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IMPORTANT 
 

This document in an unofficial translation from the Hebrew original of the
Finacial Statements As Of September 30, 2005 of Delek Group Ltd. that was
submitted to the Tel-Aviv Stock Exchange and the Israeli Securities Authority
on November 28, 2005. 
 
The Hebrew version submitted to the TASE and the Israeli Securities Authority
shall be the sole binding version.   
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Update of Chapter 1 (Description of the Corporation's Business) 

For the interim report of the Delek Group Ltd. (herein: "the 
Company") for 2004 ¹ 

 
1. To item 7 to the interim report - the energy sector 

 

1.1. To item 7.19 to the interim report - significant agreements 
 

1.1.1.  As for the agreement in principle with Dorad Energy Ltd. ("Dorad"), see Note 
3h to the Company's financial statements. 
 

1.1.2.  As for an agreement reached between the partners in the Yam Tethys 
Partnership and the Israeli Electric Corporation ("the IEC") regarding 
compensating the Yam Tethy's Partnership by the IEC in an amount of $ 8 
million for derouting the underwater natural gas pipeline to Ashdod instead of 
the original route to Ashkelon, see Note 3i to the Company's financial 
statements. 

 
2. To item 9 to the interim report - the real estate sector 
 

2.1 To item 9.3 - details about properties in England 
 

In July 2005, a foreign subsidiary of the subsidiary, Delek Bellron International Ltd. 
("Delek Bellron") sold its entire rights to an investment property in England known as 
the Mint House in consideration for £ 12.5 million (Delek Real Estate Ltd.'s ("Delek 
Real Estate") share is approximately NIS 6.3 million). 
 

2.2 To item 9.4 - details about properties in Canada 
 

In July 2005, Delek Bellron, through a foreign subsidiary, entered into a transaction for 
the lease of 16,000 sq.m. of an office building it owns in Montreal, Canada, the Bell 
Tower, for a period of 16 years. 
 
 
 
 
(¹) The update includes significant changes or additions which took place in the Company's 

business activities during the third quarter in any matter which should be disclosed in the 
interim report. The update refers to the numbers of the items in chapter a (A Description 
of the Corporation's Business) in the interim report in 2004. This update should be read in 
conjunction with the Company's interim report and previous interim reports. 
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2.3 To item 9.5 - investment in affiliated companies abroad 
 

2.3.1  On April 1, 2005, a 40% owned affiliate of a subsidiary of Delek Real Estate, 
completed the acquisition of seven foreign companies that own seven 
investment properties in Western Germany. In consideration for the acquisition 
of the companies, the affiliate paid approximately € 282 million. All properties 
are leased to Deutsche Telecom for periods ending on December 31, 2019.  

 
  The annual rent totals approximately € 20 million and the rent is raised by 

1.5% annually until 2010 and thereafter by 1.2%. 93% of the affiliate's 
investment was financed by a loan from a local bank. 

  
  The investments of Delek Real Estate in the affiliate totaled € 10.8 million 

(approximately NIS 61 million) and they were financed by shareholders' loans.  
 

2.3.2  In June 2005, three affiliates of Delek Real Estate completed a refinancing of 
the loans receive from banks based, among other things, on the fair value of 
the properties. In the context of the refinancing, the affiliates repaid old loans 
totaling £ 234 million (NIS 1,919 million) and received new loans totaling £ 275 
million (NIS 2,255 million). 

 
The new loans are for a period of seven years and bear fixed annual interest 
at a rate of 6.2%. The new loans are non-recourse loans whose repayment is 
secured only by the cross charge on the properties. 
 
As a result of converting said loans as above, the affiliates retained excess 
cash (net of recruiting expenses for the new loans and early repayment 
commission on the old loans) totaling £ 22 million (Delek Real Estate's share 
is £ 8 million (NIS 64 million)). 
 

2.3.3  In August 2005, foreign companies owned by Delek Bellron completed the 
acquisition of 45% of the shares of a foreign company which holds an office 
building in the Zurich area, Switzerland. The building was purchased for SF 
116 million. Delek Bellron's investment in the foreign company (including 
related expenses) amounted to NIS 19 million. The building is leased in full to 
Credit Swiss Bank and the annual rent fees are SF 6.2 million (NIS 22.8 
million). 

 
2.3.4  In October 2005, an affiliate (49% owned) of a subsidiary of Delek Real Estate 

sold its entire rights to a property in England in consideration for £ 33.3 million 
(Delek Real Estate's share is NIS 132 million) which approximates the 
property's value in the books. 
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2.3.5  On November 1, 2005, a subsidiary of Delek Real Estate completed the 

acquisition of 45% of the share capital of a foreign company which owns an 
office building in Zurich, Switzerland. For more details, see Note 6d to the 
Company's financial statements. 

 
2.3.6  On November 6, 2005, Delek Real Estate completed a transaction for the 

purchase of 45% of the rights to 30 shopping centers in Canada in the context 
of a sell & lease back transaction with Jean Coutu, the Canadian company. 

 
For more details, see Note 6e to the Company's financial statements. 
 

2.3.7.  A foreign subsidiary owned by Delek Bellron is looking into joining a purchase 
transaction of hotels in England, managed by the Hilton company, and is 
currently holding negotiations for joining the transaction at a rate between 19% 
and 30%. According to the Company's information, the overall scope of the 
hotel purchase transaction is NIS 3.5 billion. 

 
 2.4 To item 9.15 - residential development activity in Israel 
 

2.4.1  On April 21, 2005, a subsidiary of Delek Real Estate signed an agreement for 
the purchase of real estate of 8,500 sq.m. in Azur, Israel for the construction of 
182 residential units in congested construction according to the valid urban 
planning scheme. The consideration to the land owner will equal 29% of the 
total consideration received by Delek Real Estate's subsidiary for the sale of 
residential units in a project in which the overall construction costs are $ 21 
million. The transaction was conditioned upon obtaining the approvals of the 
Israel Lands Administration and the court. 

 
2.4.2  In June 2005, a subsidiary (100%-owned and controlled) signed an agreement 

for the purchase of land from a third party in the "Ir Yamim" complex in 
Netanya, Israel for a total of $ 7.7 million (NIS 34.8 million). The purchased 
land is designated for the construction of 120 residential units. 
In August 2005, the claim to the land was transferred to the subsidiary against 
payment of the entire consideration to the seller. 
 

2.4.3  On June 30, 2005, the Delek Lapid Partnership signed an agreement for the 
sale of land in the Lapid complex in consideration for $ 10.6 million. 
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2.5 To item 9.16 - the investment real estate sector in Israel 
 

2.5.1  On July 11, 2005, an agreement was signed between a subsidiary (100%-
owned and controlled) and a third party whereby the subsidiary acquired the 
third party's rights to the control over real estate (an office building) in 
Netanya, Israel representing 70% of a joint venture, Beit Adar, in consideration 
for NIS 51 million. The building includes 13,000 sq.m. of office space, 3,850 
sq.m. of commercial space and 400 parking spaces of which 3,300 sq.m. of 
office space is leased by Delek - the Israel Fuel Corporation Ltd. (a subsidiary 
of the Company). 

 
2.5.2  On August 29, 2005, an agreement was signed with a subsidiary and a third 

party whereby the subsidiary purchased 50% of the third party's rights to the 
Ziv Towers project ("the project") in consideration for $ 24.45 million (NIS 116 
million). The annual rent fees in respect of the subsidiary's share are $ 2.1 
million (NIS 9.7 million). 

 
3. To item 11 of the interim report - fuel sector in the U.S. 
 

3.1 To items 11.1.2(a) (the structure of the activity and underlying changes) and 11.7 (fixed 
assets and facilities) 

 
As published in an immediate report of the Company dated November 6, 2005, on 
November 3, 2005, a 100%-owned subsidiary, Delek USA Holding Ltd. ("Delek USA") 
entered into an agreement with BP Products North America Inc. ("BP") for the 
purchase of rights to 25 gasoline stations with convenience stores (of which ownership 
rights to 20 stations and leasehold rights to 5 stations) and four additional real estate 
properties designated for the construction of gasoline stations and convenience stores 
(ownership rights to three properties and leasehold rights to one property) in Nashville, 
Tennessee, U.S.A. 
The gasoline stations are currently operating and will continue to operate under the BP 
brand name. The overall consideration for the transaction amounted to $ 33.5 million 
(not including inventories). The closing is planned for December 2005. 
 

4. To item 13 to the interim report - communications 
 

4.1 To item 13.17.1 - a merger agreement 
 

Matav Cable Systems Media Ltd. ("Matav") and the other cable companies are 
currently looking into executing a full legal merger based on the merger agreement 
signed in 2003, while executing certain changes required by the elapse of time and 
change of circumstances. According to the merger structure being examined, Matav 
may serve as a receiving company in the merger and become the merged company. 
Nevertheless, the comsummation of the full legal merger process is still in deliberation. 
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5. To item 14 to the interim report - additional activities 
 

5.1 To item 14.5 to the interim report - further holdings - the Pheonix acquisition 
 

As stated in the Company's immediate report dated October 14, 2005, on 
October 12, 2005, Delek Investments and Properties Ltd. ("Delek Investments") 
signed an agreement ("the agreement") with companies controlled by Mr. Shlomo 
Eliyahu ("the sellers") for the purchase of the shares of the Israel Phoenix 
Insurance Company Ltd. ("Phoenix").  
 
According to the agreement, Delek Investments has undertaken to purchase from 
the sellers that part of their holdings in Phoenix which represents about 25.01% 
of the issued and outstanding share capital of Phoenix ("the sold shares").  

 
In consideration for the sold shares, Delek Investments has undertaken to pay an 
amount of approximately NIS 709 million, linked to the Israeli CPI and bearing 
annual interest at the rate of 5% from the date of signing the agreement through 
actual payment day. 
  
Besides the sold shares, the sellers granted Delek Investments a Call option 
whereby Delek Investments is entitled to compel the sellers to sell it their 
remaining holding of Phoenix which represents about 8.04% of the issued and 
outstanding share capital of Phoenix ("the underlying shares") in consideration for 
approximately NIS 222 million (including linkage differences to the Israeli CPI and 
annual interest at the rate of 5%).  Delek Investments shall be entitled to exercise 
said option over a period of 9 months from the date of closing.  

 
On November 27, 2005, the approval of the Anti-trust Commissioner and the 
approval of the Commissioner of Capital Markets, Insurance and Savings to the 
transaction were obtained. 

 
The closing will be within 7 days from the publication of this report. 

 
 

 
  
Date: November 28, 2005 

 

Delek Group Ltd. 

 
Names of signatories and their titles: 
 
Gavriel Last, Chairman of the Board 
Asi Bartfeld, CEO 
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November 28, 2005  

 

Delek Group Ltd. 
 
Board of Directors Report on the Corporation 

for the first nine months of the year 2005. 
 

The Board of Directors of The Delek Group Ltd. is privileged to submit this Director's 
report for the nine months ending September 30, 2005. 

 

1. Description of the Company and its Business 
Environment 
 
The Delek Group, Ltd. (herein: the "Company" or the "Group") is a holding and 
management company that holds three main subsidiaries in which the business 
activities of the Group in Israel and abroad are concentrated, as follows:  
 

A. Delek Petroleum Ltd. (herein: "Delek Petroleum") - Concentrates on the sale 
of fuel and oil products and in the operation of gasoline stations and 
convenience stores in Israel and the US and an oil refinery in the US. In 
Israel, the operations are executed via Delek the Israel Fuel Company, Ltd. 
(herein: "Delek Israel") and in the U.S. via Delek USA Holdings Inc. (herein: 
"Delek USA"). 

 
B. Delek Investments and Properties Ltd. (herein: "Delek Investments") - 

Concentrates on the automotive sector; in oil and gas exploration and 
production in Israel; in infrastructure projects; in the biochemical industry and 
in telecommunications. As for investments in companies in the insurance 
sector carried out recently, see items 6i(3) and (4) below. 

 
C. Delek Real Estate Ltd. (herein: "Delek Real Estate") -The key activities of the 

Group in the real estate sector are executed through the subsidiary Delek 
Belron, which holds foreign corporations that invest in income generating 
properties abroad (mainly in England, Canada, Sweden, Germany and 
Switzerland), while the activities in the area of development and contracting of 
real estate holdings in Israel are executed through Delek Real Estate and 
Dankner Investments, Ltd. During the period of the report, Delek Real Estate 
issued shares to the public through the Tel-Aviv Stock Exchange. 

 
As of September 30, 2005 the Company holds 100% of Delek Petroleum and Delek 
Investments and 80% of Delek Real Estate. 
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2. Main Activities During the Period of the Report 
 
The net income of the Group for the period of the report totaled about NIS 500 million 
vs. about NIS 268 million for the comparable period last year, an increase of about 
87%. The third quarter of 2005 ended with a profit of about NIS 234 million vs. about 
NIS 90 million for the comparable period last year, an increase of about 160%.  
 
The revenues of the Company for the period of the report totaled about NIS 15.1 billion 
vs. about NIS 10.9 billion in the comparable period in the previous year, an increase of 
38%.  
 
The increase in net income and revenues during the period of the report and in the 
third quarter stems mainly from the results of the La Gloria refinery activity in the US, 
purchased at the end of April 2005, and from improved business results in the fuels, 
automotive and real estate sectors. The Company also retained capital gains from the 
public offerings of Delek Real Estate and Gadot Biochemical.  
 
During the period of the report, Delek USA, through subsidiaries, completed the 
purchase of a refinery with a production capacity of 57,000 barrels per day in the US 
which started operation in May, 2005 and a crude oil transportation pipeline with an 
investment of about NIS 320 million (including fuel inventory). The EBITDA of the 
activity of the refinery in the five months subsequent to the purchase yielded NIS 332 
million and the net income amounted to NIS 170 million. In November 2005, Delek 
USA entered into a transaction for the purchase of rights to 25 gas stations with 
convenience stores and four additional real estate properties designated for gas 
stations in Nashville, Tennessee. Similarly, March, 2005 saw the completion of the 
purchase of about 10% of the issued shares of Menora Insurance Holdings, Ltd. for 
about NIS 191 million, and an option for the purchase of an additional 5% was 
received. In October 2005, Delek Investments entered into an agreement for the 
acquisition of 25% of the shares of Phoenix for NIS 709 million and received an option 
for the purchase of an additional 8%, for a consideration of NIS 222 million. 
 
During the period of the report, convertible bonds and options of NIS 321 million were 
converted into shares of the Delek Group, and Delek Real Estate and Gadot issued 
shares, bonds and options to bonds to the public. The total net proceeds for the public 
share offering stood at about NIS 856 million, of that about NIS 121 million was 
recorded as a gain by the Group. 
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A company created for that purpose issued bonds in the US for a total of $275 million 
in the framework of the Yam Tethys project and the Company issued bonds to the 
institutional market in Israel for a total of about NIS 650 million. A significant amount of 
the sums enlisted in these offerings are long term credit which were used to redeem 
short term credit from banks, which will bring a significant improvement in the working 
capital of the Group. During the period of the report, the working capital of the Group 
rose from a deficit of NIS 1,098 million on December 31, 2004 to positive working 
capital of about NIS 1,511 million - an increase of about NIS 2,609 million. 
 
The Company's Board resolved to distribute an additional dividend of NIS 140 million, 
representing 60% of the income in the third quarter of 2005, in view of the Company's 
results of operations in the reported period. During the reported period, the Company 
paid a dividend of NIS 241 million, excluding the amount mentioned above (see more 
details in item 9 below). 
 
A more detailed description regarding the operations of the companies of the Group 
will appear later in this document. 
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3. Results of Operations 
 
Contribution by Sector Activity 
Following are the details of the net income of the Group, by main sector activities (in 
NIS in millions): 
 
 1-3/05  4-6/05  7-9/05 1- 9/05 1-9/04 2004 
Fuel Product Activities 2 13 11 26 9 9 
Refinery Activities - 24 146 170 - - 
Oil and Gas Exploration and 
Production 6 (12) 3 (3) 16 35 
Automotive Activities 65 47 43 155 129 163 
Real Estate Activities 17 17 32 66 56 119 
Biochemical Activities 6 8 13 27 36 60 
Communications Activities (10) (10) (15) (35) (15) (26) 
Capital Gains and Others  - 93 1 94 37 43 
Total Profit  86 180 234 500 268 403 

 
• The consolidated revenues of the Company during the period of the report totaled 

about NIS 15.1 billion vs. about NIS 10.9 billion in the comparable period in the 
previous year. The increase in revenues stemmed mainly from refinery activities in 
the US during the five months ended in September 2005, from fuel operations in 
the US due to the purchase of 100 gasoline stations and convenience stores in 
April, 2004 and due to the increase in the price of fuels in the US and Israel. 

 
• The gross profit for the period of the report totaled about NIS 1,899 million vs. 

about NIS 1,491 million for the comparable period last year. In the third quarter of 
2005, the gross profit totaled about NIS 866 million vs. NIS 547 million for the 
comparable period last year. The increase in gross profit stemmed mainly from the 
operations of the refinery and fuel sector in the US, as stated above. 

 
• The increase in selling and marketing expenses and the costs of operating gasoline 

stations during the period of the report relative to the comparable period in the 
previous year stemmed mainly from the purchase of 100 gasoline stations in the 
US and from an increase in automotive advertising expenses. 

 
• The increase in general and administrative expenses in the reported period 

compared to the corresponding period last year stems mainly from the activity of 
the refinery in the US and from the full consolidation of Dankner Investments in the 
reported period compared to a partial consolidation in the corresponding period last 
year. 
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• The financing costs of the Group during the period of the report totaled about NIS 
452 million, vs. about NIS 264 million for the comparable period in the previous 
year. The increase in financing expenses stemmed, amongst others, from the 
purchase of the refinery in the US in the total of NIS 65 million in April 2005 
(including a decline in value of future fixation transactions of the refinery earnings 
which are not an accounting hedge) and from the fact that the comparable period in 
the previous year  included in this item NIS 30 million from the listed share portfolio 
of Delek Investments and Delek Group which reduced the financing expenses from 
rate differences for USD loans for financing the operations of the Yam Tethys 
partnership totaling about NIS 24 million, from crediting balances for the cost of 
enlisting loans that were taken in the past and redeemed during the second quarter 
in Delek USA totaling about NIS 14 million, from the increase in the Israeli CPI in 
the reported period, compared to the corresponding period last year (1.9% in the 
reported period, compared to 1.1% in the corresponding period), which led to an 
increase in financing expenses for loans and CPI-linked bonds, mainly in Delek 
Real Estate and from an increase in the amount of financing for the purchase of 
Matav, Dankner Investments and Menora. 

 
• Profits from the sale of investments totaling NIS 130 million stemmed from profits 

from the public offerings of shares in Delek Real Estate and Gadot for NIS 111 
million and NIS 10 million, respectively and from the sale of shares in the long term 
listed share portfolio of the Company in the first quarter of the year. 

 
• Other revenues of NIS 108 million in the reported period and NIS 68 million in the 

third quarter stemmed mainly from the sale of real estate properties in England in 
the amount of NIS 79 million in the reported period and NIS 65 million in the third 
quarter (the net effect on the Group's earnings after taxes and the minority interest 
of NIS 50 million in the reported period and NIS 40 million in the third quarter), from 
the sale of a gasoline station in the US for NIS 10 million in the second quarter and 
from other items. 

 
• The increase in the item of the portion of the Company in the profits of affiliated 

companies and partnerships in the total of NIS 87 million, compared to NIS 62 
million in the corresponding period last year, an increase of NIS 25 million was 
mainly due to the listing of a profit from the sale of assets of Shagrir which was  an 
affiliated company of Delek Automotive, for NIS 46 million in the first quarter (effect 
of about NIS 28 million on the net income after the minority portion) and balanced 
by a loss of NIS 35 million for Matav which was included in the period of the report 
vs. the comparable period of the previous year where the results of Matav were 
partially included  for only NIS 15 million. 
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What follows is the key data for the Consolidated P&L of the Company in NIS in 
millions: 
 
 1-3/05 4-6/05 7-9/05 1-9/05 1-9/04 2004 
Revenues 3,595 5,042 6,459 15,096 10,949 14,893
Less excise, customs, purchase tax 
and royalties 776 901 982 2,659 2,631 3,529
 2,819 4,141 5,477 12,437 8,318 11,364
Cost of revenues 2,364 3,563 4,611 10,538 6,827 9,337
Gross Profit 455 578 866 1,899 1,491 2,027
Selling, Marketing, Station Operations
Expenses 199 209 224 632 596 814
General & Administrative Expenses 65 93 97 255 213 308
Operating Profit  191 276 545 1,012 682 905
Financing Expenses, net 98 143 211 452 264 342
 93 133 334 560 418 563
Profit from realization of profits from 
subsidiary companies, net 9 103 18 130 100 100
Other income/(expenses), net 23 17 68 108 (6) (28)
Profit before income taxes 125 253 420 798 512 635
Income taxes 39 57 150 246 175 189
Profit after income taxes 86 196 270 552 337 446
Portion of profits in partnerships and 
affiliated companies, net 52 21 14 87 62 136
Minority portion in consolidated  
companies, net (52) (37) (50) (139) (111) (159)
Profit from continuing operations 86 180 234 500 288 423
Accumulated influence from the 
beginning of the year of changes in 
accounting rules, net - - - - (20) (20)
Net Income  86 180 234 500 268 403
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4. The Financial Situation, Sources of Financing and 
Liquidity 
 
Working Capital 
For the first time in a number of years, in light of the significant capital that was raised 
during the period of the report, the Group went from negative to positive working 
capital, such that on December 31, 2004 the working capital deficit stood at NIS 1,098 
million vs. positive working capital of NIS 1,511 million for the period of the report, an 
increase of NIS 2,609 million. 
 
The main changes for the period of the report vs. the end of 2004 are in the 
following balance sheet items: 
 
Cash and Short Term Investments 
The financial assets of the Group grew during the period of the report from about 
NIS 746 million to about NIS 2,133 million, an increase of about NIS 1,387 million. 
 
The increase in cash and bank deposits of NIS 543 million stemmed mainly from the 
sale of companies and from the issuance in the real estate sector. An increase of 
NIS 616 million stemmed from the refinery in the US, which was consolidated for the 
first time, and an increase of about NIS 207 million stemmed from the portion of Delek 
Drilling and Delek Investments in the proceeds of the bond offering abroad and after 
redeeming loans to Israeli banks. 
 
Accounts Receivable 
An increase of about NIS 804 million, of which NIS 313 million stems from the initial 
consolidation of the US refinery, an increase of NIS 205 million from the Israeli fuels 
sector, and an increase of about NIS 289 million stemmed from the increase in 
accounts receivable balances in the automotive sector. 
 
Other Accounts Receivable 
An increase of about NIS 157 million. The increase stemmed mainly from NIS 67 
million in the real estate sector, an increase of NIS 41 million in the fuel sector and 
from an increase of about NIS 9 million stemming from the first time consolidation of 
the refinery in the US.  
 
Inventory 
An increase of about NIS 431 million stemmed mainly from the increase of about 
NIS 313 million stemming from the first time consolidation of the refinery in the US and 
from the increase of NIS 35 million in inventory for the automotive sector and an 
increase of about NIS 72 million in the fuel sector. 
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Investments 
Total investments in subsidiary companies and others increased by about NIS 245 
million, net. 
 
The main increase stemmed from the purchase of 9.99% of the issued shares of 
Menora Holdings Ltd. that was executed by Delek Investments for the sum of about 
NIS 191 million and from an increase in investments in the real estate sector of 
NIS 129 million, resulting mainly from an investment in previously consolidated 
affiliated companies in the amount of NIS 75 million, the Company's share in earnings 
of affiliates of NIS 53 million and from investments in affiliates in Germany for a total of 
about NIS 82 million by way of shareholders' loans and loans to other affiliates, net of 
NIS 94 million of repaid loans from investees. On the other hand, there was a decrease 
in investments as a result of the recording of the Company's share in the losses of 
Matav of NIS 35 million and from the sale of listed stocks that was presented as 
permanent investments, for a total of about NIS 18 million. 
 
The decrease in land for rent totaling about NIS 787 million stemmed from the 
discontinuance of the consolidation of companies sold by Delek Bellron, as described 
in Note 6a, and from the sale of properties in England whose depreciated amount 
totaled about NIS 1,021 million and from depreciation and amortization expenses of 
NIS 29 million, net of an increase resulting from translation differences amounting to 
NIS 77 million and from additions to lands held for rent amounting to NIS 183 million. 
 
The increase in long term loans, deposits and debts totaled about NIS 195 million. The 
increase stemmed mainly from long term deposits totaling about NIS 108 million that 
were deposited by Delek Drilling and Delek Investments of the proceeds of the bond 
offering. These deposits are a cushion for debt service according to the bond 
agreement and sums that are earmarked to establish the permanent gas reception 
facility on the Ashdod coast. An increase of NIS 23 million is a result of the initial 
consolidation of the US refinery. 
 
Fixed Assets 
The fixed asset balance increased by about NIS 248 million, net. The main increase of 
about NIS 180 million stemmed from the purchase of the refinery in the US and an 
increase of NIS 57 million from executing investments in the power station project for 
the production of electricity in Ashkelon. 
 
Short Term Credit from Bank Corporations and Others  
There was a decrease of about NIS 774 million, net. The decrease stemmed mainly 
from redemption of short term loans subsequent to the bond offering and enlistment of 
long term loans. 
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Accounts Payable to Suppliers and Service Providers  
There was an increase of about NIS 644 million stemming mainly from an increase of 
about NIS 547 million as a result of the initial consolidation of the refinery in the US and 
from an increase in balances to suppliers of Delek Automotive totaling about NIS 103 
million. 
 
Long Term Loans 
There was a decrease of NIS 177 million, resulting mainly from a decrease in long-term 
loans in the amount of NIS 840 million in the real estate sector, of which NIS 611 
million is from the discontinuance of the consolidation of loans of sold companies and 
assets. On the other hand, there was an increase in long-term loans of the fuel sector 
in the amount of NIS 421 million, mainly due to the refinancing carried out in Delek 
USA and due to loans for the purchase of the refinery, as well as an increase of NIS 
162 million in Delek Investments and NIS 74 million in Delek Ashkelon. 
 
Convertible Bonds 
There was a decrease of NIS 308 million, resulting mainly from the conversion of 
bonds into shares in the reported period in the amount of NIS 235 million and from an 
increase in current maturities of NIS 73 million. 
 
Other Bonds 
There was a net increase of about NIS 2,217 million. The main increase stemmed from 
a private placement of long term bonds to institutional groups that was executed by 
Delek Group for a total of about NIS 650 million, from the bond offering to the US 
institutional market that the Israeli partners of the Yam Tethys project executed from 
their portion of Delek Drilling and Delek Investments, net of current maturities, that 
totaled about NIS 585 million, from the bond offering of Delek Petroleum to institutional 
groups net of current maturities totaling about NIS 307 million, from the increase 
resulting from the public bond offering of Gadot for a total of about NIS 85 million and 
the public bond offering of Delek Real Estate for a total of about NIS 594 million. 
 
Shareholder's Equity 
The shareholder's equity of the Group as of September 30, 2005 totaled about NIS 
2,132 million vs. about NIS 1,545 million on December 31, 2004. The increase in 
shareholder's equity stemmed mainly from profits for the period of the report totaling 
about NIS 500 million, from conversion of bonds to shares by the Company for a total 
of about NIS 235 million and from the sale of options for shares of the Company for a 
total of about NIS 86 million, balanced by a dividend totaling NIS 241 million. 
 
Contingent Liabilities  
The accountants of the Company draw attention to legal proceedings against the 
subsidiary companies in their report, for details see Note 4 of the financial statements. 
 
 
 



17 
 

 

 

5. Financing Sources 
 

A. During the period of the report the Group raised about NIS 650 million through a bond 
offering to the institutional market in Israel in three series of bonds, as follows: 
 
Series F of bonds of NIS 300 million face value intended to be redeemed in five equal 
payments during the years 2006-2010, linked to the CPI with an annual interest rate 
coupon of 5.25%. From the series, about NIS 240 million were issued in January, 2005 
at par and NIS 60 million were issued in February at a premium, such that the effective 
interest rate was 4.85%.  
 
Series G  of the bonds with a face value of NIS 200 million and which were issued in 
March, 2005 and intended to be redeemed in four equal payments from 2008-2011, 
linked to the CPI with an annual interest rate coupon of 3.95%. The bonds were issued 
together with options for shares of Delek Group, which were issued in five series with 
exercise periods of from one to five years. 80 thousand options were issued, with 
exercise prices ranging from NIS 440 per share for the series to be exercised within 
one year to NIS 590 per share (before adjustments for dividend distribution) for the 
series to be exercised within five years, respectively. 
 
Series H of bonds of NIS 150 million face value, which was issued in September 2005 
and designated to be redeemed in one payment in 2011, linked to the CPI and bearing 
an annual interest rate of 4.05%. 
 
It should be noted that recently, Ma'alot increased the rating of the bonds of the Group 
to AA and rated another series of NIS 300 million for raising of funds. 
 

B. In March, 2005, the project based capital raising was completed where the partners in 
the Yam Tethys project floated bonds to institutional investors in the US for a total of $ 
275 million. For additional details see the chapter dealing with oil and gas exploration 
and gas production. 

 
C. Financing in Delek USA 

 
In order to finance the refinery and oil pipeline in the US, Delek USA enlisted loans 
from banks in the US for about $50 million, carrying a variable interest rate of 
Libor+1.375% that stands to be redeemed in April, 2007 and a shareholders loan of 
NIS 35 million from the Group. In addition, in order to finance working capital and the 
operation of the refinery, Delek USA received from a consortium of US banks a credit 
facility for four years for a total of an additional $250 million carrying a variable interest 
rate of Libor+2%, on average.  
 



18 
 

 

Subsequent to balance sheet date, Delek USA repaid about $ 20 million of the bank 
loans in the US, as well as half of the shareholders loans, totaling $ 17.5 million to the 
Group. 
 
In order to guarantee the credit that Delek USA received from banks in the US, Delek 
USA collateralized certain assets and obligated itself to uphold certain financial 
covenants. 
 
In April, 2005 a subsidiary of Delek USA executed a refinancing and enlisted loans of 
$205 million from banks in the US in order to redeem loans form banks taken in the 
past. From the above sum, a loan for $165 million carries a variable rate of interest of 
Libor +2.75% and stands to be redeemed in quarterly payments of about 0.25% for six 
years where the rest of the principal (about 94%) will be redeemed in November, 
2011. The balance of the $40 million is a current credit facility for five years which 
carries a variable interest rate of Libor+1.75%. 
 
The $14 million (NIS 60 million) costs relating to the refinancing were deferred and are 
included in other assets and are to be depreciated over the period of the loan. The 
balance of the costs of the enlistment of loans that were redeemed, totaling about $3 
million (NIS 14 million) were credited to the P&L and included in the item of financing 
expenses. 
 
In order to guarantee the loans that were received, a subsidiary of Delek USA 
collateralized to the benefit of the banks all of its assets and obligated itself to uphold 
certain financial covenants.  
 

D. Conversion of Bonds and Exercise of Options to the Shares of the Company 
 
In the reported period, convertible bonds and options totaling about NIS 321 million 
were converted to shares of the Company as follows: 
46,761,055 of bonds (series A1) of the Company whose carrying value totaled about 
NIS 49 million, were converted to 129,615 ordinary shares of NIS 1 par value of the 
Company. 34,207,103 of bonds (series A2) of the Company with a carrying value of 
NIS 35 million were converted to 85,196 ordinary shares of NIS 1 par value of the 
Company. 151,578,826 of bonds (series E) units of series 1 option of the Company 
whose carrying amount was NIS 151 million, were converted to 384,204 ordinary NIS 1 
par value shares of the Company.  
 
71,820 par value of stock options (series 1) of the Company were exercised into 
ordinary shares of NIS 1 par value of the Company, in consideration of NIS 31 million, 
66,428 par value of stock options (series 2) of the Company were exercised into 
ordinary shares of NIS 1 par value of the Company, in consideration of NIS 32 million, 
43,628 par value of stock options (series 3) of the Company were exercised into 
ordinary shares of NIS 1 par value of the Company, in consideration of NIS 23 million. 
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E. Excess financial assets of the Company (in non-consolidated statements) as of 

September 30, 2005 totaled about NIS 102 million (including a total of about NIS 985 
million in loans, net, to companies of the Group). 

 
Excess financial obligations of Delek Investments (in the non-consolidated statements 
of Delek Investments) as of September 30, 2005 totaled about NIS 390 million 
(including a total of about NIS 168 million in loans, net, from the companies of the 
Group).  
 

F. Regarding the public offering of shares and bonds of Delek Real Estate and Gadot, 
see paragraphs 6C and G, below. 
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6. Analysis by Sector 
 

A. Oil and Gas Exploration and Production  

 1-3/05  4-6/05  7-9/05 1- 9/05 1-9/04 2004 
NIS in 
Millions 

NIS in 
Millions 

NIS in 
Millions 

NIS in 
Millions 

NIS in 
Millions 

NIS in 
Millions 

Revenues net of royalties 39 39 56 134 97 141 
Operating profit  22 21 30 72 56 83 
EBITDA 31 32 45 108 75 110 
Financing Expenses 15 32 23 70 38 39 
Group's portion in Avner 4 1 6 10 13 22 
Net income (loss) 6 (12) 3 (3) 16 35 
Total assets 826 817 810 810 854 837 
Sale of gas by BCM (*) 0.4 0.4 0.5 1.3 0.8  1.2

  
 (*) The data refer to gas sales by the entire Yam Tethys group, rounded up to 

tenths of BCM. 

 
1. Results of Operations  
 

A. Most of the oil and gas activities are related to the direct and indirect holdings in 
the Yam Tethys project. The  legal status of the groups that hold the project 
affects the way the results of the joint operations are listed on the financial 
statements: 
• The results of Delek Drilling, which holds 25.5% of the "Yam Tethys" 

project are consolidated in the financial statements of the Company. The 
minority interest is included in the item, minority interests in earnings of 
consolidated companies and partnerships, net. 

• The 4.4% of the Yam Tethys project that is held directly by Delek 
Investments are fully consolidated in the Group's financial statements.  

• The results of Avner, which holds 23% of the "Yam Tethys" project, are 
included in one line - Portion of the Group in profits (losses) of partnerships 
and affiliated companies, net. 
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B. The Company, (through its holdings in partnerships and in Delek Investments, 

as stated) sells natural gas to the Israel Electric Company (IEC) from the Mari 
gas field connected to the Eshkol power station. As a result of this, the Company 
continues to register current profits before financing expenses and positive cash 
flows from the operations of the sale of gas. 
 
The main results are as follows: 
 
• In the reported period, the Group had revenues from the sale of gas, less 

royalties and less amounts for the fixing of the price of gas to a set USD 
price by the hedge agreement of about NIS 134 million (from them about 
NIS 56 million in the third quarter of the year) vs. revenues from the sale of 
gas less royalties of about NIS 97 million in the comparable period the 
previous year (revenues recognized starting March, 2004). During the entire 
year 2004, the Company had revenues from the sale of gas (less royalties) 
of about NIS 141 million. 

 
• In the reported period, the revenues from the sale of gas were presented 

less NIS 10 million for the price differences between the fixed price of the 
gas and the actual price, in accordance with the amounts of gas that were 
set in the hedge transaction signed in 2004. 

 
• The loss in the reported period from the gas sector totaled about NIS 3 

million vs. a profit totaling about NIS 15 million in the corresponding quarter 
of last year. The gain in the third quarter of 2005 amounted to NIS 3 million 
compared to a loss of NIS 12 million in the second quarter of 2005. The 
decrease in loss resulted mainly from the increase in gas sales in the third 
quarter by 43% compared to the second quarter as from a decrease in 
financing expenses in the third quarter compared to the second quarter 
stemming from the changes in the dollar rate in relation to the NIS. 
Furthermore, Delek Drilling recorded expenses in the third quarter of 2005 in 
respect of the "Gad 1" drilling which had been abandoned totaling NIS 2.3 
million. Delek Drilling's share in additional costs accumulated subsequent to 
balance sheet date in respect of said drilling is NIS 4.5 million. 

 
• We would like to emphasize that in the first nine months of 2004, revenue 

recognition commenced in March 2004 whereas in the first nine months of 
2005, the gas supply was maintained throughout the period. Furthermore, in 
2004, interest expenses, exchange rate differences, linkage differences and 
guarantee commissions were capitalized prior to the revenue recognition 
(March 2004) whereas in the reported period, these expenses were 
recorded in full. 
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• The average daily consumption of natural gas by the IEC varies, among 
other things, in accordance with seasonal changes in power demand and 
according to maintenance work performed by the IEC. The IEC's gas 
consumption in the fourth quarter of 2005 is expected to be lower than in the 
third quarter due, among other things, to maintenance work and preparing 
for initiating the combined cycle turbine's operation at the Eshkol power 
station in Ashdod and since the Redding power station in Tel Aviv has not 
yet begun consuming natural gas. In October 2005, the Ashdod refinery 
began consuming natural gas for the purpose of running its facilities. 

 
 
2. Evaluating Business Expenses when the joint results are in USD translated to 
NIS  
 
Generally accepted accounting principles obligate the presentation of consolidated 
financial statements in NIS, while they include business results of limited partnerships 
(Delek Drilling and Avner Oil Exploration) according to the data from their financial 
reports in NIS. Nevertheless, since all the partnership operations are done in USD - all 
the sales are in USD, the great majority of fixed assets are purchased in USD and the 
financing is in USD, the management of the Company assesses, that it is appropriate 
to analyze the consolidated business results of the Company when they include the 
business results for the partnerships that are done in USD translated to NIS by the 
technique of "autonomous units". 
 
What follows are the data of the portion of the Company in the profit/ (loss) in the oil 
and gas sector when the results of the limited partnerships are in USD translated to 
NIS as stated above. 
 
 1-3/05  4-6/05  7-9/05 1- 9/05 1-9/04 2004 

 
NIS in 
Millions 

NIS in 
Millions 

NIS in 
Millions 

NIS in 
Millions 

NIS in 
Millions 

NIS in 
Millions 

Revenues less royalties 41 41 59 141 102 148 
Operating Profit  23 23 32 78 55 83 
Portion of the Company in 

Avner Results 5 4 7 16 12 17 
Net Income for the Period 10 2 7 19 15 25 
 
The profit based on USD reports translated to NIS of the partnerships in the reported 
period totaled about NIS 19 million vs. a profit of about NIS 15 million in the 
comparable half in the previous year and a profit of about NIS 25 million for all of 2004. 
The profit in the third quarter of the year totaled about NIS 7 million vs. a profit of about 
NIS 2 million in the second quarter and a profit of about NIS 10 million in the first 
quarter. 
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The main difference between the results in NIS and the results in USD of the limited 
partnerships stems from the rate differences (NIS/USD) for loans of the limited 
partnerships whose influence on the results for the second quarter of 2005 was 
significant. 
 
3. Financing the Yam Tethys Production Facility  
 
• On March 9, 2005 the financing for the project was completed as Delek and Avner 

Yam Tethys Ltd. (herein: "SPC") issued $275 million of bonds (herein: "the bonds") 
in a Rule 144A placement to institutional investors in the US. Of that, $175 million 
was at a fixed rate of 5.326% annually and $100 million was at a variable rate of 
three month Libor plus 1.1%, annually. The bonds that were issued are based on 
the share of Delek Drilling, Delek Investments and Properties Ltd. and Avner Oil 
Exploration, limited partnerships (herein together: "the sponsors") in the cash flows 
that will result from the sale of natural gas to the IEC according to the contract from 
June, 2002. The amount raised was given in separate loans to the Israeli partners 
at conditions identical to the conditions of the bonds and without mutual 
guarantees. 
The SPC is a company which was established for the purpose of receiving the new 
financing by the Israeli partners in accordance with their relative portion in the Yam 
Tethys project. 

 
It should also be noted that Moody's, on March 7, 2005 gave a final Baa3 rating to 
the bonds. The rating company Standard & Poor's gave the bonds a final rating on 
April 22, 2005 of BBB. 
 
On July 19, 2005 Standard and Poor's updated their rating and gave the bonds a 
stable outlook. 
 
For more details see Note 7a to the financial statements. 
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B. Automotive Sector 

 1-3/05  4-6/05  7-9/05 1- 9/05 1-9/04 2004 
 NIS in 

Millions 
NIS in 
Millions 

NIS in 
Millions 

NIS in 
Millions 

NIS in 
Millions 

NIS in 
Millions 

Revenues  769 1,079 1,143 2,992 2,980 3,924 
Gross profit 89 123 129 341 356 466 
Operating profit 77 102 112 292 306 402 
EBITDA 78 105 114 297 316 414 
Financing Revenues 

(Expenses) 17 12 (12) 17 5 (22)
Profit After Taxes  61 77 70 208 201 256 
Company's share in 

profits of affiliated 
companies and 
partnerships 44 - - 44 4 6 

Net income 106 76 70 252 205 261 
Total assets 1,129 1,748 1,743 1,743 1,183 1,367 
 
 
 
The contribution of the automotive sector to the net income of the Company for the 
period of the report was about NIS 155 million, vs. about NIS 129 million for the 
comparable period the previous year.  
 
Delek Automotive Systems Ltd. (herein: "Delek Automotive") is 61.48% held by the 
Group, as of the date of the balance sheet. It is a publicly traded company with 
published financial statements. As for the allocation of shares to the CEO and 
employees in Delek Automotive, see more information below: 
 
Following the issuance, the Group's holding in Delek Automotive decreased to 55.4%. 
 
Delek Motors Ltd. (a subsidiary) markets a wide range of private and commercial 
vehicles made by Ford and Mazda.  
 
Following is the sales diversification by quantity: 
 

 1-9/05 7-9/05 1- 9/04 7-9/04 2004 
Mazda vehicles 17,436 6,703 19,343 5,536 24,600 
Ford vehicles 8,900 3,435 8,123 3,184 11,192 
Total sales of Delek Motors 26,336 10,138 27,466 8,720 35,792 

Market share of the Company of 
total vehicle sales in Israel 23% 24% 26% 25% 25%
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In addition to these sales, the Company delivered vehicles to the IDF in the context of 
a transaction with the Ministry of Defense. The proceeds from these sales are not 
included in the sales turnover since the vehicles are purchased directly from the 
manufacturer using aid funds. 
 
Since Delek Motors began its operations as a car importer to Israel, it has sold about 
222,500 Mazda models and about 55,000 Ford models in Israel. 
 
During the second quarter of 2005, Delek Automotive launched two new models - the 
new Ford Focus and the Mazda 5 which are both highly successful in terms of 
demand. In the third quarter, in August 2005, the Company began delivering the new 
Mazda 6 models, which continue to lead the market in their relevant segment.  
 
Following is the analysis of Delek Automotive's results of operations: 
 
1) Revenues 
 
 The sales turnover in the reported period amounted to NIS 2,992 million 

compared to NIS 2,980 million last year (in the whole of 2004: NIS 3,924 million). 
During the third quarter of 2005, the sales turnover increased to NIS 1,143 million 
compared to NIS 963 million in the comparable period last year, mainly due to an 
increase in the number of cars sold. 

 
2) Selling and Marketing expenses 
 
 Both during the nine months ended September 30, 2005 and in the third quarter, 

there was an increase in selling and marketing expenses resulting from the 
increase in the Group's advertising expenses, part of which were offset following 
a decrease in agents' commissions. 

 
3) General and administrative expenses 
 
 In the nine months, there was a decrease in general and administrative expenses 

of NIS 5 million compared to the corresponding period last year stemming mainly 
from the discontinuance of writing down payments by the subsidiary to another 
company which no longer serves as a Ford importer in Israel. 
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4) Financing expenses 
 
 During the third quarter, Delek Automotive incurred financing expenses, net, of 

NIS 12 million, most of which represented interest paid by Delek Automotive to 
banks. During the first half of 2005, Delek Automotive generated financing 
income of NIS 28 million, net, which were mainly due to recording the fair value of 
open future transactions as of June 30, most of which for economic hedging 
purposes and due to exchange rate differences caused by the weakening of the 
import currencies and liabilities denominated in foreign currency. Accordingly, 
financing income of NIS 17 million is presented for the nine months ended 
September 30, 2005. 

 
5) Other income 
 
 A gross income of NIS 5 million from the sale of the Lapid partnership is 

presented as "other income". On June 30, 2005, the partnership signed an 
agreement for the sale of land in the Lapid complex in consideration of $ 10,600 
thousand. The agreement grants the buyer an option to elect between the 
purchase of the land or the purchase of the partnership. During August, the buyer 
announced that it had elected the option of purchasing the partnership. 

 
6) Equity in earnings of affiliated companies 
 
 Delek Automotive holds 33% of the ownership and control over "Adach Holdings 

Ltd." (formerly: Shagrir Towing Services Ltd. ("Shagrir") which was also active in 
the automotive sector. In the first quarter of 2005, a transaction was completed 
according to which Shagrir sold its entire goodwill in the field of automobile 
towing, road repair and loaner services, including intellectual property rights, the 
brand name "Shagrir", its trademark, a listed data reservoir of all its existing 
customers, intangible rights and related assets as well as Shagrir's commitments 
("the activity") and also all of the assets and liabilities in connection with the 
activity, as stipulated in the agreement. As a result of this transaction, Delek 
Automotive included a gain of NIS 46 million in the reported period (the Group's 
share is NIS 28 million). 

 
7) Net income 
 
 Delek Automotive's net income for the first nine months of 2005 amounted to NIS 

252 million compared to NIS 205 million in the corresponding period last year. 
 
 The net income for the third quarter of 2005 amounted to NIS 70 million 

compared to NIS 63 million in the corresponding period last year. 
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8) Additional information 
 
 a) Reduction of purchase tax rate 
 
  In September 2005, the Israeli government initiated a move that will 

gradually reduce purchase tax rates on imported vehicles on an annual 
basis. Simultaneously, tax benefits granted in respect of safety features will 
also be reduced. The effective purchase tax rate as of today on the main 
mass of cars imported into Israel ("family cars" - the majority of the 
company's sales) is about 85% and is expected to reduce within 6 years to 
an effective rate of 70%, namely a reduction of 15% in taxation, which will 
lead to a decrease of up to 6% in automobile prices spanning 5 years - 
1.2% a year. 

 
  The move is undoubtedly welcomed but its effect on the market segments 

in which the Company operates is insignificant, as might have been implied 
by the media. 

 
 b) On November 24, 2005, the Board of Delek Automotive authorized the 

allocation of NIS 9 million par value of Ordinary shares to the CEO of Delek 
Automotive, by a private placement. The shares constitute 10% of Delek 
Automotive's issued share capital and were allocated in consideration of 
NIS 28.2 per share (plus interest until the actual payment date) in the 
context of extending the CEO's term for an additional 5 years. The 
consideration for the shares (a total of NIS 253.8 million) will be financed by 
25% of the CEO's equity and the balance (75%) by a bank loan assumed 
by the CEO against the pledge of the allocated shares. In the event that the 
lending bank demands it, the CEO will be entitled to a guarantee provided 
by Delek Investments in respect of part of the loan amount according to an 
agreement with the lending bank. 

 
 c) Employee option plan 
 
  In Delek Automotive's board meeting, it was decided to adopt an employee 

option plan (under a capital track) whereby options entitling rights to 3% of 
the issued share capital, as it will be upon the allocation of options, will be 
allocated to employees. The option plan is contingent upon the advance 
approval of the Tax Authorities. 
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C. Real Estate Sector 
 
 1-3/05  4-6/05  7-9/05 1- 9/05 1-9/04 2004 
 NIS in 

Millions 
NIS in 
Millions 

NIS in 
Millions 

NIS in 
Millions 

NIS in 
Millions 

NIS in 
Millions 

Revenues  145 137 98 380 360 503
Gross profit 58 58 41 157 193 268
Operating profit 48 46 31 125 176 242
Financing Expenses 55 58 66 179 147 199
Equity in earnings of 

affiliates 11 24 18 53 48 109
Net income 19 19 40 78 59 124
Total assets 4,798 5,021 4,743 4,743 4,825 4,940
 
During June, 2005 Delek Real Estate completed a public offering of ordinary 
shares, bonds, convertible bonds and options for the same convertible bonds 
on the Tel-Aviv Stock Exchange. The total proceeds that Delek Real Estate 
received for the entire offering (including sale of options less issuance 
expenses) totaled about NIS 737 million. For additional details see Note 3a of 
the financial statements. 

On May 30, 2005 (before the offering) an agreement was signed between the 
Company and Delek Real Estate and Mivtachim Workers Social Security 
Institution (herein: "Mivtachim") whereby Mivtachim will convert the balance of 
the convertible bonds it holds for shares of Delek Real Estate according to the 
stock price agreed upon between the sides. For further details see Note 3a(3) of 
the financial statements. 

As a result of the said offerings, the holding rate of the Company in Delek Real 
Estate dropped from about 90% to about 80% (fully diluted after conversion of 
the bonds and options the holding rate is expected to decline to about 75%). 
The profit that the Company posted as a result of the said offerings in Delek 
Real Estate was a total of about NIS 111 million from that NIS 18 million was 
recognized in the third quarter of the year. For additional details see Note 3a of 
the financial statements. 

 
1)  Results of Operations 
 

The real estate sector contributed about NIS 66 million to the Company's net 
income in the period of the report vs. about NIS 56 million in the comparable 
period in the previous year, as follows. 
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What follows are the data from the reports of Delek Real Estate: 

 
A.  Revenues  

 
1) The revenues from rent in the period of the report totaled about NIS 

240 million vs. about NIS 253 million during the comparable period in 
the previous year.  

 
The decline in revenues of about NIS 13 million stemmed mainly from 
a decrease in rental revenues in England of NIS 17 million due to the 
discontinuance of the consolidation of the financial statements of sold 
companies and assets during the third quarter and from other 
revenue from a renter, that was received in the comparable period in 
the previous year for terminating the period of rental for three floors 
and for paying a termination commission for a total of about NIS 8 
million, from an increase of about NIS 3 million in revenues from rent 
in Israel from Dankner which was consolidated for the first time on 
July 1, 2004 and from an increase of NIS 9 million in revenues from 
rent in Canada neutralized by other income from a renter, due to an 
increase in the average exchange rate of the Canadian Dollar during 
the period of the report. 

 
What follows are the details of revenues from rent (not including 
revenues from affiliated companies (in NIS in millions) : 

 
  1- 9/05 % 1- 9/04 % 

England 84 35.0 101 39.9
Canada 145 60.4 136 53.7
Other Canadian 

Revenues from 
Renter - - 8 3.2

Israel 11 4.6 8 3.2
Total 240 100 253      100 

 
 
2) Revenues from the sale of apartments in the period of the report 

totaled about NIS 134 million vs. about NIS 73 million in the 
comparable period in the previous year, an increase of about NIS 61 
million stemming from the consolidation of Dankner Investments' 
results as of July 1, 2004 due to progress in executing and opening of 
additional stages in the Valley Project in the Israeli town of Ness 
Tziona. 
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3) Revenues from the sale of commercial space, offices and land for the 

period of the report totaled about NIS 6 million vs. about NIS 34 
million in the comparable period in the previous year, a decrease of 
NIS 28 million resulting mainly from the sale of a property in Hod 
Hasharon, Israel, which yielded a total of NIS 29 million in the 
corresponding period last year. 

 
B. Gross Profit 

 
The gross profit from rentals during the period of the report totaled about 
NIS 143 million vs. NIS 161 million for the comparable period in the 
previous year, a decline in gross profit totaling about NIS 18 million. 

 
The decrease in gross profit stemmed mainly from a decrease in gross 
profit of NIS 14 million in England due to the discontinuance of the 
consolidation of the financial statements of sold companies and assets 
during the third quarter and from the other income from the renter of NIS 8 
million paid in the comparable period the previous year as stated in 
paragraph A1 above and from an increase of NIS 4 million in gross profit in 
Canada by offsetting other income from a renter received in 2004. 

 
What follows are the details of the gross profit from rental income according 
to geographic sector (in NIS in millions): 

 
  1- 9/05 1- 9/04 

England 69 83 
Canada 72 68 
Canada-Revenues from  
  Other Renter  - 8 

Israel 2 2 
Total 143 161 

 
The gross revenue from the sale of apartment inventory in the period of the 
report totaled about NIS 15 million vs. about NIS 10 million during the 
comparable period the previous year. 
The increase stemmed mainly from the gross profit from the sale of 
apartments in the Dankner Investments subsidiary which was consolidated 
for the first time on July 1, 2004 and from progress in the construction and 
opening of additional stages in the Valley Project in the Israeli town of Ness 
Tziona. 
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C. General and Administrative Expenses 

 
G&A expenses for the period of the report totaled about NIS 32 million vs. 
about NIS 16 million for the comparable period in the previous year. 

 
The increase in these expenses stemmed mainly from the general and 
administrative expenses of Danker Investments which were consolidated 
for the first time starting July 1, 2004 and from the amortization of goodwill 
stemming from the purchase of Dankner Investments. 

 
D. Financing Expenses 

 
Financing expenses for the period of the report totaled about NIS 179 
million vs. about NIS 147 million for the comparable period the previous 
year. 
The increase in financing expenses in a total of about NIS 32 million 
stemmed from financing expenses in Dankner Investments which was 
consolidated for the first time starting July 1, 2004 and from financing 
expenses for new loans and for the new bond offerings. On the other hand, 
there was a decrease in financing expenses in the subsidiary, Delek Bellron 
International Ltd., due to the sale of asses and holdings in foreign 
subsidiaries in England. 

 
E. Other Revenues  

 
1) In March, 2005 a subsidiary of Delek Real Estate sold all of its rights 

(75%) in a property in England which was a logistics center of Ericsson 
and where the balance of the rental period was seven years, for a total 
of about 22 million Pounds Sterling (about NIS 181 million). 
The profit (before taxes) for the subsidiary from the sale was about 1.8 
million Pounds Sterling (about NIS 15 million). 

 
2) The other revenues for the period of the report also included profit from 

an increase in the value of the short term investments in listed shares 
totaling about NIS 2 million. During the second quarter of 2005, Delek 
Real Estate sold about 19% of these shares for about NIS 4 million. 

 
3) On July 15, 2005, foreign subsidiaries finalized a transaction for the 

sale of their holdings in other foreign subsidiaries. The Group derived a 
gain of NIS 64 million from the sale, which was presented in other 
revenues. For more details, see Note 6a to the financial statements. 
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4) On June 30, 2005, Delek Lapid Partnership (affiliated partnership) 

signed an agreement for the sale of land in the Lapid complex for a 
consideration of $ 10.6 million. The agreement provided the buyer an 
option between purchasing the land and purchasing the partnership. 
During August 2005, the buyer announced that it had elected to 
purchase the partnership. The Group derived a gain of NIS 4 million 
from the sale, which was presented in the profit and loss under other 
revenues (about NIS 3.5 million after tax). 

 
F. Cumulative Influence, from the start of the year, of changes in 

Accounting Rules, net 
 

During the comparable period the previous years, expenses were 
registered for tax reserves totaling about NIS 19 million for the first time 
implementation of Standard 19. 
 

G. Additional information 
 
 1) On November 27, 2005, the Board of Delek Real Estate approved an 

engagement with a company controlled by Bank Hapoalim B.M. ("the 
buyer") whereby Delek Real Estate, among other things, will allocate 
to the buyer shares representing about 11% of Delek Real Estate's 
issued and outstanding share capital after the allocation in 
consideration of $ 57.2 million (NIS 263 million). As a result of the 
issuance, the Group's holding in Delek Real Estate is expected to 
decrease to about 72% (67% on a fully diluted basis). 

 
  Furthermore, the Board of Delek Real Estate approved an 

engagement with an additional company controlled by bank Hapoalim 
B.M. ("the seller") whereby Delek Real Estate, among other things, 
will purchase from the seller shares of Industrial Buildings Ltd., 
representing about 13.05% of Industrial Buildings issued and 
outstanding share capital in consideration of $ 54.3 million (NIS 250 
million). 

 
  Delek Real Estate will also grant the seller an option for a period of 

six months entitling the seller to oblige Delek Real Estate to purchase 
from it the housing rights to a land located in bloc 6107 on which the 
"Bavli project" is expected to be built in consideration of an aggregate 
of $ 43 million. We would like to point out that a subsidiary of Delek 
Real Estate holds most of the rights to the project. The parties intend 
to sign agreements in the coming days. The Group is currently 
evaluating the accounting implications of said agreements. 
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 2) A foreign subsidiary owned by a subsidiary of Delek Real Estate is 

looking into joining the hotel purchase transaction in England, 
managed by the Hilton Company. The negotiations underway involve 
joining the transaction in a scope of between 19% and 30%. Delek 
Real Estate, based on information it holds, estimates that the overall 
scope of the hotel purchase transaction will amount to NIS 3.5 billion. 



34 
 

 

 

D.  Israeli Fuel Sector 

 1-3/05  4-6/05  7-9/05 1- 9/05 1-9/04 2004 

 
NIS in  
millions 

NIS in 
millions 

NIS in 
millions 

NIS in 
millions 

NIS in 
millions 

NIS in 
millions 

Revenues 1,465 1,588 1,816 4,869 4,179 5,719 
Gross Profit 115 120 134 369 363 496 
Operating Profit  23 17 28 67 52 53 
EBITDA 39 33 45 117 101 124 
Financing Expenses 22 16 26 65 52 55 
Net Income/(Loss) 3 4 (5) 2 (2) (11) 

 
The Company's operations in the Israeli fuel sector are implemented through 
Delek Israeli Fuel Company Ltd. (herein: "Delek Israel"), which is a private 
company.  
Delek Israel is active in the Israeli fuel market including the marketing and 
distribution of fuel, gasoline and oils as well as in the development, construction 
and operation of gasoline stations and convenience stores. Delek Israel markets 
its products to 232 public gasoline stations in Israel. 

 
Sales 
Sales of fuels in Israel (including excise taxes) totaled in the period of the report 
NIS 4,869 million vs. NIS 4,179 million, in the comparable period in the previous 
year (an increase of 17%). 
The revenues of the comparable period in the previous year included sales to 
one large institutional customer of NIS 248 million. Without sales to the large 
institutional customer, the volume of sales has not changed significantly in the 
period of the report compared to the comparable period in the previous year while 
the price of fuels rose relative to the comparable period in the previous year by 
about 21.5%. It should be noted in addition, that there was an increase in sales of 
the subsidiary company, the Consolidated Company for Oil Exports Ltd. (herein; 
Yuneks) and an increase in the volume sales in the gasoline stations which was 
offset by a selective decline in out of station operations mainly due to credit limits 
to customers and credit risks of customers. 

 
Gross Profit   
The gross profit for the period of the report totaled NIS 369 million vs. 
NIS 363 million in the comparable period in the previous year. The main increase 
results from an increase of NIS 10 million in the gross profit of Yuneks which was 
balanced by a decline in gross revenues from fuel operations.  
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Marketing Expenses and G&A   
In the period of the report these expenses were NIS 302 million vs. NIS 311 
million for the comparable period in the previous year. The decline in this item 
stemmed mainly from a decrease in salary expenses of NIS 9 million, reduction in 
gasoline station maintenance expenses and advertising expenses of NIS 8 
million, while there was also an increase in allowances for doubtful debts totaling 
about NIS 5 million. 

 
Profit from Operations    
In the period of the report, profit from operations totaled NIS 67 million vs. NIS 52 
million in the comparable period in the previous year. The increase in profit from 
operations stemmed mainly from an increase in gross profit due to improved 
results of Yuneks and a decrease in G&A expenses. 

 
Financing Expenses 
Financing expenses in the period of the report totaled NIS 65 million vs. NIS 52 
million in the comparable period the previous year. The increase in financing 
expenses stemmed mainly from the higher devaluation of the USD during the 
period of the report (6.7% - in the reported period compared to 2.4% in the 
corresponding period in 2004) and a higher increase of the CPI during the period 
of the report relative to the comparable period in the previous year (1.9% in the 
reported period compared to 1.2% in the corresponding period in 2004). 

 
Other Revenues  
During the period of the report this item totaled revenues of NIS 2 million vs. 
expenses of NIS 2 million for the comparable period in the previous year. During 
the period of the report, in this item were included revenues totaling about NIS 3 
million stemming from compensation from the Palestinian Authority for taking 
control of gasoline station properties of the Company and from assets of the 
Padesco stations in the Judea and Samaria region with the transfer of control of 
this portion of the Judea and Samaria region to the Palestinian Authority. 
 
Taxes on Income 
Current tax expenses in the reported period amounted to NIS 5 million compared 
to NIS 6 million in the comparable period in the previous year. Following the 
approval of the regulations for the gradual reduction of corporate tax rates up to a 
rate of 25% in 2010, Delek Israel incurred additional tax expenses of NIS 9 
million resulting from an update of deferred taxes in respect of future tax rates. 

 
Portion of the Company in the Profits of Affiliated Companies 
The portion of the Company in profits of affiliated companies in the period of the 
report totaled NIS 13 million vs. NIS 8 million in the comparable period in the 
previous year. The increase was due to the increase in the profits of Amisragas 
an affiliate. 
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Net Income  
The net income for the period of the report totaled NIS 2 million vs. a loss of NIS 
2 million in the comparable period in the previous year. After tax expenses 
resulting from the decrease in tax rates were neutralized, net income for the 
current quarter amounted to NIS 11 million. 
The increase in current profit stemmed mainly from an increase in gross profit, a 
decrease in selling and G&A expenses and an increase in earnings of investee 
companies. 
 
Financial liabilities, net 
Excess financial liabilities, net of Delek Israel as of September 30, 2005, 
amounted to NIS 1,209 million. 
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E.  USA Fuel Sector Operations  

 1-3/05  4-6/05  7-9/05 1- 9/05 1-9/04 2004 

 
NIS in  
millions 

NIS in 
millions 

NIS in 
millions 

NIS in 
millions 

NIS in 
millions 

NIS in 
millions 

Revenues  1,041 1,226 1,404 3,671 2,935 4,025 
Gross Profit 136 167 190 493 423 582 
Operating Profit  5 35 42 83 50 70 
EBITDA 24 53 65 142 103 150 
Financing Exp. 7 31 13 51 31 43 
Net Profit/(Loss) (1) 9 16 24 11 20 

 
Delek USA operates in the sector of gasoline stations and convenience stores in 
eight neighboring states in the southeast of the United States. Delek USA 
markets its products to 328 gasoline stations and its operations are concentrated 
mainly in Tennessee (177 service stations), Alabama (93) and Virginia (36) under 
the MAPCO Express name. Similarly, Delek USA markets fuel products in 
Alabama as the exclusive supplier to 83 gasoline stations operated by third 
parties. 
Delek USA operates in markets where the large oil companies and the large 
department store chains, which also compete by selling oil and other products, 
are active and therefore,  Delek's share in the total American market is 
inconsequential. However in Nashville and Memphis (in the State of Tennessee) 
and in northern Alabama, Delek USA owns one of the largest market shares in its 
area of activity. 

 
About two-thirds of the stations to which Delek USA markets its products are 
owned by it. The rest are leased or rented by the Company. All of the service 
stations and convenience stores are operated by Delek USA.  
 
In April, 2004, Delek USA purchased 100 gasoline stations and convenience 
stores. The increase in sales, gross profit and expenses for the period of the 
report relative to the comparable period in the previous year is influenced by this 
purchase since the results for the first quarter of 2004 and for part of the second 
quarter were not included in the data that follows. 
 
Similarly, in April, 2005 a subsidiary of Delek USA completed a refinancing and 
enlisted loans from US banks totaling $165 million and an additional $40 million 
credit facility. Most of these sums were taken for the purpose of redeeming loans 
that were taken from banks in the past. To guarantee the loans that were 
received, a subsidiary of Delek USA collateralized all of its assets and in addition 
obligated itself to uphold certain financial covenants. 
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In November 2005, Delek USA entered into a transaction for the purchase of 
rights to 25 gasoline stations with convenience stores (ownership rights in 20 
stations and leasehold rights in the other 5 stations) as well as to four real estate 
properties designated for service stations (ownership rights to three of the 
properties and leasehold rights to the other property) in Nashville, Tennessee, 
U.S. from BP Products North America Inc. (herein "BP"). The service stations are 
currently active and will continue to operate under the BP brand name. The 
overall proceeds from the transaction is $ 33.5 million (not including inventories). 
 
The closing is planned for December 2005. 

 
Sales  
Sales of Delek USA in the period of the report totaled NIS 3,671 million vs. NIS 
2,935 million for the comparable period in the previous year.  
The increase stemmed mainly from three factors: 
 
1. The purchase of 100 convenience stores and gasoline stations in April of 

the previous year. 
2. A sharp increase in the price of fuels. 
3. An increase in the sales volume of same stores products. 
 
Gross Profit   
Gross profit for the period of the report totaled NIS 493 million vs. NIS 423 million 
in the comparable period in the previous year.  
The increase stemmed mainly from the increase in the extent of the activity and 
profitability of the gasoline stations and convenience stores and from the 
purchase of the 100 convenience stores and gasoline stations in April of the 
previous year. 
 
Marketing expenses and G&A   
Marketing expenses and G&A expenses for the period of the report totaled 
NIS 410 million vs. NIS 373 million for the same period in the previous year.  
The increase stemmed mainly from the purchase of the 100 convenience stores 
and gasoline stations that were purchased in April of the previous year and from 
an increase in credit card commissions from increased fuel prices. 
 
Profit from Operations 
In the period of the report, profit from operations totaled NIS 83 million vs. NIS 31 
million in the comparable period in the previous year. The increase stemmed 
mainly from the increase in the profits from the gasoline stations and 
convenience stores in the third quarter of 2005 and from the purchase of 100 
convenience stores in April of the previous year. 
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Financing Expenses 
Financing expenses for the period of the report totaled NIS 51 million vs. NIS 31 
million for the comparable period in the previous year. The increase in financing 
expenses stemmed from an increase in the interest rates on loans and for a one 
time expense totaling about NIS 14 million relating to the refinancing of loans of 
Delek USA. 
 
Other Revenues 
Other revenues for the period of the report totaled NIS 10 million vs. expenses of 
NIS 3 million for the comparable period in the previous year. The main revenue in 
the period of the report stemmed from the sale of a gasoline station and 
convenience store at a profit of about NIS 10 million. 
 
Net income 
The net income in the reported period amounted to NIS 24 million vs. an income 
of NIS 11 million in the comparable quarter of last year. The increase is a result 
of a rise in sales, an increase in Delek USA's activity margins and due to the 
purchase of 100 gasoline stores, as above. 
 
Financial liabilities, net 
For details as to the financial debt, net in respect of the activity of the refinery and 
fuel sector in the US, see F. below.  

 
 



40 
 

 

F.  Refinery Operations in the USA 
 

 5-6/05  7-9/05 5-9/05 
 NIS in 

millions 
NIS in 
millions 

NIS in 
millions 

Revenues 842 1,805 2,647 
Gross Profit 53 301 354 
Operating Profit 44 284 328 
EBITDA 46 286 332 
Financing Exp. 8 57 65 
Net Income 24 146 170 

 
On April 29, 2005, Delek USA completed the purchase of the "La Gloria" refinery 
with a production capacity of about 57,000 barrels of oil per day and crude oil 
transportation pipeline with a length of 104 km located in the state of Texas in the 
USA. The purchase was executed through a wholly owned subsidiary, Delek 
Refining Inc. (herein: "Delek Refining"). The purchase of the refinery and the 
pipeline totaled about $72 million. 
To the estimate of Delek USA, in the coming five years, there will be a need to 
invest an amount of between $70-90 million for the purpose of improving the 
purchased asset. 
 
The purchase was financed by Delek USA through loans from banks in the US 
totaling $50 million and through owner's loans for a total of $35 million from Delek 
Group. In addition, for the purpose of financing working capital and the operation 
of the refinery, Delek USA enlisted from a consortium of US banks a credit facility 
for four years for an additional $250 million. In order to guarantee the credit that 
Delek USA received from US banks, Delek USA collateralized certain assets and 
obligated itself to uphold certain financial covenants. Subsequent to balance 
sheet date, Delek USA repaid about $ 20 million of the US bank loans as well as 
half of the owner's loan to Delek Group. 
 
Sales 
The sales of Delek Refining in the reported period (as of late April 2005) totaled 
about NIS 2,647 million. Delek Refining sold (including swap agreements) about 
8.3 million barrels of refined products, an average of 54 thousand barrels per day. 
 
Gross Profit 
Gross profit for the third quarter totaled NIS 354 million. This quarter was 
characterized by a high level of profitability stemming mainly from an increase in 
refining margins throughout the quarter both resulting from the hurricane Katrina 
which led to a decline in the refinery's capacity volume in Southern U.S.A and 
from restructuring in the US energy sector. The gross profit includes profits from 
the increase in value of inventory of refining fuels (closing inventory calculated by 
the average method compared to the LIFO method) of NIS 29 million in the 
reported period and NIS 27 million in the third quarter (net income after tax of NIS 
19 million in the reported period and NIS 18 million in the third quarter). 
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Operating Expenses and G&A Expenses 
These expenses in the reported period totaled NIS 27 million (after 
reclassification of direct operating expenses to cost of sales in the second quarter 
of 2005). Most of these expenses are current G&A expenses and one-time 
adjustment expenses. 
 
Financing Expenses 
Financing expenses totaled in the reported period NIS 64 million. Most of the 
financing expenses stemmed from a loss of $10.7 million in respect of future 
transactions conducted by Delek Refining in the third quarter and of current 
financing expenses for current credit facilities and the loan by Delek Refining. 
 
Net Income 
The net income for the period of the report totaled NIS 170 million.  
 
It should be noted that in the last months, there was a significant increase in the 
current refining margins and the future refining margins in the world in general 
and in the US in particular. This level of margins has a significant influence on the 
profitability and the cash flows of the activities of the refinery. 
 
Financial liabilities, net 
Excess financial liabilities, net, of Delek USA including the refinery, as of 
September 30, 2005, amounted to NIS 836 million. 
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G.   Gadot Biochemical Industries 

Gadot Biochemical Industries, Ltd. (herein: "Gadot") is a manufacturer of 
additives and chemicals for the food industry, health supplements and 
detergents. 
Gadot produces granulated fructose, citric acid, citric acid salts and additional 
minerals and salts. Most of the sales are to the leading food industry and 
detergent company producers in the US and European markets. 
 
The following are the results of Gadot Biochemical Industries: 
 
 1-3/05  4-6/05  7-9/05 1- 9/05 1-9/04 2004 

 
NIS in  
millions 

NIS in 
millions 

NIS in 
millions 

NIS in 
millions 

NIS in 
millions 

NIS in 
millions 

Revenues  92 94 91 276 262 343 
Gross Profit 29 29 30 88 85 111 
Operating Profit 17 17 19 53 53 67 
EBITDA 20 21 22 63 62 80 
 Financing Exp. 3 - 2 5 9 7 
Tax expenses 
(income) 5 5 (3) 7 (1) (20)

Net Income 9 12 19 41 52 86 
Total Assets 422 473 463 463 399 415 
 
On May 24, 2005, Gadot completed a public offering of shares and bonds 
convertible to shares of Gadot (series A) at the Tel-Aviv Stock Exchange. 

 
In the framework of the offering, 1,231,000 ordinary NIS 0.1 par value shares 
were offered to the public along with NIS 80,754 thousand face value of 
convertible bonds, registered as (series A) par value NIS 1 which will be 
redeemed in two equal annual payments in June of each of the years 2008-2009. 
The bonds carry an annual interest rate of 4.45% which will be paid in the months 
of June and December of each year starting with December 1, 2005 to June 1, 
2009. The bonds are linked to the CPI (principal and interest) and can be 
converted into Gadot shares such that until November 30, 2006 each NIS 50 face 
value of bonds can be converted to one ordinary NIS 0.1 par value share and 
from December 1, 2006 until May 16, 2009 each NIS 60 face value of bonds can 
be converted to one ordinary NIS 0.1 par value share. The conversion ratio of the 
bonds to shares is subject to adjustments (for dividends, share distributions, and 
the like) as detailed in the conditions of the bond. The total proceeds that Gadot 
received for the offering (less issuance expenses) totaled about NIS 119 million, 
from which about NIS 39 million related to the share offering and about NIS 80 
million related to the bond offering. The proceeds of the offering were divided 
between shares and bonds based on the relative value in the first three days of 
trading on the stock exchange. 
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As a result of the said offering the holding rate of the Company in Gadot went 
from 72% to about 64% (fully diluted after the conversion of the bond and the 
exercise of the options given to Gadot employees, the holding is expected to 
decline to about 55%). The profit created for the Company as a result of the 
Gadot offering was about NIS 10 million and was recorded in the second quarter. 

 
Results of Operations 

 
 Revenues  

 
Gadot's revenues for the period of the report totaled about NIS 262 million, vs. 
about NIS 276 million for the comparable period in the previous year. The 
revenues for the third quarter amounted to NIS 91 million and were identical to 
the revenues in the third quarter in 2004. The revenues in the third quarter were 
affected by extensive maintenance work in the fructose facility. 

 
Gross Profit 
 

The gross profit for the period of the report was about NIS 88 million which is an 
increase of NIS 3 million from the comparable period the previous year.  
Gross profit was influenced by a considerable increase in costs of auxiliary 
materials, energy and maritime shipping. 

 
Cost of Sales and Marketing Expenses 

 
 An increase in sales volume and in the prices of maritime and ground shipping 

led to an increase in marketing expenses in the reported period by NIS 3 million, 
totaling NIS 27 million compared to the corresponding quarter in 2004. 

 
Operating Profit 

 
 Operating profit in the reported period amounted to NIS 52 million, an amount 

which is identical to the profit in the corresponding period last year. The operating 
profit did not increase simultaneously with the growth in sales mainly due to the 
rise in the costs of auxiliary materials, energy and logistics. The operating profit in 
the third quarter is also identical to the operating profit in the corresponding 
quarter of last year and amounted to NIS 19 million. 
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Financing Expenses 
 

Financing expenses for the period of the report totaled about NIS 5 million vs. 
about NIS 9 million for the comparable period the previous year. 
The decrease in financing expenses resulted mainly from a decrease in 
exchange rate differences of dollar-denominated loans as a result of a smaller 
devaluation rate of the NIS in relation to the U.S.$ in the reported period 
compared to the corresponding period last year. Financing expenses in the 
reported period were also affected by the conversion of dollar-denominated loans 
into CPI-linked bonds and from recording the fair value of future transactions. 

  
Income Taxes 

 
 Gadot created a tax asset in its books for the first time in the financial statements 

for 2004. Recording the tax asset was created as a result of the high probability 
regarding the utilization of losses from previous years for tax purposes due to 
Gadot's continued profitability. The accumulated loss was not recorded in amount 
and as a result, tax expenses of NIS 7 million were created for the first time 
during the reported period whereas in the corresponding period last year, a tax 
benefit of NIS 1 million was recorded. 
The NIS 3 million tax benefit was recorded in the third quarter due to the change 
in corporate tax rate. 

 
Net Income 

 
Net income for the reported period amounted to NIS 41 million vs. NIS 52 million 
in the comparable period of the previous year. The net income for the third 
quarter amounted to NIS 19 million, compared to NIS 25 million in the 
corresponding quarter in 2004. The changes in net income compared to 
corresponding periods last year were affected by recording one time revenues in 
the third quarter of 2004 and the initial carrying of income tax in the reported 
period. 
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H.  Matav 
During the course of 2004 the Group purchased 40% of the holdings of Matav - Cable 
Communications Systems, by purchasing 20% of Matav shares from Dankner 
Investments and then from the purchase of Dankner Investments that held an 
additional 20% of Matav shares. 
 
Matav is one of the three cable television companies in Israel who together operate 
under the "Hot" brand. They supply cable TV to 935,000 households in Israel. The 
three companies also provide broadband internet services to 390,000 households. The 
three cable companies hold, as partners, Hot Telecom (Matav's share is 26.6%), which 
started to provide telephony services to the general public in 2005 and until now have 
about 60,000 telephony subscribers. Matav's portion of the multi-channel cable TV 
business is 26%. 
 
Matav and the other cable companies (Aruzei Zahav and the Tevel Group) are 
currently looking into executing a full legal merger based on the merger agreements 
signed in initials in 2003, while executing certain changes required by the elapse of 
time and change of circumstances. According to the merger structure being examined, 
Matav may serve as a receiving company in the merger and become the merged 
company. It is worth mentioning that the comsummation of the full legal merger 
process is still in deliberation and there is no certainty that it will be effected. In any 
event, the consummation of the full legal merger will be contingent upon prerequisites 
including obtaining regulatory approvals and the banks' approval. 
 
The following are the data from the financial reports of Matav: 
 

 1-3/05 4-6/05 7-9/05 1- 9/05 1- 9/04 2004
 NIS in  

Millions 
NIS in 

Millions 
NIS in 

Millions 
NIS in 

Millions 
NIS in 

Millions 
NIS in 

Millions 
   
Revenues 137 136 134 408 444 585
Gross Profit 19 18 13 51 91 112
Operating Profit/(Loss) (5)  (6) (10) (21) 7  3
Financing Exp. 12 15 11 38 40 50
Other 
Revenue/(Expenses) 1 163 - 164 (47) (43)

Net Income/(Loss) (13) 145 (22) 110 (76) (83)
Total Assets 1,085 1,258 1,102 1,102 1,063 1,079

 
The investment in Matav is reported in the Group's financial statements by the equity 
method of accounting. The loss recorded by the Group in respect to its investment in 
Matav during the period of the report amounted to NIS 35 million of which NIS 15 
million was in the third quarter of the year. In the comparable period in the previous 
year the Group posted a loss of NIS 15 million. The balance of the investment in Matav 
totaled about NIS 370 million. 
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Below, is the analysis of Matav's results of operations: 

 
Revenues:  
In the first nine months of 2005, Matav revenues totaled about NIS 408 million vs. 
about NIS 444 million in the comparable period the previous year. The decline in 
revenues can be explained by a decrease in the number of cable TV subscribers and a 
decline in ARPU in the Internet segment, which was partly offset by the entrance of 
new Internet subscribers.  
 
Subscribers:  
In the third quarter there was a continued slowdown in the rate of subscribers leaving 
Matav. The number of cable TV subscribers at the end of the third quarter of 2005 
totaled about 251 thousand vs. about 259 thousand subscribers at the end of the 
comparative quarter the previous year and about 252 thousand subscribers at the end 
of the second quarter of 2005. 
There are about 106 thousand subscribers to the broadband internet service of the 
company.  
 
In the third quarter of 2005 the ARPU (average monthly revenue per unit, before VAT) 
of Matav was about NIS 171 vs. about NIS 178.9 in the comparable period in the 
previous year and in the second quarter of 2005 was about NIS 172.6.  

 
Operating expenses: 
 
The operating expenses for the first nine months of 2005 totaled about NIS 357 million 
vs. about NIS 353 million in the first nine months of 2004.  
Operating expenses in the third quarter of 2005 totaled about NIS 121 million, 
compared to NIS 113 million in the corresponding period last year and NIS 118 million 
in the second quarter of 2005. The increase in operating expenses is mainly due to 
introducing new services, mostly VOD and extending the customer service array. 
 
Gross Profit:  
In the first nine months of the year the gross profit totaled about NIS 51 million vs. 
about NIS 91 million for the comparable period the previous year. In the third quarter of 
2005, the gross profit totaled about NIS 13 million vs. about NIS 33 million in the 
corresponding period in 2004 and NIS 18 million in the second quarter of 2005. The 
main reason for the decline in gross profit is the decline in revenues and the increase 
in operating expenses, as above.  
 
Cost of Sales and Marketing Expenses:  
In the first nine months of the year cost of sales and marketing expenses totaled about 
NIS 41 million vs. about NIS 50 million for the comparable period in the previous year. 
The Company's selling and marketing expenses in the third quarter of 2005 amounted 
to NIS 13 million compared to NIS 19 million in the corresponding period of 2004 and 
NIS 13 million in the second quarter of 2005. The decline in marketing expenses is 
mainly explained by the decrease in advertising expenses from the launch of HOT in 
the first half of 2004. 
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Sale of Partner Shares 
In April of this year Matav sold to Partner about 80% of the Partner shares that it held 
for about NIS 250 million. The profit due to Matav as a result of the said sale (including 
for the agreement that the Tax Authorities gave approving tax obligations regarding the 
sale of Partner shares) totaled about NIS 170 million. The profit to the Group as a 
result of said sale, taking into consideration balance of surplus costs assigned to Matav 
in Partner, totaled about NIS 7 million. After the said sale, Matav holds about 1.2% of 
the shares of Partner. 
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I.  Additional Activities 

  
1) During the first quarter of 2005 Delek Investments and Properties Ltd. sold 

certain listed shares which Delek Investments had listed as permanent long 
term investments. The profit (before taxes) for Delek Investments as a result 
of these sales totaled about NIS 9 million. 

 
In the comparable period in the previous year, Delek Investments made about NIS 30 
million (before taxes) from investments in these shares which reduced financing 
expenses for the same period. 
 

2) Infrastructure 
 

Delek Investment's desalination of seawater operations are implemented through IDE 
Technologies which is 50% held by Delek Infrastructure (Delek Infrastructure is a wholly 
owned subsidiary of Delek Investments). 
 
In the period of the report the desalination plant in Ashkelon, held by Desalination 
Engineering, started operations.  The operation of the desalination plant in Ashkelon is 
gradual where the first stage will supply 50 million cubic meters of water a year and in 
the second stage it will supply the full capacity of 100 million cubic meters of 
desalinated seawater a year, this after receiving the approval of the Ministry of Health, 
the Desalination Authority and the Ministry of the Environment.  
 
In November 2005, Desalination Engineering received an order for the supply of three 
desalination facilities each designed to supply 24,000 cubic meters per day of feed 
water and process water to an Indian refinery which is one of the largest refineries in 
the world. The transaction amounts to $ 70 million. The facilities will be supplied within 
15 to 21 months. The order includes an option for the purchase of a fourth desalination 
facility with identical output. If the option is exercised, the overall transaction amount 
will be in the area of $ 90 million. 
As for an arrangement in the process with the IEC regarding compensation as a result 
of the marine derouting of the natural gas pipeline to Ashdod, see Note 3i to the 
financial statements. 
 

3) Menora Holdings, Ltd. 
 

On March 13, 2005 the transaction was completed whereby Delek Investments 
purchased 9.99% of the issued shares of Menora Holdings Ltd. (herein: "Menora") and 
this by a private placement of Menora for NIS 191 million. In addition to this, Delek 
Investments received an option (that can be exercised over a period of 18 months) to 
purchase from Menora an additional 5% of the issued and outstanding shares of 
Menora for about $22 million. The investment is presented in the books of Delek 
Investments as a permanent investment according to the cost method. During the 
reported period, a dividend from Menora for NIS 7.5 million was received. 
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4) The Israel Phoenix Insurance Company Ltd. 

 
On October 12, 2005, Delek Investments signed an agreement with companies 
controlled by Mr. Shlomo Eliyahu ("the sellers") for the purchase of the shares 
of the Israel Phoenix Insurance Company Ltd. ("Phoenix").  

 
According to the agreement, Delek Investments has undertaken to purchase 
from the sellers that part of their holdings in Phoenix which represents about 
25.01% of the issued and outstanding share capital of Phoenix ("the sold 
shares").  

 
In consideration for the sold shares, Delek Investments has undertaken to pay 
an amount of approximately NIS 709 million, linked to the Israeli CPI and 
bearing annual interest at the rate of 5% from the date of signing the agreement 
through actual payment day. 

  
Besides the sold shares, the sellers granted Delek Investments a Call option 
whereby Delek Investments is entitled to compel the sellers to sell it their 
remaining holding of Phoenix which represents about 8.04% of the issued and 
outstanding share capital of Phoenix ("the underlying shares") in consideration 
for approximately NIS 222 million (including linkage differences to the Israeli 
CPI and annual interest at the rate of 5%).  Delek Investments shall be entitled 
to exercise said option over a period of 9 months from the date of closing.  
 
On November 28, 2005, the approval of the Anti-trust Commissioner and the 
approval of the Commissioner of Capital Markets, Insurance and Savings to the 
transaction were obtained. 
 
The closing will be within 7 days from the publication of this report. 
 
On November 9, 2005, the Board of the Phoenix decided to distribute a 
dividend of NIS 250 million (the X day - December 29, 2005). 
The Company's share (25.01%) in the dividend amounts to NIS 62.5 million. 
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7. Details Regarding Managing Exposure to 
Market Risk 
 
There was no substantial change from 2004 during the period of the report. 
 

8. Directors with Financial Experience 
 

There was no substantial change from 2004 during the period of the report. 
 

9. Dividends 
 

A. The Board of Directors decided on March 8, 2005 to distribute a 
dividend from 2004 profits at a rate of 800% of the issued capital 
shares. The dividend totaled about NIS 77.9 million and was paid on 
March 31, 2005. 

 
B. The Board decided on March 30, 2005 to distribute an additional 

dividend from 2004 profits at a rate of 267% of the issued capital 
shares. The dividend totaled about NIS 26 million and was paid on 
May 3, 2005. 

 
C. The Board decided on May 30, 2005 to pay a dividend from 2005 

profits of 435% of the issued capital shares. The dividend totaled 
about NIS 43 million and was paid on July 4, 2005.  

 
D. On August 29, 2005, the Board decided to distribute a dividend from 

2005 profits at a rate of 900% of issued capital shares. The dividend 
total was about NIS 94 million and will be paid on September 22, 
2005. 

 
E. On November, 28, 2005, the Board decided to distribute a dividend 

from 2005 profits of 133% of issued capital shares. The dividend total 
was about NIS 140 million and will be paid on December 20, 2005 
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10. Critical Accounting Assessments 
 
There was no substantial change from 2004 during the period of the report. 
 
 

11. Survey of Associates 
 
The Company gave its approval to transfer necessary material for the implementation 
of a sampling related to a survey of associates from the Institute of Certified Public 
Accountants in Israel subject to the keeping of the secrecy of the data that will be 
transferred and subject to a guarantee of no conflict of interests of those conducting 
the survey. 
 
 
With respect, 

 
 

Gabriel Last      Asi Bartfeld 
Chairman of the Board     CEO 
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 Kost Forer Gabbay & Kasierer 

3 Aminadav St. 
Tel-Aviv 67067, Israel 

 
 Phone: 972-3-6232525 

Fax:   972-3-5622555 
 
 
 
 
 
 
The Board of Directors 
Delek Group Ltd.  
 
 

Re: Review of unaudited interim consolidated financial statements 
 for the nine and three months ended September 30, 2005 

 
 
 At your request, we have reviewed the accompanying interim consolidated balance sheet of Delek Group 
Ltd. as of September 30, 2005, and the related interim consolidated statements of income, changes in 
shareholders' equity and the cash flows for the nine and three months then ended. Our review was made in 
accordance with procedures established by the Institute of Certified Public Accountants in Israel. These 
procedures included reading the above mentioned financial statements, reading minutes of meetings of the 
shareholders and of the board of directors and its committees, and making inquiries of persons responsible for 
financial and accounting matters. 
 
 We have been furnished with reports of other accountants in respect of the review of the interim financial 
statements of certain subsidiaries and partnerships, whose assets constitute approximately 27% of total 
consolidated assets as of September 30, 2005, and whose revenues constitute approximately 6% and 5% of total 
consolidated revenues for the nine and three months then ended, respectively. In addition, we have been 
furnished with reports of other accountants in respect of the review of the interim financial statements of certain 
affiliates and partnerships, the investment in which on the equity basis of accounting as of September 30, 2005 
totaled NIS 659 million, and the Group's share in the earnings of these affiliates and partnerships for the nine and 
three months then ended totaled NIS 91 million and NIS 17 million, respectively. 
 
 A review is substantially less in scope than an audit in accordance with generally accepted auditing 
standards in Israel, and accordingly, we do not express an opinion on the interim consolidated financial 
statements. 
 
 Based on our review and the reports of other accountants, we are not aware of any material modifications 
that should be made to the interim consolidated financial statements in order for them to be in conformity with 
generally accepted accounting principles in Israel and with the Securities Regulations (Periodic and Immediate 
Reports), 1970. 
 
 We draw attention to the matters discussed in Note 4 to the financial statements regarding claims filed 
against investees.  
 
 
 
 
Tel-Aviv, Israel KOST FORER GABBAY & KASIERER 
November 28, 2005 A Member of Ernst & Young Global 
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CONSOLIDATED BALANCE SHEETS 
 
 

 September 30,  December 31, 
 2005  2004  2004 
 Unaudited  Audited 
 Reported NIS in millions 

 
ASSETS    
    

CURRENT ASSETS:    
Cash and cash equivalents  1,662 481 545 
Short-term investments 471 278 201 
Trade receivables 2,628 1,822 1,824 
Other accounts receivable 456 307 299 
Inventories 1,477 901 1,046 
Buildings and land held for sale 43 49 62 

    
 6,737 3,838 3,977 
    
LONG-TERM INVESTMENTS, LOANS AND 

RECEIVABLES:    
Investments in investees and other companies 1,777 1,414 1,532 
Real estate for rent  2,279 3,021 3,066 
Land held for construction 444 409 403 
Long-term loans, deposits and receivables  508 251 313 
Investments in oil and gas exploration and production 810 854 837 

    
 5,818 5,949 6,151 
    
FIXED ASSETS, NET 2,261 2,056 2,013 
    
OTHER ASSETS AND DEFERRED CHARGES, NET 737 683 741 
    
 15,553 12,526 12,882 

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

 September 30,  December 31, 
 2005  2004  2004 
 Unaudited  Audited 
 Reported NIS in millions 

 
LIABILITIES AND SHAREHOLDERS' EQUITY    
    

CURRENT LIABILITIES:    
Short-term credit from banks and others 2,625 3,532 3,399 
Trade payables 1,727 836 1,083 
Other accounts payable 874 576 593 

    
 5,226 4,944 5,075 
    
LONG-TERM LIABILITIES:    

Long-term loans from banks and others 4,232 4,384 4,409 
Convertible debentures 295 601 603 
Other debentures 2,854 598 637 
Accrued severance pay, net 12 21 14 
Deferred taxes 189 141 170 
Other liabilities 99 69 67 

    
 7,681 5,814 5,900 

    
MINORITY INTEREST 514 368 362 
    
SHAREHOLDERS' EQUITY 2,132 1,400 1,545 
    
 15,553 12,526 12,882 

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

November 28, 2005     
Date of approval of the G. Last A. Bartfeld  R. Ben-Dov 

financial statements Chairman of the Board CEO  Vice CEO and 
Responsible for 

Financial Matters 
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CONSOLIDATED STATEMENTS OF INCOME 
 
 

 
Nine months ended  

September 30,  
Three months ended  

September 30,   
Year ended 

December 31,  
 2005 2004 2005 2004  2004 
 Unaudited  Audited 
 Reported NIS in millions (except per share amounts) 

 
Revenues  15,096 10,949 6,459 3,941  14,893 
Less - excise, customs, purchase taxes and royalties 2,659 2,631 982 848  3,529 
       
 12,437 8,318 5,477 3,093  11,364 
Cost of revenues 10,538 6,827 4,611 2,546  9,337 
       
Gross profit 1,899 1,491 866 547  2,027 
Selling, marketing and gas station operating expenses 632 596 224 217  814 
General and administrative expenses 255 213 97 79  308 
       
Operating income 1,012 682 545 251  905 
Financial expenses, net 452 264 211 119  342 
       
 560 418 334 132  563 
Gain on sale of investments in investees and in other 

companies 130 100 18 24  100 
Other income (expenses), net 108 (6) 68 5  (28) 
       
Income before taxes on income 798 512 420 161  635 
Taxes on income 246 175 150 49  189 
       
Income after taxes on income 552 337 270 112  446 
Equity in earnings of affiliates and partnerships, net 87 62 14 18  136 
Minority interest in earnings of subsidiaries, net  (139) (111) (50) (40)  (159) 
       
Income before cumulative effect of change in accounting 

principle, net 500 288 234 90  423 
Cumulative effect as of the beginning of the period of 

change in accounting principle, net - (20) - -  (20) 
       
Net income  500 268 234 90  403 
       
Net earnings per NIS 1 par value of Ordinary shares 

(in reported NIS):       
       
Basic earnings:       
       
Earnings before cumulative effect of change in 

accounting principle 48.49 29.59 23.17 9.23  43.50 
Cumulative effect  -  (2.05) -  -   (2.05) 
       
Net earnings 48.49 27.54 23.17 9.23  41.45 
       
Diluted earnings:       
       
Earnings before cumulative effect of change in 

accounting principle 46.41 27.68 20.84 8.42  41.63 
Cumulative effect   -  (1.77) -  -   (1.77) 
       
Net earnings 46.41 25.91 20.84 8.42  39.86 

 
 
 
 
The accompanying notes are an integral part of the interim consolidated financial statements. 
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STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY 
 
 

 
Share 
capital 

Share 
premium  

Capital 
reserves 

Retained 
earnings 

Dividend 
declared 

subsequent 
to balance 
sheet date  Total 

 Reported NIS in millions 
       
Balance as of January 1, 2005 (audited) 11 771 90 569 104 1,545 
       
Realization of interest rate swap transaction of affiliate - - 10 - - 10 
Foreign currency translation adjustments for investees *) - - (3) - - (3) 
Dividend - - - (137) (104) (241) 
Conversion of debentures into Company's shares 1 234 - - - 235 
Exercise of stock options into Company's shares - 86 - - - 86 
Net income  - - - 500 - 500 
Dividend declared subsequent to balance sheet date - - - (140) 140 - 

       
Balance as of September 30, 2005 (unaudited) 12 1,091 97 792 140 2,132 

 
*) Includes foreign currency translation adjustments in the amount of approximately NIS 8 million due to decrease in holding in subsidiary, see Note 3a.  
 

 
Share 
capital 

Share 
premium  

Capital 
reserves 

Retained 
earnings 

Dividend 
declared 

subsequent 
to balance 
sheet date  Total 

 Reported NIS in millions 
       
Balance as of January 1, 2004 (audited) 11 770 50 373 54 1,258 
       
Capital reserve arising on transaction with controlling shareholder - - - (6) - (6) 
Decrease in unrealized losses on interest rate swap transaction of affiliate - - 4 - - 4 
Foreign currency translation adjustments for investees - - 27 - - 27 
Dividend - - - (97) (54) (151) 
Net income  - - - 268 - 268 
Dividend declared subsequent to balance sheet date - - - (104) 104 - 

       
Balance as of September 30, 2004 (unaudited) 11 770 81 434 104 1,400 

 
 
 
 
The accompanying notes are an integral part of the interim consolidated financial statements. 
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STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY 
 
 

 
Share 
capital 

Share 
premium  

Capital 
reserves 

Retained 
earnings 

Dividend 
declared 

subsequent 
to balance 
sheet date  Total 

 Reported NIS in millions 
       
Balance as of July 1, 2005 (unaudited) 11 839 92 702 90 1,734 
       
Foreign currency translation adjustments for investees *) - - 5 - - 5 
Conversion of debentures into Company's shares 1 187 - - - 188 
Exercise of stock options into Company's shares - 65 - - - 65 
Dividend - - - (4) (90) (94) 
Net income  - - - 234 - 234 
Dividend declared subsequent to balance sheet date - - - (140) 140 - 

       
Balance as of September 30, 2005 (unaudited) 12 1,091 97 792 140 2,132 

 
*) Includes foreign currency translation adjustments in the amount of approximately NIS 2 million due to decrease in holding in subsidiary, see Note 3a.  
 

 
Share 
capital 

Share 
premium  

Capital 
reserves 

Retained 
earnings 

Dividend 
declared 

subsequent 
to balance 
sheet date  Total 

 Reported NIS in millions 
       
Balance as of July 1, 2004 (unaudited) 11 770 76 448 97 1,402 
       
Decrease in unrealized losses on interest rate swap transaction of affiliate - - (3) - - (3) 
Foreign currency translation adjustments for investees - - 8 - - 8 
Dividend - - - - (97) (97) 
Net income  - - - 90 - 90 
Dividend declared subsequent to balance sheet date - - - (104) 104 - 

       
Balance as of September 30, 2004 (unaudited) 11 770 81 434 104 1,400 

 
 
 
 
The accompanying notes are an integral part of the interim consolidated financial statements. 
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STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY 
 
 

 
Share 
capital 

Share 
premium  

Capital 
reserves 

Retained 
earnings 

Dividend 
declared 

subsequent 
to balance 
sheet date  Total 

 Reported NIS in millions 
       
Balance as of January 1, 2004 (audited) 11 770 50 373 54 1,258 
       
Conversion of debentures into Company's shares - 1 - - - 1 
Capital reserve arising on transaction with controlling shareholder - - - (6) - (6) 
Unrealized losses on interest rate swap transaction of affiliate - - (2) - - (2) 
Foreign currency translation adjustments for investees - - 42 - - 42 
Dividend - - - (97) (54) (151) 
Net income  - - - 403 - 403 
Dividend declared subsequent to balance sheet date - - - (104) 104 - 

       
Balance as of December 31, 2004 (audited) 11 771 90 569 104 1,545 

 
 
 
 
The accompanying notes are an integral part of the interim consolidated financial statements. 
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CONSOLIDATED STATEMENTS OF CASH FLOWS 
 
 

 
Nine months ended  

September 30,  
Three months ended  

September 30,   
Year ended 

December 31,  
 2005 2004 2005 2004  *) 2004 
 Unaudited  Audited 
 Reported NIS in millions 

 
Cash flows from operating activities:      

      
Net income  500 268 234 90 403 
Adjustments to reconcile net income to net cash provided

by operating activities (a) (15) (1) 119 131 102 
      
Net cash provided by operating activities 485 267 353 221 505 
      
Cash flows from investing activities:      

      
Purchase of fixed and other assets (171) (321) (72) (81) (376) 
Investment in real estate and real estate for rent  (235) (34) (216) (12) (40) 
Proceeds from sale of fixed assets and real estate 307 98 116 88 111 
Realization (purchase) of marketable securities, net 19 71 15 (6) 65 
Collection of long-term loans granted 141 59 98 27 102 
Withdrawal of (investment in) deposits, net (436) (57) (88) (64) 33 
Increase in joint ventures for oil and gas exploration (6) (19) (5) - (29) 
Proceeds from sale of investments in investees and 

others 30 153 - 28 166 
Investment in investees and partnerships (284) (249) (1) (18) (333) 
Acquisition of businesses and newly consolidated 

companies (b) (317) (350) (20) (171) (384) 
Proceeds from sale of investments in previously 

consolidated companies (c) 180 - 180 - - 
Loans granted to others (30) (50) (9) (9) (50) 

      
Net cash used in investing activities (802) (699) (2) (218) (735) 

      
Cash flows from financing activities:      

      
Short-term credit from banks and others, net (727) 67 (100) (108) (10) 
Receipt of long-term loans 1,830 939 153 255 1,102 
Repayment of long-term loans (1,809) (894) (283) (53) (1,108) 
Issuance of shares to minority in subsidiaries 163 1 - 1 12 
Dividend paid (241) (151) (137) (97) (151) 
Dividend paid to minority in subsidiaries (123) (61) (109) (1) (128) 
Sale of debentures held by subsidiary - 7 - - 7 
Exercise of stock options into Company's shares 86 - 65 - - 
Receipts on account of options convertible into 

subsidiary's debentures 58 - - - - 
Issuance of debentures and convertible debentures, net 2,453 459 744 73 509 
Redemption of debentures and convertible debentures (264) (46) (193) (25) (48) 

      
Net cash provided by financing activities 1,426 321 140 45 185 
      
Translation differences in respect of cash balances of 

autonomous investees 8 4 1 (1) 2 
      
Increase (decrease) in cash and cash equivalents 1,117 (107) 492 47 (43) 
Cash and cash equivalents at the beginning of the period 545 588 1,170 434 588 
      
Cash and cash equivalents at the end of the period 1,662 481 1,662 481 545 

 
*) Reclassified.  
 
The accompanying notes are an integral part of the interim consolidated financial statements. 
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CONSOLIDATED STATEMENTS OF CASH FLOWS 
 
 

 
Nine months ended  

September 30,  
Three months ended  

September 30,   
Year ended 

December 31,  
 2005 2004 2005 2004  *) 2004 
 Unaudited  Audited 
 Reported NIS in millions 

 
(a) Adjustments to reconcile net income to net cash 

provided by operating activities: 
  

   
        
 Income and expenses not involving cash flows:      

        
 Depreciation, depletion, amortization and write-

down of assets 259 216 93 77 295 
 Deferred taxes, net (1) (1) 62 (17) 27 48 
 Increase (decrease) in accrued severance pay, net (4) 1 (1) 1 - 
 Decrease (increase) in value of loans granted, net (1) (13) (1) 1 (2) 
 Gain from sale of fixed assets, real estate and 

investments, net (228) (141) (89) (54) (139) 
 Equity in undistributed earnings of affiliates and 

partnerships, net (2) (16) (62) 11 (18) (148) 
 Increase in value of securities and deposits, net (5) (29) (1) - (30) 
 Increase (decrease) in value of long-term 

liabilities, net 116 6 47 (17) (6) 
 Minority interest in earnings of subsidiaries, net 139 111 50 40 159 
       
 Changes in asset and liability items:      

        
 Decrease (increase) in trade receivables (849) (176) (275) 153 (215) 
 Decrease (increase) in other accounts receivable (82) (24) (18) 5 (30) 
 Decrease (increase) in inventories 2 91 (79) 112 (63) 
 Increase (decrease) in trade payables 472 (76) 232 (179) 166 
 Increase (decrease) in other accounts payable 183 33 167 (17) 67 
       
  (15) (1) 119 131 102 
       
 (1) Includes cumulative effect as of the 

beginning of the period of change in 
accounting principle, net - 20 - - 20 

       
 (2) Net of dividends received 71 - 25 - 8 

 
 
 
 
*) Reclassified.  
 
The accompanying notes are an integral part of the interim consolidated financial statements. 
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CONSOLIDATED STATEMENTS OF CASH FLOWS 
 
 

 
Nine months ended  

September 30,  
Three months ended  

September 30,   
Year ended 

December 31,  
 2005 2004 2005 2004  *) 2004 
 Unaudited  Audited 
 Reported NIS in millions 

 
(b) Acquisition of businesses and newly consolidated 

companies: 
  

   
        
 Working capital deficiency (working capital), net 

(except cash) )212( 346 )16( 205 226 
 Fixed assets, real estate, investments and other 

assets )158( )900( )4( )630(  )900(  
 Goodwill  - )213( - )185(  )255(  
 Long-term liabilities 53 417 - 364 545 
 Investment in newly consolidated affiliate  - - - 75     -
    
  )317( )350( )20( )171(  )384(  
(c) Proceeds from sale of investments in previously 

consolidated companies:    
     
 Working capital (except cash) 15 - 15 - - 
 Investments in affiliates )75( - )75( - - 
 Real estate for rent and construction, net 762 - 762 - - 
 Deferred charges, net 32 - 32 - - 
 Loans from banks )644( - )644( - - 
 Deferred taxes, net 1 - 1 - - 
 Gain from sale of investments in consolidated 

companies 89 - 89 - - 
    
  180 - 180 - - 
(d) Significant non-cash activities:    
      
 Increase in investments in oil and gas exploration 

against liabilities 
 

7 13 7 13 - 
    
 Receivables in respect of sale of investments in 

companies 
 

25 9 25 9 - 
     
 Conversion of debentures into Company's shares  235 - 188 - - 
     
 Conversion of debentures into investee's shares  40 - 40 - - 

 
 
 
 
*) Reclassified.  
 
The accompanying notes are an integral part of the interim consolidated financial statements. 
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NOTE 1:- GENERAL 
 

These financial statements have been prepared in a condensed format as of September 30, 2005, and 
for the nine and three months then ended ("interim financial statements"). These financial 
statements should be read in conjunction with the Company's audited annual financial statements 
and accompanying notes as of December 31, 2004 and for the year then ended ("annual financial 
statements"). 
 
 

NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES 
 

a. The interim financial statements have been prepared in accordance with generally accepted 
accounting principles for the preparation of financial statements for interim periods, as 
prescribed in Accounting Standard No. 14 of the Israel Accounting Standards Board and in 
accordance with the Chapter D of the Securities Regulations (Periodic and Immediate 
Reports), 1970. 

 
The significant accounting policies and methods of computation followed in the preparation 
of the interim financial statements are identical to those followed in the preparation of the 
latest annual financial statements.  

 
b. Below are data about the Israeli CPI and the exchange rates of principal currencies in which 

the Group transacts: 
 

  Representative exchange rates 
 Israeli CPI 1 Pound 1 CD 1 U.S. dollar  100 Yen 1 Euro 
As of Points *) N I S 
      
September 30, 2005 102.5 8.0858 3.9377 4.598  4.060 5.528 
September 30, 2004 107.4 8.1113 3.5264 4.482  4.035 5.524 
December 31, 2004 107.4 8.3075 3.5787 4.308  4.201 5.877 
      
Increase (decrease) during 

the period % 
      
September 2005 (9 months) 1.9 )2.7(  10.0 6.7  )3.4(  )6.0(  
September 2005 (3 months) 1.4 )1.3(  6.1 0.5  )1.7(  - 
September 2004 (9 months) 1.1 3.3 3.5 2.4  )1.5(  )0.2(  
September 2004 (3 months) (0.2) )0.4(  5.4 )0.3(   )2.3(  1.1 
December 2004 (12 months) 1.2 5.8 5.0 )1.6(   2.6 6.2 
 
*) The index on an average basis of 2000 = 100.  

 
c. Issuance of new Accounting Standards: 
 

1. Accounting Standard No. 22: 
 

In July 2005, the Israel Accounting Standards Board issued Accounting Standard 
No. 22, "Financial Instruments: Disclosure and Presentation" ("Standard"). 
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NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.) 

 
This Standard prescribes principles regarding the presentation of financial instruments 
and details the proper disclosure required in their respect in the financial statements. 
The presentation principles apply to the classification of financial instruments or their 
component parts, on initial recognition as a financial liability, financial asset or equity 
instrument; the classification of related interest, dividends, losses and gains; and the 
circumstances in which a financial asset and a financial liability should be offset. This 
Standard shall apply to financial statements for periods commencing on or after 
January 1, 2006. 

 
According to the new Standard, compound financial instruments, that include both a 
liability and an equity component (for example convertible debenture), should be 
bifurcated between the equity and liability component and each component should be 
classified separately in accordance with the Standard's guidance. That is in contrast to 
current accounting principles, according to which the aforementioned financial 
instrument is classified as a financial liability or a mezzanine item (depending on the 
probability of conversion). Transaction costs (net of any related income tax benefit) of 
an equity transaction are accounted for as a deduction from equity, while transaction 
costs of a financial liability are deducted from the liability and are taken into account, 
when calculating the effective interest rate. 

 
The new Standard also broadens the definition of a financial liability, thus causing 
certain financial instruments, which are considered under current accounting guidance 
to be equity instruments, to be considered as financial liabilities. In addition, the new 
Standard supersedes Standards No. 48 and 53 of the Institute of Certified Public 
Accountants in Israel, according to which an investor should record a provision for a 
probable loss to result from decrease in its interest in the investee, following the 
conversion of the investee's convertible instruments ("loss provision"). 

 
The Standard shall be applied prospectively. Comparative data presented in financial 
statements for periods beginning on the Standard's effective date will not be restated. 
Financial instruments that were issued prior to the Standard's effective date will be 
classified and presented in accordance with the provisions of the Standard beginning 
on the Standard's effective date. Compound financial instruments, which were issued 
in prior periods and were not yet converted or redeemed as of the Standard's effective 
date, will be bifurcated to their components and presented accordingly, beginning on 
the Standard's effective date. A loss provision included in the financial statements of an 
investor at the Standard's effective date should be reversed at such date as a cumulative 
effect in the current period. 
 
The Group is evaluating the effect of the new Standard on its financial condition, 
results of operations and cash flows, but at this stage it is unable to estimate the 
aforementioned effect. 
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NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.) 

 
2. Accounting Standard No. 24: 

 
In September 2005, the Israel Accounting Standards Board issued Accounting 
Standard No. 24, "Share- Based Payment" ("the Standard"). The Standard shall apply 
to financial statements for periods commencing on or after January 1, 2006 (effective 
date). 
 
This Standard requires the Company to recognize share-based payment transactions in 
its financial statements in respect to, for example, the purchase of goods or services. 
Such transactions include transactions with employees or other parties that must be 
settled in the Company's equity instruments or in cash, as well as transactions that 
provide the Company or the supplier of the service or goods with a choice of settling in 
cash or in equity instruments. Concurrently with the recognition of the goods or 
services received, it is necessary to recognize in the financial statements an increase in 
shareholders' equity when the share-based payment transaction will be settled in equity 
instruments and the incurrence of a liability when this transaction will be settled in 
cash. This contrasts with the current situation in which certain types of the above 
mentioned transactions are not reflected in the financial statements. 
 
The Standard prescribes the principles for the recognition, measurement and disclosure 
of the fair value of the goods or services provided in exchange for the equity 
instrument granted. In particular, measurement principles are prescribed with respect to 
transactions with employees and others providing similar services, transactions with 
parties who are not employees and transactions that are measured by reference to the 
fair value of the equity instruments granted. In addition, requirements are prescribed 
for situations in which modifications are made to the conditions on which the equity 
instrument were granted. 
 
For equity-settled share-based payment transactions, the Standard applies to grants 
made subsequent to March 15, 2005, and which had not yet vested as of January 1, 
2006 (the effective date). The Standard shall also apply to modifications (not just to 
grants) that were made to the conditions of equity-settled transactions subsequent to 
March 15, 2005, even if the grants to which the modifications were made are not 
subject to the Standard. In the financial statements for 2006, comparative data in the 
financial statements for 2005 shall be restated in order to reflect the expense relating to 
the aforementioned grants. 
 
For liabilities arising from share-based payment transactions existing as of the effective 
date, it will be necessary to apply the provisions of the Standard retrospectively. The 
Company should restate the comparative data, including adjusting the opening balance 
of retained earnings for the earliest period in which comparative data are presented. 
The Standard encourages retrospective application regarding other liabilities arising 
from share-based payment transactions (such as, transactions that were settled in 2005 
and in respect of which comparative information is presented). 
 
The Group is evaluating the effect of the new Standard on its financial statements, but 
at this stage it is unable to estimate the aforementioned effect. 
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NOTE 3:- INVESTMENTS IN INVESTEES AND OTHER COMPANIES  
 
a. 1. During June 2005, a subsidiary, Delek Real Estate Ltd. ("Delek Real Estate"), 

completed a public issuance of securities, as follows:  
 

(1) 8,200,000 Ordinary shares. 
 
(2) NIS 49,200 thousand par value of debentures (series C) of NIS 1 par value each, 

convertible into Ordinary shares of Delek Real Estate in 4 equal annual 
payments on May 30 of each of the years 2008 to 2011. The debentures are 
linked to the Israeli CPI and bear annual interest at the rate of 6% that is payable 
twice a year on May 30 and November 30 of each of the years from 
November 30, 2005 through May 30, 2011. The debentures are convertible into 
Ordinary shares of Delek Real Estate up to May 14, 2011, in such a manner that 
during the period from the registration of the debentures for trade through 
May 30, 2008, each NIS 29.65 par value of debentures is convertible into one 
Ordinary share of Delek Real Estate and during the period from May 31, 2008 
through May 15, 2011, each NIS 34.25 par value of debentures is convertible 
into one Ordinary share of Delek Real Estate (subject to adjustments).  

 
(3) NIS 49,200 thousand par value of debentures (series D) of NIS 1 par value each, 

redeemable in 6 equal annual payments on May 30 of each of the years 2007 to 
2012. The debentures are linked to the Israeli CPI and bear annual interest at the 
rate of 6% that is payable twice a year on May 30 and November 30 of each of 
the years from November 30, 2005 through May 30, 2012. 

 
(4) 1,640,000 stock options (series 1), exercisable into debentures (series C) of 

Delek Real Estate up to July 7, 2005, in such a manner that each stock option 
(series 1) is exercisable into NIS 100 par value of debentures (series C) in 
consideration for a cash payment of NIS 92.6, linked to the Israeli CPI.  

 
(5) 3,280,000 stock options (series 2), exercisable into debentures (series D) of 

Delek Real Estate from their registration for trade through July 7, 2005 
(inclusive), in such a manner that each stock option (series 2) is exercisable into 
NIS 100 par value of debentures (series D) in consideration for a cash payment 
of NIS 92.6, linked to the Israeli CPI.  

 
The immediate proceeds that Delek Real Estate received in consideration for the 
issuance totaled approximately NIS 284 million (net of issuance expenses of 
approximately NIS 15 million) and it was attributed to the issued securities based on 
their relative quoted market prices during the first three trading days; an amount of 
NIS 124 million was attributed to shares, NIS 51 million was attributed to debentures 
(series C); NIS 51 million was attributed to debentures (series D), NIS 20 million was 
attributed to stock options (series 1) and NIS 38 million was attributed to stock options 
(series 2).  
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NOTE 3:- INVESTMENTS IN INVESTEES AND OTHER COMPANIES (Cont.) 
 
2. During the period from the date of issuance through July 7, 2005, 1,640,000 stock 

options (series 1) were exercised into NIS 164 million par value of debentures 
(series C) in consideration for NIS 150 million and 3,280,000 stock options (series 2) 
were exercised into NIS 328 million par value of debentures (series D) in consideration 
for approximately NIS 303 million. 
 
Total issuance proceeds from all securities offered under the prospectus of Delek Real 
Estate (including exercise of options) amounted to approximately NIS 737 million (net 
of issuance expenses of approximately NIS 18 million).  
 

3. In furtherance to what was stated in Note 20b(5) to the annual financial statements, on 
May 30, 2005, an agreement was signed between the Group and Delek Real Estate, on 
the one part, and Mivtahim National Insurance Institution of the Employees Ltd. and 
Mivtahim Pension Fund (collectively, "Mivtahim"), on the other part, according to 
which Mivtahim will convert the remaining debentures (approximately NIS 67 million) 
into Delek Real Estate shares based on the issue price as determined in Delek Real 
Estate prospectus (NIS 24.4 per share), discounted by 11.8% (NIS 21.52 per share). 
Accordingly, close to the public issuance, Delek Real Estate issued to Mivtahim 
3,126,265 Ordinary shares of Delek Real Estate. It was also provided that for the 
purpose of monetary computation to be performed between the parties, the conversion 
rate shall be determined based on the average quoted market prices for Delek Real 
Estate shares during the first 30 trading days, discounted by 10.72%. On July 24, 2005 
(the end of the first 30 trading days), the average quoted share price was NIS 14.31 and 
approximately NIS 12.75 after a discount of 10.8%. Based on the new conversion rate, 
determined as above, according to a monetary reckoning which took place between 
Mivtahim and Delek Real Estate, Delek Real Estate paid to Mivtahim an amount of 
approximately NIS 27 million. The remaining liability in respect of the debentures 
amounting to approximately NIS 40 million was classified to Delek Real Estate equity.  
 

Subsequent to the issuances, as stated above, the Group's holding rate in Delek Real Estate 
decreased to about 80% (on a fully diluted basis the holding rate is expected to decrease to 
about 75%). As a result of these issuances, the Group derived a gain totaling approximately 
NIS 111 million (including recognition of deferred credit of approximately NIS 24 million, 
see Note 20b(5) to the annual financial statements); an amount of NIS 93 million was 
reported in the statement of income in the second quarter of 2005 as gain from sale of 
investments in investees and other companies and the balance, approximately NIS 18 million, 
was reported in the statement of income in the third quarter of 2005 after the final issue price 
for Mivtahim, as stated above, was determined.  
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NOTE 3:- INVESTMENTS IN INVESTEES AND OTHER COMPANIES (Cont.) 
 

b. During May 2005, a subsidiary, Gadot Biochemical Industries Ltd. ("Gadot"), completed a 
public issuance of shares and convertible debentures (series A) on the Tel Aviv Stock 
Exchange.  
 
As part of the issuance, the public was issued 1,231,000 Ordinary shares of NIS 0.1 par value 
each and about NIS 80,754 thousand par value of registered convertible debentures (series A) 
of NIS 1 par value each redeemable in two equal annual payments in June of each of the 
years 2008 and 2009. The debentures bear annual interest at the rate of 4.45%, payable in 
June and December of each year from December 1, 2005 through June 1, 2009. The 
debentures are linked (principal and interest) to the Israeli CPI and are convertible into the 
shares of Gadot in such a manner that until November 30, 2006 each NIS 50 par value of 
debentures is convertible into one Ordinary share of NIS 0.1 par value and from December 1, 
2006 through May 16, 2009, each NIS 60 par value of debentures is convertible into one 
Ordinary share of NIS 0.1 par value. The conversion ratio of debentures into shares is subject 
to adjustments (for distribution of dividends, distribution of bonus shares, etc.), as specified 
in the terms of the debentures. Total proceeds that Gadot received in consideration for the 
issuance totaled approximately NIS 119 million (net of issuance expenses of approximately 
NIS 6 million); an amount of approximately NIS 80 million was attributed to issuance of 
debentures and the balance was allocated to shares. The issuance proceeds were attributed to 
shares and convertible debentures based on their relative quoted market prices during the first 
three trading days.  
 
Subsequent to the issuance, as stated above, the Group's holding rate in Gadot decreased to 
about 64% (on a fully diluted basis after exercise of debentures and stock options granted to 
Gadot employees, the holding rate is expected to decrease to about 55%). As a result of this 
issuance, the Group derived a gain totaling approximately NIS 10 million which was included 
in gain from sale of investments in investees and other companies. 
 

c. On March 13, 2005, Delek Investments and Properties Ltd. ("Delek Investments") closed a 
transaction to purchase 9.99% of the issued share capital of Menora Holdings Ltd. 
("Menora") by a private placement of Menora in consideration for approximately $ 44 
million (approximately NIS 191 million). Additionally, Delek Investments was granted an 
option (exercisable over a period of about 18 months) to purchase an additional 5% of the 
issued and outstanding share capital of Menora in consideration for approximately $ 22 
million. The investment is stated in the Group's books as permanent investment at cost.  

 
d. On February 28, 2005, Shagrir Towing Services Ltd. (which is 33.3% owned by a subsidiary) 

and a wholly owned subsidiary of Shagrir (collectively, "Shagrir") closed a transaction with 
Pointer of Eden Telecom Ltd. ("the buyer"), whereby the buyer purchases from Shagrir all of 
Shagrir's activity in the field of automobile towing services, road repairs and loaners and all 
of the assets and liabilities related to this activity.  

 
The net consideration for the transaction (net of adjustments as stipulated in the agreement) 
totaled approximately NIS 188 million and was paid at closing (of the consideration, an 
amount of NIS 40 million was financed by a loan that Shagrir gave to the buyer). Subsequnt 
to this transaction, the subsidiary recorded a gain of approximately NIS 46 million (the 
Group's share is approximately NIS 28 million).  



DELEK GROUP LTD. 
 

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS  

-     - 18

 
 
NOTE 3:- INVESTMENTS IN INVESTEES AND OTHER COMPANIES (Cont.) 

 
As part of the sale agreement, Nexus Telocation Systems Ltd., the buyer's parent company 
("Nexus"), granted Shagrir an option to purchase up to 25 million Ordinary shares of 
NIS 0.03 par value each of Nexus that are listed for trade in the U.S.. The option is 
exercisable from the date of closing up to the end of a 24-month period. The exercise price 
per share is $ 0.18 (subject to adjustments as explained in the option).  
 

e. As elaborated in Note 5a to the financial statements of Matav Cable Systems Media Ltd. 
("Matav") as of September 30, 2005, which are attached to these financial statements, in 
April 2005, Matav sold to Partner Communications Company Ltd. ("Partner") approximately 
80% of the shares of Partner held by Matav in consideration for approximately NIS 250 
million. Subsequent to the above sale, Matav derived a gain (including in respect of a 
settlement reached with the Tax Authorities as to the tax liability relating to the sale of 
Partner's shares) totaling approximately NIS 170 million. As a result of what is stated above, 
and taking into consideration the excess of cost attributed to Matav's investment in Partner, 
the Group derived a gain totaling approximately NIS 7 million.  

 
f. In their review on the financial statements as of September 30, 2005 of the affiliate Hof 

Hacarmel Recreation and Tourism 89 Ltd. ("Hof Hacarmel"), the auditors draw attention to 
the financial condition of Hof Hacarmel and to its dependency upon continued financing of 
its activity, primarily by banks.  

 
As of September 30, 2005, Hof Hacarmel has a shareholders' deficiency amounting to 
approximately NIS 128 million and a working capital deficiency amounting to approximately 
NIS 317 million. The construction of the apartment hotels Almog and Pnina (which represent 
the principal properties of Hof Hacarmel) is primarily financed by a bank as part of financial 
support agreements the balance of credit of which at balance sheet date totals approximately 
NIS 356 million as well as by long and short-term credit available from related parties the 
balance of which at balance sheet date totals approximately NIS 37 million (the share of 
Delek Real Estate is approximately NIS 10 million).  
 
The ongoing business operation of Hof Hacarmel is dependent upon continued credit 
provided by external sources, mainly by banks. It is the estimate of the management of Hof 
Hacarmel which is based, among other things, on the financial support agreements with said 
bank and on a perpetual guarantee provided by related parties in favor of said bank, that Hof 
Hacarmel will be able to fulfill its obligations and to continue its operations.  
 
As for guarantees that Delek Real Estate provided to Hof Hacarmel, see Note 23b(5) to the 
annual financial statements.  

 
g. On October 12, 2005, Delek Investments signed an agreement with companies controlled by 

a third party ("the sellers") for the purchase of the shares of the Israel Phoenix Insurance 
Company Ltd. ("Phoenix").  
 
According to the agreement, Delek Investments has undertaken to purchase from the sellers 
that part of their holdings in Phoenix which represents about 25.01% of the issued and 
outstanding share capital of Phoenix ("the sold shares").  
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NOTE 3:- INVESTMENTS IN INVESTEES AND OTHER COMPANIES (Cont.) 

 
In consideration for the sold shares, Delek Investments has undertaken to pay an amount of 
approximately NIS 709 million, linked to the Israeli CPI and bearing annual interest at the 
rate of 5% from the date of signing the agreement through actual payment day (subject to 
adjustments, as specified in the agreement).  
 
Besides the sold shares, the sellers granted Delek Investments a Call option whereby Delek 
Investments is entitled to compel the sellers to sell it their remaining holding of Phoenix 
which represents about 8.04% of the issued and outstanding share capital of Phoenix ("the 
underlying shares") in consideration for approximately NIS 222 million (including linkage 
differences to the Israeli CPI and annual interest at the rate of 5%, subject to adjustments, as 
specified in the agreement). Delek Investments shall be entitled to exercise said option over a 
period of 9 months from the date of closing.  
 
The transaction, as stated above, is subject to certain prerequisites, among other things, the  
receipt of regulatory approvals as required by law, including the approval of the Anti-Trust 
Commissioner and the approval of the Commissioner of Capital Market, Insurance and 
Savings to the extent that these approvals are required under the law.  
 
The closing date was scheduled for seven days after the fulfillment of all prerequisites but no 
later than 50 days after signing the agreement. As of the date of the approval of the financial 
statements, all prerequisites, as stated above, have been fulfilled.  

 
h. In furtherance to what was stated in Note 36c(4) to the annual financial statements, on 

November 9, 2005, the Group announced that it and Dorad Energy Ltd. ("Dorad") decided 
that the Group and its subsidiaries will not enter into an agreement for the investment in 
Dorad.  
 
Additionally, the partners of the Yam Tethys project announced that the negotiations between 
them and Dorad for the sale of natural gas had not developed as far as signing a binding 
agreement and, therefore, Yam Tethys group informed Dorad of their termination.  
 
Nonetheless, Yam Tethys group entered into new negotiations with Dorad for the sale of gas 
at lower quantities and for a shorter period compared to that determined in the unbinding 
term sheet which was signed in May 2004, however, it is uncertain that these negotiations 
will develop into any binding agreement.  
 

i. In furtherance to what was stated in Note 9j(11) to the annual financial statements, the 
partners of Yam Tethys group held negotiations with the Israel Electric Corporation Ltd. 
("IEC") in order to examine the manner and scope of compensation due to a change in the 
underwater route of the natural gas pipe to Ashdod instead of the original route to Ashkelon 
which makes the operation of the power station in Ashkelon in time impossible.  
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NOTE 3:- INVESTMENTS IN INVESTEES AND OTHER COMPANIES (Cont.) 
 
As part of the negotiations held with IEC, an agreement was formed whereby IEC will pay an 
amount of approximately $ 8 million ("the special fee") and, in return, will be released from 
its undertaking to participate in the cost of the underwater pipe to Ashkelon. At the request of 
IEC, the special fee will be paid as a supplement to the price of gas that is supplied by Yam 
Tethys group to IEC until the special fee is paid in full. The payment of this fee was 
conditional upon the commitment of IPP Delek Ashkelon Ltd. ("Delek Ashkelon") that until 
the time that the gas reaches Ashkelon it shall purchase from IEC all the electricity that it 
requires and that Delek Ashkelon shall release IEC from any claim or demand in connection 
with the change in the entering point of gas from Ashkelon to Ashdod. The above 
commitment was not yet made.  
 
In order to implement this settlement, Yam Tethys group, including Noble Energy, an 
operator of the joint venture, and Delek Ashkelon formed an agreement whereby Yam Tethys 
group has undertaken to transfer to Delek Ashkelon all amounts received on account of the 
special fee from IEC and Delek Ashkelon has undertaken to indemnify Yam Tethys group for 
any expense or damage suffered by it in connection with the special fee. The Company 
guarantees that Delek Ashkelon fulfils this liability towards Yam Tethys group.  
 
The above settlement is subject to all required approvals according to the limited partnerships 
agreements (Delek Drilling and Avner) and their trust agreements. In the event that the 
approvals are not received, the above settlements may be cancelled.  
 
Through September 30, 2005, an amount of approximately NIS 18 million from IEC was 
credited to the partners of the Yam Tethys project as a supplement to the price of gas in 
connection with the change in the entering point of gas of Yam Tethys group from Ashkelon 
to Ashdod shore.  
 

j. In November 2005, the audit committee and the Board of a subsidiary, Delek Automotive 
Systems Ltd. ("DAS"), authorized the purchase of 9,000,000 Ordinary shares of NIS 1 par 
value each of DAS by the CEO of DAS as part of a private placement (subject to a legal 
approval) which, subsequent to the issuance, shall represent about 10% of the issued and 
outstanding share capital of DAS. The purchase price, NIS 28.2 per share with the addition of 
interest up to the actual payment day ("the purchase price") (approximately NIS 253.8 million 
for all shares), approximates the quoted market share price close to the date of the approval. It 
was agreed that the shares will be restricted over three years from the date of purchase and 
that at the end of the third year the restriction will be cancelled as to one-third of the amount 
of shares, at the end of four year as to an additional one-third and at the end of the fifth year 
as to the remaining one-third.  

 
It was also agreed that if employee-employer relations between the CEO of DAS and DAS 
terminate at the initiative of DAS, the CEO of DAS shall be entitled to sell to the parent 
company the then remaining restricted shares at a price equal to the purchase price with the 
addition of interest and linkage differences. If the CEO of DAS initiates an announcement of 
termination of employee-employer relations, the Group retains the option to purchase from 
the CEO of DAS the then remaining restricted shares at a price equal to the purchase price 
with the addition of interest and linkage differences.  
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NOTE 3:- INVESTMENTS IN INVESTEES AND OTHER COMPANIES (Cont.) 
 
The CEO of DAS will pay 25% of the purchase price by personal sources and the balance 
(75%) will be paid by a bank loan that the CEO of DAS will take against pledging the issued 
shares. If and to the extent that the lending bank requires so, the Group may provide a 
guarantee on part of the loan amount given to the CEO of DAS, as agreed with the lending 
bank.  
 
Subsequent to the issuance of shares, the Group's holding rate in DAS is expected to decrease 
to about 55%. The Group is examining the accounting implications of the above issuance.  

 
k. As part of the employment contract with the CEO of Delek US, it is determined, among other 

things, that stock options representing 5% of the issued and outstanding share capital of 
Delek US will be granted at no consideration to the CEO of Delek US. The CEO of Delek US 
is entitled to exercise the options over a period of 5 years ending in April 2009 for the 
exercise price of approximately $ 4 million. The grant of options is conditional upon the 
issuance of Delek US shares to the public in the course of the above 5 years.  
 
Further, in July 2005, as part of the approval of the employment conditions of the new CEO 
of Delek - The Israel Fuel Corporation Ltd. ("Delek"), Delek's Board approved, among other 
things, the grant of stock options representing 5% of the issued and outstanding share capital 
of Delek at no consideration to the CEO of Delek. The CEO of Delek is entitled to exercise 
the options over a period of 5 years from the date of commencement of employment  at terms 
and exercise price as determined in a detailed agreement to be signed by the parties.  
 

l. On November 27, 2005, Delek Real Estate's Board approved the contractual commitment of 
Delek Real Estate and a company controlled by Bank Hapoalim ("the buyer"), whereby it is 
determined, among other things, that Delek Real Estate shall issue to the buyer shares which, 
subsequent to the issuance, will represent about 11% of the issued and outstanding share 
capital of Delek Real Estate in consideration for approximately $ 57.2 million (approximately 
NIS 263 million).  
 
Subsequent to the issuance of shares, the Group's holding rate in Delek Real Estate is 
expected to decrease to about 72% (about 67% on a fully diluted basis). 
 
The Board also approved a contractual commitment with another company controlled by 
Bank Hapoalim ("the seller"), whereby it is determined, among other things, that Delek Real 
Estate will purchase from the seller shares of Industrial Buildings Ltd. ("Industrial 
Buildings"), representing about 13.05% of the issued and outstanding share capital of 
Industrial Buildings in consideration for approximately $ 54.3 million (approximately 
NIS 250 million).  
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NOTE 3:- INVESTMENTS IN INVESTEES AND OTHER COMPANIES (Cont.) 
 
Delek Real Estate will also grant to the seller an option having six months vesting terms, 
whereby the seller shall be entitled to compel Delek Real Estate to purchase from it the 
seller's rights in real estate on which "Bavli Project" is planned to be constructed for the total 
consideration of $ 43 million (approximately NIS 194 million). It is pointed out that a wholly 
owned subsidiary of Delek Real Estate owns the majority of rights in the project.  
 
The parties intend to sign the agreements in the coming days. The Group is examining the 
accounting implications of the above agreements.  
 

m. The Group encloses to its financial statements the financial statements of the affiliate, Matav. 
 
 

NOTE 4:- CONTINGENT LIABILITIES 
 
a. 1. In previous years, two requests to authorize class action lawsuits at substantial amounts 

were filed against an affiliate, Amisragas - the American Israeli Gas Corporation Ltd. 
("Amisragas") and other gas companies.  
 
As for one claim which relates to an alleged breach of a liability to perform safety 
checks on the part of Amisragas, the Court has dismissed the financial aspect of the 
request and has approved to file a class action suit calling for a declaratory judgment 
concerning the right of customers to reclaim from Amisragas all amounts paid by them 
in cases where safety checks were not performed. The defendants filed an appeal on 
this decision with the Supreme Court.  
 
As for the second claim which relates to the plaintiffs' argument that the collection of 
fixed monthly fees from customers with central gas installation constitutes a breach of 
agreement, the Court has not yet given its decision. In the context of this lawsuit, the 
amount claimed from Amisragas is approximately NIS 200 million.  
 

2. In December 2003, an additional request to authorize a class action lawsuit was filed 
with the Tel Aviv District Court against Amisragas and three other gas companies in 
the aggregate amount of NIS 1 billion. The claim relies on the possibility that the Anti-
Trust Authority files a claim against the defendants concerning the existence of a cartel 
and coordination of prices between them in 1994 to 1999.  
 

3. The Tax Authorities issued to Amisragas orders relating to previous years in which 
Amisragas' appeal to the District Court was dismissed and, later, Amisragas submitted 
an appeal to the Supreme Court.  

 
It is the estimate of Amisragas' management that, at this time, the effect, if any, of said 
proceedings on Amisragas' businesses cannot be predicted.  

 
As for an arbitration procedure relating to a dispute between Amisragas and the distributors 
of the gas, in March 2005, the parties reached a compromise which was validated by a Court 
decree. The liability of Amisragas toward the distributors of the gas is not materially different 
compared to the provision made in its financial statements.  
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NOTE 4:- CONTINGENT LIABILITIES (Cont.) 
 
As of September 30, 2005, the Group's investment in Amisragas totals approximately 
NIS 129 million.  

 
b. Claims filed against Gadot and others addressing the activities of Gadot in the area of the 

Kishon river total hundreds of millions of NIS (as for details, see Note 23a(4) to the annual 
financial statements).  
 
Most of the above proceedings are in preliminary stages. In practice, part of the cases have 
not yet been heard and part are only in early proceedings. Hearings in the cases have not yet 
taken place and in most cases not all parties have submitted their opinions and affidavits. 
Moreover, the above claims contain difficult factual disputes and many of the facts in these 
cases that have to be decided upon are yet unknown to Gadot. In addition, the complexity and 
problematic character of the above procedures is extreme and it derives, among other things, 
from the fact that most of the claims address events which span many years, the number of 
entities involved is large, including the Government and local authorities, so that the 
responsibility and share of each party in the claim cannot be assessed and there is a scientific 
problem to determine the proximate cause between the flow of waste water and the damage 
claimed by the plaintiffs. Gadot's legal counsel is of the opinion that, at this stage, the risk to 
Gadot as a result of the above claims and proceedings cannot be assessed. Nonetheless, at this 
stage, in the opinion of legal counsel, it seems that in relation to part of said claims and 
proceedings, the likelihood that Gadot will be charged with a substantial amount is not 
probable. It is the opinion of Gadot's management that in view of all the uncertainty factors 
that exist in all of said claims and proceedings and due to their complexity and difficulties, at 
this stage the outcome of these claims and procedures cannot be assessed and, accordingly, 
no provision has been made in respect thereof in the financial statements.  

 
c. In previous periods, several lawsuits, including requests to authorize part as class action 

lawsuits were filed against Matav and others which aggregate in significant amounts 
(hundreds of millions of NIS). Part of the claims address the amount of subscription fees that 
Matav has charged from its subscribers, not connecting residents of peripheral settlements to 
the cable networks, non-compliance with the conditions of the Council for Cable and Satellite 
Broadcasting as to broadcasting a certain channel, claims for alleged breach of copyrights of 
various producers and breach of agreements to purchase various transmission rights, etc. 

 
It is the opinion of Matav's management, based on the opinion of its legal counsel, that, at 
this stage, the chances of the above claims cannot be assessed and, accordingly, no provision 
has been made in respect of most of these lawsuits in the financial statements of Matav. As 
for additional details, see Note 4 to Matav's financial statements which are enclosed to these 
financial statements.  

 
d. In November 2005, a request to authorize a class action suit was filed against a subsidiary, 

Delkol Ltd. ("Delkol") and two other fuel companies. The amount claimed by the plaintiff 
totals NIS 450 and the amount claimed from Delkol, if the request had been authorized as a 
class action suit, aggregates to approximately NIS 1,664 million.  
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NOTE 4:- CONTINGENT LIABILITIES (Cont.) 
 
The request to authorize a class action suit principally relies on the argument that Delkol 
marketed engine oil and at the same time presented this oil as complying with certain 
American and European standards. The plaintiff argues that the above presentation is a 
misleading presentation.  
 
It is the opinion of Delkol's management that it has acted legally and that the engine oil which 
it markets in Israel indeed complies with the specifications of the aforementioned standards. 
The lawsuit has been assigned to the legal counsel of Delkol. In view of what was stated 
above, no provision has been made in respect of this request in the financial statements.  
 
 

NOTE 5:- FUEL AND REFINERY ACTIVITIES 
 
a. Acquisition of the activity of a refinery in the U.S.:  
 

In furtherance to what was stated in Note 9j(10) to the annual financial statements, in April 
2005, Delek US closed a transaction for the purchase of a refinery and pipe for the 
transmission of crude oil in Texas, U.S.A.. The transaction was carried out by a wholly 
owned subsidiary, Delek Refining Inc. ("Delek Refining"). The purchase of the refinery and 
pipe totaled approximately $ 73 million (approximately NIS 320 million).  
 
Below is information as to the assets and liabilities of the acquired activity as of the 
acquisition date and as of September 30, 2005:  
 

 
 

September 30,  
Acquisition  

date (April 29,
  2005  2005 
  Unaudited 
  Reported NIS in millions 
     
Inventory 313 375 
Other current assets 925 3 
Fixed assets 180 160 
Trade payables and other accounts payable (745) (165) 
Estimated environmental liabilities  (56) (53) 
Long-term liabilities (230) - 
   
 387 320 
 
Delek US estimates that in the coming five years an amount of approximately $ 70 million up 
to $ 90 million will be required to be invested in order to improve the acquired property.  
 
As for financing raised by Delek US in connection with said acquisition, see Note 7g.  
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NOTE 5:- FUEL AND REFINERY ACTIVITIES (Cont.) 

 
As for the operating results of the refinery, see Note 10, information about business 
segments. The net income of Delek Refining for the periods from the acquisition of activity 
and for the three months ended September 30, 2005 totals approximately NIS 170 million and 
NIS 146 million, respectively.  
 
Inventories: 
 
Inventories of crude oil and fuel products are estimated at the lower of cost or market value. 
Cost is determined using the "quarter weighted average" method. Cost of fuel products 
includes manufacturing costs.  
 
Environmental liabilities:  
 
Delek Refining is subject to the provisions of the law, acts, regulations, licenses and 
supervision in the area of the quality of the environment which are promulgated by the 
authorized authorities in the federal, state and local levels in its business jurisdiction. These 
provisions address the entire activity of Delek Refining both in the field of refining and fuel 
products which it manufactures and in the field of transmission (fuel pipe). The legislation in 
the quality of the environment area is complicated and is constantly changing and updating.  
 
The main legislation in the area of quality of the environment which refers to the activity of 
Delek Refining addresses issues of quality of the air, quality of waste water, solid/toxic waste 
and prevention of pollution of soil and underground water.  
 
Delek Refining policy is to accrue environmental and cleanup related costs when it is both 
probable that a liability has been incurred and the amount can be reasonably estimated. 
Environmental liabilities represent the current estimated costs to investigate and remediate 
contamination.  
 
Management estimate is based on internal and third party assessments of the extent of the 
contaminations, the selected remediation technology and review of applicable environmental 
regulations. Accruals for estimated costs from environmental remediation obligations 
generally are recognized no later than completion of the remedial feasibility study. Such 
accruals are adjusted as further information develops or circumstances change. Expenditures 
for equipment necessary for environmental issued relating to ongoing operations are 
capitalized. 
 
The environmental authorities conducted two investigations against the former owners of the 
refinery and the oil pipe in connection with pollution discovered in the soil and in the 
underground water in the area of the refinery and the oil pipe. At the date of the acquisition of 
the refinery, the cleanup and purification of the pollution, as stated above, have not been 
completed.  
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NOTE 5:- FUEL AND REFINERY ACTIVITIES (Cont.) 
 
As part of the acquisition of the refinery and the oil pipe, Delek Refining assumed the 
liability in connection with the existing pollution, in respect of which the investigation and 
cleanup and purification processes still continue, as well as the liabilities that were imposed 
on the former owners due to said contamination in an amount which is estimated by Delek 
Refining at approximately $ 12 million. Delek Refining is not entitled to be indemnified by 
the former owners in respect of environmental damages that it was aware of at the date of 
acquisition, but it is entitled to a limited indemnification (in amount and time) in respect of 
costs that it may incur in the future as a result of discovering environmental hazards that had 
been caused before its acquisition of the refinery but then unknown.  
 
In is also indicated that Delek Refining acquired an environmental insurance policy that 
covers certain environmental damages that may be discovered in the future.  
 

b. Subsequent to the balance sheet date, in November 2005, Delek US entered into a transaction 
for the purchase of rights in 25 gas stations and convenience stores (ownership rights over 20 
stations and lease rights in 5 stations) and to 4 other real estate properties designed for gas 
stations and convenience stores (ownership rights over 3 properties and lease rights in one 
property) in Nashville Tennessee, U.S.A. Delek US will pay in consideration for the purchase 
approximately $ 34 million (excluding inventories). The gas stations and convenience stores 
will continue to operate under the trade name as before the purchase.  

 
c. During the second quarter of 2005, Delek US sold a gas station in consideration for 

approximately $ 3 million (approximately NIS 14 million). The gain deriving from this sale 
totaled approximately $ 2 million (approximately NIS 10 million) and is reported in other 
income in the statement of income.  

 
 

NOTE 6:- REAL ESTATE ACTIVITIES 
 
a. On April 12, 2005, subsidiaries of Delek Real Estate ("the sellers") entered into a 

memorandum of understandings with a third party ("the buyers"), whereby the buyers offer to 
the sellers to purchase 55% of the sellers' holdings in foreign companies ("the shares") that 
own all property rights in nine investment properties in England ("the properties").  
 
The net payment made to the sellers for the shares, as determined in the memorandum of 
understandings, will be placed at approximately £ 19.8 million (approximately NIS 162 
million). The payment for the shares was determined based on property value of 
approximately £ 120 million (approximately NIS 984 million), net of liabilities to a financial 
corporation of approximately £ 84 million (approximately NIS 688 million). It was also 
agreed that the sellers and the buyers will enter into an agreement on the basis of an 
authorized business plan formed for the management of the properties.  
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NOTE 6:- REAL ESTATE ACTIVITIES (Cont.) 
 
Based upon the above memorandum of understandings, on July 15, 2005, the parties carried 
out and closed the following transactions: 
 
1. Sale of the entire holdings (100%) in 3 foreign companies which own 4 investment 

properties in England as well as sale of the entire rights in an investment property in 
England to third parties.  

 
2. Sale of 55% of the ownership and control of four foreign companies which own 

investment properties in England to the buyers. Concurrently with effecting the sale, 
the sellers and the buyers entered into a shareholders' agreement that encompasses, 
among other things, protecting the minority shareholders of the sellers as well as 
adoption of a business plan for the management and development of the real estate 
properties.  

 
3. Effecting a refinancing procedure for 4 companies that, subsequent to the sale, are 

jointly owned with the buyers.  
 
Subsequent to the closing of the transaction, as stated above, the Group derived a gain 
totaling approximately NIS 64 million (approximately NIS 41 million after tax and minority 
interest) which was included in other income in the statement of income for the third quarter 
of 2005.  
 
As a result of what was stated above, since July 15, 2005, the consolidated financial 
statements of the Group do not include the accounts of the three foreign companies the 
holdings in which was entirely sold and the accounts of the other four companies the holding 
rate in which decreased from 100% to 45% (beginning these financial statements, the 
investment in these companies is presented by the equity method of accounting).  
 
Following are the financial data of the above companies as previously included in the 
consolidated financial statements:  
 
In the balance sheet: 
 
  December 31, 
  2004 
  Audited 
 

 
Reported NIS 

in millions 
   
Assets  848 
   
Liabilities  716 
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NOTE 6:- REAL ESTATE ACTIVITIES (Cont.) 
 
In the statement of income:  
 
 

 

For the period 
from January 1, 

2005 through 
date of sale 

  Unaudited 
 

 
Reported NIS 

in millions 
   
Rental income  40 
   
Cost of rental income  6 
   
Net income  16 
 

b. On April 1, 2005, a 40% owned affiliate of a subsidiary of Delek Real Estate, completed the 
acquisition of seven foreign companies that own seven investment properties in Western 
Germany. In consideration for the acquisition of the companies, the affiliate paid 
approximately € 282 million. All properties are leased to Deutsche Telecom for periods 
ending on December 31, 2019.  
 
The annual rent totals approximately € 20 million and the rent is raised by 1.5% annually 
until 2010 and thereafter by 1.2%. 93% of the affiliate's investment was financed by a loan 
from a local bank which bears interest at the rate of 4.9% for a period of about 6.25 years.  
 
The investments of a subsidiary of Delek Real Estate in the affiliate totaled € 10.8 million 
(approximately NIS 61 million) and they were financed by shareholders' loans.  
 

c. On March 29, 2005, a subsidiary of Delek Real Estate closed a sale of its rights (75%) to a 
property in England which serves as a logistic center of Ericsson. The property was sold for 
the total payment of £ 22 million (approximately NIS 181 million) and the subsidiary of 
Delek Real Estate derived a pre-tax gain of approximately £ 1.8 million (approximately 
NIS 15 million) which was included in other income.  

 
d. Subsequent to the balance sheet date, on November 1, 2005, a subsidiary of Delek Real 

Estate ("the subsidiary") completed the acquisition of 45% of the share capital of a foreign 
company which owns an office building in Zurich, Switzerland. The area of the building is 
some 21,000 sq.m. and the entire building is leased for a period ending in December 2015 to 
the University of Zurich which is owned by the Government. The tenant retains two options 
to extend the agreement up to 2020 and 2025. The annual rent totals approximately SF 5.85 
million (approximately NIS 21 million) and is 85% linked to the Swiss CPI. 
 
The building was acquired in consideration for SF 120 million, of which SF 112 was 
financed by a loan from a foreign bank. The loan is a long-term loan, bearing fixed interest at 
the annual rate of 3.12% and classified as non-recourse loan.  
 
The investment of the subsidiary in the foreign company's equity totaled approximately 
NIS 21 million and it was financed by shareholders' loans.  
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NOTE 6:- REAL ESTATE ACTIVITIES (Cont.) 
 
e. Subsequent to the balance sheet date, on November 6, 2005, a subsidiary of Delek Real 

Estate ("the subsidiary") together with other partners (the subsidiary's share is 45%) 
completed a transaction for the acquisition of a portfolio of 30 shopping centers in Canada of 
the store chain Jean Coutu. The shopping centers are with an area of some 70 thousand sq.m. 
located in several regions in Canada. The Jean Coutu chain leases a substantial portion of the 
portfolio according to lease agreements ending in 2020 and the lease fees paid by it account 
for 45% of gross rental income. Other space is leased to a large number of tenants for various 
periods with average occupancy of 95%. The annual rent associated with the portfolio totals 
approximately C$ 8.4 million (approximately NIS 33 million). The rent paid by the Jean 
Coutu chain is raised by a fixed rate of 7% each five years.  
 
The payment made for the portfolio totaled C$ 111.7 million (approximately NIS 435 
million), about 75% of which was financed by a loan from a foreign bank in favor of which a 
first priority charge on the portfolio's properties was recorded as a security. The loan is for a 
period of 10 years, bears fixed interest at the rate of 5.22% and the principal is repaid 
according to an amortization schedule over a period of 30 years. The subsidiary's investment 
(45%) in the equity of the foreign company totaled approximately NIS 60 million and it was 
financed by a shareholders' loan.   

 
 

NOTE 7:- DEBENTURES AND LONG-TERM LOANS 
 
a. On March 9, 2005, the financing round for a project was completed and Delek and Avner-

Yam Tethys Ltd. ("SPC") issued to institutional investors in the U.S. debentures at a total 
scope of $ 275 million ("the debentures") in accordance with Rule 144A., of which $ 175 
million with fixed interest of 5.326% per annum and $ 100 million with floating interest at 
the rate of Libor for three months plus a margin of 1.1% per annum.  

 
SPC is a target company which was established for the new financing round by Delek 
Investments, Delek Drilling - Limited Partnership and Avner Oil Exploration - Limited 
Partnership (collectively, "the sponsors") based on their pro-rata holdings in the Yam Tethys 
project. 
 
The debentures were issued on the basis of the sponsors' share in the cash flows generated by 
sale of natural gas to the Israel Electric Corporation Ltd. ("IEC") according to the contract of 
June 2002.  
 
SPC provided the amount raised to the sponsors under terms similar to the terms of the 
debentures. It is emphasized that the sponsors have no mutual guarantees and that each is 
responsible for the repayment of the loan taken by it individually.  
 
The debentures are redeemable in each quarter until August 1, 2013, in accordance with the 
pre-determined amortization schedule (according to an estimate of the expected transmission 
of gas to IEC). Despite the aforementioned, if IEC consumption is more than that expected, 
the debentures may be repaid earlier with floating interest, without prepayment fee after two 
years from the date of issuance of the debentures.  
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NOTE 7:- DEBENTURES AND LONG-TERM LOANS (Cont.)  
 
On the other hand, non-repayment of the debentures on the dates stipulated in the 
amortization schedule if IEC consumption is less than that expected, subject to complying 
with certain minimum requirements, will not be considered as violation of the terms of the 
debentures.  
 
A total of approximately $ 102 million of the issuance proceeds (net of raising expenses of 
approximately $ 7 million) was used to repay loans of the sponsors from Israeli banks, 
approximately $ 64 million was used to provide guarantees required under the hedging 
transactions for the prices of gas and under the contract with the IEC, approximately $ 28 
million was used as a "security cushion" required for rating and financing and the balance to 
finance the expected continued investments in the Yam Tethys project.  
 
The share of Delek Investments and Delek Drilling - Limited Partnership (consolidated 
partnership) in the above issuance totals an aggregate of (principal) approximately $ 155 
million, of which $ 99 million with fixed interest and $ 56 million with floating interest, as 
elaborated above. 
 
As collateral for the redemption of the debentures, the sponsors and SPC pledged their rights 
in several properties among which are Ashkelon drilling and the license to operate the 
facility, the contract with the IEC, insurance policies, shares of Yam Tethys Ltd. (the owner 
of a license for the pipeline), the hedge contract and SPC bank accounts (including, among 
other things, the revenue account in which the revenues from the IEC will be deposited, and 
reserve accounts in which "security cushions" have been deposited, such as for debt services 
and for construction of the entering point).  
 
It is emphasized that the debentures are non-recourse for the sponsors, excluding a recourse 
right for assets out of the assets pledged as above; It is emphasized that agreements for the 
sale of gas with other customers and Noa drill are not part of the pledged assets.  
 
Subsequnt to the issuance, other companies of Delek Group were released from the 
collaterals that they provided in favor of Delek Drillings and Avner.  
 
In addition to said collaterals, the sponsors committed to several covenants including, among 
other things, the following: 
 
1. Not to decrease their ownership in the Ashkelon drill. 
 
2. Not to vote in the operating committee in favor of the execution of additional activities 

not for the purpose of producing gas for its supply to the IEC ("additional activities") 
unless one of the following takes place: 

 
a) The sponsors have procured full financing for the additional activities and they 

have confirmed in writing to the trustee of the debentures that such financing is 
committed and dedicated for the additional activities until their full completion. 

 
b) Voting in favor of the additional activities was approved by the majority of the 

debenture holders. 



DELEK GROUP LTD. 
 

NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS  

-     - 31

 
 

NOTE 7:- DEBENTURES AND LONG-TERM LOANS (Cont.)  
 

c) The rating agencies have confirmed that no rating downgrade is expected due to 
the commitment to execute the additional activities. 

 
3. Not to commit or to agree to an extension or change in the production array unless all 

of the following take place: 
 

a) The trustee of the debentures received an opinion, according to which the 
extension or change is not expected to have a material adverse effect on the 
supply to the IEC. 

 
b) The sponsors conducted the necessary changes in insurance as a result of the 

change or the extension. 
 
b. During the first quarter of 2005, the Company issued debentures (series F) by a private 

placement to institutional investors at the scope of NIS 300 million par value. The debentures 
are linked to the Israeli CPI and bear annual interest at the rate of 5.25%, payable twice a 
year. The principal of the debentures is redeemable in five equal annual payments from 2006 
to 2010.  

 
c. In March 2005, the Company issued by a private placement NIS 200 million par value of 

debentures (series G) redeemable in four equal annual payments in each of the years 2008 to 
2011 and bearing annual interest at the rate of 3.95% and 400 thousand stock options each of 
which is exercisable into one Ordinary share of NIS 1 par value of the Company (under the 
conditions stipulated below). The debentures were issued for their full price and the stock 
options were issued without consideration.  

 
The stock options were issued in five series of 80 thousand stock options each which are 
exercisable into the Company's shares under the following terms and dates:  

 

Stock options 

 Exercise 
increment at 
balance sheet 
date *) (NIS)  

Exercisable  
up to 

    
Series 1  432 March 2006 
Series 2  477 March 2007 
Series 3  517 March 2008 
Series 4  554 March 2009 
Series 5  586 March 2010 

 
*) The exercise increment is linked to the Israeli CPI (subject to adjustments).  
 
During the second quarter of 2005, 49,020 stock options (series 1) were exercised into 49,020 
Ordinary shares of NIS 1 par value each of the Company for a total consideration of NIS 21 
million.  
 
During the third quarter of 2005, 22,800 stock options (series 1), 66,428 stock options  
(series 2) and 43,628 stock options (series 3) were exercised into 132,856 Ordinary shares of 
NIS 1 par value each of the Company for a total consideration of NIS 65 million.  
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NOTE 7:- DEBENTURES AND LONG-TERM LOANS (Cont.)  

 
d. In September 2005, the Company issued debentures (series H) by a private placement to 

institutional investors at the scope of NIS 150 million par value. The debentures are linked to 
the Israeli CPI and bear annual interest at the rate of 4.05%, payable twice a year. The 
principal of the debentures is redeemable in one payment in March 2011.  

 
e. In March 2005, Delek Petroleum Ltd. ("Delek Petroleum") issued by a private placement 

additional NIS 202,252,475 par value of debentures (series D) in consideration for 
approximately NIS 204 million. The debentures are redeemable in one payment on 
November 15, 2010, while giving the investors an option for early redemption in November 
2006 or 2008 (the dates of change of interest). 

 
The debentures are linked to the Israeli CPI and bear annual linked interest at the following 
rates: in the first and second year - 5.1%; in the third and fourth year - 5.3% and in the fifth 
and sixth year - 5.5%. The interest is payable annually beginning November 20, 2005.  

 
f. In September 2005, Delek Petroleum issued by a private placement NIS 113 million par 

value of registered debentures (series E) of NIS 1 par value each and NIS 137 million par 
value of debentures (series F) in consideration for their par value. The principal of the 
debentures (series E) is linked to the Israeli CPI and bears annual linked interest at the 
following rates: in the first year - 4.2%; in the second year - 4.4%; in the third year - 4.6%, in 
the fourth year - 4.7% and in the fifth year - 4.8%. The interest is payable once a year 
beginning September 2006. The debentures (series E) are redeemable in 2010, while giving 
the holders of the debentures an option for early redemption at the end of each anniversary of 
the issuance date (the dates of change of interest). In view of what was stated above, this 
series of debentures (series E) was included in current liabilities.  

 
The principal of the debentures (series F) is linked to the Israeli CPI and bears annual interest 
at the rate of 4.5%, payable once a year beginning September 2006. The debentures (series F) 
are redeemable in four equal payments of principal from September 2006.  

 
g. For the purpose of financing the acquisition of the refinery and the oil pipe in the U.S. (as 

stated in Note 5a above), Delek US raised loans from banks in the U.S. in the total of 
approximately $ 50 million bearing floating interest at the rate of Libor + 1.375% and 
repayable in April 2007. Further, for the purpose of financing the working capital and the 
operation of the refinery, a consortium of banks in the U.S. extended a 4-year credit facility 
of approximately additional $ 250 million to Delek US bearing floating interest at the average 
rate of Libor + 2%.  

 
As collateral for the credit that Delek US received from the banks in the U.S., Delek US 
pledged certain assets and has undertaken to meet certain financial covenants.  
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NOTE 7:- DEBENTURES AND LONG-TERM LOANS (Cont.)  

 
h. In April 2005, a subsidiary of Delek US effected a refinancing and raised loans from banks in 

the U.S. in the total of $ 205 million for the purpose of repayment of loans that were taken 
from banks in the past. Of the above amount, a loan of $ 165 million bearing floating interest 
at the rate of Libor + 2.75% and repayable in quarterly payments of around 0.25% over six 
years; the loan principal (about 94%) is repayable in November 2011. The remaining amount 
of approximately $ 40 million constitutes a 5-year current credit facility bearing floating 
interest at the rate of Libor + 1.75%.  
 
Costs of approximately $ 14 million (approximately NIS 60 million) associated with the 
refinancing were deferred, included in other assets and amortized over the term of the loans. 
Other costs associated with raising loans of approximately $ 3 million (approximately NIS 14 
million) were charged to the statement of income and included as financial expenses.  
 
As collateral for loans received, the subsidiary of Delek US pledged all its assets in favor of 
banks and has undertaken to meet certain financial covenants.  
 

i. As for the public issuance of debentures by Delek Real Estate and Gadot, see Notes 3a and b 
above.  
 
 

NOTE 8:- SHAREHOLDERS' EQUITY 
 
a. During the nine months ended September 30, 2005, debentures whose carrying amount 

totaled approximately NIS 235 million were converted into 599,015 Ordinary shares of NIS 1 
par value each of the Company, as follows:  

 
- During the second quarter of 2005, 36,291,076 debentures (series A1) whose carrying 

amount totaled approximately NIS 38 million, were converted into 100,319 Ordinary 
shares of NIS 1 par value each of the Company. 8,999,221 debentures (series E) whose 
carrying amount totaled approximately NIS 9 million, were also converted into 22,634 
Ordinary shares of NIS 1 par value each of the Company.  

 
- During the third quarter of 2005, 10,469,979 debentures (series A1) whose carrying 

amount totaled approximately NIS 11 million were converted into 29,296 Ordinary 
shares of NIS 1 par value each of the Company, 34,207,103 debentures (series A2) 
whose carrying amount totaled approximately NIS 35 million were converted into 
85,196 Ordinary shares of NIS 1 par value each of the Company and 142,579,605 
debentures (series E) whose carrying amount totaled approximately NIS 142 million 
were converted into 361,570 Ordinary shares of NIS 1 par value each of the Company.  

 
b. As for exercise of stock options into the Company's shares, see Note 7c.  
 
c. Subsequent to the conversions and exercises, as above, the Company's issued and outstanding 

share capital is composed of 10,514,626 Ordinary shares of NIS 1 par value each. 
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NOTE 8:- SHAREHOLDERS' EQUITY (Cont.) 

 
d. Dividends: 
 
 1. On March 31, 2005, the Company distributed a dividend in the amount of 

approximately NIS 78 million to its shareholders.  
 

2. On May 3, 2005, the Company distributed a dividend in the amount of approximately 
NIS 26 million to its shareholders.  

 
3. On July 4, 2005, the Company distributed a dividend in the amount of approximately 

NIS 43 million to its shareholders.  
 

4. On September 22, 2005, the Company distributed a dividend in the amount of 
approximately NIS 94 million to its shareholders.  

 
5. Subsequent to the balance sheet date, on November 28, 2005, the Company declared 

the distribution of a dividend in the amount of approximately NIS 140 million to its 
shareholders.  

 
NOTE 9:- TAXES ON INCOME 
 

On July 25, 2005, the Knesset (Israeli Parliament) passed the Law for the Amendment of the 
Income Tax Ordinance (No. 147), 2005, which prescribes, among other things, a gradual decrease 
in the corporate tax rate in Israel to the following tax rates: in 2006 - 31%, in 2007 - 29%, in 2008 - 
27%, in 2009 - 26% and in 2010 and thereafter - 25%. 

 
The effect of the above amendment on the financial statements as of September 30, 2005 resulted in 
insignificant amounts. 
 

NOTE 10:- INFORMATION ABOUT BUSINESS SEGMENTS 
 
The acquisition of the refinery and the pipe for transmission of crude oil, as stated in Note 5a above, 
constitutes a new business segment for the Group and is presented as an independent business 
segment.  
 
a. Revenues, less - excise, customs, purchase taxes and royalties: 
 

 
Nine months ended  

September 30,  
Three months ended  

September 30,   
Year ended 

December 31, 
 2005 2004 2005  2004  2004 
 Unaudited  Audited 
 Reported NIS in millions  
      
Fuel products - Israel 3,370 2,662 1,285 976 3,711 
Operation of gas stations and 

convenience stores in the U.S. 3,671 2,935 1,404 1,126 4,025 
Operation of a refinery in the U.S. 2,648 - 1,806 - - 
Segment of vehicles  1,850 1,878 704 700 2,421 
Segment of real estate 380 360 98 167 503 
Segment of bio-chemistry 276 262 90 91 343 
Segment of oil and gas exploration 134 97 56 53 141 
Other segments 108 124 34 44 220 
      
Total in the statement of income 12,437 8,318 5,477 3,157 11,364 
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NOTE 10:- INFORMATION ABOUT BUSINESS SEGMENTS (Cont.) 
 
b. Segment results (1): 
 

 
Nine months ended  

September 30,  
Three months ended  

September 30,   
Year ended 

December 31, 
 2005 2004 2005  2004  2004 
 Unaudited  Audited 
 Reported NIS in millions  
      
Fuel products - Israel 67 52 30 17 56 
Operation of gas stations and 

convenience stores in the U.S. 82 50 40 18 70 
Operation of a refinery in the U.S. 327 - 285 - - 
Segment of vehicles  292 309 112 95 405 
Segment of real estate 124 176 29 71 242 
Segment of bio-chemistry 52 52 18 19 66 
Segment of oil and gas exploration 73 54 30 30 79 
Other segments 7 (2) 2 1 - 
Adjustments (2) (12) (9) (1) - (13) 
      
Total in the statement of income 1,012 682 545 251 905 

 
(1) Represent segment operating income.  

 
(2) Including expenses not attributed to segments.  

 
 
 
 

- - - - - - - - - - - - -  - - - - - -  
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