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Israel

AUDITORS' REPORT
To the Shareholders of
ZUR SHAMIR HOLDINGS LTD.

We have audited the accompanying balance sheets of Zur Shamir Holdings Ltd. (hereunder - the Company) as of
December 31, 2002 and 2001, the consolidated balance sheets as of the same dates, and the related statements of profit and
loss, changes in shareholders’ equity and cash flows - of the Company and consolidated - for each of the three years in the
period ended as of December 31, 2002. These financial statements are the responsibility of the Company’s board of
directors and management. Our responsibility is to express our opinion on these financial statements based on our audits.

We did not audit the financial statements of subsidiaries whose consolidated assets constitute about 11% and 9% of
the total consolidated assets as of December 31, 2002 and 2001, and their income constitutes about 4% total consolidated
income for the years then ended. In addition, we did not audit the financial statements of a company which was included on
an equity basis, in which the investment as of December 31, 2001 amounted to NIS 464 thousand and the Company’s share
in the losses of the above company for the year ended on that date amounted to NIS 412 thousand. The financial statements
of that company were audited by other auditors whose reports were rendered to us and our opinion, insofar as it relates to
the amounts included in respect of that company is based on the reports of the other auditors.

We conducted our audit in accordance with generally accepted auditing standards in Israel, including those
prescribed by the Israeli Auditors Regulations (Mode of Performance), 1973. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant estimates made by the Board of Directors
and Management, as well as evaluating the overall financial statement presentation. We believe that our audits and the
reports of the other auditors provide a reasonable basis for our opinion.

In our opinion, based on our audits and the reports of the other auditors, the financial statements referred to above
present fairly, in all material respects, the financial position - of the Company and consolidated - as of December 31, 2002
and 2001, and the results of its operations, changes in shareholders' equity and cash flows - of the Company and
consolidated - for each of the three years in the period ended as of December 31, 2002, in conformity with generally
accepted accounting principles in Israel. In addition, in our opinion the above financial statements are prepared in
accordance with the Securities Regulations (Preparation of Annual Financial Statements), 1993, taking into account that the
details regarding a subsidiary which is an insurance company are prepared in conformity with the accounting, reporting and
presentation principles prescribed by the Law for the Supervision of Insurance Business, 1981, and the regulations enacted
in pursuance thereto.

As detailed in note 2, the aforementioned financial statements have been adjusted to reflect the changes in the general
purchasing power of the Israeli currency in accordance with the Statements of the Institute of Certified Public Accountants
in Israel and subject to the principles as determined in the Regulations of the Supervision of Insurance Business (Details of
Accounts), 1998.

Tel Aviv, Israel KOST FORER & GABBAY
March 19, 2003 A Member of Ernst & Young International



BALANCE SHEETS

ZUR SHAMIR HOLDINGS LTD.

Adjusted to the NIS of December 2002

CURRENT ASSETS

Cash and cash equivalents
Deposits with financial institutions
Short term investments

Customers

Insurance companies

Outstanding premiums

Debtors and debit balances
Inventory of buildings for sale

INVESTMENTS AND LONG TERM LOANS
Investments of an insurance company
Reinsurer's share in insurance reserves and
outstanding claims
Investment in investees
Long term investments
Loans

FIXED ASSETS
Cost
Less accumulated depreciation

DEFERRED ACQUISITION COSTS AND
OTHER ASSETS, NET
Other assets and deferred expenses, net

Deferred acquisition costs in an insurance company

Deferred taxes

*) See note 2x

CONSOLIDATED COMPANY
Convenience
December 31, translation December 31,
Note 2002 2001 into 2002 2001
Adjusted NIS U.S.§ in Adjusted NIS
in thousands thousands *) in thousands

3 112,851 42,700 23,823 898 3,027
4 1,450 2,538 306 - -
5 7,115 7,589 1,502 411 326
6 24,405 25,125 5,152 84 504
7 43,246 26,492 9,129 - -
8 90,877 76,740 19,185 - -
9 41,069 48,501 8,670 349 980
10 583 13,066 123 - -
321,596 242,751 67,890 1,742 4,837
11 666,089 579,540 140,614 - -
12 34,514 41,611 7,286 - -
13 - 464 - 324,745 252,095
14 21,670 26,057 4,575 - -
15 24,640 15,429 5,202 - -
746,913 663,101 157,677 324,745 252,095

16
1,180,707 946,276 249,252 56,538 113,694
151,323 121,231 31,945 12,738 28,355
1,029,384 825,045 217,307 43,800 85,339
17 44,075 51,618 9,304 834 1,371
18 56,877 45,890 12,007 - -
29e 45,937 38,201 9,698 5,041 5,115
146,889 135,709 31,009 5,875 6,486
2244782 1,866,606 473,883 376,162 348,757

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

ZUR SHAMIR HOLDINGS LTD.

Adjusted to the NIS of December 2002

CONSOLIDATED COMPANY
Convenience
December 31, translation December 31,
Note 2002 2001 into 2002 2001
Adjusted NIS U.S.$in Adjusted NIS
in thousands thousands *) in thousands
CURRENT LIABILITIES
Bank credit 19 370,614 293,545 78238 167,562 76,647
Suppliers and service providers 20 21,242 12,441 4,484 130 450
Insurance companies 19,295 27,618 4,073 - -
Creditors and credit balances 21 76,186 69,105 16,083 5,446 4,838
Current maturities of convertible capital notes 22 14,265 14,191 3,012 14,265 14,299
Current maturities of subsidiary’s
convertible capital notes 13b(2)(b)) 31,596 15,767 6,670 - -
Current maturities of subsidiary’s
convertible debentures 23 9 2,486 2 - -
533,207 435,153 112.562 187,403 96,234
LONG TERM LIABILITIES
Convertible capital notes 22 33,393 47,199 7,049 33,393 47,522
Subsidiary’s convertible capital notes 13b(2)(b) - 31,513 - - -
Subsidiary’s convertible debentures 23 41 14,911 9 - -
Loans from banking institutions and others 24 679,757 466,026 143,499 26,621 75,847
Deferred taxes 29e 22,070 11,737 4,659 - -
Liabilities for severance pay, net 25 2,007 1,671 424 - -
737,268 573,057 155,640 60,014 123,369
INSURANCE RESERVES AND
OUTSTANDING CLAIMS 26 750,008 610,156 158,330 - -
MINORITY INTEREST 95,554 119,086 20,172 - -
CONTINGENT LIABILITIES,
COMMITMENTS, PLEDGES AND
GUARANTEES 27
SHAREHOLDERS’ EQUITY
Share capital 34d 206,106 206,106 43,510 206,106 206,106
Capital reserves 25,923 25,549 5,472 25,923 25,549
Deficiency (42,686)  (46,995) (9,011)  (42,686)  (46,995)
189,343 184,660 39,971 189,343 184,660
Shares held by the Company and subsidiaries (60,598) (55,506) (12,792) (60,598) (55,506)
128,745 129,154 27,179 128,745 129,154
2,244,782 1,866,606 473,883 376,162 348,757
*) See note 2x
The accompanying notes are an integral part of the financial statements.
March 19, 2003
Date of approval of the Shalom Schneidman Moshe Schneidman Ronen Nekar
financial statements Chairman of the Board Managing Director Finance Manager
and Member of the Board
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STATEMENTS OF PROFIT AND LOSS

ZUR SHAMIR HOLDINGS LTD.

Adjusted to the NIS of December 2002

CONSOLIDATED COMPANY
Convenience
Year ended December 31, translation Year ended December 31,
Note 2002 2001 *) 2000 *) into U.S.$ in 2002 2001 *) 2000 *)
Adjusted NIS in thousands thousands Adjusted NIS in thousands
(except per share data) FkE) (except per share data)
Income
From insurance business 28a 513,684 459,833 304,652 108,441 - - -
From lease of assets 98,382 82,525 50,853 20,769 6,265 7,948 7,346
From construction business 16,589 4,389 31,737 3,502 - - -
From sales of software 1,876 7,412 5,977 396 - - -
Capital gain, net 28¢g 5,204 8,030 125 1,098 1,269 6,391 169
635,735 562,189 393,344 134,206 7,534 14,839 7,515
Costs and expenses
Insurance business 28b 470,586 410,779 273,524 99,343 - - -
Maintenance of assets:
Depreciation 16,705 14,306 11,202 3,526 2,854 3,952 3,999
Others 5,685 3,602 3,405 1,200 537 818 652
Construction business 28¢ 14,138 4,264 22,732 2,985 - - -
Cost of sales of software 28d 10,692 13,687 6,330 2,257 - - -
Financing expenses, net 28e 52,517 40,354 23,216 11,087 7,355 14,682 5,373
Administrative and general
expenses 28f 19,061 22,001 17,166 4,023 3,731 6,791 6,905
589,384 508,993 357,575 124,421 14,477 26,243 16,929
Profit (loss) before income taxes 46,351 53,196 35,769 9,785 (6,943) (11,404) (9,414)
Income taxes 29¢ 27,286 35,557 16,154 5,760 74 74 86
Profit (loss) after income taxes 19,065 17,639 19,615 4,025 (7,017) (11,478) (9,500)
Company's share in results
of investees 28h - (412) (1,381) - 21,280 14,645 14,579
Minority interest in profits
of subsidiaries (4,802) (14,060) (13,155) (1,014) - - -
Net profit for the year 14,263 3,167 5,079 3,011 14,263 3,167 5,079
Earnings per share 32
Basic earnings per share
for NIS 1 nominal value of
shares (in adjusted NIS, US
dollars) 0.27 0.06 0.08 0.06
Fully diluted earnings per
share for NIS 1 nominal value
of shares (in adjusted NIS, US
dollars) 0.25 *F) 0.07 0.05
*) Reclassified.

*%) Not applicable this year.
**%)  See note 2x

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

ZUR SHAMIR HOLDINGS LTD.

Adjusted to the NIS of December 2002

Balance as of
January 1, 2000

Acquisition of Company
shares by a subsidiary
Conversion of capital
notes into shares
Adjustments due to
translation of

financial statements

of foreign subsidiaries
Dividend paid

Net profit for the year

Balance as of
December 31, 2000

Exercise of a
subsidiary’s options
Adjustments due to
translation of

financial statements

of foreign subsidiaries
Distribution of Company
shares as a dividend by
a subsidiary

Net profit for the year

Balance as of
December 31, 2001

Acquisition of
subsidiary's convertible
debentures

[see note 13¢(2)]
Acquisition of Company
shares
Adjustments due to
translation of

financial statements

of foreign subsidiaries
Dividend paid
Net profit for the year

Balance as of
December 31, 2002

Adjustments
due to Less shares
translation of held by
subsidiaries’ the company
Share Share Capital financial and by
capital premium reserves statements Deficiency subsidiaries Total
Adjusted NIS in thousands

194,902 4311 (1,249) 2,879 (52,784) (18,667) 129,392
- - - - - (14,625) (14,625)

11,204 14,236 - - - (24,813) 627

- - - (711) - - (711)

- - - - (2,457) 1,699 (758)

- - - - 5,079 - 5,079
206,106 18,547 (1,249) 2,168 (50,162) (56,4006) 119,004
- - 3,505 - - - 3,505

- - - 2,578 - - 2,578

- - - - - 900 900

- - - - 3,167 - 3,167
206,106 18,547 2,256 4,746 (46,995) (55,506) 129,154
- (7,602) - - - - (7,602)

- - - - - (5,092) (5,092)

- - - 7,976 - - 7,976

- - - - (9,954) - (9,954)

- - - - 14,263 - 14,263
206,106 10,945 2,256 12,722 (42,686) (60,598) 128,745

The accompanying notes are an integral part of the financial statements.
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ZUR SHAMIR HOLDINGS LTD.

STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY (Cont.)

Convenience translation into U.S. dollars *)

Adjustments
due to Less shares
translation of held by
subsidiaries’ the company
Share Share Capital financial and by
capital premium reserves statements Deficiency subsidiaries Total

In thousands

Balance as of
December 31, 2001 43,510 3,915 476 1,002 (9,921) (11,717) 27,265

Acquisition of
subsidiary's convertible

debentures

[see note 13¢(2)] - (1,605) - - - - (1,605)
Acquisition of Company

shares - - - - - (1,075) (1,075)

Adjustments due to
translation of
financial statements

of foreign subsidiaries - - - 1,684 - - 1,684
Dividend paid - - - - (2,101) - (2,101)
Net profit for the year - - - - 3,011 - 3,011

Balance as of
December 31, 2002 43,510 2,310 476 2,686 (9,011) (12,792) 27,179

*) See note 2x



ZUR SHAMIR HOLDINGS LTD.

STATEMENTS OF CASH FLOWS

Adjusted to the NIS of December 2002

CASH FLOWS FROM
OPERATING ACTIVITIES

Net profit for the year

Adjustments necessary to
present cash flows from
operating activities (A)

Net cash provided by
(used in) operating activities

CASH FLOWS FROM
INVESTMENT ACTIVITIES

Acquisition of shares and
convertible debentures of
subsidiaries from minority
shareholders

Acquisition of subsidiaries
first consolidated (B)

Proceeds from realization of
investment in a subsidiary
consolidated in the past (C)

Proceeds from redemption of
convertible debentures for shares
of a subsidiary

Investment in an affiliate

Acquisition of Company shares
held by a subsidiary

Payments to creditors for
acquisition of a company

Acquisition of fixed assets

Proceeds from sale of fixed assets

Exercise of (investment in)
marketable securities, net

Long term loans granted

Redemption of long term loans

Realization of deposits with
financial institutions, net

Other assets and deferred
expenses

Net cash provided by (used
in) investment activities

Balance carried forward

*) See note 2x

CONSOLIDATED COMPANY
Convenience
translation
Year ended December 31, into Year ended December 31,
2002 2001 2000 U.S.$ in 2002 2001 2000

Adjusted NIS in thousands thousands *)

Adjusted NIS in thousands

14,263 3,167 5,079 3,011 14,263 3,167 5,079
69,814 46,122 (24,341) 14,738 (15,541) 1,098  (17,443)
84,077 49289 (19,262) 17,749 (1,278) 5165  (12,364)

(68,220)  (37,982)  (7,083) (14,401)  (57,859)  (56,672)  (7.275)
- (58,446) 27,923 . - _ ]

- - (37) - 19,809 - -

- - - - 41,268 - -

- (876) - - - - -

- - - - (39,831) - -

- (32,608) - - - - -
(146,263)  (132,311)  (102,703) (30,877)  (1,327)  (1,562) (459)
1,096 1,334 208 231 640 382 -
7,029 719 (2,922) 1,484 - - (3.281)
(7.456)  (12,499) . (1,574)  (42,882) - -
1,486 1,370 505 314 44,998 2,934 -
1,250 6,674 8,402 264 - - -
(22)  (L166)  (3,335) 5) - - -
(211,100)  (265,791)  (79,042) (44,564)  (35,184)  (54,918)  (11,015)
(127,023)  (216,502)  (98,304) (26,815)  (36,462)  (49,753)  (23,379)

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

-8-



STATEMENTS OF CASH FLOWS

ZUR SHAMIR HOLDINGS LTD.

Adjusted to the NIS of December 2002

Balance brought forward

CASH FLOWS FROM
FINANCING ACTIVITIES

Acquisition of Company’s shares
by the Company and a subsidiary
Redemption of convertible

capital notes

Redemption of subsidiary’s
convertible capital notes
Redemption of subsidiary’s
convertible debentures

Issue of shares to minority in
subsidiaries (net of issue expenses)
Redemption of long term loans
from banking institutions

Receipt of long term loans from
banking institutions

Increase in credit from

banking institutions, net
Payment of dividend to minority
and to public shareholders

Net cash provided by
financing operations

Translation differences in respect
of cash balances in foreign
autonomic subsidiaries

Increase (decrease) in cash
and cash equivalents

Balance of cash and cash
equivalents at the beginning

of the year

Balance of cash and cash
equivalents at the end of the year

*) See note 2x

CONSOLIDATED COMPANY
Convenience
translation
Year ended December 31, into Year ended December 31,
2002 2001 2000 U.S.$ in 2002 2001 2000
Adjusted NIS in thousands thousands*) Adjusted NIS in thousands

(127,023) (216,502) (98,304) (26,815) (36,462) (49,753) (23,379)
(5,092) - (14,625) (1,075) (5,092) - -
(14,249) (14,039) (16,109) (3,008) (14,707) (14,145) (16,201)
(9,936) - - (2,098) - - -
(366) (5,831) (7,652) (77) - - -
4912 14,295 989 1,037 - - -
(88,544) (58,261) (58,123) (18,693) (36,568) (22,314) (5,073)
251,377 129,013 230,799 53,067 10,389 55,485 35,228
62,403 98,831 24,772 13,174 90,242 31,292 (8,841)
(9,954) (2,615) (758) (2,101) (9,954) - (2,064)
190,551 161,393 159,293 40,226 34,310 50,318 3,049
6,623 4,965 (692) 1,398 23 84 (105)
70,151 (50,144) 60,297 14,809 (2,129) 649 (20,435)
42,700 92,844 32,547 9,014 3,027 2,378 22,813
112,851 42,700 92,844 23,823 898 3,027 2,378

The accompanying notes are an integral part of the financial statements.
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ZUR SHAMIR HOLDINGS LTD.

STATEMENTS OF CASH FLOWS

Adjusted to the NIS of December 2002

(A) Adjustments necessary to
present cash flows from
operating activities

Income and expenses
not involving cash flows:

Company's share in losses (profits)
of investees net of dividend
Minority interest in profits

of subsidiaries

Depreciation and amortization
Capital gain, net

Change in deferred taxes, net
Change in liability for
severance pay, net

Increase in insurance reserves
and outstanding claims

net of reinsurance

Increase in deferred
acquisition costs

Decrease (increase) in value
of marketable securities, net
Interest and erosion of loans
and long term liabilities, net
Interest on deposits

from subsidiaries

Changes in assets and liabilities:

Decrease (increase) in inventory
of apartments for sale

Decrease (increase) in customers
Decrease (increase) in insurance
companies, net

Increase in outstanding premiums
Increase in investments of
insurance companies, net
Decrease (increase) in

debtors and debit balances
Increase (decrease) in

suppliers and service providers
Increase (decrease) in

creditors and credit balances

*) See note 2x

CONSOLIDATED COMPANY
Convenience
translation
Year ended December 31, into Year ended December 31,
2002 2001 2000 U.S.$ in 2002 2001 2000
Adjusted NIS in thousands thousands*) Adjusted NIS in thousands

- 412 1,381 - (21,280) 1,902 (14,579)
4,802 14,060 13,155 1,014 - - -
35,355 31,987 20,637 7,464 4,073 5,654 5,665
(5,204) (8,030) (125) (1,099) (1,269) (6,891) (169)
5,698 663 3,340 1,203 74 74 73
336 (3,913) 479 71 - - -
146,949 136,472 58,071 31,021 - - -
(10,987) (10,929) (4,822) (2,319) - - -
(1,704) 2,142 (1,262) (360) (85) 2,538 416
(10,628) (5,760) 4,374) (2,244) (659) 1,964 2,832
- - - - (554) (2,388) (1,544)
164,617 157,104 86,480 34,751 (19,700) 2,853 (7,306)
12,483 2,769 (1,428) 2,635 - - -
3,499 (13,617) (6,126) 739 380 (199) 279
(25,077) (34,214) 39,077 (5,294) - - -
(14,137) (10,645) (8,226) (2,984) - - -
(86,549) (79,151) (86,565) (18,271) - - -
1,495 11,222 (2,268) 316 585 (524) 1,485
8,524 (3,384) 3,557 1,799 31 @) 204
4,959 16,038 (48,842) 1,047 3,225 (125) (12,105)
(94,803) (110,982) (110,821) (20,013) 4,159 (855) (10,137)
69,814 46,122 (24,341) 14,738 (15,541) 1,998 (17,443)

The accompanying notes are an integral part of the financial statements.
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ZUR SHAMIR HOLDINGS LTD.

STATEMENTS OF CASH FLOWS

Adjusted to the NIS of December 2002

CONSOLIDATED COMPANY
Convenience
translation
Year ended December 31, into Year ended December 31,
2002 2001 2000 U.S.$ in 2002 2001 2000

Adjusted NIS in thousands thousands *) Adjusted NIS in thousands

(B) Acquisition of subsidiaries
first consolidated

Assets and liabilities of
subsidiaries as of
consolidation date:
Working capital (except for

cash and cash equivalents) - 757 (43,419) - - -
Investments of insurance
companies - - (83,088) - - -

Fixed assets, net (including

allocated initial difference

of NIS 1,041 thousand) - (59,203) (9,974) - - -
Other assets, net (including

initial difference of

NIS 47,892 thousand) - - (88,259) - - -
Insurance reserves and

outstanding claims - - 167,704 - - -
Liabilities for severance pay - - 4,345 - - -
Creditors for acquisition

of a company - - 79,889 - - -
Excess of losses over investment

in an affiliate - - 725 - - -

(58,446) 27,923 - - -

(C) Proceeds from realization of
investments in a subsidiary
consolidated in the past

Deficiency in working capital
(except for cash and cash

equivalents) - - 74 - (2,583) -
Fixed assets, net - - - - 44,735 -
Related companies - - - - (13,783) -
Capital gain - - 37 - - -

Capital reserves from
acquisition of a related
company - - - - 15,777 -

Loans from banking institutions
(including current maturities) - - -

(24,337) -

- - 37 - 19,809 -

*) See note 2x

The accompanying notes are an integral part of the financial statements.
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ZUR SHAMIR HOLDINGS LTD.

STATEMENTS OF CASH FLOWS
Adjusted to the NIS of December 2002

CONSOLIDATED COMPANY
Convenience
translation
Year ended December 31, into Year ended December 31,
2002 2001 2000 U.S.$ in 2002 2001 2000

Adjusted NIS in thousands thousands *) Adjusted NIS in thousands

(D) Material activities not
involving cash flows

Capital issue against conversion
of convertible capital notes - - 627 - - - 25,440

Acquisition of shares and

conversion of capital notes

by a subsidiary against

investment in subsidiaries - - - - - - 39,438

Receipts on account of
a subsidiary’s options
against capital reserve - 3,505 - - - 3,505 -

Minority interest in distribution
of the Company’s shares as
a dividend by a subsidiary - 900 - - - 900 -

Acquisition of a building against
investment in long term securities - 50,683 - - - - -

Netting of dividend paid
to a subsidiaries - - - - - - 1,306

Capital issue to minority
in a subsidiary against
conversion of liability - - 1,193 - - - -

Issue of capital notes convertible

into shares of a subsidiary

against creditors for

acquisition of a company - 47,281 - - - - -

*) See note2x

The accompanying notes are an integral part of the financial statements.
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ZUR SHAMIR HOLDINGS LTD.

NOTES TO THE FINANCIAL STATEMENTS

NOTE 1:- GENERAL

a.

The Company is a public company whose shares are registered for trade on the Tel-Aviv

Stock-Exchange.

The Company's activities

The Company, through its investees, operates in the following lines:

1)  Real estate business - leasing and management of revenue earning assets in Israel

and abroad.
- residential construction project.
- entrepreneurship and development.

2)  Insurance business - insurance through direct marketing in the general insurance
branch (motor vehicles, motor act, apartments, businesses and health) and in the life
assurance branch (risk, disability income insurance and savings).

3)  Sales and software projects in direct insurance.

Definitions

In these financial statements

The Company

The group

Subsidiaries

Proportionally
consolidated
subsidiaries

Affiliates

Investees

Other companies

Interested parties

Related parties

Zur Shamir Holdings Ltd. and its subsidiaries which are real estate
companies.

the Company and its investees which are listed in the attached list.

companies which are not real estate companies and in which the
Company has control (as defined by Statement No. 57) and whose
financial statements are consolidated with the Company’s financial
statements.

companies held by a number of parties who have a contractual
agreement for joint control and whose financial statements are
proportionally consolidated with the Company’s financial statements.
companies in which the Company has material influence who are not
consolidated companies and whose investment is included in the
financial statements on an equity basis.

subsidiaries, proportionally consolidated subsidiaries or affiliates.

companies that are not investees and whose investment is presented on
a cost basis.

as defined by the Securities Regulations (Preparation of Annual
Financial Statements), 1993.

as defined in Statement No. 29 of the Institute of Certified Public
Accountants in Israel.
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ZUR SHAMIR HOLDINGS LTD.

NOTES TO THE FINANCIAL STATEMENTS

NOTE 1:- GENERAL: (Cont.)

d. The notes relate to the Company’s financial statements and the consolidated financial
statements, except where stated that the note relates to the Company only or consolidated
only.

NOTE 2:- ACCOUNTING PRINCIPLES

The main accounting policies which are applied in the financial statements are as follows:

a. Financial statements in adjusted values

1)  The Company and its Israeli subsidiaries maintain their accounting records in nominal
NIS. In accordance with the Statements of the Certified Public Accountants in Israel,
all the amounts in the financial statements (including the comparative figures), are
stated in adjusted NIS of the same purchasing power. The adjusted purchasing power
of the NIS reflects the average price level in December 2002, based on the consumer
price index (hereunder - the CPI) published on January 15, 2003 (182.0 points on an
average basis of 1993 = 100).

2) The values of the non-monetary assets do not purport to reflect their realization or
financial value but, rather, their original historical value as adjusted to changes in the
general purchasing power of the Israeli currency.

3)  The term "cost" in the financial statements represents adjusted cost in NIS.

4)  The Company’s condensed nominal data is presented in note 34.

b. Principles of adjustment

1) Balance sheet

(a) The values of non-monetary items (items whose amounts in the balance sheet
reflect their historical value at the time of their acquisition or creation - see
hereunder), have been adjusted according to changes in the CPI since their
acquisition or creation.

The following items have been treated as non-monetary items: prepaid expenses,
inventory of buildings for sale, long term investments, fixed assets and their
accumulated depreciation, other assets and deferred expenses, net, income in
advance and payments in advance from customers, the accounts of the capital
and reserves of a capital nature which were received from the shareholders.

(b)  The equity value of investments in investees is determined on the basis of these
companies’ adjusted statements.

(c)  Monetary items (items whose amounts in the balance sheet reflect the updated or
realization value as of balance sheet date) are presented in the adjusted balance
sheet as of December 31, 2002, in the same amount as their nominal value for
that day (comparative figures have been adjusted to the NIS of December 2002).

-14 -



ZUR SHAMIR HOLDINGS LTD.

NOTES TO THE FINANCIAL STATEMENTS

NOTE 2:-

ACCOUNTING PRINCIPLES (Cont.)

b.

Principles of adjustment

2)

Statement of profit and loss

(a)

(b)

(©

(d)

(e)

Profit and loss components (except for financing), which express transactions
during the reporting year - income, expenses, etc. - have been adjusted on the
basis of the timing of the transactions, according to monthly CPIs. The erosion
of monetary balances which relate to the above transactions is included under
the financing item.

Profit and loss components which are related to non-monetary items in the
balance sheet, have been adjusted according to the same basis that served as the
basis for the adjustment of the relating balance sheet items: depreciation and
amortization, capital profit (loss), etc.

The profit and loss components which are related to the provisions included in
the balance sheet - liabilities for severance pay, net, provision for vacation, etc.
are determined on the basis of the change in the balance of the relating balance
sheet items, after taking the relative cash flows into account.

Income and expenses from insurance business:

The balance of insurance reserves and outstanding claims, the reinsurers share
therein, and the deferred acquisition costs as of the beginning of the year have
been adjusted based on the change of the known CPI in the reporting year,
according to the CPI last published before balance sheet date (hereunder the
known CPI).

Current activities in - Premiums and fees are adjusted based on the changes

Israeli currency in the CPI from the CPI last published before the
inception of the related policies up to the CPI last
published before balance sheet date.

Other activities are adjusted based on the changes in
the CPI from the last CPI published before the month
of transaction to that CPI last published before
balance sheet date.

Activities in foreign - At the representative exchange rate of the last day in

currency the month in which the transaction was performed and
are adjusted from that date as mentioned for activities
recorded in Israeli shekels.

Expenses in respect of current taxes on income include the erosion of tax
payments from the date of payment up to the balance sheet date.
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ZUR SHAMIR HOLDINGS LTD.

NOTES TO THE FINANCIAL STATEMENTS

NOTE 2:-

ACCOUNTING PRINCIPLES (Cont.)

b.

Principles of adjustment (Cont.)

2) Profit and loss statement (Cont.)

(f)  The Company’s share in the results of investees is determined on the basis of the
adjusted statements of these companies.

(g) The financing item, net reflects the real financing income and expenses,
including the erosion of monetary items during the year.

3) Statement of changes in shareholders’ equity

Any dividend which was announced and paid during the year of account, is adjusted on
the basis of the CPI at the time of payment.

According to Standard 7 of the Accounting Standards Institute, from December 31,
2002, dividend announced after the balance sheet date and before the date of approval
of the financial statements, will not be included as a liability in the financial statement
until actual payment is made.

4) Adjustment in accordance with exchange rates and foreign subsidiaries:

Certain subsidiaries, that operate autonomically, adjust their financial statements in
accordance with Clarification No. 8 to Statement No. 36 of the Institute of Certified
Public Accountants in Israel, based on the changes in the foreign currency exchange
rates.

The difference in respect of these companies in the balance sheets of the holding
companies, between the adjustment of the investment of the holding companies based
on the changes in the CPI and that of the adjustment of the shareholders’ equity of
investees in accordance with the changes in the exchange rate, is charged to a separate
item under shareholders’ equity (“adjustments due to translation of subsidiaries’
financial statements™).

The business cycle period

The group companies operate in varied and diverse activities and the ordinary business cycle
of operations may exceed one year, especially in respect of construction work and building
projects, whose operation cycle may extend to over a year. In consideration of the above,
current assets include items which are intended and expected to be realized during the
ordinary business cycle for all the activities.

Consolidated financial statements

The Company’s financial statements have been consolidated with the financial statements of
the subsidiaries and proportionally consolidated subsidiaries. Mutual balances and material
transactions between the Company and subsidiaries which were fully consolidated or
proportionally consolidated have been eliminated in the consolidated financial statements.
The Company’s shares which were acquired by subsidiaries were presented according to the
Treasury Stock method.
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NOTES TO THE FINANCIAL STATEMENTS

NOTE 2:-

ACCOUNTING PRINCIPLES (Cont.)

c.

Investments in investees

1) The Company’s investment in investees is included based on the equity value method.

2)  The excess of cost of investment in a number of subsidiaries over their equity value at
the time of acquisition, is allocated to fixed assets and amortized from the profit and
loss statement parallel to the depreciation of the assets.

The excess of cost of investment which was not allocated, was credited to goodwill
which is reported under the other assets and is amortized at equal annual rates during
ten years, from the acquisition date.

3) Deferred taxes - see note 2n hereunder.

Cash equivalents

The Company regards cash equivalents as highly liquid investments, which include short
term deposits in banking institutions that are not originally invested for more than three
months and are not bound by any pledge.

Deposits with financial institutions

Including deposits with financial institutions redeemable upon request and which are not
restricted.

Investments in securities

1)  Marketable securities

a. Pursuant to Statement No. 44 of the Institute of Certified Public Accountants in
Israel, marketable securities invested for short terms and realizable immediately,
are reported at their market value in the stock exchange as of balance sheet date.
Change in their value is charged to the profit and loss statements under the
financing item, net.

b. Marketable securities invested as long term investments are reported at cost, net
of a provision for decrease in value, if there is a decrease in their value which is
of a permanent nature.

2)  Non-marketable securities (investment in another company)

The investment in another company in represented according to cost, net the provision
for loss of value, if there is a permanent decrease of value.
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ZUR SHAMIR HOLDINGS LTD.

NOTES TO THE FINANCIAL STATEMENTS

NOTE 2:-

ACCOUNTING PRINCIPLES (Cont.)

I

k.

Inventory of buildings under construction

Each project which is constructed by a subsidiary represents one building or a set of
buildings. A set of buildings is regarded as one project if the buildings are at the same site,
built according to the same construction and license program and offered for sale at the same
time.

Joint construction costs for a number of neighboring projects (such as: land, engineering
planning, environmental development, etc.) are charged to the projects according to the
proportion of the anticipated proceeds from each project.

Buildings under construction are recorded at cost which does not exceed the realization value
less advances received from customers. The cost includes direct cost of the land, cost of land
development and taxes and costs of construction by the performing contractor. In cases
where a loss is expected from the construction of the project, the total anticipated loss is
allocated until the project is completed.

Fixed assets

1)  Fixed assets are reported at cost net of accumulated depreciation. Improvements are
allocated to cost.

2)  Depreciation is calculated on the straight-line method at annual rates which are
considered to be sufficient for the depreciation of assets over their estimated useful
lives as follows:

%
Real estate for rent and
office buildings 1-3 2-10%)
Vehicles 15-20  (mainly 15%)
Machinery, equipment and
office furniture 6-33 (mainly 33%)
Installments and leasehold (during the leasing period including the
improvements option period).

Other assets and deferred expenses

1) Convertible debentures and capital notes issue expenses - are amortized during the
period the capital notes and debentures are in issue, in accordance with their repayment
dates.

2)  Costs of computer software development -

The manufacture and development costs of prototypes of software, passed to the
customer, after achieving technological probability, are discounted according to the
principles defined in FASB 86 and are included under other assets. The capitalized
software costs are amortized according to the higher value of the ratio of the current
sales of the software and the total current and projected sales or the rate of amortization
according to the expected useful/working lifetime of the software. In any instance, the
amortization period does not exceed three years.
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NOTES TO THE FINANCIAL STATEMENTS

NOTE 2:-

ACCOUNTING PRINCIPLES (Cont.)

3)  Goodwill - is amortized according to the straight line method over the period of ten
years (see note 2e(2) above).

4)  Deferred expenses relating to raising capital are amortized over three to five years (at
present three years).

5)  Selling expenses for lease of buildings are amortized over the leasing period.

Provision for doubtful debts

The provision is determined specifically in relation to debts the management is doubtful as to
their collection.

Convertible capital notes and debentures

Capital notes and debentures are included based on probability of conversion tests, as
determined in Statement No. 55 of the Institute of Certified Public Accountants in Israel. In
case their conversion is not expected, they are presented as liability based on their liability
value. In case their conversion is expected, they are included between liabilities and
shareholders’ equity, at the higher of the liability or capital value.

Deferred taxes

1)  Deferred taxes are calculated for timing differences between the amounts included in
the adjusted statements and the amounts taken into account for tax purposes. Deferred
taxes are calculated in the following cases:

Differences between the value of real estate and fixed assets in the adjusted statements
and that of their value for tax purposes (taking into account the determinations in
Statement No. 40 to the Certified Public Accountants in Israel), provision for vacation,
liabilities for severance pay, net, differences in timing of registration of contractual
profit, deferred acquisition costs in life assurance, investments in securities and losses
carried forward for tax purposes if there is a certainty of taxable income in the future.

The balances of the deferred taxes are calculated at the tax rates expected to be in force
when these taxes are charged to the profit and loss statement. The amount of the
deferred taxes in the profit and loss statement reflects the changes in the above
balances during the reporting year.

2)  For calculating deferred taxes, the taxes that would be applicable at the time of
realization of investments in investees were not taken into account, since the Company
intends to keep these investments and not to realize them.

In addition, deferred taxes in relation to distribution of profits by investees as

dividends were not taken into account, since the distribution of the dividend does not
involve any additional tax liability.
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NOTE 2:-

ACCOUNTING PRINCIPLES (Cont.)

0.

Insurance business

1)

Life assurance business

(a)

(b)

(c)

(d)

©)

Premiums including savings premiums, are recorded as income when they
become due.

Maturities are accounted for on the policy maturity date.
Annuities are accounted for when due for payment.
Surrenders are accounted for when paid.

Death claims are accounted for when notified.

Life assurance reserves, the reinsurers share therein, and deferred acquisition
costs in life assurance, are determined on basis of annual actuarial valuations,
taking into account the actual expenses in relation to the issue of the policies.
The actuarial valuation is performed by the subsidiary’s actuary who declared
that the calculations were made on the basis of the data from the subsidiary
according to accepted actuarial methods in Israel and consistent with last year.
For calculating the reserve, the actuary used the same interest rates and mortality
tables used by the subsidiary for the preparation of the insurance tariff.

The Financial Statements Details Regulations set principles for determining the
amount of deferred acquisition costs of new policies in life assurance (the
“DAC”). According to the principles the DAC includes expenses involved in
the issue of new policies, including selling, administrative and general expenses.
According to the principles, the company amortizes the DAC in equal parts
during the policy period but not over more than 15 years.

The reserve for extraordinary risks is calculated as a percentage of the sum
assured.

The Supervisor of Insurance issued the insurance companies a draft regulation
regarding the reserve for extraordinary risks in life assurance based on the
principles previously agreed between them, detailed below:

The insurance company will hold reserves for extraordinary risks in life
assurance at a rate of 0.2% of the retained sum assured. Insurance companies
whose retained extraordinary risk reserve as at December 31, 2001 is lower than
the above rate are required to increase the reserve in equal parts over no more
than twelve years financial statements. The set up of reserves according to
changes in the retained sum assured from the prior year, beginning at January 1,
2002, will be executed in equal parts over no more than eight years financial
statements. It is possible to release funds from the reserve, on the condition that
the reserve is larger than 0.25% of the retained sum assured. The current reserve
amount is calculated according to the designated 0.2% of the retained sum
assured and therefore there is no need to increase the reserve according to the
regulation.
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NOTE 2:-

ACCOUNTING PRINCIPLES (Cont.)

0. Insurance business

1)  Life assurance business

®

The subsidiary maintains a separation of the life asssurance business pursuant to
the regulations for separation of accounts in life assurance.

2) General insurance business

(@)

(b)

(©

(d)

The reserve for unexpired risks, outstanding claims, including the reinsurers
share in the reserve and the outstanding claims, and the deferred acquisition
costs in general insurance, are calculated in accordance with the Supervision of
Insurance Business Regulations (Ways of Calculating Provisions for Future
Claims in General Insurance) 1984, as amended. In accordance with the above
regulations, for liability branches, the excess of income over expenses, is
calculated using insurance fees, acquisition costs, claims incurred and a share of
the investment income and is reported according to the relevant underwriting
year. In accordance with the above regulations, the Company cannot record a
profit from the excess of income over expenses less provision (hereunder - "the
accumulation"), in motor and other liability branches, before the end of three
from the policy inception. Any deficiency is charged as an expense in the year
of occurrence.

Premiums written are accounted for in the year in which the policy incepts. Part
of this income is transferred to the reserve for unexpired risks in order to spread
them out over the term of the policies.

A share of the acquisition expenses, relating to unearned premium is carried
forward as deferred acquisition costs. These expenses are calculated for each
line of business according to the subsidiary company’s actual rates which are
lower than the standard rates.

Claims comprise the settlement and handling cost of paid and outstanding claims
arising from events occurring in the reporting year and adjustments to
outstanding claims reserves recorded in prior years. Any such adjustments are
reflected in current earnings.

Outstanding claims comprise:

(1) Known outstanding claims which include a provision set-up for the
settlement and handling costs of all claims incurred, but not paid, as of the
financial statements date, based primarily on individual case estimates and

reports received by the lawyers who handle the claims.

(2)  Provision for claims incurred but not reported to the Company (hereunder
-LB.N.R)
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NOTE 2:-
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0.

Insurance business (Cont.)

2)

General insurance business

(©)

®

(2

(h)

(3) Provision for claims incurred but not enough reported which is computed
based on past experience (hereunder - .B.N.E.R.).

(4) The accumulation amount as mentioned in note 2(0)(2)(a) which is
additional to the [.B.N.R and the I.B.N.E.R.

Outstanding claims in the motor act line of business are included at the higher of
individual estimates plus the accumulation and a valuation based on an actuarial
calculation. The comparison is calculated separately for each underwriting year.
The actuarial calculation was calculated by the subsidiary’s actuary Mr. Stephen
Kosryn, based on an actuarial model which was approved by the Supervisor of
Insurance Business. In addition, according to the instructions of the Supervisor
of Insurance outstanding claims are included in the motor and comprehensive
apartment branches based on the actuarial calculation.

Business from other insurance companies are included to the extent such results
are reported in statements received by the balance sheet date.

Subrogations receivable from insurance companies in relation to claims which
the subsidiaries paid to their policyholders are recorded under debtors and debit
balances. Subrogations recorded in respect of outstanding claims are netted off
from the outstanding claims.

The Company made an appropriate provision in relation to the above
subrogations, which is computed according an actuarial estimate based on
previous experience in the collection of subrogations.

Reinsurance

(1)  As of balance sheet date there are no doubtful or bad debts in respect of
the reinsurers, for which there is no sufficient provision.

The reinsurers liabilities towards the subsidiaries do not release the
companies from their liabilities towards their policyholders as a direct
insurer in accordance with the insurance policies. Any reinsurer who will
not fulfill his future obligations based on the reinsurance agreements, may
cause the companies future losses.

-22 -



ZUR SHAMIR HOLDINGS LTD.

NOTES TO THE FINANCIAL STATEMENTS

NOTE 2:-

ACCOUNTING PRINCIPLES (Cont.)

0.

Insurance business (Cont.)

2)

General insurance business

(h)

Reinsurance (Cont.)

2)

Reinsurance agreements in the motor car lines in a subsidiary

Reinsurance agreements of a subsidiary that was acquired on December
31, 2000 in the motor car lines stipulated a ceiling of maximum loss to a
reinsurer according to a cumulative calculation. Up to the end of 1999,
the liability to reinsurers was calculated under the assumption that there
will be an improvement in the underwriting results in a number of years
and the reinsurers will not record accumulated losses in the future. For
the purpose of the financial statements as of December 31, 2000, it was
decided not to operate under the above assumption and to renew the
calculation of the liabilities to reinsurers, according to the agreements. As
a result, the liability to reinsurers increased by about NIS 25 million as of
December 31, 2000.

In addition, there is an additional exposure to reinsurers’ claims in relation
to reinsurance agreements in motor casco the amount of which cannot be
estimated at this stage. This exposure is included in the subsidiary’s
previous shareholders’ liability to bear certain claims of the subsidiary
(see note 13b(2)(b) below).

Recognition of income

(M

2

Leasing of assets - allocated on an accrual basis over the period the

assets are leased.

From construction business - The subsidiary’s recognition of income from sale of

projects is usually upon its sale, but not before the
proceeds from the sales of the project constitute at
least 50% of its total expected income and at least
25% of the project is completed. The recognition of
income in these cases is by multiplying the proceeds
from the sale with the rate of completion of the
project.
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p. Recognition of income (Cont.)

(3) From insurance business - See note o’ above.

(4)  Software sales - Income from software sales is recognized according
to the American Standard SOP 97-2 (as updated by
SOP 98-4). According to this Standard, income
from sale of software licenses is recognized when
the following conditions are fulfilled: the software is
passed to the customer, the collection of the
payment is probable, the amount of the agreement is
determined or can be determined and there is an
objective and convincing proof that there is an
agreement and the company is able to allocate the
proceeds amongst the components of the agreement.

q-. Derivative financial instruments

The Company engages in option agreements in order to reduce the risks involved in exposure
to changes in the interest rates of foreign currency balances. The results from the option
agreements are allocated to the financing item in the statement of profit and loss during the
period of change in the interest rate for the protected balances.

r. Earnings per share

The earnings per share is calculated in accordance with Statement No. 55 of the Certified
Public Accountants in Israel.

S. Exchange rates and linkage

1)  Assets and liabilities in foreign currency or linked thereto are included at the
representative exchange rates published by the Bank of Israel and which were effective
as of balance sheet date.
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NOTE 2:-
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S.

Exchange rates and linkage (Cont.)

2)  Assets and liabilities linked to the CPI are included in accordance with the CPI that
matches the asset or the liability.

Hereunder is information regarding the foreign exchange rate and the CPI:

Representative exchange rate of CPI for
Canadia Pound December
n
As of Dollar dollar Euro Sterling _in points *)
31.12.2002 4.737 3.001 4.970 7.633 182.0
31.12.2001 4.416 2.776 3.907 6.400 170.9
31.12.2000 4.041 2.691 3.763 6.032 168.5
31.12.1999 4.153 2.857 4.175 6.711 168.5
Rate of change in
the year ended % % % % %
31.12.2002 7.3 8.1 27.2 19.3 6.5
31.12.2001 9.3 3.2 3.8 6.1 1.4
31.12.2000 2.7 (5.8) (9.9) (10.1) -
31.12.1999 0.2) 6.3 (14.0) 3.0 1.3

* The CPI average for 100 = 1993.

Fair value of financial instruments

The Company and its subsidiaries have financial instruments which include, amongst others,
cash and cash equivalents, marketable securities, debtors and customers as well as financial
liabilities which include, amongst others, short term credit, creditors, suppliers, convertible
capital notes and debentures and long term liabilities.

The fair value of the above financial instruments, based on management’s estimate, is not
materially different from their value in the balance sheet, except for the market value of

convertible capital notes and debentures (see notes 22 and 23 hereunder).

Use of estimates for the preparation of financial statements

For the preparation of financial statements in accordance with generally accepted accounting
principles, the management is required to utilize valuations and estimates which affect the
reported amounts of assets and liabilities, and the disclosures in relation to contingent assets
and outstanding liabilities in the financial statements, as well as amounts of income and
expenses during the reported periods. The actual results may differ from these estimates.
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V.

Presentation of transactions between a corporation and its shareholder in control

Transactions between the Company and its shareholder in control are presented in accordance
with the Securities Regulations (Presentation of transactions between a Corporation and its
Shareholder in Control in the Financial Statements), 1996. Accordingly, the difference
between the proceeds paid to the shareholder in control for the transfer of the asset to the
Company and that of the asset’s value in the shareholder in control’s books is allocated to the
Company’s shareholders’ equity.

Adoption of recently issued accounting standards and their impact on the financial statements

During October 2001, the Israel Accounting Standards Board published Accounting Standard
No. 12 that deals with the discontinuance of adjusting financial statements and Accounting
Standard No. 13 that deals with the effects of changes in foreign exchange rates. In August
2002, Accounting Standard No. 14 was published which discusses financial reporting for
interim periods and in December 2002, Accounting Standard No. 17 that defers the
application of Accounting Standards No. 12 and 13 to January 1, 2004. In February 2003,
Accounting Standard No. 15 regarding the impairment of assets was published.

According to Standard No. 12 and 17 that deal with the discontinuance of adjusting financial
statements, beginning January 1, 2004, financial statements will discontinue to be adjusted
for inflation in Israel. Until December 31, 2003, the Company will continue to prepare
adjusted financial statements in conformity with Opinion No. 36 of the Institute of Certified
Public Accountants in Israel. The adjusted amounts included in the financial statements as of
December 31, 2003, will serve as the starting point for nominal financial reporting beginning
January 1, 2004.

Accounting Standards No. 13 and 17 determine the rules dealing with the effect of the change
in foreign exchange rates. These Standards replace Interpretation No. 8 and Interpretation
No. 9 to Opinion No. 36 of the Institute of Certified Public Accountants in Israel, which are
eliminated at the time of discontinuance of the adjustment of the financial statements. The
Standard deals with translation of foreign currency transactions and translation of financial
statements of foreign operations for the purpose of their inclusion in the financial statements
of the reporting company. The translation principles of Accounting Standard No. 13 are
different from those applied until now. Accounting Standard No. 13 will apply to financial
statements for periods beginning after December 31, 2002.

The aim of Standard No. 14 regarding financial reporting for interim periods is to determine
the minimum content of financial statements for interim periods as well as to determine the
recognition and measurment regulations in the financial statements for interim periods. Also,
the interim financial statements will include a summary of segmental of information similar
to the information included in the annual financial statements. This Accounting Standard,
based the International Accounting Standard No. 34, Financial Reporting for Interim Periods,
replaces the Opinion No. 43 of the Isaeli Accounting Standards Board regarding interim
financial statements, and Opinion No. 60 regarding the correction of Opinion No. 43
regarding the cancellation of the obligation to include information on nominal data in the
interim financial statements. This Standard will will apply to financial statements for periods
beginning on or after January 1, 2003.
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NOTE 2:-

NOTE 3:-

ACCOUNTING PRINCIPLES (Cont.)

W.

Adoption of recently issued accounting standards and their impact on the financial
statements (Cont.)

On January 27, 2003 Accounting Standard No. 15 regarding the impairment of assets was
published. The Standard is based on the International Accounting Standard No. 36 and
determines the accounting and disclosure, required in the case of impairment/cancellation of
Company assets, including investments in investees that are not subsidiaries, goodwill
resulting from the acquisition of a subsidiary and adjustments in fair value. This Standard
will apply to financial statements for periods beginning on or after January 1, 2003.

The transitory instructions of the Standard state that losses due to impairment, resulting from
the application of this Accounting Standard will be recognized in the profit before income
tax, except for an asset impairment loss not previously recognized only when the total net
uncapitalized future cash flows is greater than the book value, which will be attributed to the
profit and loss statement in the item "accumulated effect at the beginning of the year of
change in accounting principle".

As a result of the application of Accounting Standards No. 12, 13 and 17 beginning in the
year 2004, Company management estimate, without the correction of other Accounting
Standards, the effects of the real state results yield, the Company's profits, as it will be
reported in the future, may be significantly lower compared to the Company's income
reported in recent years based on the existing Accounting Standards. This change will have
no effect on the Company’s cash flows.

The adoption of the new Standards, as discussed above, will have a significant effect on its
results of operations, financial position and cash flows.

Convenience translation into U.S. Dollars

The adjusted financial statements as of December 31, 2002 and for the year then ended, have
been translated into United States dollars using the representative exchange rate of the United
States dollar as of December 31, 2002 (U.S. $ 1 = NIS 4.737). The translation was made
solely for the convenience of the readers. It should be noted that the adjusted New Israeli
Shekel figures do not necessarily represent the current cost amounts of the various elements
presented and that the translated United States dollar figures should not be construed to
represent amounts that are receivable, payable or convertible into dollars.

CASH AND CASH EQUIVALENTS

CONSOLIDATED COMPANY
December 31, December 31,
2002 2001 2002 2001
Adjusted NIS in thousands
Bank and cash in NIS 26,894 17,592 461 238
Bank and cash in foreign currency 86 203 3 149
Short term deposits in NIS 8,469 2,287 434 389
Short term deposits in foreign currency 77,402 22,618 - 2,251
112,851 42,700 898 3,027
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NOTE 4:- DEPOSITS WITH FINANCIAL INSTITUTIONS

Consolidated
Interest December 31,
rate *) 2002 2001

Adjusted NIS in thousands

Deposits in financial institutions -
Linked to the CPI 6% 1,450 2,538
* The interest rates are as of December 31, 2002.
NOTE 5:- SHORT TERM INVESTMENTS
Consolidated Company
December 31, December 31,
2002 2001 2002 2001
Adjusted NIS in thousands
a. Marketable securities are
presented at market value:
Shares 652 996 411 326
b. Marketable securities are
presented at cost:
Current maturities of bonds
(see note 14) 6,463 6,593 - -
7,115 7,589 411 326
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Debit balances for insurance companies and reinsurance -

current account

Debit balances of local companies for subrogations as of

reporting date — maturity:
One year before reporting date

Over a year and less than two years before reporting date
More than two years before reporting date

OUTSTANDING PREMIUMS

Unlinked
Linked to the CPI

Less: provision for doubtful debts

Divided into:
General insurance
Life assurance
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NOTE 6:- CUSTOMERS
CONSOLIDATED COMPANY
December 31, December 31,
2002 2001 2002 2001
Adjusted NIS in thousands
Lease of real estate *) 22,185 22,416 84 504
Purchasers of apartments
in a construction project 943 195 - -
Others 1,317 2,536 - -
Total 24,445 25,147 84 504
Less: provision for doubtful debts 40 22 - -
24,405 25,125 84 504
* Including customers in
foreign currency (mainly
Pounds Sterling) 21,188 16,024 - 422
INSURANCE COMPANIES — DEBIT BALANCES
CONSOLIDATED
December 31,
2002 2001

Adjusted NIS in thousands

8,071 -
17,492 13,481
11,556 7,516

6,127 5,495
43,246 26,492

CONSOLIDATED

December 31,
2002 2001

Adjusted NIS in thousands
38,726 26,673
52,650 50,504
91,376 77,177
499 437
90,877 76,740
90,785 76,631
92 109
90,877 76,740
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NOTE 9:- DEBTORS AND DEBIT BALANCES

CONSOLIDATED COMPANY
December 31, December 31,
2002 2001 2002 2001

Adjusted NIS in thousands

Prepaid expenses in respect

of insurance claims 9,522 8,727 - -
Other prepaid expenses 11,792 9,803 79 622
Income receivable - 52 - 130
Deferred taxes [see note 29¢] 8,360 13,932 - -
Income taxes 5,748 7,858 203 222
VAT 1,022 - - -
Related companies - - 67 -
Deposit for acquisition of a
company [see note 13b(2)(b)] 1,846 2,030 - -
Current maturity of long term loan
[see note 15] 5 523 - -
Others 2,774 5,576 - 6
41,069 48,501 349 980
NOTE 10:- INVENTORY OF BUILDINGS FOR SALE
a. Composition:
CONSOLIDATED
December 31,
2002 2001
Adjusted NIS in thousands
Costs:
Land 57 1,530
Cost of land development and construction
(through a performing contractor) 526 11,536
Total *) 583 13,066
*) Out of this inventory of completed apartments 430 12,973
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ZUR SHAMIR HOLDINGS LTD.

NOTES TO THE FINANCIAL STATEMENTS

NOTE 10:- INVENTORY OF BUILDINGS FOR SALE (Cont.)

b. According to building permits issued to the Company, the Company built six residential
apartment buildings in three construction units which include 200 residential units in the
Chen Hatzafon Project in Petach Tikva.

Hereunder are details regarding the apartments that were sold in each construction unit:

Number of
apartments
Number of sold in the Number of
apartments reporting apartments sold
in each unit year 2002 2001
First unit 66 - 66 66
Second unit 68 - 67 67
Third unit 66 23 66 43
200 23 199 176

NOTE 11:- INVESTMENTS OF AN INSURANCE COMPANY

CONSOLIDATED
December 31,

2002 2001
Adjusted NIS in thousands
Cash and cash equivalents 90,908 86,676
Bonds (a) 314,720 261,938
Marketable shares 25,770 45,101
Mutual funds 20,287 15,897
Options 384 17,799
Loans (b) 2,867 3,016
Bank deposits (©) 211,153 149,113
666,089 579,540
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ZUR SHAMIR HOLDINGS LTD.

NOTES TO THE FINANCIAL STATEMENTS

NOTE 11:- INVESTMENTS OF INSURANCE COMPANIES (Cont.)

a. Bonds
CONSOLIDATED
December 31,
2002 2001
Adjusted NIS in thousands

Issuers and linkage basis of bonds
(1)  Israeli Government issue or guarantee:

Marketable in Israel

Linked to the CPI 142,487 136,894
Linked to the dollar rate of exchange 20,384 7,386
Unlinked 46,344 36,206
209,215 180,486

Marketable outside Israel 5,849 9,461
215,064 189,947

(2)  Other issuers:
Marketable in Israel:

Linked to the CPI 89,162 50,617
Linked to the dollar rate of exchange 3,313 7,705
Unlinked 6,420 2,259
98,895 60,581
Marketable outside Israel 761 11,410
99,656 71,991
Total bonds 314,720 261,938
b. Loans:
CONSOLIDATED
December 31,
2002 2001
Adjusted NIS in thousands
Linked to the CPI:

Secured by mortgages on buildings 1,892 2,140
Loans to employees 975 876
2,867 3,016
Average interest rates (%) 3.0 33
Average life span (years) 8.1 8.8
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NOTES TO THE FINANCIAL STATEMENTS

ZUR SHAMIR HOLDINGS LTD.

NOTE 11:- INVESTMENTS OF INSURANCE COMPANIES (Cont.)

c. Bank deposits

As of December 31, 2002:

Linked to the CPI
Unlinked

As of December 31, 2001:

Linked to the CPI
Unlinked

Average
interest Average Linkage
rate life span basis
Adjusted
NIS in
% Years thousands
6.06 6.09 199,843
7.94 0.13 11,310
211,153
6.07 2.72 120,701
4.60 1.04 28,412
149,113

NOTE 12:- REINSURERS' SHARE IN INSURANCE RESERVES AND OUTSTANDING CLAIMS

Insurance reserves:

Life assurance
General insurance

Outstanding claims:

Life assurance
General insurance

CONSOLIDATED

December 31,

2002

2001

Adjusted NIS in thousands

1,611 175
4,357 3,099
5,968 3,274
588 107
27,958 38,230
28,546 38,337
34,514 41,611
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ZUR SHAMIR HOLDINGS LTD.

NOTES TO THE FINANCIAL STATEMENTS

NOTE 13:- INVESTMENT IN INVESTEES

a. Composition

Consolidated balance sheet

Cost of Accumulated
shares losses Total
Adjusted NIS in thousands
As of December 31, 2001
Earnix Inc. *) 876 (412) 464
*) Earnix Inc. (hereunder - Earnix)

Earnix Inc. (hereunder - Earnix) is registered in the United States and holds a
subsidiary, Earnix Ltd., in Israel which operates in development and marketing of
software for management of pricing and income. Earnix is held by a subsidiary, Direct
Insurance - Financial Investments Ltd. (hereunder - Direct Insurance) and began its
business activities in May 2001. The rate of ownership and control in Earnix dropped
from 38.25% as of December 31, 2001 to 17.9% as of December 31, 2002 as a result of
the allocation of additional stock to an existing shareholder at the beginning of the year
2002. In accordance with this the investment in Earnix was classified as a fixed
investment as of the reporting year, see note 14 below.
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NOTES TO THE FINANCIAL STATEMENTS

ZUR SHAMIR HOLDINGS LTD.

NOTE 13:- INVESTMENT IN INVESTEES (Cont.)

a. Composition (Cont.)

Company balance sheet

Profit
from
issue to
Company's Reserves third
Percentage shares and party and
in equity held accumulated  expiry of a
and Cost of by a surplus subsidiary’s
control shares subsidiary (losses) options Total Loans Total
As of December 31, 2002:
Direct Insurance -
Financial Investments Ltd. (b) 52.25% 38,801 49,674 2,935 91,410 91,410
Adgar Investments and
Development Ltd. (c) 100% 186,345 4,040 6,8