram 
Turbowicz's employment and he will be entitled to receive the first lot. In view of the aforesaid, 
Delek Energy paid NIS 8.2 million and repaid the liability for the first lot only. The liability for the 
other lots was canceled. In the reporting period, Delek Energy recorded income of NIS 16.4 
million for the cancellation, which was included in the statement of income under general and 
administrative expenses. 
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5. Subsequent to the balance sheet date, on August 2, 2011, the Group issued a shelf offering 
memorandum by way of a full exchange tender offer and specifications for a tender offer (the validity 
of the tender offer is not conditional on acquisition of the entire amount of offered shares) to acquire 
1,009,910 ordinary shares of NIS 1 par value each of Delek Energy ("the tender offer"). According to 
the tender offer, the Group offers to acquire the offered shares from the offerers for 1,009,910 units 
each comprising (a) 27 participating units of NIS 1 par value in Delek Drilling and (b) 472 
participating units of NIS 0.01 par value in Avner. On August 25, 2011, The Group issued an 
amendment to the shelf offering memorandum, according to which the Group offers to acquire the 
offered shares from the offerers for 1,009,910 units each comprising (a) 36 participating units of NIS 
1 par value in Delek Drilling and (b) 472 participating units of NIS 0.01 par value in Avner. The 
acceptance date of the offer is set for September 1, 2011. 
 
In addition, the Group entered into an agreement with the CEO of Delek Energy and the 
Chairman of the Board of Directors of the Group (who also serves as a director in Delek 
Energy). According to the agreement, if the full tender offer is accepted, the vested option 
warrants of Delek Energy that they hold will be converted (and in the case of the CEO of Delek 
Energy, also some of his unvested option warrants) to  participating units of Delek Drilling and 
Avner that will be received from Delek Energy, under the same terms as the terms of the option 
warrants and in the amount to be determined according to the exchange ratio of the full tender 
offer, between Delek Energy shares and Delek Drilling and Avner units.  
 
At this stage, the Group is assessing the accounting implications from completion of the tender 
offer, insofar as it will be completed. 

 
G. Automotive operations 
 

1. Further to Note 14(M) to the annual financial statements, regarding the sale of 22% of the 
shares of Delek Automotive, the operating results of Delek Automotive in the six and three 
months ended June 30, 2011 were reclassified and presented in the statement of income under 
income from discontinued operations.  The table below presents the operating results for the 
discontinued operations of Delek Automotive: 
 

 
Six months 

ended June 30 
Three months 
ended June 30 

Year ended  
December 31 

 2010 2010 2010 

 Unaudited  Unaudited  Audited  

 NIS millions  NIS millions  NIS mill ions  

Revenues   2,294   1,203   3,363 

Cost of revenues   1,932   1,015   2,865 

Gross income   362   188   498 
Selling and marketing expenses    21   10   30 

General and administrative expenses   14   8   22 

Profit from regular operations   327   170   446 
Finance income   32   16   50 

Finance expense  (70)  (112)  (79) 

Profit before income tax   289   74   417 

Taxes on income   69   18   102 

Net income   220   56   315 
Profit from disposal of an investment, net   -   -   1,824 

Income   220   56   2,139 

Attributable to:    
Equity holders of the parent   130   37   1,995 

Non-controlling interests   90   19   144 

   220   56   2,139 
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The amounts of other comprehensive income and capital reserves for discontinued operations 
are insignificant. 
 
Further to Note 14M to the annual financial statements, as from the sale of the shares, the 
balance of the investment in Delek Automotive is accounted for on an equity basis. 
 

2. Subsequent to the balance sheet date, in July 2011, Delek Motors Ltd. (a wholly owned 
subsidiary of Delek Automotive, hereinafter: "Delek Motors") entered into two agreements. 
According to the agreements, Delek Motors will acquire 83.7% of the issued share capital of 
Kamor Motors Ltd. ("Kamor Motors") for NIS 212 million.  
 
Kamor Motors is a public company whose shares are traded on the Tel Aviv Stock Exchange. 
Kamor Motors imports and sells BMW cars, four-wheel drives, motorcycles, accessories and 
spare parts in Israel. 
 
Finalization of the transaction is subject to the following: preconditions: obtaining approval  from the 
Antitrust Commissioner for the transaction, approval from a material supplier of Kamor Motors, 
approval from a bank that provided credit to Kamor Motors for the transaction and successful 
completion of the full tender for Kamor Motors shares, as described below. 
 
According to the acquisition agreement, Delek Motors undertook that within 14 days from fulfillment 
of all the preconditions set out in the agreement, a full tender offer will be issued for all Kamor Motors 
shares. The tender offer will be at a price of no less than NIS 20 per share (the price will be adjusted 
if a dividend is distributed before the publication date of the tender offer). In certain cases, Delek 
Motors may issue the tender offer before obtaining the required regulatory approvals and the 
completion of the tender offer will be contingent on obtaining these approvals. If the tender offer is 
completed with success, the shares of Kamor Motors will be delisted.  
 
It was further agreed that on completion of the acquisition transaction, the former owners will acquire 
from Kamor Motors the operations for tires and sale of vehicles in Bulgaria for NIS 40 million. 

 
H. Other operations 
 

1. In a transaction to acquire 75% of the shares in Roadchef, as set out in section E above, the 
Company provided Delek Real Estate with credit amounting to NIS 75 million. The debt bears 
annual interest at a rate of 1% above the Company's funding cost. The loan is repayable in 
January 2018. 
 
In addition, according to the Company's obligations towards the bank regarding distribution of 
Delek Real Estate shares as a dividend in kind, the Company acquired debt of Delek Real 
Estate towards the bank of NIS 150 million. The loan bears interest at a rate of prime -0.25% 
and is repayable in January 2018. The Company received a bank loan of NIS 150 million at the 
same terms as the acquired debt of Delek Real Estate. According to IAS 39, the acquired loans 
were initially measured at fair value, taking into account market interest for similar loans. To 
secure repayment to the Company of Delek Real Estate’s loan of NIS 150 million, Delek Real 
Estate undertook to pledge its rights in the Hof Carmel project as a second ranking lien. 
 
In view of the financial position of Delek Real Estate, as reflected in the immediate reports of 
July 25 and August 23 and 25, 2011 and the notices about the company, including Delek Real 
Estate’s notice about suspension of principal and interest payments to all its creditors (except 
for principal and interest payments to insured creditors using proceeds from assets pledged to 
those creditors), there is a serious doubt as to whether it will be able to meet its obligations and 
its continuation as a going concern.  
 
Under these assumptions, the Company assessed the balance of Delek Real Estate's debt and 
in the reporting period, recognized an additional provision for impairment (including for its share 
in the losses of Delek Real Estate), including the loans of NIS 77 million provided to Delek Real 
Estate (the balance of the principal and interest amounts to NIS 230 million). 
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In addition, at the reporting date, Delek Real Estate has a debt for loans provided by The 
Phoenix and its subsidiaries amounting to NIS 66  (55% of the debt is from funds from policies 
guaranteeing insurance yields and 45% of the debt is from nostro funds). According to the 
repayment dates that were defined, an amount of NIS 45 million (principal and interest) was set 
for repayment in August 2011.  At the approval date of the financial statements, this amount has 
not been paid. The Phoenix has collateral equal to the balance of the loan principal, therefore 
no provision was included in the financial statements of The Phoenix. 
 
Further to the meetings of the Investment Committee, Audit Committee and Board of Directors 
of The Phoenix and The Phoenix Insurance, it was decided, subject to approval of the general 
meeting, to suspend the decision of whether to extend the dates of the payments due by Delek 
Real Estate in August 2011, until clarifications are received regarding Delek Real Estate and its 
creditors.   
 

2. On December 3, 2009, the Securities Authority searched the offices of Delek Real Estate, in 
respect of the assets belonging to subsidiaries of Delek Real Estate outside of Israel. 
 
On January 2, 2010, Delek Real Estate reported that, to the best of its knowledge, the matters 
under investigation by the Securities Authority are in respect of the following: 
 
− Evaluation of the accounting treatment of Delek Real Estate’s investments in Hilton and 

Marriot hotels 

− Valuation of a foreign company owning parking lots in the UK, leased to NCP Ltd., as 
presented in the financial statements of Delek Real Estate in 2007-2009 

− Evaluation of the agreement of a foreign subsidiary of Delek Real Estate with a third party 
in respect of the operation of Roadchef properties 

 
On August 31, 2010, the Securities Authority announced that it had completed the investigation 
of Delek Real Estate and sent the investigative material to the attorney’s office, which will 
decide how to proceed. The Securities Authority also claims that the results of the investigation 
include suspicions regarding the issues set out in sections 2 and 3 above, which refer mainly to 
classification and valuation of Roadchef in the Company’s financial statements and the 
valuation of a sub-subsidiary of Delek Real Estate that owns parking lots in the UK. 
 
On September 16, 2010, Delek Real Estate received notice from the district attorney’s office in 
Tel Aviv (Taxation and Economy) pursuant to section 60(A) of the Criminal Procedure Law 
[Consolidated Version], 1982, regarding the transfer of the investigative material to the 
prosecution. 
 
The managements of the Company and Delek Real Estate estimate, based on their knowledge 
at this stage, that the investigation has no effect on the financial statements. However, they 
cannot estimate the prosecution’s decision in the case and any consequences that this decision 
may have. Furthermore, it is not possible to estimate the outcome of any investigations by the 
Securities Authority, if at all, on the accounting classification of the issues set out above and on 
the financial statements. 
 
Up to May  2009, Delek Real Estate was a subsidiary of the Group. As from this date (the date 
Delek Real Estate shares were distributed as a dividend in kind), the Group owns 5% of the 
shares of Delek Real Estate. Any investigation of the financial statements of Delek Real Estate 
could affect the Group’s financial statements for the relevant reporting periods.  
 

3. In February 2011, Delek Real Estate completed a rights issue for the acquisition of 86,154,310 
shares for USD 60 million. The Group exercised the entire quantity of rights that it was offered 
for NIS 3 million. The Group's interests in Delek Real Estate subsequent to the acquisition 
remained unchanged (5%). 
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4. In May 2011, Gadot Biochemical Industries Ltd. ("Gadot") completed a rights issue for the 

acquisition of 3,303,464 shares for USD 4.5 million. The Group exercised the entire quantity of 
rights that it was offered for USD 3.5 million. The difference between the consideration paid and 
the value of the acquired equity amounted to insignificant amounts and was recognized directly 
in capital reserve from transactions with non-controlling interests. Subsequent to the acquisition, 
the Group owns 64.54% of the share capital in Gadot.  

 
 
I. Condensed information for a company accounted fo r at equity  
 

1. The Group owns 50% of the shares of IDE Technologies Ltd. (“IDE”). The Group’s investment in 
IDE is accounted for using the equity method. In the six and three months ended June 30, 2011, 
the Group’s share in the profits of  IDE amounted to NIS 56 million and NIS 38 million 
respectively, representing 18% and 38%, respectively, of the Group’s net income attributable to 
the equity holders of the parent. The financial statements of IDE are not attached to the Group's 
financial statements since in prior reporting periods, the Group's share in the results of IDE 
represented 8% of the net income attributable to the equity holders of the parent and it is 
expected that in the reporting period, the Group’s share in the income of IDE will not exceed 
20% of the net income attributable to the equity holders of the parent. Following is condensed 
information about IDE for each reporting period (USD millions): 
 
 June 30  December 31  

 2011 2010 2010 

 Unaudited  Audited  

 USD millions  

Current assets   183   177   182 
Non-current assets   455   358   395 
Current liabilities   129   114   98 
Non-current liabilities   303   269   302 
Equity attributable to equity holders of the parent   201   152   177 
Equity attributable to non-controlling interests   5   -   - 

 

 
Six months ended  

June 30 
Three months  
ended June 30 

Year ended 
December 31 

 2011 2010 2011 2010 2010 

 Unaudited  Unaudited  Audited  

 USD millions 

Revenues   135   113   97   36   195 

Gross income   34   30   23   9   53 

Operating income   18   18   14   3   26 

Finance income, net   12   4   12   1   20 

Net income attributable to 
equity holders of the parent   32   14   22   2   32 

 
The exchange rate at June 30, 2011, used to translate the financial statements of IDE, is USD 1 
= NIS 3.415 (change in 2011 – a decrease of 1.93%). 
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2. The Phoenix holds 5% of Linchfield. The investment in Linchfield is accounted for using the 

equity method, due to the additional holdings of the controlling shareholder in the Group 
companies through Delek Real Estate. The share of The Phoenix in the losses of Linchfield in 
the six and three months ended June 30, 2011 amounted to NIS 20 million and NIS 16 million, 
respectively. Since the loss in the second quarter exceeds 10% of the Group's net income 
attributable to the equity holders of the Group, condensed information for Linchfield for each of 
the reporting periods (in GBP millions) is presented below: 
 
 June 30  December 31  

 2011 2010 2010 

 Unaudited  Audited  

 GBP millions  

Current assets 73 73 73 
Non-current assets 843 1,023 1,012 
Current liabilities 77 76 69 
Non-current liabilities 789 855 841 
Equity attributable to equity holders of the parent 50 165 174 
Equity attributable to non-controlling interests *) - *) - *) - *) 

 
*) Represents an amount less than GBP 1 million 
 

 
Six months ended  

June 30 
Three months  
ended June 30 

Year ended 
December 31 

 2011 2010 2011 2010 2010 

 Unaudited  Unaudited  Audited  

 GBP millions 

Revenues 27 27 13 13 54 

Gross income 27 27 13 13 54 

Operating income (loss) (148) 27 (110) 17 37 

Finance expenses, net (92) (35) (98) (23) (26) 

Loss attributable to equity 
holders of the parent (121) (35) (98) (23) (26) 

 
The exchange rate at June 30, 2011, used to translate the financial statements of Linchfield, is 
GBP 1 = NIS 5.4645 (change the reporting period – an increase of 0.5%). 
 
 

NOTE 4 – INVESTMENTS IN FINANCIAL ASSETS  
 

A. Further to Note 13(1) to the annual financial statements, in the first quarter of 2011, the Group sold 
part of its shares in Noble for NIS 718 million. The Group recorded a pre-tax profit of NIS 177 million 
for the sale.  

 
In the second quarter of 2011, the Group sold the balance of its shares in Noble for NIS 916 million. 
The Group recorded a pre-tax profit of NIS 171 million for the sale (before the effect of tax).  
 
Subsequent to the balance sheet date, in August 2011, the Group acquired additional shares of 
Noble for NIS 105 million. 
 

B. In the six and three months ended June 30, 2011, the Group included expenses of NIS 40 million 
and NIS 39 million (respectively) for impairment of financial assets classified as available for sale 
(before the effect of tax). 

 



Delek Group Ltd. 

 
Notes to the Consolidated Interim Financial Stateme nts 

 

- 34 - 

NOTE 4 – INVESTMENTS IN FINANCIAL ASSETS (CONTD.) 
 
C. Subsequent to the balance sheet date, there were sharp drops in Israel's financial market, partially 

due to the downgrade of the United States' credit rating and the ongoing crisis in the EU. As a result 
of the drop in prices, the market value of the financial assets in which Group companies invest 
decreased, specifically in insurance companies owned by the Group. It is noted that the extent of the 
effect on the financial statements in the coming financial periods depends on the continued 
developments in the capital market.   
 
 

NOTE 5 – INVESTMENTS IN OIL AND GAS EXPLORATION AND  PRODUCTION 
 
A. Michal and Matan joint venture (Tamar and Dalit leases) 
 

Further to Note 16(C) to the annual financial statements, on April 10, 2011, development drilling 
started in the Tamar field. According to the plan submitted to the project partners by Noble, the 
project operator, the Tamar 5, Tamar 4 and Tamar 3 wells were drilled to an initial depth of 2,500 m 
(including water depth). In the second stage, the wells are planned to reach a final depth of 5,200 
meters. In the third stage, the wells will be prepared for production, followed by the Tamar 2 well, 
originally drilled in 2009 as an exploratory well for the Tamar 1 discovery. The schedule for this plan 
is one year. 
 
On June 4, 2011, Noble informed the project partners that the Tamar 3 development drilling had 
reached a final depth of 5,160 m (including water depth). According to a preliminary analysis of the 
information collected during the drilling, including the logs, a fault block was discovered below the 
three natural gas reservoirs of the Tamar sands, which were discovered at the Tamar 1 well and 
drilled at the Tamar 2 well (A, B and C layers), and the Tamar 3 well was drilled at the new natural 
gas reservoir that includes a sand layer with a total gross thickness of 25 m (D layer).  
Subsequent to the balance sheet date, on July 31, 2011, Noble announced that the Tamar 5 
development drilling had reached a final depth of 5,044 meters (including water depth), after passing 
through the three natural gas reservoirs in the Tamar sands (A, B and C layers) and had penetrated 
the D sand layer. Noble announced that a preliminary analysis of the drilling data indicates that 
natural gas was not discovered in the D sand layer. Noble is running electric logs at the drilling and 
eventually intends to plug the lower part of the well and to use diagonal drilling to reach the top of the 
B sand layer, which is intended for production. 
It is noted that the Tamar 1 drilling did not reach the D sand layer, however the Tamar 2 drilling did 
reach the D sand layer, where no gas was discovered. 
At the approval date of the financial statements, Noble will continue to collect and analyze the 
information on the D sand layer and any possible implications, however a preliminary analysis 
indicates that the D sand layer in the Tamar field does not hold significant quantities of natural gas 
beyond the reserves approved for development of the Tamar project. 
The information about the Tamar 5 drilling is partially based on geological, geophysical and other 
information received from the drilling and from the operator. At this stage, these are solely non-
binding estimates and assumptions, for which there is as yet no certainty. These estimates are 
expected to be adjusted as further information becomes available and/or as the result of a number of 
factors related to oil and gas exploration and production, including further drilling works and analysis 
of results. 
 
On June 26, 2011, the project partners, except for Isramco Negev 2 ("Isramco") informed Noble that 
they had confirmed the budget and development plan for the Tamar project, according to the outline 
submitted by Noble to the Petroleum Commissioner and as updated in February 2011 in the general  
budget (100%), amounting to USD 3 billion. As of the date of the approval of the financial 
statements, Isramco has not yet approved this general budget.  
 
Based on information that the partners received from Noble, supply of natural gas from the project is 
planned to begin in the first half of 2013. 
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This estimate and information, including for the development budget for the Tamar project, are based 
on information received from Noble, which is as yet uncertain. The Israeli project partners have not 
performed an estimate or independent assessment of this estimate and information and they do not 
express a position regarding their accuracy. This estimate and information are expected to be 
adjusted as additional information becomes available and/or as the result of a range of factors 
related to natural gas exploration and production projects.  
 
In the reporting period, the consolidated partnership, Delek Drilling, and the associate, Avner 
invested USD 154 million in development of the Tamar natural gas field. 
According to the report prepared by NSAI in July 2011 (subsequent to the balance sheet date), 
based on the Petroleum Resources Management System (PRMS), at June 30, 2011, the natural gas 
reserves in the Tamar field are classified as reserves approved for development and are as follows: 
Proved reserves: 189 BCM  
Probable reserves: 70 BCM 
 
The estimates of the natural gas reserves in the Tamar lease are partially based on geological, 
geophysical and other information received from the drillings and from operations in the lease. These 
estimates are the professional estimates and assumptions only of NSAI and there can be no 
certainty in respect of them. The estimates for actual quantities of natural gas consumed may be 
different from these estimates and assumptions, partly due to technical and operational conditions 
and/or regulatory changes and/or the supply and demand conditions in the natural gas market and/or 
actual performance of the reservoir. The estimates and assumptions may be updated if additional 
information becomes available and/or as the result of a range of factors related to oil and natural gas 
exploration and production. 

 
B. Ratio Yam joint venture  

 
1. Leviathan 1 well  
 

Further to Note 16(D)(2) to the annual financial statements, on March 9, 2011 the partners in 
the Leviathan 1 well approved the adjusted drilling budget for an amount that could reach USD 
190 million (100%), compared to the original budget of USD 150 million. Noble (the drilling 
operator) informed the partners that the higher budget is due to the extension of drilling for two 
months beyond the plan, mainly due to technical delays and implementation of strict work 
procedures (health, environment and safety) by the partners in drilling works.  
 
Further to Note 16(D)(3) to the annual financial statements, in January 2011 the Sedco Express 
rig started continuation drilling towards the lower layers (secondary lower Oligocene and 
Cretaceous layers). Subsequent to the balance sheet date, on April 3, 2011, the partners 
announced that Noble  has temporarily suspended drilling at the Leviathan 1 well due to 
technical operational problems related to wear on the wellbore casing, which prevents further 
work and because equipment and materials, which are unavailable in Israel, are required to 
repair the malfunction and continue drilling.  
Following the aforesaid, the Sedco Express rig has moved from the drilling site to the Tamar 
project for development drilling. 
Drilling works to the secondary targets will be performed by the rig that is currently drilling at 
Leviathan 3 (Pride North America) (see section 3 below). The decision on the continuation of 
drilling to the secondary layers at Leviathan 1 is expected to be made in the near future. The 
decision will be partially affected by the availability of the rig drilling at Leviathan 3. 
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2. Leviathan 2 appraisal well  
 
Further to Note 16(D)(4) to the annual financial statements, on March 9, 2011, the partners 
approved the Leviathan 2 appraisal well. The Leviathan field covers a vast area of 325 square 
km, therefore at least two appraisal wells are required to continue the appraisal of the natural 
gas reserves in the main target layers (NG10) in the Leviathan field. Accordingly, it was decided 
to drill the Leviathan 2 appraisal well in the Amit license, 14 km from the Leviathan 1 discovery 
well at a total depth of 5,400 m (including water depth of 1,700 m). 
 
The Pride North America drilling rig (“the rig”) started drilling on March 20, 2011 and drilling is 
expected to continue for three months at an estimated total cost (100%) of USD 70 million.  
 
On May 15, 2011 the project partners announced that Noble (the drilling operator) has decided 
to end drilling at the Leviathan 2 well and to drill an alternate appraisal well ("Leviathan 3) 
nearby, as described below. 
The Leviathan 2 well reached a depth of 4,570 meters, hundreds of meters above the target 
layers (NG10). During the drilling process, the operator identified water flowing behind the 
wellbore casing to the seabed. The operator estimates that sand layer from which the water is 
flowing has no geological impact on the target layers (NG10) and this does not affect the 
estimated amount of contingent resources in the Leviathan discovery. 
The operator monitored the water flow and found no indications of hydrocarbons.  
Due to the potential damage to the technical completeness and stability of the drilling systems, 
which was intended as a production drilling, the operator has concluded that the well is 
unsuitable for continued drilling at this location and has suspended drilling operations. 
Accordingly, Delek Drilling recognized its share of NIS 40 million in the drilling costs under 
selling costs. In addition, the Group recognized a loss of NIS 18 million for Avner's share in the 
loss, which was included in the Group's share in earnings of associates and partnerships. The 
total effect on the net income attributable to the equity holders of the parent amounted to NIS 40 
million. 
 
Subsequent to the balance sheet date, on August 1, 2011, at the request of the Petroleum 
Commissioner, the Group submitted a number of alternatives for the abandonment plan of the 
Leviathan 2 well if the flow of water does not stop and furnished an unconditional bank 
guarantee of USD 30 million (100%), valid until June 30, 2012. 
 
The operator is assessing these alternatives and reviewing the parameters required to plan and 
select the target for plugging and the required equipment. Assessment of the flow of water will 
take several months, and then Petroleum Commissioner will determine what action the 
partnership is required to take, if any, to plug the well.  
 
The management of partners believes, based on the assessment of its professional advisors, 
that at this preliminary stage there is still insufficient information to select the suitable technology 
for abandonment and since it is possible that the abandonment plan may not be implemented, 
the costs of abandoning the well cannot be reliably estimate and accordingly, no provision was 
included in the financial statements. It is noted that the Delek Drilling and Avner have control of 
well insurance, including redrilling up to a liability level of USD 200 million (100%) per case. The 
participants are working with the insurers to receive indemnity under the policy. This insurance 
indemnity has not yet been reflected in these financial statements. 
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3. Leviathan 3 appraisal well  

 
On June 26, 2011, the Leviathan project operator informed the project partners that on June 24, 
2011, the Pride North America drilling rig started drilling at Leviathan 3. The drilling is in the Amit 
license area located 4.4 km from the Leviathan 2 drilling (and 9.6 km from the Leviathan 1 
discovery drilling). The Leviathan 3 drilling is planned to a total depth of 5,300 m (including a 
water depth of 1,670 m) and is expected to continue for three months at a total estimated cost 
(100%) of USD 100 million. The budget and estimated duration of the drilling do not include 
production tests, if a decision is made to carry out these tests. The production tests are 
expected to continue for 2-3 weeks at an estimated budget of USD 34 million (100%). 
When the Leviathan 2 drilling started, an option was exercised for another drilling by the rig after 
completion of this drilling. A decision has yet to be made regarding the identity, location and 
budget of the other drilling. 
 

4. Noa lease 
 
Subsequent to the balance sheet date, on July 31, 2011, the partnerships in the Noa lease 
approved the budget and development plan for the Noa North reservoir in the Noa Lease, 
according to the outline presented by Noble, the project operator. 

Development of the Noa North reservoir will provide additional supply of natural gas to the 
Israeli market, mainly to customers that have signed agreements with the partnership for the 
supply of natural gas, until gas supply from the Tamar project commences. The development 
plan includes mainly drilling of two diagonal production wells with subsea completions, Noa 2 
and Noa 3, to a vertical depth of 1,880 m (including a water depth of 800 m). Noble estimates 
that both wells have a production capacity of 100 MMcf/d of natural gas. The natural gas will 
flow through a pipeline to the Mari-B production platform for processing, and then through the 
existing 30-in pipeline to the Yam Tethys reception terminal at Ashdod.  

Subsequent to the balance sheet date, on July 28, 2011, the Noble Homer Ferrington rig started 
drilling the Noa 2 well. According to Noble, development of the Noa North reservoir should by 
completed by September 2012 at a total development cost (for 100% of the rights) of USD 212 
million.  

The contingent resources in the Noa field (according to a report from NSAI, which was prepared 
in accordance with the guidelines set out in the Petroleum Resources Management System 
approved by the Society of Petroleum Engineers (SPE-PRMS), were classified as development 
on hold and were subject to approval of the project, including an approved development plan 
and a reasonable expectation for the sale of gas. After the approval of the development plan, in 
view of the partners' assessments, taking into account the demand for natural gas in the Israeli 
market and the agreement with Oil Refineries Ltd. for the sale of natural gas as set out in 
section E(2) below, there is a reasonable expectation for the sale of natural gas from the Noa 
North reservoir and contingent resources of 1.2 BCM are expected to be classified as approved 
for development.  

It is noted that as part of the approval procedure for the Noa North development plan and 
according to the provisions in the Yam Tethys financing agreement, the lease partners decided 
to divide the joint operating agreement for the Ashkelon and Noa leases into two separate 
operating agreements under the same terms (with the required changes), effective separately 
for each lease. 
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C. Oil exploration and production in the United Sta tes 
 
Further to Note 16(E)(4) to the annual financial statements: 
 
1. On February 14, 2011 a transaction was signed and completed for the sale of part of the oil and 

gas assets of Delek Energy Systems US, in Texas USA (“the assets”), which include oil wells 
producing about 100 barrels of oil net per day (less royalties), for USD 11 million in cash  (in the 
fourth quarter of 2010). According to the agreement, the operating results of these assets as 
from January 1, 2011 will be transferred to the acquiring company.  

 
2. On February 15, 2011, an agreement was signed for the sale of an additional part of the oil and 

gas assets of Delek Energy Systems US ("the agreement"). Most of the assets in the agreement 
are in Texas, Oklahoma and New Mexico, and include oil wells producing (as of the fourth 
quarter of 2010) about 250 barrels of oil net per day (less royalties) (“the assets”). According to 
the agreement, assets and the operating results of these assets as from January 1, 2011 will be 
transferred to the acquiring company. The transaction was completed on March 25, 2011 for a 
total consideration of USD 31.3 million.  

 
3. On May 11, 2011, Delek Energy announced that it had signed an agreement to sell a significant 

part of the oil and gas assets in the United States, owned indirectly by its subsidiary, Delek 
Energy Systems US ("the agreement)”. 
According to the agreement, as from January 1, 2011, the assets and the operating results of 
these assets will be transferred to the acquiring company. On June 9, 2011, the transaction was 
completed for a cash payment of USD 120 million. It is noted that of this consideration, USD 95 
million was used to repay a loan used to acquire assets. 
 
The profit of USD 24.7 million (approximately NIS 89 million) recorded by Delek Energy (after 
transaction expenses) for these transactions was recognized in the statement of income under 
other revenues. 
On June 30, 2011, the assets and liabilities of the operations were recognized as assets and 
liabilities classified as held for sale. 

 
D. On March 31, 2011, the Israeli partners in the Yam Tethys project (Delek Drilling, Avner and Delek 

Investments) announced the early repayment of the debentures issued by the SPC. The SPC 
announced the early repayment according to the rights granted in the terms of the debentures. 
According to the early repayment announcement, at the beginning of May 2011, the balance of the 
debentures amounting to USD 58.5 million was repaid (including early repayment fees). The 
objective of the early repayment was, inter alia, to allow the partners to take steps to raise new 
financing using the expected revenues from the Yam Tethys project as collateral. 
 
On June 9, 2011, the Israeli partners signed a loan agreement ("the loan agreement") with a 
syndicate of banks headed by Morgan Stanley & Co. International plc (referred to jointly hereunder 
as "the financing banks"). According to the loan agreement, the partners will receive a non-recourse 
loan of USD 240 million. The loan will be used to finance the share of each partner in the operating 
costs for their oil rights. 
The loan is for up to three years, depending on the rate of gas sales. If the sales exceed the amount 
set in the basic model appended to the loan agreement, part of the surplus proceeds can be used for 
early repayment of the loan at any time and at no charge.  
The dollar-denominated loan bears an annual variable interest rate of three-month Libor plus a 
margin of 2.75%. The loan will be repaid starting from October 2011 in eleven unequal quarterly 
payments based on the repayment schedule set by the parties, and depending on the forecast for 
gas sales set in the basic model. In addition, when the loan is received, the partners will pay a one-
time commission of 2% of the loan as set out in the financing agreement.  
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To secure repayment of the loan, the partnership has recorded a lien on its rights to properties 
related to the Mari reserve in the Ashkelon lease. The loan is a non-recourse loan and the lenders 
have no right of recourse to the Partnership’s assets that were not pledged in their favor.  
The partners have accepted covenants that are standard for transactions of this type. In addition, the 
financing agreement sets out events of default, and if these events materialize (subject to the periods 
available for correcting the breach, as set out in the financing agreement) the financing banks may 
call for immediate repayment of the loan.  
 
The actual bank loan to the Israeli partners will be in two withdrawals: USD 57 million for the first 
withdrawal and USD 183 million for the second withdrawal, with each withdrawal subject to 
compliance with certain terms. One of the terms of the second withdrawal is confirmation that liens 
were registered. As of the date of the approval of the financial statements, the preconditions have 
not yet been fulfilled. If certain approvals are not obtained by the date set out in the agreement, the 
loan agreement will be canceled and the first withdrawal amount will be repaid immediately. In 
addition, until these approvals are obtained, excess revenues from gas sales may not be withdrawn 
from bank accounts pledged in favor of the lenders. 
 

E. Further to Note 16(F) to the annual financial statements, as part of the amendment to the Income 
Tax Regulations (Deductions from Income of Oil Rights Holders), 2011 ("the amendment"), 
recognition as a current expense in development expenses of reservoirs that start commercial 
production after January 1, 2014 will be eliminated and amortization will be applied in accordance 
with the Taxation of Petroleum Profits Law. 
 
According to the amendment, the depletion allowance was eliminated as from May 1, 2011. The 
provisions regarding elimination of the depletion allowance and the levy imposed on oil and gas 
profits are effective as from April 10, 2011, and the provision regarding taxation of oil partnerships is 
effective as from the 2011 tax year. 
 
The Taxation of Petroleum Profits Law will significantly increase the tax burden on the Group and the 
limited partnerships and will adversely affect their business. Once the legislative process has been 
completed, the Group, Delek Energy and the limited partnerships will assess their legal options, 
particularly for the applicability of the law on the oil rights granted to the limited partnerships prior to 
the legislation.  
 

F. Agreements for the sale of natural gas 
 

1. On May 15, 2011, the partners in the Yam Tethys project, including the limited partnerships 
("the sellers") signed a continuation agreement with Hadera Paper Ltd. ("Hadera Paper") ("the 
agreement"). 
According to the agreement, the term of the original agreement will be extended by another two 
years, up to June 30, 2013 ("the agreement term"). 
The formula for the gas price in the agreement is based on the price of crude oil (Brent barrel) 
with a discount component and includes a minimum price but not a maximum price. 
The agreement is for the supply of 0.21 BCM of natural gas ("the total quantity"). Each party has 
the right to extend the agreement term until full consumption of the total quantity, if the total 
quantity has not been consumed by the end of the agreement term. 
The total financial amount of the agreement for all of the Yam Tethys partners is estimated at USD 
63 million at this date (based on the calculation at the signing date of the agreement). It is clarified 
that there is no certainty that the agreement term, delivery dates and/or scope of the total financial 
amount will be as estimated above, and these may change over the period following changes in 
global oil prices and the volume and rate of gas consumption by Hadera Paper. 
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2. On May 20, 2011, the partners in the Yam Tethys project signed an agreement with Oil 

Refineries Ltd. ("ORL") for the supply of natural gas to ORL and its subsidiaries ("the 
agreement"). According to the agreement, ORL undertook to purchase 1.2 BCM of natural gas 
("the contractual gas quantity") from the sellers. The entire consideration for the agreement will 
be paid in installments over 27 months, starting from June 2011, or over a shorter period if ORL 
consumes the contractual gas quantity earlier. If ORL does not consume the contractual gas 
quantity over this period, the supply period will be extended, according to the terms set out in 
the agreement. The gas price in the agreement includes a fixed and variable component, based 
on the formula for crude oil prices (Brent barrel), with a minimum price but not a maximum price. 
The financial scope of the agreement is estimated at USD 350 million (according to a calculation 
on the date the agreement was signed). It is clarified that there is no certainty that the 
agreement term, delivery dates and/or scope of the total financial amount will be as estimated 
above, and these may change following changes in global oil prices and the rate and timing of 
gas consumption by ORL.  
Following the agreement, the partners in the Yam Tethys project, including the limited 
partnerships, are considering development of the Noa gas field. See also section B(4) above 
regarding development of the Noa gas field. 
 
 

NOTE 6 – OTHER DEBENTURES 
 
In July 2011, the Company issued 178,503 units. Each unit comprises the following: NIS1,000 par value 
Debentures (Series O) and five Warrants (Series 16), exercisable for NIS 100 par value Debentures 
(Series O) by September 6, 2011. These debentures and option warrants are listed for trading. The 
Company issued a total of NIS 178,503,000 par value Debentures (Series O) and 892,515 Warrants 
(Series 16). The debentures are repayable in three equal payments, on October 18 of each of the years 
2015 to 2017. The debentures bear annual interest at a rate of 8.5%, payable twice a year on April 18 
and October 18 each year. The consideration of the issuance amounted to NIS 184 million (after 
offsetting issuance expenses of NIS 2 million). The amounts attributable to the option warrants are 
insignificant.  
 
The Company also issued 262,340 units, as follows: NIS 1,000 par value Debentures (Series R) and five 
Warrants (Series 17), exercisable for NIS 100 par value Debentures (Series R) by September 6, 2011. 
These debentures and option warrants are listed for trading. The Company issued a total of NIS 
262,340,000 par value Debentures (Series R) and 1,311,700 Warrants (Series 17). The debentures are 
linked to the CPI and are payable in six equal annual payments on October 31 of each of the years 2016 
and 2017 and 2019 to 2022. The debentures bear fixed annual interest at a rate of 6.1%, payable twice a 
year on April 30 and October 31 each year. The consideration of the issuance amounted to NIS 285 
million (after offsetting issuance expenses of NIS 2 million). The amounts attributable to the option 
warrants are insignificant.  
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There are contingent claims against certain investees for significant sums, including certification for class 
actions that might reach several hundred million or even billions of shekels. In some cases, it is not 
possible to assess their outcome at this stage, and therefore no provision was recorded in the financial 
statements, as set out below (see Note 32(A) to the annual financial statements). 
 
A. Several law suits amounting to several hundred million shekels have been filed against Gadot  and 

others, for bodily injury and damage to property with regard to Gadot’s activity in the Kishon River 
area (for details, see Gadot’s financial statements, which are available to the public).  
In some of the cases, there are serious factual disputes and there are many facts that need to be 
decided and are unknown to Gadot. Moreover, the aforementioned proceedings are very complex 
and problematic since, among other reasons, most of the suits pertain to ongoing events that 
occurred over decades, in which a very large number of entities are involved, including the State and 
local authorities, therefore it is not possible to assess the responsibility and the share of any one 
entity involved in the suits. It is also scientifically difficult to determine the degree of causal 
connection between the discharge of industrial wastewater and the damages alleged by the plaintiffs. 
In the estimate of the Group’s management, based on the assessment of the management of Gadot 
and the opinion of legal counsel, considering all of the uncertainties existing in the entirety of these 
cases and because of the complexities and inherent difficulties therein, the chances of the 
aforementioned suits and proceedings cannot be assessed at this stage and therefore provisions in 
their regard have not been included in these financial statements.  
 

B. Further to Note 32(A) to the annual financial statements, several motions for certification of class 
action suits have been filed against Delek Israel, its investees and others, amounting to significant 
sums (several hundred million shekels). The suits include the following: Charging a deposit on 
bottles in contravention of the law, prevention of competition, collection of additional payments in 
contravention of the law and misleading consumers. In June 2011, the court dismissed the motion for 
certification of a class action and struck out the claim alleging that a deposit on bottles was charged 
in contravention of the law. The claim was estimated by the plaintiffs at a maximum amount of NIS 
2.905 billion. For another two motions for certification of a class action, estimated by the plaintiffs at 
NIS 1.8 billion for the entire group, the management of Delek Israel believes, based on the opinion of 
its legal counsel, that considering the preliminary stage of the motions, the chances of these 
proceedings cannot be assessed and therefore no provision was made for them in the financial 
statements. No provisions were made in the financial statements for the other claims, since for most 
of the claims, Delek Israel believes, based on the opinion of its legal counsel, that the likelihood of 
the motion being accepted is lower than 50% 
 
In addition, in the first quarter of 2011, two motions for certification of class action suits were filed 
against Delek Israel, its investees and others, referring to the following issues: Emission of odor 
fumes into the air by the subsidiary partnership of Delek Israel (the amount being claimed is NIS 700 
million) and failure by Delek Israel and other fuel companies to prevent leaks from pipelines and 
tanks (the amount claimed by all the respondents is NIS 200 million). In respect of the claims against 
the subsidiary partnership, the management of Delek Israel estimates, based, inter alia, on the 
opinion of its legal counsel, that in view of the preliminary stage of the proceeding, the outcome of 
the motion cannot be assessed at this stage. In respect of the other claim, Delek Israel believes, 
based on the opinion of its legal counsel, that the likelihood of the motion being accepted is lower 
than 50%, therefore, provisions were not included in the financial statements for these claims. 
 
Subsequent to the balance sheet date, in August 2011, a motion for certification as a class action 
suit was filed against Delek Israel. According to the claim, Delek Israel charged a high price from 
customers using the Dalkon automated refueling system. The amount claimed is NIS 181 million for 
amounts allegedly charged in contravention of the law. The management of Delek Israel estimates, 
based, inter alia, on the opinion of its legal counsel, that in view of the preliminary stage of the 
proceeding, the outcome of the motion cannot be assessed at this stage, therefore, provisions were 
not included in the financial statements for these claims.   
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In addition, a claim and application for certification as a class action suit was filed against Delek 
Israel and other fuel companies, regarding attribution of expenses unrelated to the sale of gasoline to 
marketing expenses. The amount of the motion is NIS 1,000 million. The share of Delek Israel is 
estimated as 21.4%. The Group believes that due to the preliminary stage of the proceedings, it is 
not possible to estimate the outcome of the application, however following an initial review of the 
motion, Delek Israel believes that there are no grounds for the claims of the plaintiffs. 
 

C. Further to Note 32(A)(5) to the annual financial statements, several lawsuits have been filed against 
The Phoenix, its investees and others, including motions for certification of class actions, amounting 
to significant sums (several hundred million shekels). Some of the suits are for high insurance 
premiums that were collected unlawfully, reduced compensation for insurance events and more. For 
most of these claims, no provisions were included in these financial statements because, inter alia, in 
the estimation of the Group’s management, based on the assessment of the management of The 
Phoenix and the opinion of its legal counsel, The Phoenix has defensive claims that are likely to 
result in dismissal of the claims. 
 
In addition, during and subsequent to the reporting period, a number of motions for certification of 
class action suits were filed against investees of The Phoenix, regarding the following issues: 
omissions in the defendants' operations as an institutional body, delay in transferring insurance 
moneys to policyholders, failure to link foreclosed insurance compensation, overcharge of credit 
fees, a high charge for management fees and fees charged in contravention of the law. The plaintiffs 
estimate that the damage to the entire group of plaintiffs in both claims amounts to NIS 7 billion. As 
the claims were filed recently, in these initial stages it is not possible to estimate the chances of 
these motions and therefore no provisions were included in the financial statements. 
 
In addition, in the reporting period, two claims filed against investees of The Phoenix were resolved. 
The plaintiffs were dismissed from the claim and the personal claims of the plaintiffs and the motions 
for certification of a class action were struck out. 
 

D. Republic is a party to claims submitted against it in the regular course of business. The management 
of Republic estimates that the outcome of the claims will not have a material negative effect on its 
financial position and operating results.  
 
In addition, in 2006-2008, motions for certification of class action suits were filed against subsidiaries 
of Republic, following Hurricane Katarina that hit Louisiana in 2005. . The plaintiffs contend that the 
subsidiaries are in breach of their insurance policies because they did not pay insurance claims as 
appropriate and did not comply with the law on various matters. Most of the claims were removed. In 
addition, a motion for certification of a class action was filed against Republic and other companies 
unrelated to Republic for the damage to property for defective construction (known as the Chinese 
Drywall claim). 
 
The management of Republic is unable to accurately assess the results of the claims, however it 
estimates that the existing procedures will not have a material adverse effect on its operations and 
that any payment made to settle any of the claims is within the limits of the insurance cover. 
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A. On March 31, 2011, the Group announced the distribution of a dividend to its shareholders totaling 

NIS 200 million (NIS 17.58 per share). The dividend was paid in April 2011. 
 
B. On May 30, 2011, the Group announced the distribution of a dividend to its shareholders totaling NIS 

105 million (NIS 9.23 per share). The dividend was paid in June 2011. 
 
C. Subsequent to the balance sheet date, on August 31, 2011, the Group declared the distribution of a 

dividend of NIS 100 million to its equity holders. 
 
 

NOTE 9 – OPERATING SEGMENTS 
 
A. General 
 

The Group has the following operating segments: 
 
− Fuel operations in Israel: The main operation is marketing and sale of fuels and commodities at 

gas stations and other outlets, and petroleum storage and loading in facilities. 
 
− Fuel operations in the United States: The main operation is maintenance and operation of gas 

stations and convenience stores, operation of refineries and a crude oil pipeline, and marketing 
of fuels to various customers. As from the second quarter of 2011, this segment includes the 
operations of Lion (see also Note 3B). 

 
− Fuel operations in Europe: The main operation is marketing and sale of fuels and commodities 

at gas stations and other outlets in Europe. As from October 1, 2010, following consolidation for 
the first time of the fuel operations of BP in France, the investment in BP was included as part of 
the fuel operations segment in Europe, consistent with analysis of the results by the chief 
operational decision-maker. 

 
− Automotive and spare parts: The main operation is importing and marketing of Mazda and Ford 

vehicles and spare parts. For information about the sale of the controlling shares in Delek 
Automotive, see Note 3(G). As from the date of loss of control in Delek Automotive, the Group 
recognizes its share of the operating income of Delek Automotive under segment reporting. 

 
− Insurance and finances in Israel: The main operation is carried out by The Phoenix. 
 
− Insurance and finances in the US: The main operation is carried out by Republic. 
 
− Oil and gas exploration and production: The main operation is the Yam Tethys joint venture for 

oil and gas exploration and production on the continental shelf of the State of Israel. 
 
− Other: The main operation is investment in infrastructure, including mainly desalination and 

establishment of power stations, motorway services in the UK including motorway services 
which include the sale of retail products, restaurant and hotel services and the sale of fuels in 
motorway service areas in the UK, and the biochemical operation that includes mainly 
production and marketing of fructose, citric acid and ingredients for nutritional additives.  
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NOTE 9 – OPERATING SEGMENTS (CONTD.) 
 
B. Segment reporting 

 
1. Revenues 
 

 
Six months ended  

June 30 
Three months  
ended June 30 

Year ended 
December 31 

 2011 2010 2011 2010 2010 

 Unaudited Unaudited Audited 

 NIS millions  

Revenue from external sources       
Fuel in Israel   3,071   2,466   1,618   1,293   5,136 
Fuel  in the United States   10,478   7,111   6,362   3,777   14,019 
Fuel in Europe   7,900   4,046   3,455   1,679   11,367 
Automotive **)   -   2,294   -   1,203   3,363 
Oil and gas exploration and 
production    323   239   177   139   556 
Insurance and finance in Israel *)   3,733   3,784   1,542   1,390   9,717 
Insurance operations abroad *)   693   653   349   330   1,364 
Other segments   914   351   483   180   693 

Adjustments **)   35  (2,294)   40  (1,203)  (3,411) 

Total in statement of income   27,147   18,650   14,026   8,788   42,804 

 
*)  Represents insurance premiums on retention in life insurance and general insurance 
 
**)  The adjustments include revenues of the automotive segment, which were reclassified in 

the statement of income as a discontinued operation in the six and three months ended 
June 30, 2010 and  in 2010 through to the date of deconsolidation. 
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NOTE 9 – OPERATING SEGMENTS (CONTD.) 
 

 
2. Segment results and adjustment to net income 
 

 
Six months ended  

June 30 
Three months  
ended June 30 

Year ended 
December 31 

 2011 2010 2011 2010 2010 

 Unaudited  Unaudited  Audited  

 NIS millions  

Fuel in Israel   90   101   41   50   189 
Fuel  in the United States   513   79   356   123   62 
Fuel in Europe   81   98   58   69   190 
Automotive *)   71   332   31   175   480 
Oil and gas exploration and 
production    285   175   90   107   268 

Insurance and finance in Israel   366   370   163   198   647 
Insurance operations abroad  (104)   45  (125)   8   65 
Other segments   29   51   26   1   115 

Adjustments *) **)  (106)  (465)  (12)  (225)  (791) 

Operating income   1,225   786   628   506   1,225 

Financing expenses, net   570   454   330   341   1,384 
Loss from disposal of 
investments in investees, net  (2)   -  (1)   -   (4) 

Group’s share in earnings  
(losses) of companies and 
associate partnerships, net     83   83  (1)   14   156 

Taxes on income   223   141   94   85   178 
Income from discontinued 
operations, net   -   220   -   56   2,139 

Net income   513   494   202   150   1,954 

 
*)  The results of Delek Automotive in the six and three months ended June 30, 2011 and in 

2010 (for the period through to deconsolidation in September 2010) were recognized under 
income from discontinued operations. As from the fourth quarter of 2010, the Group presents 
the investment in Delek Automotive according to the equity method and accordingly, from 
this date, the Group includes its share of the results of Delek Automotive according to its 
proportionate share of the operating income of Delek Automotive (up to deconsolidation, the 
entire amount of the operating income of Delek Automotive was included).  

 
**)  Including expenses not attributed to segments and the Company's share in operating income 

of associates as included in the segment results 
 

 
Six months ended  

June 30 
Three months  
ended June 30 

Year ended 
December 31 

 2011 2010 2011 2010 2010 

 Unaudited Unaudited Unaudited Unaudited Audited 

 NIS millions  

Adjustments       
Automotive  (71)  (332)  (31)  (175)  (480) 
Company’s share of the 
operating income of associates  (90)  (116)  (48)  (34)  (206) 

Other   55  (17)   67  (16)  (105) 

  (106)  (465)  (12)  (225)  (791) 
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NOTE 10 – INTERESTED AND RELATED PARTIES 
 
Further to Note 45(A) to the annual financial statements regarding the non-recourse loan to the CEO of the 
Company, in March 2011, the CEO of the Company transferred 100,000 shares of Gadot to Delek 
Investments and Properties Ltd., which were pledged to secure the loan, instead of repayment of the loan. 
 
 

NOTE 11 – MINIMUM CAPITAL REQUIRED OF AN INSURER  
 

A. The information below regarding the required and existing capital of The Phoenix Insurance is in 
accordance with Control of Financial Services Regulations (Insurance) (Minimum Capital Required of 
an Insurer) 1998 (Amended) and 2004 (“the capital regulations”) and the directives of the 
Commissioner. 
 

 June 30 
Year ended 

December 31 

 2011 2010 

 Unaudited  Audited  

 NIS millions  

Minimum capital   

Amount required under the revised capital regulations   2,383   2,293 

Amount calculated according to the capital regulations immediately 
before publication of the amendment   1,538   1,516 

Difference (a)   845   777 

Amount required at the balance sheet date according to the capital 
regulations and  Commissioner's directives (a)   2,172   1,982 

Actual amount calculated in accordance with the capital regulations   

Tier 1 capital   1,793   1,847 

Hybrid tier 2 capital   402   397 

Subordinated tier 2 capital   668   710 

Total actual amount calculated in accordance with the capital 
regulations   2,863   2,954 

Excess   691   972 

Apart from the general requirements in the Companies Law, 
distribution of a dividend from excess capital in insurance 
companies is also subject to liquidity requirements and 
compliance with the investment regulations. In this matter, the 
amount of the investment in investees, against which it is 
mandatory to place excess capital under the Commissioner’s 
guidelines, therefore constituting non-distributable excess   322   299 

 
1. In November 2009, an amendment was published for the Control of Financial Services 

Regulations (Minimum Capital Required from an Insurer) (Amendment), 2009 (“the 
amendment”). 
According to the amendment, by the publication date of the financial statements, an insurer is 
required to increase its capital for the difference between the capital required pursuant to the 
regulations, before and after the amendment (“the difference”). The difference will be calculated 
at each reporting date. The capital will be increased at the dates and rates set out below:  
 
Up to the publication date of the financial statements as of December 31, 2009, at least 30% of 
the difference 
Up to the publication date of the financial statements as of December 31, 2010, at least 60% of 
the difference 
Up to December 31, 2011, the entire difference will be paid. 
 
These rates will be increased by 15% at the publication dates of the six-month financial 
statements subsequent to the abovementioned dates of the financial statements. 
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NOTE 11 – MINIMUM CAPITAL REQUIRED OF AN INSURER (C ONTD.) 
 

 
2.  According to the Supervisor’s intention to implement  Solvency II, the EU directive for regulating 

the solvency of insurers ('the directive"), in August 2011, a circular  was published pertaining to 
the composition of the recognized equity of an insurer ("the circular"), which is effective as from 
the financial statements for the period ended September 30, 2011. This circular was issued 
following the publication of a number of drafts.  

 
 The circular provides directives for the structure of the recognized equity of an insurer, and 

principles for recognizing capital components and classifying them into the different capital 
levels. 
 

 The recognized equity of the insurer is the amount of the components and instruments included 
in the different layers, at the following rates: 

 

A. The total rate of tier 1 capital will not fall below 60% of the total equity of the insurer.  
B. The total rate of the basic tier 1 capital will not fall below 70% of the tier 1 capital. 
C. The total rate of complex tier 1 capital instruments will not exceed 20% of the total tier 1 

capital. 
D. The total rate of tier 3 capital will not exceed 15% of the insurer's total equity.  

  
 The circular includes a temporary order for the structure of an insurer’s equity from September 

30, 2011 through to the implementation date of the directive in Israel as announced by the 
Supervisor, according to which the directives in the circular will gradually come into effect. 

 
 In addition, according to the temporary order, the total rate of capital instruments included in 

subordinated tier 2 capital will not exceed 50% of the basic capital.  
 
 The capital of The Phoenix Insurance at March 31, 2011 was calculated according to the 

temporary order and approval received from the Commissioner of Insurance on August 22, 
2010. 

 

3.  In  August  2011, a draft of the Control of Financial Services Regulations (Provident Funds) 
(Minimum Capital Required of a Provident Fund or Pension Fund Management Company), 2011 
was issued and submitted to the Knesset Finance Committee. A draft of the Income Tax 
Regulations (Rules to Approve and Manage a Provident Fund (Second Amendment), 2011 ("the 
new regulations") was also submitted to the Knesset Finance Committee.    
 
According to the new standards, it is recommended to expand the capital requirements from 
management companies. The new capital requirements will include capital requirements in 
accordance with the scope of the managed assets and the annual expenses, but no less than 
initial equity of NIS 10 million.  
 
A management company may distribute dividends only if its equity is at least at the level 
required by these directives. 
 
The new standards include transitional provisions to make up the required capital by December 
31, 2014. 
 
Based on the financial statements as of June 30, 2011, the Group believes that the capital 
requirements from the management companies will increase by NIS 64 million (this amount 
includes an increase of NIS 46 million in capital requirements from companies managed by 
Excellence) and that it will be required to complete this amount gradually by December 31, 
2014. 
 

B. According to regulations of the US National Association of Insurance Commissioners (NAIC), 
Republic requires minimum capital of USD 51 million. At June 30, 2011, the capital of the controlling 
shareholders of Republic amounted to USD 282 million. 
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Special report reviewing the separate interim financial information pursuant to Article 38D 
of the Securities Regulations 

(Periodic and Immediate Reports), 1970 
    

 

Introduction 
 

We have audited the separate financial statements presented pursuant to Article 38(D) of the Securities 
Regulations  (Periodic and Immediate Reports), 1970, of Delek Group Ltd. (“the Company”) as at June 30, 
2011 and for the six and three month periods then ended. The separate financial information is the 
responsibility of the Company’s management and board of directors. Our responsibility is to express an 
opinion on the separate interim financial information for these interim periods based on our review. 
 
 

Review scope 
 

We conducted our review in accordance with Accounting Standard no. 1 – Review of Interim Financial 
Information Performed by the Independent Auditor of the Entity, established by the Institute of Certified 
Public Accountants in Israel. A review of separate interim financial information consists of making enquiries, 
primarily of persons responsible for financial and accounting matters, and applying analytical and other 
review procedures. A review is substantially less in scope than an audit conducted in accordance with 
generally accepted accounting principles in Israel and consequently does not enable us to obtain assurance 
that we would become aware of all significant matters that might be identified in an audit. Accordingly, we do 
not express an audit opinion. 
 

 

Conclusion 
 

Based on our review, nothing has come to our attention that causes us to believe that this separate interim 
financial information is not prepared, in all material respects, in accordance with the provisions of Article 
38(D) of the Securities Regulations (Periodic and Immediate Reports), 5730-1970. 
 
Without qualifying our above opinion, we draw attention to Note 2 regarding additional information pertaining 
to contingent liabilities of investees. 
 

 

 

Tel Aviv  Kost Forer Gabbay & Kasierer 
August 31, 2011  Certified Public Accountants 
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Special Report pursuant with Regulation 38D 
 

Financial Figures and Financial Information from the  
Interim Consolidated Financial Statements  

attributed to the Company 
 

 

 

Below are the separate figures and financial information attributed to the Company from the interim 
consolidated financial statements of the Group as at June 30, 2011, published as part of the periodic 
reporting ("Special Reports"), presented in accordance with Regulation 38D of the Securities Regulations 
(Periodic and Immediate Reports), 1970: 
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Breakdown of financial information from the consolidated financial statements attributable to the 
Company 
 

 June 30 December 31 

 2011 2010 2010 

 Unaudited Audited 

 NIS millions 

Current assets    
Cash and cash equivalents   32   497   108 
Short-term investments   440   496   500 
Current maturities of loans to subsidiaries   20   252   - 

Other receivables (mainly interest received from investees)   101   97   95 

Total current assets   593   1,342   703 

Non-current assets    
Long-term loans    -   10   - 
Investment in available-for-sale financial asset   8   -   - 
Investments in  investees    4,759   3,500   4,730 

Loans to investees   5,247   4,512   5,307 

Total non-current assets   10,014   8,022   10,037 

   10,607   9,364   10,740 

Current liabilities    
Borrowings from banks and current maturities of debentures   436   141   450 

Creditors and credit balances (particularly interest to be paid)   117   117   153 

Total current liabilities   553   258   603 

Non-current liabilities    
Loans to an investee   277   251   256 
Long-term loans from banks   298   -   - 
Debentures   7,015   6,675   6,968 
Debentures convertible into Company shares   250   246   247 
Deferred taxes   13   13   13 

Other liabilities   -   1   1 

Total non-current liabilities   7,853   7,186   7,485 

Equity attributable to equity holders of the parent    
Share capital    13   13   13 
Share premium   1,624   1,622   1,622 
Warrants and receipts for conversion option   32   32   32 
Adjustments for translation of financial statements of   (622)  (195)  (539) 
Reserve from transactions with holders of non-controlling rights  (226)  (93)  (126) 
Other reserves  (115)  (223)   164 
Retained earnings   1,616   888   1,610 

Treasury shares  (121)  (124)  (124) 

Total capital    2,201   1,920   2,652 

   10,607   9,364   10,740 

 

The accompanying additional information is an integral part of the financial information and of the separate 
financial information. 
 

August 31, 2011       
Date of approval of the financial 

statements 
 Gabriel Last  Asi Bartfeld  Barak Mashraki 

 
 Chairman of the 

Board of Directors 
 CEO   CFO 
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Breakdown of Financial Information from the consolidated statements of income attributable to the Company 
 

 

     Year 
ended  Six months ended Three months ended 

 June 30 June 30 December 31 

 2011 2010 2011 2010 2010 

 Unaudited Unaudited Audited 

 NIS millions NIS millions 
Company's share in earnings of investees, 
net   416   315   155   81   1,812 

Administrative fees from investees   2   3   1   2   3 

Administrative and general expenses   8   9   3   3   15 

Other income (expenses)   10   -   9   -  (6) 

Operating income   420   309   162   80   1,794 
Net financing income with respect to loans to 
investees   244   163   131   136   390 
Financing income (expenses) (mainly for 
financial investments), net   10   8  (6)  (1)   37 
Financing expenses (mainly with respect to 
debentures)   363   211   186   151   520 
Net earnings attributable to equity holders of 
the Company    311   269   101   64   1,701 

 
 
 
The accompanying additional information is an integral part of the financial information and of the separate 
financial information. 
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Breakdown of Financial Information from the consolidated statements of comprehensive income 
attributable to the Company    
 

 

 

     Year 
 ended  Six months ended Three months ended 

 June 30 June 30 December 31 

 2011 2010 2011 2010 2010 

 Unaudited Unaudited Audited 

 NIS millions NIS millions 

Net earnings attributable to equity 
holders of the Company   311   269   101   64   1,701 

Other comprehensive loss attributed to 
investees (after impact of tax)  (362)  (158)  (308)  (41)  (115) 

Total comprehensive income attributed 
to Company shareholders  (51)   111  (207)   23   1,586 

 
The accompanying additional information is an integral part of the financial information and of the separate 
financial information. 
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Financial information from the consolidated statements of cash flows attributable to the Company 
 

  Year 
 ended  Six months ended Three months ended 

 June 30 June 30 December 31 

 2011 2010 2011 2010 2010 

 Unaudited Unaudited Audited 

 NIS millions NIS millions 
Cash flows from the Company's operating 
activities      

Net earnings attributed to the Company   311   269   101   64   1,701 

Adjustments to reconcile statement of cash 
flows from the Company's continuing operating 
activities (a):  (78)  (377)   166  (175)  (1,672) 

Net cash from (used for) continuing operations   233  (108)   267  (111)   29 

Cash flows from the Company's investment 
activities      

Investment in investees  (179)  (6)  (54)  (6)  (6) 

Short-term investments, net   40  (24)   48   -  (8) 

Investment in available-for-sale financial asset  (9)   (9)   

Loans from others   -   -   -   -   10 

Investment in capital notes issued by 
subsidiaries  (152)   -  (48)   -   - 

Repayment (grant) of loans to investees, net   56  (320)  (88)  (320)  (659) 

Net cash used for the Company's discontinued 
investing activities  (244)  (350)  (151)  (326)  (663) 

Cash flows from the Company's financing 
activities      

Dividend paid to shareholders of the Company  (305)  (433)  (305)  (250)  (1,143) 

Exercise of options   -   16   -   -   16 

Short term credit from banks and others, net   -   -  (130)   -   - 

Receipt of long-term loans and proceeds of 
issue debentures and convertible debentures, 
net   330   1,089   330   1,089   1,640 

Repayment of loans and debentures  (90)  (30)   -   -  (84) 

Net cash from (used for) the Company's 
financing operations  (65)   642  (105)   839   429 

Increase (decrease) in cash flow and cash 
equivalents  (76)   184   11   402  (205) 

Balance of cash flow and cash equivalents for 
beginning of period   108   313   21   95   313 

Cash balance and cash equivalents at end of 
period   32   497   32   497   108 

 
The accompanying additional information is an integral part of the financial information and of the separate 
financial information. 
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Financial information from the consolidated statements of cash flows attributable to the Company 
 

   Year 
ended   Six months ended Three months ended 

  June 30 June 30 December 31 

  2011 2010 2011 2010 2010 

  Unaudited Unaudited Audited 

  NIS millions NIS millions 

(a) 

Adjustments to reconcile statement of 
cash flows from the Company's continuing 
operating activities:      

 
Adjustments for profit and loss items of 
the Company:      

 Increase in value of loans granted, net  (82)  (24)  (37)  (61)  (229) 

 
Company's share in the income of 
subsidiaries*)  (66)  (315)   195  (81)  (1,512) 

 
Decrease in value of non-current liabilities, 
net   139   31   81   66   136 

 
Change in fair value of short-term 
investments, net   20   7   13   9  (13) 

 
Changes in the Company's assets and 
liabilities items:      

 Increase in receivables and debt balance  (60)  (95)  (18)  (71)  (111) 

 Increase (decrease) in other payables   (29)   19  (68)  (37)   57 

   (78)  (377)   166  (175)  (1,672) 

 *) Dividends received   350   -   350   -   300 

(b) Company's significant non-cash activities      

 

Repayment of loans granted to a investee 
against the issue of a capital note in a 
subsidiary   394   -   -   - - 

 Exercise of options   -   13   -   -   13 

(c) Additional information on cash flows      

 
Cash paid by the Company during the 
period for:      

 Interest   219   169   169   128   374 

 
Cash received by the Company during the 
period for:      

 Interest   63   12   30   7   50 

 Dividends   350   -   350   -   300 

 

The accompanying additional information is an integral part of the financial information and of the separate 
financial information. 
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Additional information 
 

 

1. GENERAL 
 

This separate financial information was drafted in a condensed format pursuant to the provisions of article 
38(d) of the Securities Regulations (Periodic and Immediate Reports), 1970. This separate financial 
information should be reviewed in relation to the separate financial information to the annual financial 
statements as at December 31, 2010, and for the year then ended and their accompanying notes, which 
were included in the Company's shelf prospectus that was published in May 2011, and in relation to the 
consolidated interim financial statements as at June 30, 2011.  
 

2. CONTINGENT LIABILITIES 
 

There are certain contingent claims filed against certain investees for significant sums that might reach 
several hundred million or even billion shekels. In some cases, it is not possible to assess their outcome 
at this stage, and therefore no provision was recorded in the financial statements as set forth in  Note 7 to 
the consolidated interim financial statements as at June 30, 2011. 

 

 

 

 

 

- - - - - - - - - - - - - - - - - - - 
 

 

 

 

F:\W2000\w2000\923266\M\11\6-IFRS-SOLO.docx 
 

 



Report
on the Effectiveness of 

Internal Controls for Financial 
Reporting and Disclosure

Chapter D



Delek Group Ltd. 

Quarterly report on the effectiveness of internal control for financial reporting and 
disclosure, pursuant to Article 38C(a): 

 

Management, under the supervision of the Board of Directors of Delek Group Ltd. ("the Corporation"), is 
responsible for setting and maintaining an appropriate internal control for financial reporting and disclosure in 
the Corporation. 

For this matter, the members of Management are – 

1.  Assi Bartfeld, CEO  

2.  Barak Mashraki, CFO 

3. Leora Pratt Levin, Chief General Counsel  

4. Amit Kornhauser, Controller  

 

Internal control of financial reporting and disclosure includes controls and procedures existing in the 
Corporation, which were planned or overseen by the CEO and the most senior financial officer, or by 
whoever fulfills those functions in practice, under the supervision of the Board of Directors of the 
Corporation, and were designed to provide a reasonable measure of assurance as to the reliability of the 
financial reporting and the preparation of the reports in accordance with the provisions of the law, and to 
ensure that information that the Corporation is required to disclose in the reports it publishes in accordance 
with the provisions of the law is collected, processed, summarized and reported on the date and in the 
format laid down in law. 

Internal control includes, among other things, controls and procedures planned to ensure that the information 
that the Corporation is required to disclose as aforesaid, is accumulated and forwarded to the Management 
of the Corporation, including to the CEO and the most senior financial officer or to whoever fulfills those 
functions in practice, in order to enable decisions to be made at the appropriate time in relation to the 
disclosure requirement.  

Due to its structural limitations, the internal control of financial reporting and disclosure is not intended to 
provide absolute assurance that misstatement in or omission of information from the reports will be 
prevented or will be discovered.  

In the quarterly report on the effectiveness of internal control for financial reporting and disclosure, which 
was attached to the Periodic Quarterly Report for the period ended March 31, 2011 ("The Most Recent 
Quarterly Report on Internal Control), it was found that the internal controls were effective.  

Up to the date of the report, no event or matter was brought to the attention of the Board of Directors and 
Management which could change the assessment of the effectiveness of the internal control as stated in the 
Most Recent Quarterly Report on Internal Control. 

At the date of the report, based on Most Recent Quarterly Report on Internal Control and based on 
information conveyed to Management and the Board of Directors as aforesaid, the internal control is 
effective. 

It is noted that on January 24, 2011, the Corporation completed the acquisition of approximately 75% of the 
shares of Delek Motorway Services Ltd. ("DMS"), following which the Corporation acquired control for the 
first time. At the date of this report, controls and internal control procedures at DMS are not yet in place and 
this report does not apply to it. Similarly, it is noted that on April 29, 2011 Delek USA completed the 
acquisition of 53.7% of the shares of Lion Oil Company Ltd ("Lion"), whereby Delek USA acquired control for 
the first time. As at the date of this report the internal controls procedures have not yet started to be 
implemented at Lion, and it is not included within this report. 

 

 



 

Declaration of the CEO pursuant to Article 38C(d)(1) 

Declaration of Executives 

Declaration of the CEO 

 

I, Assi Bartfeld, declare that – 

(1)  I have reviewed the quarterly report of Delek Group Ltd. ("the Corporation") for the second quarter of 
2011 ("the Reports"); 

(2) To my knowledge, the Reports do not contain any incorrect representation of a material fact, nor is any  
representation of a material fact omitted which is needed to prevent the representations contained in 
them, in light of the circumstances in which they were included, from being misleading in relation to the 
reporting period; 

(3)  To my knowledge, the financial statements and other financial information in the Reports reflect fairly, 
from all material aspects, the financial condition, the results of operations and the cash flows of the 
Corporation at the dates and for the periods to which the Reports relate; 

(4)  I disclosed to the auditor of the Corporation, to the Board of Directors, to the Audit and the Financial 
Statements Committees of the Board of Directors of the Corporation, based on my  latest assessment of 
the internal control of the financial reporting and disclosure: 

(a) all the significant flaws and material weaknesses in the determination or operation of the internal 
control of the financial reporting and disclosure that could reasonably have an adverse effect on the 
ability of the Corporation to collect, process, summarize or report on financial information in a way 
that could cast doubt on the reliability of the financial reporting and the preparation of the financial 
statements in accordance with the provisions of the law; and 

(b)   any deception, whether material or not material, in which the CEO or anyone directly subordinate to 
him is involved, or in which other employees are involved who fulfill an important function in the 
internal control of the financial reporting and disclosure; 

(5)  I, alone or together with others in the Corporation –  

(a)  set controls and procedures or ascertained the setting and upholding of controls and procedures 
under my supervision, designed to ensure that material information relating to the Corporation, 
including its subsidiaries as defined in the Securities (Annual financial statements) Regulations, 
2010, is brought to my knowledge by others in the Corporation and in the subsidiaries, particularly 
during the period of preparation of the Reports; and 

(b)   I set controls and procedures or ascertained the setting and upholding of controls and procedures 
under my supervision, designed to reasonably ensure the reliability of the financial reporting and 
the preparation of the financial statements in accordance with the provisions of the law, including in 
accordance with accepted accounting principles; and 

(c)   No event or matter which occurred during the period between the date of the last report (quarterly 
or annual, as the case may be) and the date of this report, was brought to my attention, which 
could change the conclusions of the Board of Directors and Management as to the effectiveness of 
the internal control of the financial reporting and disclosure of the Corporation. 

Nothing in the aforesaid derogates from my liability or the liability of any other person under the law.  

 

 

August 31, 2011 

   
         Assi Bartfeld, CEO 
 
 



Declaration of the most senior financial officer pursuant to Article 38C(d)(2)  

Declaration of executives 

Declaration of the most senior financial officer 

 

I, Barak Mashraki, declare that – 

(1)  I have reviewed the interim financial statements and other financial information in the interim reports of 
Delek Group Ltd. ("the Corporation") for the second quarter of 2011 ("the Reports" or "the Interim 
Reports"); 

(2)  To my knowledge, the interim financial statements and other financial information included in the Interim 
Reports do not contain any incorrect representation of a material fact, nor is any representation of a 
material fact omitted which is needed to prevent the representations contained in them, in light of the 
circumstances in which those representations were included, from being misleading in relation to the 
reporting period; 

(3)  To my knowledge, the interim financial statements and other financial information in the Interim Reports 
reflect fairly, from all material aspects, the financial condition, the results of operations and the cash 
flows of the Corporation at the dates and for the periods to which the Reports relate; 

(4)  I disclosed to the auditor of the Corporation, to the Board of Directors, to the Audit and the Financial 
Statements Committees of the Corporation, based on my latest assessment of the internal control of the 
financial reporting and disclosure: 

(a) all the significant flaws and material weaknesses in the determination or operation of the internal 
control of the financial reporting and disclosure insofar as it relates to the interim financial 
statements and the other financial information included in the Interim Reports, that could 
reasonably have an adverse effect on the ability of the Corporation to collect, process, summarize 
or report on financial information in a way that could cast doubt on the reliability of the financial 
reporting and the preparation of the financial statements in accordance with the provisions of the 
law; and 

(b)   any deception, whether material or not material, in which the CEO or anyone directly subordinate to 
him is involved, or in which other employees are involved who fulfill an important function in the 
internal control of the financial reporting and disclosure; 

(5)  I, alone or together with others in the Corporation –  

(a)   set controls and procedures or ascertained the setting and upholding of controls and procedures 
under my supervision, designed to ensure that material information relating to the Corporation, 
including its subsidiaries as defined in the Securities (Annual financial statements) Regulations, 
2010, is brought to my knowledge by others in the Corporation and in the subsidiaries, particularly 
during the period of preparation of the Reports; and 

(b)   I set controls and procedures or ascertained the setting and upholding of controls and procedures 
under my supervision, designed to reasonably ensure the reliability of the financial reporting and 
the preparation of the financial statements in accordance with the provisions of the law, including in 
accordance with accepted accounting principles; 

(c)  No event or matter relating to the interim financial statements and to any other financial information 
included in the Interim Reports, which occurred during the period between the date of the last 
report (quarterly or annual, as the case may be) and the date of this report, was brought to my 
attention, which could change the conclusions of the Board of Directors and Management as to the 
effectiveness of the internal control of the financial reporting and disclosure of the Corporation. 

Nothing in the aforesaid derogates from my liability or from the liability of any other person under the law. 

  

August 31, 2011 

   
      Barak Mashraki, CFO 
 
 

 




