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AUDITORS' REPORT
To the Shareholders of

INDUSTRIAL BUILDINGS CORPORATION LTD.

We have audited the accompanying consolidated balance sheets of Industrial Buildings Corporation Ltd
("the Company) as of December 31, 200and 208, and the related consolidated statements of income,
compehensive incomeshanges in equity and cash flows for each of the years ended Decemberd320P®and
200. These financial statements are the responsibility of the Corspaogrd of directors and management. Our
responsibility is to express an opinion these financial statements based on our audits.

We did not audit the financial statements of certain subsidiaries, whose assets constitute appr@dhately
and 307% of total consolidated assets as of December 319 200 20@, respectively, and ose revenues
constitute approximatel7.5%, 45.4%6 and69.8% of total consolidated revenues for the years ended December 31,
2009, 208 and 200, respectively. Furthermore, we did not audit the financial statements of certain associates thal
are presentedt equity the investment in which amounted\i® 140,944thousand antlIS 22,765thousand as of
December 31, 2@and 208, respectively, and the Compasiysharein their earnings (losses) amounted to
NIS (448 thousandNIS (2,366)thousand antlIS 29 thousand for the years ended December 319,28@38 and
2007, respectively. The financial statements of those companies were audited by other auditors, whose reports ha
been furnished to us, and our opinion, insofar as it relates to amounts incluttexs&companies, is based on the
reports of the other auditors.

We conducted our audits in accordance with generally accepted auditing standards in Israel, including thos
prescribed by the AuditdrRegulations (Auditds Mode of Performance), 1973. Tkostandards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts ar
disclosures inthe financial statements. An audit also includes assessing the accounting principles used an
significant estimates made by the board of directors and management, as well as evaluating the overall financi
statement presentation. We believe that ourtawadid the reports of other auditors provide a reasonable basis for
our opinion.

In our opinion, based on our audits and the reports of other auditors, the financial statements referred t
above present fairly, in all material respects, the financialtipnsof the Company and its subsidiaries as of
DecembeBl, 20® and 20@, and the results of their operations, changes in their equity and cash flows for each of
the years ended December 31, 20@0®8 and 200, in conformity with International FinancidReporting
Standards"(FRS') and with the provisions of the Israeli Securities Regulations (Annual Financial Statements),

2010
Tel-Aviv, Israel KOST FORER GABBAY & KASIERER
March 2, 2010 A Member of Ernst & Young Global



CONSOLIDATED BALANCE SHE ETS

INDUSTRIAL BUILDINGS CORPORATION LTD.

ASSETS

CURRENT ASSETS:

Cash and cash equivalents

Shortterm investments

Trade receivables

Other accouts receivable

Taxes receivable

Inventories of apartments for sale

Inventories of land for residential construction

NON-CURRENT ASSETS:

Other financial assets

Long-term deposits and receivables
Investments in investees

Investment property

Investment property undeedelopment
Inventories of land for residential construction
Fixed assets

Intangible assets

Deferred taxes

Note

December 31,

2009

2008

NIS in thousands

3
4
5
6
27
7a

7d(6)
7b

10
11
7c
12
13
26d

The notes to the consolidated financial statements are an integral part thereof.

81,338 148,397
393,112 201,608
147,669 126,315
125,958 228,685

27,611 20,891

38,850 38,014

31,013 -
185,968 183,150

1,031,519 947,060
3,657 3,103
1,527,786 1,500,779
714,247 647,731
7,404,208 7,158,849
122,167 233,236
178,341 232,807

15,035 9,442

20,354 19,380

54,698 52,892

10,040,492 9,858,219
11,072,012 10,805,27¢




INDUSTRIAL BUILDINGS CORPORATION LTD.

CONSOLIDATED BALANCE SHEETS

December 31,

2009 2008
Note NIS in thousands
LIABILITIES AND EQUITY
CURRENTLIABILITIES:
Credit from banks and others 1l4a 537,377 678,529
Current maturities of lonterm liabilities 14b 687,681 473,046
Trade payables 15 64,641 63,884
Other accounts payable 16 135,352 144,582
Taxes payable 26 22,853 *) 24,728
Provisions 30 8,368 15,721
1,456,272 1,400,490
NON-CURRENTLIABILITIES:
Loans from banks 17 3,219,025 3,004,843
Othernon-currentliabilities 18 308,515 335,278
Tenantssecurity deposits 19 24,558 24,466
Debentures 20 2,939,647 2,930,460
Convertible debentures 21 22,282 42,369
Employee benefit liabilities 5,588 4,984
Deferred taxes 26d 596,918 *) 753,156
7,116,533 7,095,556
EQUITY ATTRIBUTABLE TO EQUITY HOLDERS OF THE
COMPANY: 28
Share capital 1,123,332 1,022,512
Share premium 180,706 180,706
Treasury shares (114,194 (101,039
Retained earnings 1,256,621 1,179,059
Other capital reserves 126,991 126,991
Currency translation adjustment (84,769 (106,260
Capital reserve from availabfer-sale financial assets - (153
2,488,688 2,301,818
Minority interests 10,519 7,415
Total equity 2,499,207 2,309,233
11,072,012 10,805,279
*) Reclasified.
The notes to the consolidated financial statements are an integral part thereof.
March 2, 2010
Date of approval of the Eliezer Fishman Dalit Barun Oren Halotzi
financial statements Chairman of the Boarc CEO CFO



INDUSTRIAL BUILDINGS CORPORATION LTD.

CONSOLIDATED STATEMENTS OF INCOME

Year ended December 31,

2000 2008 2007
NIS in thousands
Note (except per share amounts)
Revenues:
Rental income 590,870 575,595 537,426
Management fees 86,702 80,138 66,501
Saleof apartments 2,188 28,196 569,296
Sale of fuel 8,014 9,384 5,758
Management of buildings and infrastructures 3,731 8,646 7,802
Total revenues 691,505 701,959 1,186,783
Cost of maintenance and management 25a 175,286 168,149 184,215
Cost of apartments sold 2,123 22,117 407,205
Cost of sale of fuel 6,729 8,060 4921
Cost of management of buildings and infrastructt 2,348 4,786 3,895
Gross profit 505,019 498,847 586,547
Increase (decrease)far value of investment
property (113,555 (178,856) 140,629
Selling and marketing expenses 25b 7,834 5,016 27,721
General and administrative expenses 25c 72,177 68,422 61,677
Gain from sale of land held for construction 7d(6) 61,441 - -
Impairment loss of inventories of land for
construction 7d(1) (11,015) (14,026) -
Operating income 361,879 232,527 637,778
Financial expenses 25d 479,431 675,670 430,716
Financial income 25d 228,960 214,971 140,529
111,408 (228,172) 347,591
Gain from decrease in interests 9d1, 2 - - 16,762
Gain fromacquisition ofincrease in interests of(3) 41,590 36,861 1,148
Other income (expenses) 7,303 (5,585) 5,594
Companys sharen earnings (loss®) of associates (112,063) (205,070) 73,256
Income (loss) before taxes on income 48,238 (401,966) 444,351
Taxes on income 26¢ (132,300) (37,619) 94,472
Net income (loss) 180,538 (364,347) 349,879
Attributable to:
Equity holders of the Company 177,713 (357,486) 354,372
Minority interests 2,825 (6,861) (4,493)

180,538 (364,347) 349,879

Net earnings (loss) per share attributable to Ordil

equity holders of the pare(ih NIS): 29
Basic net earnings (loss) 0.57 (1.12) 1.09
Diluted net earnings (loss) 0.55 (1.12) 1.07

The notes to the consolidated financial statements are an integral part thereof.



INDUSTRIAL BUILDINGS CORPORATION LTD.

CONSOLIDATED STATEMENTS OF COMPREHENSIV E INCOME

Net income (loss)
Other comprehensive income (loss) (after tax effect):

Income (loss) with respea availablefor-sale financial
assets

Transfer to income statement with respect to availfdsle
sale assets

Adjustments from translation of financial statements

Companys sharén other comprehensive loss, net of
associates

Total other comprehensive income (loss)

Total comprehensive income (loss)

Attributable to:

Equity holders of the Company
Minority interess

Year ended December 31,

2009 2008 2007

NIS in thousands

180,538 (364,347% 349,879

- (1,427 22,309

- (4833 (19,553
30,553 (70,227} 20,860

(8,782 (31,073 (27,8969

21,771 (107,559 (4,279

202,309 (471,906 345,600

199,205 (461,330 348,453
3,104 (10,576 (2,853

202,309 (471,906 345,600

The notes to the consolidated financialestagnts are an integral part thereof.



CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

INDUSTRIAL BUILDINGS CORPORATION LTD.

Balance as of January 1, 200
Total comprehensivincome (0s9

Conversion of debentures into shares

Dividend

Acquisition of minority interest

Acquisition of newly consolidated
subsidiaries

Balance as of Bcember 31, 200
Total comprehensivéoss

Convesion of debentures into shares
Dividend

Acquisition of minority interest
Acquisition ofshares by the Company

Balance as of December 31, 200

Effect of early adoptionfdFRS 9

Total comprehensivencome

Issuance of shares (see Note 9f(3))
Dividend

Acquisition ofshares by the Company

Balance as of December 31, 200

Attributable to equity holders of the Company

Capital
reserve from
available-
Other Currency for-sale
Share Share Treasury Retained capital translation financial Minority Total
capital premium shares earnings reserves  adjustment assets Total interests equity
NIS in thousands

1,006,663 5,987 - 1,331,320 126,991 - 3,352 2,474,313 27,181 2,501,494
- - - 354,372 - (8,676 2,757 348,453 (2,853 345,600

15,703 173,299 - - - - - 189,002 - 189,002

- - - (46,382 - - - (46,382) - (46,382)

- - - - - - - - (2,859 (2,859

- - - - - - - 19,175 19,175
1,022,366 179,286 - 1,639,310 126,991 (8,676 6,109 2,965,386 40,644 3,006,030
- - - (357,486) - (97,584) (6,260) (461,330) (10,576) (471,906)

146 1,420 - - - - - 1,566 - 1,566
- - - (102,765) - - - (102,765) - (102,765)
- - - - - - - - (22,653) (22,653)
- - (101,039) - - - - (101,039) - (101,039)
1,022,512 180,706 (101,039) 1,179,059 126,991 (106,260) (151) 2,301,818 7,415 2,309,233

- - - (151) - - 151 - - -

- - - 177,713 - 21,492 - 199,205 3,104 202,309

15,880 84,940 - - - - - 100,820 - 100,820

- - - (100,000 - - - (100,000 - (100,000

- - (13,155 - - - - (13,159 - (13,159
1,038,392 265,646 (114,194) 1,256,621 126,991 (84,769 - 2,488,688 10,519 2,499,207

Thenotes to the consolidated financial statements are an integral part there of.



INDUSTRIAL BUILDINGS CORPORATION LTD.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activities:

Net income (loss)

Adjustments to reconcile net income (loss) to net cash provided by

in) operating activities:

Adjustments to the profit or loss items:

Write down of inventories of land for ostruction

Companys sharén losses (earnings) of associates
Amortization of excess of cost in associate

Gain fromdecreasén interests in associate

Gain from decrease in irtests in jointly controlled entity
Gain from sale of land held for construction of apartments
Deferred taxes, net

Loss (gain) from shoiterm investments, net

Change in employee benefit liabilities, net

Decrease (increase) in fair value of investment property
Depreciatiorand amortization

Interest andevaluation of longerm loans and debentures
Interest and revaluatioof long-term deposits and receivables
Gain from early redemption of debentures

Negative goodwill arising on acquisition

Loss (gain) from acquisition of minority interests

Changes in asset and liability items:

Decrease (increase) in trade receivables

Decrease in other accountsee@ble and longerm receivables
Increase (decrease) in trade payables

Increase (decrease) in other accounts payable

Increase (decrease) in tenastcurity deposits

Cash paid and received during the year for:
Interest paid

Interest received

Taxes paid

Taxes received

Net cash provided by current operations, before incrieasgentoies

of apartments for sale and invenésof land for residential
construction

Decrease (increasd) inventoiesof apartments for sale and invenées

of land for residential construction

Net cash provided by (used in) current operations

Thenotes to the consolidatdishancial statements are an integral part there of.

Year ended December 31,

2009 2008 2007
NIS in thousands
180,538 (364,347% 349,879
11,015 14,026 -
112,063 205,070 (73,259
- 3,682 -
- - (16,209
- - (5549
(61,442 - -
(141,032 (30,299 23,940
(61,872 100,470 (21,411
50 (74 65
113,555 178,856 (140,629
1,882 1,931 1,699
425,691 496,212 400,928
(154,527 (166,096 (97,912
(12,970 (54,149 -
(41,590 (19,377 (6,176
- (17,484 5,028
191,824 712,768 75,514
25,765 (21,407 6,293
20,103 13,483 111,978
(1,749 (2,519 (20,499
5,919 (23,477 (23,977
83 (8,109 3,786
50,130 (42,019 77,584
(304,120 (350,527% (302,030
87,722 66,694 56,932
(23,192 (26,899 (95,540
2,639 6,991 19,437
(236,95} (303,740 (321,20}
185,539 2,665 181,776
(33,659 (41,792 290,191
151,884 (39,1273 471,967




INDUSTRIAL BUILDINGS CORPORATION LTD.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from investing activities:

Purchase o&nd investments imvestmenproperty

Purchase ofrivestment property under development

Investment in fixed assets

Investment in intangible asset

Investment in longerm depogs

Withdrawal of longterm deposits

Purchase of sheterm investments

Proceeds from sale of shdaerm investments

Proceeds from sale of fixexbsets

Proceeds from sale of investment property

Grant of longterm loans

Repayment of longerm loans granted

Investment imssociates

Proceeds from sale afivestment in associates

Investment in initially consolidatecbmpaniega)

Investment in companies previously consolidated by the proportior
consolidatiormethod(b)

Investmenin company proportionately consolidated for the first tim
(©)

Proceeds from partial sale of investment in jointly controlled entity
Net cash used in investing activities

Cash flows from financing activities:

Shortterm credit from banks, net

Dividend paid

Receipt of longterm loans from banks
Repayment of longerm loans from banks
Receipt of other longerm liabilities

Repayment of other longrm liabilities

Isstance of debentures, net

Redemptiorof debentures

Acquisition of Company shares

Acquisition of minority interests in subsidiaries

Net cash provided bfused in)inancing activities
Translation differences from balances of cash and cash equivalent

Decrease in cash and cash equivalents
Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at the end of the year

Thenotes to the consolidated financial statements are an integral part there of.

Year ended December 31,

2009 2008 2007
NIS in thousands
105,453 (149,093 (594,514
(80,660) (113,720 (130,387
(7,475) (1,440 (1,443
(974) - -
- (260,000 (345,000
73,011 70,532 49,767
(201,428) (247,789 (210,578
81,516 126,421 369,097
- - 1
127,876 353,679 34,677
(99,069 (181,307 (138,093
131,755 4,780 27,489
(671) (77,649 (37,7M)
22,102 - -
- - (74,501
- - (23,789
- (18,761 (28,743
- - (401
(59,465 (494,343 (1,104,196
(125,601) 219,663 (461,487
(100,000) (102,769 (46,382
312,714 702,548 893,494
(196,396) (113,074 (112,448
18,760 3,625 4,094
(101,901) (59,234 (92,949
515,979 234,237 644,847
(472,271) (460,639 (355,379
(13,155) (101,039 -
- (4,098 (7,039
(161,871) 319,224 466,756
2,392 (4,813 255
(67,059) (219,059 (165,218
148,397 367,456 532,674
81,338 148,397 367,456




INDUSTRIAL BUILDINGS CORPORATION LTD.

CONSOLIDATED STATEMENTS OF CASH FLOWS

@

(b)

(©

(d)

Investment innitially consolidated companies:

The companiésissets and liabilities at date of acquisit

Working capital (excluding cash and cash equivalents
Intangible assets

Investment property

Fixed assets, net

Longterm liabilities

Deferred taxes

Investment in companies previously consoliddiedhe
proportionate consolidatiamethod

Thecompanie'sassets and liabilities at date of acquisit

Working capital (excluding cash and cash equivalents
Intangible assets

Fixed assts, net

Investment property

Longterm liabilities

Deferred taxes

Minority interests

Investment in company proportionately consolidated 1
the first time:

The compay's assets and liabilities:

Working capital (excluding cash and cash equivalents
Inventories of land

Investment property

Longterm liabilities

Significantnon-cashtransactions:

Sale of fixed assets on credit (see Note 7d)
Conversion of debentures (series D) into shares

Issuanc®f sharesn consideration for investment in
associate

Year ended December 31,

2009 2008 2007
NIS in thousands

- - 26,410

- - (6,862

- - (375,799

- - (844
- - 224,410

- - 58,184

- - (74,509

- - 17,865

- - (6,342

- - (841

- - (77,780

- - 15,835

- - 9,152

- - 18,323

- - (23,788

- 60,678 93

- (66,162 -

- (45,750 (28,836

- 32,473 -

- (18,761 (28,743
89,000 50,200 1,462
- 1,566 189,002
100,820 - -

Thenotes to the consolidated financial statements are an integral part there of.
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INDUSTRIAL BUILDINGS CORPORATION LTD.

NOTES TO CONSOLIDATED FI NANCIAL STATEMENTS

NOTE 1:- GENERAL

a.

Description of the Company

The Company is pmarily engaged in development, construction and acquisition of buildings in
Israel and overseas, designated for rental and sale, for use in industry, craft, commerce, high
tech and offices as well as for residential use, and in provision of managemeningland
supervision services for carrying our development and infrastructure work in residential and
industrial zonesn addition, the Company is engaged in development and sale of apartments, as
well as in management and maintenance of buildings letse®nants for commercial,
industrial, office, higktech and residential uses.

The Company is a public company whose shares have been listed for trading on the Tel Aviv
Stock Exchange since May 1993.

The Company also has debentures listed forrigadn the Tel Aviv Stock Exchange.

As of December 31, 2009, the Company,amonsolidated basisthe Group), has a working
capital deficiencyof approximatelyNIS 425 million. The Groufs operating cash flows do not
cover shorterm credit from barkincluding current maturities of its losigrm liabilities.

The Companyg Board of Directors believes that the foregoing does not indicate a liquidity
issue, based on the Compangash balance as of the balance sheet date, and considering the
steps whih the Company could take, as set forth beldw.of the signing date of these
financial statements, the Comp&ngash balances and-utilized credit facilities amounted to

NIS 280 million.

The Compan'g Board of Directors believes that the Company rivayease its liquidity by
means of(1) pledging urpledged assets in Israel, whose fair value as of the signing date of
these financial statements amounted\i8& 2.2 billion; (2) realizing the negotiable securities
portfolio; (3) obtaining financing frm foreign banks against properties acquired overseas
without using specific financing for said acquisitions; (4) partial refinancing of -tévont
credit.

Note that realization of the aforementioned means of action, in whole or in part, is uncertain
since they depend on external and maeconomic factors over which the Company has no
influence or limited influenceShould the Compars aforementioned assumptions fail to
materialize, in whole or in part, then the Compatiguidity may materially deteorate.

Definitions

In these financial statements:

The Company - Industrial Buildings Corporation Ltd.

The parent - Jerusalem EconamLtd. ("JEC).
company
The Group - Industrial Buildings Corporation Ltd. and its investees.
Subsdiaries - Companies in which the Company has a controlling interest (as def

IAS 27) and whose financial statements are consolidated wit
Compansys financial statements.

11



INDUSTRIAL BUILDINGS CORPORATION LTD.

NOTES TO CONSOLIDATED FI NANCIAL STATEMENTS

NOTE 1:- GENERAL (Cont.)

Jointly controlled - Companies ownedby multiple entities that have a contrac
entities arrangement for joint control, and whose accounts are consolidate
those of the Company using the proportionate consolidation methoc

Associates - Companies in which the Company has material influear@ which ar
not consolidated companies, where the Comigaimvestment in sa
companies in included on the financial statements at equity.

Investees - Subsidiariesjointly controlled entitieand associates.

Related parties - As defined in AS 24.

Interested parties - As defined inthe Israeli Securities Regulations (Annual Finan

and controlling Statements), 2010.
shareholder

NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES

a.

Basis of presentation of financial statements

The Company financial statements are compiled based on cost, with the exception of
investment property, derivatives and certain financial instrumenmtsch are measured at fair
value.

The Company has elected to present the statement of comprehensive incomenbtszd
operations attribute method.

Preparation format of financial statements

These financial statements have been compiled under International Financial Reporting
Standards"(FRS'). These standards include:

1. International financial reporting standa (IFRS).

2. International accounting standards (IAS).

3 Clarifications of international financial reporting standards (IFRIC) and of international
accounting standards (SIC).

Furthermore, the financial statements are in line with provisions of theittes Regulations
(Annual Financial Statements), 2010.

Consistent accounting policies

The accounting policy described below has been consistently applied to all periods presented.

12



INDUSTRIAL BUILDINGS CORPORATION LTD.
NOTES TO CONSOLIDATED FI NANCIAL STATEMENTS

NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.)

Changes to accating policies due to application of new standards

IAS 1 (Revised) Presentation of Financial Stateménts

Pursuant to the revised IAS 1, a separate statement is to be preseteatement of
Comprehensive Incomié which presents, in addition to thetrecome figure from the income
statement, all items directly recognized in equity during the reported period, which do not arise
from transactions with shareholders per se (other comprehensive income), such as adjustment
from translation of financial stements of foreign operations, fair value adjustments for
financial assets classified as held for sale, adjustments for plant, property & equipment
revaluation reserve etc. as well as the tax impact of said items also directly recognized in equity,
with appropriate attribution to the Company and to minority interédternatively, other
comprehensive income items may be presented together with income statement items in a singl
report titled"Statement of Comprehensive Incomehich replaces the incomeattment, with
appropriate attribution to the Company and to minority interéeims charged under
shareholdefsequity which arise from transactions with shareholders as shareholders (such as
capital issuance, dividend distribution etc.) shall be predent¢he statement of changes to
shareholdetsequity, as would the total transferred from the statement of total revenues, with
appropriate attribution to the Company and to minority interest.

This revision is applied starting on January 1, 2009 witlogpective application to comparison
figures.

IFRS 8"Operating segmerits

IFRS 8 discusses presentation of operating segments, and supersedes PAGUant to the
standard, the Company has adopted ‘tManagement Approathto reporting financial
periormance of operating segmentSegment information shall be the information used
internally by management to evaluate segment performance, and in order to make managemer
decisions with regard to resource allocation to operating segments.

The Company haadopted provisions of IFRS 8 starting on January 1, 2009, with retroactive
application to comparison figures.

Application of the standard had no material impact on presentation of segment reporting.

IAS 23 (Revised}Borrowing Cost$%

In accordance withihe revised IAS 23, borrowing costs that are directly attributable to the
acquisition, construction or production of a qualifying asset must be capitadizgallifying

asset is an asset that requires a significant period of time for its preparatisriritended use

or sale and includes fixed assets and inventories whose preparation for sale requires a length
period of time.The possibility of immediately carrying these costs as an expense has been
cancelled.

The revision was adopted as a prospectthange on Januaty 2009.Consequently, the

Company has started capitalizing borrowing costs related to qualifying assets whose
capitalization start date is on or after January 1, 2009.

13



INDUSTRIAL BUILDINGS CORPORATION LTD.
NOTES TO CONSOLIDATED FI NANCIAL STATEMENTS

NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.)

IAS 40- Investment Property:

Pursuant to an amendment to IAS 40, investment property under construction or development
for future use as an investment property will be classified as investment property if the fair

value model is applied and it can be measured fglifivestment property under construction

will be measured at cost if fair value can not be measured reliably until such time as the fair
value becomes reliably measurable or construction is completed, whichever comes earlier.

The Company applies thigvision by way of hence forward starting on January 1, 2008.
amount recognized in 2009 on the income statement with respect to impairment of investment
property under construction, amounted\t& 4.8 million.

IAS 28 (Revised} Investment in Associas:

Pursuant to an amendment to IAS 28, the test of impairment of an investment in an associate
will be carried out with reference to the entire investmektcordingly, a recognized
impairment loss is not allocated specifically but rather attributedeténivestment as a whole.
Therefore, the entire impairment loss previously recognized may be reversed to the extent thal
the relevant conditions are satisfied.

The Company applies this revision by way of hence forward starting on January 1, 2009.

IFRS7 - Financial instrumentdisclosure

The revised IFRS 7 requires further disclosures to be provided with regard to measurement of
fair value and to liquidity riskin accordance to the revision, further disclosure should be given,
inter alia, of the soute of data used in measurement, using three levels of fair value rating, for
all financial instruments measured at fair valliee revision further requires presentation of a
reconciliation of the opening balance to the closing balance, with regard taremaast of fair

value at level 3 (data source not based on market data), in addition to disclosure of any
significant transfers between fair value rating levels.

The revision is applied starting with financial statements for the year started on Jar2G09 1
by way of hence forward (and is not applied to comparative figures).

IFRIC 15"Agreements for Construction of Real Estate

IFRIC 15 sets forth rules for distinction between agreements for construction of real estate
which are within the scope oAS 11, and such agreements which are which are within the
scope of IAS 18When an agreement is specifically made for construction of a property or
combination of properties, such that the buyer may set the specification and changes there tc
the agreemeris within the scope of IAS 11.

Therefore, revenues are to be recognized based on completioHoatver, when the buyer
has no, or limited, capacity to intervene in setting the specification, the agreement is for sale of
real estate and within the gmof IAS 18.

This clarification is applied retrospectively starting on January 1, Z0@®.initial application
of the clarification had not material impact on the financial statements.

14



INDUSTRIAL BUILDINGS CORPORATION LTD.
NOTES TO CONSOLIDATED FI NANCIAL STATEMENTS

NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.)

IFRIC 16- Hedges of a Net Investment in a Foreign Operation

IFRIC 16 stipulates that a foreign currency risk may not be hedged if it relates to the cempany
presentation currency, but may only be hedged if it relates to the cospargtional currency.
Furthermore it is possible to hedge foreign currency risk for the functional currency of each
Group subsidiaryThe standard further stipulates that the hedging instrument may be held by
any group company.

The Company applies this clarification by way of hencevéod starting on January 1, 2009.
The initial application of the clarification had not material impact on the financial statements.

Early adoption of IFRS standards

The Group adopted IFRS"&inancial Instrumentsearly.

In November 2009, IFRS 9Finartial Instruments was published; this is the first stage in the
project to replace IAS 39Financial Instruments: Recognition and MeasurethdRS 9
focuses mainly on the classification and measurement of financial assets and applies to all
financial asses within the scope of IAS 39.

For change in accounting policy related to recognition and measurement of financial assets in
accordance with IFRS 9, see Note 2j.

IFRS 9 will be effective starting January 1, 2013. Early adoption is perniiigiel adogion
shall be made retrospectively, withstatement of comparison figures, subject to easements set
forth in the standard.

On January 1, 2009, the Group adopted, by way of early adoption, the aforementioned standar
for financial assets classified asa#ablefor-sale financial assets on the balance sheet as of
December 31, 2008nitial adoption of the standard was prospective, starting with financial
statements for periods starting on January 1, 2009, hence comparison figures of the standar
through sid date were not adjusted, in order to reflect the impact of initial application of the
standard.

The impact of initial application on opening balances as of this date resulted in charging of
capital reserves (net of tax effect) with respect to avaifteale financial assets to retained
earnings, amounting tNIS 151 thousand, along with -tassificationof said financial assets
under financial assets measured at fair vélbeugh profit or lossThe carrying amount of thus
re-classified financiabssets iSNIS 102,250 thousand as of January 1, 200%re was no re
classification of other financial instruments of the Group.

The Group adopted early the revision to IASPtesentation of Financial Stateménts

The revision to IAS 1 discusses cldissition of liabilities as current or necurrent in reference

to convertible financial instrument® accordance with the revision, liability terms which allow

the counteparty at any time to cause the entity to discharge its liability by issuing equity
instruments, do not per se influence the classification of the liability on the balance sheet as s
current or norcurrent liability. The revision has no impact on the Compsrgonsolidated
financial statements, since the debt component (excluding cuneguatities) is presented on the
balance sheet as a nourrent liability, by disposition date based exclusively on the cash
repayment date.

This revision is applied starting on January 1, 2009 with retrospective application to comparison
figures.
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b.

Major considerations, estimates and assumptions in compiling financial statements
Considerations

In applying major accounting policy, the Group has applied its judgment and has considered the
following issues which have the most material impact on amounts recognized on the financial

statements:

- Impairment of availablkfor-sale financial assets

Upon each balance sheet date, the Group reviews for existence of any objective indication
of impairment of tke asset.For such review for impairment, the Group exercises
judgment with regard to any indications of objective evidence with regard to the
percentage decline in fair value, as well as to duration of the impairment of fair Satue.

also section j.

- Operating leasing of investment property

The Group classifies its portfolio of leased investment property as an operating lease,
since it effectively maintains the risk and reward associated with ownership of these
properties.

- Acquisition of subsidiarie thd are not business combinations

In accordance with IFRS 3, upon acquisition of subsidiaries and operations, the Company
assesses whether said acquisition constitutes business combination pursuant to IFRS 3.
The assessment is based on the followimguonstances which indicate acquisition of a
business:Large number of properties acquired, existence of significant associated
services related to property operation, and complexity of property manag&eerulso
section m.

- Reliable measurement of faialue of investment property under construction

In order to review whether the fair value of investment property under construction may
be reliably measured, the Group considiettger alia, the following relevant criteria:

1. Location of the propertunder development in a location where the market is well
developed and liquid

2. Price quotes from recent transactions or previous valuations of acquisition or sale
of properties in similar condition and location

3. Signing of construction agreement witke@ntractor

4.  Obtaining construction permits

5. Percentage of area designated for leasing which has been leased in advance fc
tenants

6. Reliable estimate of construction cost

7 Reliable estimate of the value of the completed property.

When a review ofhe aforementioned elements indicates that the fair value of investment
property under construction may be reliably measured, the property is presented at fair
value, in line with Group policy concerning investment propeklyhen reliable
measurement is hgossible, investment property under construction is measured at cost,
net of impairment lossif any. See also section o.
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Estimates and assumptions

The preparation of financial statements requimamagement to use estimates and assumptions
that affect the application of accounting policies and the reported amounts of assets, liabilities,
income and expense$he underlying estimates and assumptions are constantly reviewed.
Changes to accounting esates are charged in the period when the estimate was changed.

The following are the major assumptions made in the financial statements with regard to
uncertainty as of the balance sheet date as well as critical estimates calculated by the Groug
where amaterial changes in such estimates and assumptions may alter the value of assets an
liabilities in the financial statements for the next reporting year:

- Fair value of investment property

Fair value, including of investment property under constructisndetermined by
independent valuators based on economic valuations that involve use of valuation
techniques and assumptions as to estimates of expected future cash flows from the
property, and estimate of the appropriate discount rate for these cash d® well as
management estimates that are based on economic mat&scalculation involves
making assumptionsnter alia, as to the discount rates, continued lease of the properties
by current tenants, including during optional periods, and occypates at the different
properties.Such estimates are subject to significant uncertaify further information

see section o.

- Inventory of buildings under construction

Net realizable value is determined based on Company estimates, which inckaiests
and estimates of expected receipts from sale of project inventory and the construction cost
necessary to make the inventory ready for $ade further information, see section g.

- Lawsuits

In estimating the possible outcome of lawsuits fileghiast the Company and its
investees, the companies have relied on the opinion of legal colihesk estimates by

legal counsel are to the best of their professional judgment, considering the stage of these
proceedings as well as accumulated legal egpeé on the different issueSince the
outcome of thee lawsuits would be determined by the Court, said outcomes may differ
from the aforementioned estimates.

- Impairment of goodwiill

The Group reviews goodwill for impairment at least annudllge revew required
management to estimate expected future cash flows from continued use of the cash
generating unit, and to estimate the appropriate discount rate for such cash-tiows.
further information, see section t.

- Deferred tax assets

Deferred tax asets are recognized due to caioyward losses for tax purposes and
temporary, unused differences, if future taxable revenue is expected which would allow
them to be usedvlanagement discretion is required in order to determine the amount of
deferred taxasset which may be recognized based on timing, the amount and source of
expected taxable revenue and tax planning strategyfurther information, see section

V.
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C.

Consolidatedinancialstatements

The consolidated financial statements include the financial statements of companies that are
controlled by the Company (subsidiarie§pntrol exists when the Company has the means,
directly or indirectly, to set financial and operating policy for thetrmdled companyWhen
reviewing control, the impact of potential voting rights exercisable as of the balance sheet date
is accounted forConsolidation of the financial statements occurs starting on the date control
was achieved, and until such date agm@dimas been discontinued.

Material balances and reciprocal transactions, as well as income or loss due to transaction:
between Group companies have been entirely cancelled in the consolidated financial statements

Minority interest with respect to satdliaries represent the minority shareholdprsportionate
interest in the comprehensive income (loss) of the subsidiaries and fair value of the net asset
upon the acquisition of the subsidiari@hiese are presented separately under the Corspany

equity.

Acquisition of minority interest by the Group is charged against goodwill, which is calculated as
the difference between consideration paid by the Group and the amount of the acquired portion
of minority interest which is deecognized upon the acquien date.If this difference is
negative, income is recognized equal to this differedpen realization of a holding stake in a
subsidiary, with no loss of control, income or loss is recognized equal to the difference between
proceeds received by the @ip and the carrying amount of minority interest in the subsidiary
which was added to Company equity, accounting for both realized goodwill with respect to the
subsidiary, if any, and for translation differences with respect to foreign operations clarged t
equity, if any, in accordance with the decrease in holding rate in the subsidiary.

The minority interest in a subsidiary with an equity shortfall, sharesgbeoin the subsidialy
loss- up to the amount of loans and liabilities (including accrueerést with respect to said
loans) and commitments to provide loans.

The consolidated financial statements include the financial statements of a jointly controlled
entity where the shareholders have a contractual arrangement that establishes joinardntrol
which is consolidated in the Compasmgccounts using the proportionate consolidation method.
The Company combines in its consolidated financial statements its share of the assets
liabilities, income and expenses of the jointly controlled entity wiithilar items in its financial
statements.Significant balances and transactions, as well as gain or loss arising from
transactions between the Company and the jointly controlled entity are reversed in accordance
with the Companyg holding stake in the ijat control.

The financial statements of the Company and of consolidated companies are compiled as of the
same dates and period8nancial policy in financial statements of consolidated companies has
been applied uniformly and consistently with the polapplied to the Comparfsyfinancial
statements.
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d. Functional currency and foreign currency

1.

Functional and presentation currency
The presentation currency of these financial statements is NIS.

The functional currency, which is the currency that best reflects the economic
environment in which the Company operates and conducts its transactions, is separately
determined for each Group entity, including an associate presented at equity, and is usec
to measure its financial position and operating resditee Company functional
currency is the NIS.

When the functional currency of a Group company differs from that of the Company, the
Group company is a foreign operation whose financial statememtadattranslated for
inclusion on the Compatsgyfinancial statements as follows:

a) Assets and liabilities at each balance sheet date (including comparison figures) are
translated at the closing rate on each balance sheeGaatéwill and all fair value
adjustments to book value of assets and liabilities on the acquisition date of the
foreign operation are treated as assets and liabilities of the foreign operation and
are translated at the closing rate on each balance sheet date.

b) Incomeand expensefor all periods presented in the income statement operations
(including comparison figures) are translated using average exchange rates for all
presented periods; however, in case of significant fluctuations in exchange rates,
incomeand expenses have Ipeganslated using the exchange rates as on the date
of the actual transactions.

c) Share capital, capital reserves and other capital transactions are translated using the
exchange rate on the date when they are generated.

d) The income balance are tréated based on the starting balance, translated using
the exchange rate on that date and other relevant transactions (such as dividends
during the period, translated as set forth in sections b) and c) above.

e) All translation differences generated haween charged as other comprehensive
income (loss) to a separate item in sharehol@epgity, under the capital reserve
"adjustments due to translation of financial staterients

Upon disposal of foreign operations, in whole or in part, the other comgiebencome
(loss) is transferred to the income statement.

Intra-group loans for which settlement is neither planned nor likely to occur in the
foreseeable future are, in substance, a part of the investment in that foreign operation anc
are accounted faas part of the investment and the exchange differences arising in these
loans (net of tax effect) are recognized in the same component of equity as discussed in e
above.

Exchange differences in respect of a foreign currel@eyominated financial instrume

which constitutes a net investment hedge in foreign operations, are recognized net of tax
effect, as other comprehensive income (loss) in equity, under capital reserve from
hedging transaction©n disposal of the net investment, these translatioerdiftes are
recognized in the income statement (see also section k. below).
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2.

Transactions, assets and liabilities denominated in foreign currency

Transactions denominated in foreign currency (anyeoey other than the functional
currency) are recorded upon their initial recognition according to the exchange rate in
effect on the date of the transacti®ubsequent to initial recognition, financial assets and
liabilities denominated in foreign cumey are translated upon each balance sheet date
into the functional currency, using the exchange rate on said Hathange rate
differentials, except those capitalized for qualified assets or recognized in equity for
hedging transactions, are recognizedthe income statememMion-monetary assets and
liabilities presented at cost are translated into using the exchange rate as of the transactio
date. Non-monetary assets and liabilities denominated in foreign currencies that are
presented at fair valuearetranslated to the functional currency at the exchange rate on
the date on which the fair value was determined.

CPHinked financial items

Financial assets and liabilities which under their terms are linked to changes in the
Consumer Price Indexilsrael {CPI') are adjusted based on the applicable CPI value,
upon each balance sheet date, in accordance with terms and conditions of the agreement
Linkage differentials arising from such adjustment, except those capitalized for qualified
assets or mognized in equity for hedging transactions, are recognized on the income
statement.

Following are data regarding the exchange rates of the principal currencies and consumelt
price indices in countries in which the Group operates:

Israeli CPI *)
Index Known
for index Us.$ Euro Can$ CHF
%
Rate of change in year ended:
December 31, 2@ 3.9 3.8 (0.01) 2.7 15.7 29
December 31, 2D 3.8 45 (1.1) (6.4) (20.7) 4.2
December 31, 200 34 2.8 (9.0) 1.7 7.7 (1.3)
December 31, 2@ (0.05) (0.3) (8.2) 2.2 (8.2) (0.9)
Israeli CPI (points) Representative exchange rate (NIS)
As of:
December 31, 2@ 206.2 206.2 3.775 5.442 3.603 3.667
December 31, 20 198.4 198.6 3.802 5.297 3.113 3.565
December 31, 200 191.2 190.0 3.846 5.659 3.923 3.420

*) According to an average basis of 1993 = 100.

e.  Cash equivalents

The Company considers unrestricted highly liquid investments, including-tehmrtbank
deposits purchsed with original maturities of three months or less, to be cash equivalents.

f. Shortterm deposits

Shortterm bank deposits whose original term exceeds 3 months from the date of investment.
Deposits are presented in accordance with their terms addions.

20



INDUSTRIAL BUILDINGS CORPORATION LTD.

NOTES TO CONSOLIDATED FI NANCIAL STATEMENTS

NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (Cont.)

g.

Provision for doubtfulccounts:

The provision for doubtfulaccountsis specifically determined for debt whose collection
company management deems doubtful, and a general provision madsedmpaired accounts
receivable are disposed upon such date when it is determined that said debt may no longer b
collected.

Inventoiesof apartments for sale and invenésrof land for residential construction

Cost of inventory includes direirtentified costs with respect to cost of land, such as taxes, fees
and levies as well as construction co§thke Company also capitalizes, as part of cost of
inventoies of buildings and apartments for sale, any borrowing costs incurred in the period afte
the Company had already started land development activitiescapitalized costs are charged

to expenses, along with other project costs, when revenue is recognized.

Inventoiies of land acquired by the Group in a receipt combination transaction, byhdre

Group commits to provide cash dependent on the selling price of apartments to be constructec
on said land, is measured at fair value of the land and of the financial obligation generated with
respect to expected future paymelissubsequent perigdthe financial liability is reneasured

based on expected cash flows payable, discounted using the original effective interest rate of th
liability in each periodChanges in present value of discounted cash flows are recognized under

cost ofinventores.

Inventories of buildings and apartments for sale are measured at the lower of cost and ne
realizable valueNet realization value is the estimated sale price in the normal course of
business, less estimated costs to completion and costs requiresl $aid.

Operating cycle

The normal operating cycle of the Company is longer than one year, particularly with respect to
contracting work in respect of which the operating cycle can even be two to threeAgears.
result, current assets and currdéiabilities include items whose realization is intended and
anticipated within the normal operating cycle of the Compa¥len the operating cycle is
longer than one year, assets and liabilities related to this activity are classified on the balance
sheetunder current assets and liabilities, in accordance with the operating cycle.

Financial instruments
Financial assets

Accounting policy applied to financial statements through December 31, 2008fqgutial
adoption of IFRS 9

Financial assetwithin the scope of IAS 39 are initially recognized at fair value plus directly
attributable transaction costs, except for investments at fair value through profit or loss with
respect to which transaction costs are carried to the income statement.
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After initial recognition, the accounting treatment of investments in financial assets is based on
their classification into one of the following four categories:

= =4 4 -4

=

Financial assets measured at fair vahreugh profit and loss
Investments held to maturity

Loans and receivables

Financial assets held for sale

Financial assets measured at fair vahreugh profit and loss

The Group has financial assets measured at fair value in the income statieatent
include financial assets held for trade and financial assets intended, upon their initial
recognition, to be presented at fair value, with changes there to recognized in the income
statement.

Financial assets are classified as held for trade if they winandy acquired for sale or
re-purchase in the near term, if they are part of a portfolio of identified financial
instruments jointly managed in order to achieve gain over the short term, or if they are a
derivative not designated as a hedging instrun®ain or loss from investments held for
sale are recognized on the income statement upon the date they are created.

Loans and receivalde

The Group has loans and accounts receivable which are financial assets (which are nof
derivatives) having setreettable payments which are not traded on an active market.
Subsequent to initial recognition, loans are presented at amortized cost using the effective
interest method, which also accounts for directly attributed transaction cost, Streony.

term cralit (such as customer credit and other accounts receivable) is presented in
accordance with terms and conditions there of, usually at nominal ¥zdile.and loss

are recognized on the income statement when the loans and accounts payable are
disposed of, oif impairment is recognized for said loans and debit balances, as well as a
result of methodical amortizatioRor recognition of interest income, see section y.

Financial assets available for sale

The Group has financial instruments held for saleich are financial instruments (which

are not derivatives) designated as held for sale or which are not classified in one of the
three groups set forth abov®ubsequent to initial recognition, financial assets available
for sale are measured at fair walGain or loss from adjustment of fair value, except for
exchange rate differentials referring to financial debt instruments which are recognized in
the income statement undéfinancing', are directly recognized in equity dsther
comprehensive incom@doss) under "capital reserve from availabfer-sale financial
assets Upon disposal of the investment or in case of impairment, the other
comprehensive income (loss) is transferred to the income statdfoerecognition of
interest income with respet investment in debt instruments, and dividends with respect
to investment in equity instruments, see section y.
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Impairment of availabléor-sale financial assets

With regard to financial assets alable for sale which are capital instruments, the
objective evidence of impairment includes a significant or continuous decrease in fair
value of the asset below its cost, as well as review of changes in the technological,
economic, legal or market engitment in which the instrument issuer operafgdse
review of significant or continued impairment depends on circumstances upon each
balance sheet date, where the review accounts for historical fluctuations in fair value, as
well as for existence of contied downward trend in fair value totaling over 20%, or
impairment duration of over 9 month§/hen evidence of impairment exists, the
cumulative loss charged to equity, which is measured as the difference between
acquisition cost (net of previous impairmdass) and fair value is transferred from
equity and is recognized as impairment loss on the income statdmentbsequent
periods, reversal of impairment loss is not charged to the income statement, but is
charged to equity undethercomprehensivencome [(0ss).

Objective evidence of impairment of financial assets available for sale which are debt
instruments, exists when one or more events have negatively impacted the estimated
future cash flow from the asset subsequent to investntandence of mpairment
includes indications that the debtor is experiencing financial challenges, including
liquidity issues and failure to make principle or interest paym@ften evidence of
impairment exists, the cumulative loss charged to equity, which is meaasréuke
difference between acquisition cost (net of principal payments, amortization using the
effective interest method and previous impairment loss) and fair vakiéransferred

from equity and is recognized as impairment loss on the income statém&uitsequent
periods, an impairment loss is reversed when appreciation of the asset may be objectively
attributed to an event which occurred subsequent to recognizing the impairment loss.
Such a reversal is charged to the income statement, up to thetashmoognized loss.

Accounting policy applied starting on January 1, 208&te of initial adoption of IFRS 9

IFRS 9 stipulates new provisions for recognition and measurement of financial assets.

Financial assets which are equity instruments shallnfeasured at fair value in
subsequent periods, and differences shall be charged to the income statement or to othe
comprehensive income (loss), as elected by accounting policy for each instrument
individually. The election is final and may not be modifi¢tlowever, when a company
changes its business model used for management of its financial assets, itclasstifie

all financial instruments affected by the change in business model, in order to reflect such
changeNo reclassification of financial istruments is allowed in any other case.

According to IFRS 9, upon initial recognition, all the financial assets (including
combined instruments where the host contract is a financial asset) will be measured at fair
value.In subsequent periods, debt nushents should only be measured at amortized cost

if both of the following conditions are met:

- The asset is held in conjunction with a business model aimed at holding assets in
order to collect the contractual cash flows derived there from.

- In accorénce with contractual terms and conditions of the financial asset, the

company is eligible, upon certain dates, to receive cash flows which constitute only
principal payments and interest payments on the principal balance, if any.
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Measurement at amortized cost is made using the effective interest method, which also
accounts for directhattributed transaction costs, if anghortterm credit (such as
customer credit and other accounts receivable) septed in accordance with terms and
conditions there of, usually at nominal val@ain and loss are recognized on the income
statement when the loans and accounts payable are disposed of, or if impairment is
recognized for said loans and debit balances,wall as a result of methodical
amortization For recognition of interest income, see section y.

Subsequent measurement of all other debt instruments and other financial assets shall b
at fair value.

Accounting policy applied throughout the reportegriod presented in these financial
statements

1. Fairvalue
The fair value of financial instruments actively traded on an active market is determined
using market prices on the balance sheet date.

2. Offsetting financial instruments

Financial assts and financial liabilities are offset, and the net amount is presented on the
balance sheet, provided there is any legally enforceable right to offset the recognized
amounts, and provided there is intent to dispose of the asset and liability on segbbasi

to realize the asset and dispose of the liability concurrently.

Financial liabilities

1. Financial liabilities measured amortizedcost

Loans and credit are initially recognized at fair value net of directly attributed transaction
cost, if any(for example, the cost of creating a loaBjibsequent to initial recognition,
loans- including debenturesare presented at amortized cost using the effective interest
method, which also accounts for directly attributed transaction Sbhstrtterm crelit

(such as supplier credit and other accounts payable) is presented in accordance with term
and conditions there of, usually at nominal valneome and loss are recognized on the
income statement upon disposition of the financial liability and asudt ref systematic
amortization.

2. Financial liabilities measured at fair valtieough profit or loss

Financial liabilities measured at fair valubrough profit or lossinclude financial
derivatives classified as heldr-trade.

Compound financiahstruments

Convertible debentures linked to the Consumer Price Index consist of two components: A
conversion component and a liability component, with the conversion component also classified as ¢
financial liability. Debentures are divided into two liity components, with the conversion
component calculated first at the recognition date as a financial derivative at fair value, with the
difference between proceeds received for convertible debentures and the fair value of the conversio
component assigal to the debt componemirect transaction costs are allocated between the
convertible liability component and the debt liability component, based on the allocation of
proceeds to each component, as above. The amount allocated to the convertible liabilit
component is immediately recognized on the income statement.
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After initial recognition, the conversion component is accounted for as a financial derivative
and is presented at fair value at each ladaheet date€Changes to the fair value of derivatives

are charged to the income statement on a regular basis, under fin&uisggquent to initial
recognition as set forth above, the debt component is treated as a financial liability, and is
presentedn the balance sheet as a +womrent liability, in accordance with the disposal date
based on the cash redemption date.

Issuance of block of securities

The issue of a unit of securities involves the allocation of the proceeds received (before issue
expanses) to the components of the securities issued in the unit based on the following priority:
Fair value is first determined for financial derivatives (such as option warrants with an exercise
price denominated in a currency other than the Conipdumctonal currency) and other
financial instruments measured at fair value in each period; fair value is then determined for
financial liabilities and complex instruments (such as convertible debentures) which are not
measured at fair value in each period, fadlher at present value, with the proceeds allocated to
equity instruments determined as the residual value, in accordance with the difference betweer
total proceeds and the allocated proceeds as set forth alfiwéssue costs are allocated to
each compoent pro rata to the amounts determined for each component net of income taxes, if
any, in respect of equity instrumenfster such allotment, each component is treated in line
with its contractual nature (financial liability or equity instrument).

Treasiry shares

Company shares held by the Company and/or subsidiaries are recognized at cost and deducte
from equity. Any buying, selling, issuance or cancellation of treasury shares is recognized
directly in equity.

De-recognition of financial instruments

Financial assets

A financial asset is deecognized when the contractual rights to the cash flows from the
financial asset expire or the company has transferred its contractual rights to receive cash flows
from the financial asset or assumes an obligattiopay the cash flows in full without material
delay to a third party and has transferred substantially all the risks and rewards of the asset, o
has neither transferred nor retained substantially all the risks and rewards of the asset, but ha
transfered control of the asset.

Financial liabilities

A financial liability is derecognized when it is extinguished, i.e. when the obligation is
discharged or cancelled or expirdsfinancial liability is extinguished when the debtor (the
Group):

1 dischargeshe liability by paying in cash, other financial assets, goods or services; or
1 is legally released from the liability.
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Impairment of financial assets measured at amortized cost

The Group reviews uponaeh balance sheet date if there is any objective evidence of
depreciation of a financial asset or a group of financial assets measured at amortiZEigecost.
objective evidence of impairment of debt instruments, loans and receivables and investments
held b maturity, which are presented at amortized cost, exists when one or more events have
negatively impacted the estimated future cash flow from the asset subsequent to recognition.
Evidence of impairment includes indications that the debtor is experiermagcial
challenges, including liquidity issues and failure to make principle or interest payhfeniisss
charged to the income statement is measured at the difference between thecasygatg
amount and the present value of expected future cash(éecluding future credit loss not yet
incurred), discounted using the original effective interest rate of the financial asset (the effective
interest rate calculated upon initial recognitidhjhe financial asset bears adjustable interest, it

is discaunted using the current effective interest rdtbe carrying amount of the asset is
reduced by recording a provision (see also above, wabevance for doubtful accountdn
subsequent periods, an impairment loss is reversed when appreciation ofdhenag be
objectively attributed to an event which occurred subsequent to recognizing th8uoksa
reversal is charged to the income statement, up to the amount of recognized loss.

k. Derivative financial instruments used for hedging purposes

Fromtime to time, the Group enters into contracts with derivative financial instruments such as
forward currency contracts (forward) in respect of foreign currency to hedge its risks associated
with foreign exchange rateSuch financial derivatives are imtly recognized at fair value.

After initial recognition, the financial derivatives are measured at fair v@lagvatives are
carried in the balance sheet as assets when the fair value is positive and as liabilities when th
fair value is negative.

Gain or loss arising from changes in fair value of derivatives not designated as hedges are
immediately charged to the income stateméfddge accounting is not applied to financial
derivatives used for economic hedging of financial assets and liabiGtesge in fair value of

such derivatives is recognized on the income statement when it occurs.

For the purpose of hedge accounting, hedges are classified as:

1  fair value hedges when hedging the exposure to changes in the fair value of a recognizec
asset oribility or an unrecognized firm commitment (except for foreign currency risk);
or

| cash flow hedges when hedging exposure to variability in cash flows that is either
attributable to a particular risk associated with a recognized asset or liability ecadior
transaction or the foreign currency risk in an unrecognized firm commitment; or

| hedges of a net investment in a foreign operation.

At the inception of a hedge relationship, the Group formally designates and documents the
hedge relationship to whicthe Group wishes to apply hedge accounting and the risk
management objective and strategy for undertaking the hddige documentation includes
identification of the hedging instrument, the hedged item or transaction, the nature of the risk
being hedged ahhow the entity will assess the hedging instrursesffectiveness in offsetting

the exposure to changes in the hedged'&téair value or cash flows attributable to the hedged
risk. The hedge effectiveness is assessed regularly in each reporting period.
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Hedges which meet the criteria for hedge accounting are accounted for as follows:

Hedge of net investment in foreign operation

Hedges of a net investment in a foreign operation, including a hedgenohetary item that is
accounted for as part of the net investment, are accounted for similar to cash flow Gedlyes.

or losses on the hedging instrument relating to the effective portion of the hedge are recognizec
directly in equity and any gains lmsses relating to the ineffective portion are recognized on the
income statementJpon realization of the foreign operation, the cumulative value of any such
gains or losses recognized directly in equity is transferred to the statement of income.

Leaes

The tests for classifying leases as finance or operating leases depend on the substance of tl
agreements and are made at the inception of the lease in accordance with the principles below &
setin IAS 17:

Group as lessor

Operating lease

Lease aggements are classified as an operating lease if the Group does not transfer substantially
all the risks and rewards incidental to ownership of the leased B§®et initial cost incurred

with respect to the lease agreement, related to investment tgrapeecognized on the income
statementLease receipts are recognized as revenues on the income statement, using the direc
line method over the lease term.

Business combinations and goodwill

Business combinations are accounted for by applyin@g¢heisition method pursuant to IFRS

3. Under this method, the assets and liabilities of the acquired company are measured at fai
value on the acquisition date and all minority interest in the acquired entity reflects the minority
shareholdefsproportiorate interest in the net fair value of these itefke acquisition
consideration is measured at fair value of the assets transferred, capital instruments issued ar
liabilities generated upon the acquisition date, plus direct acquisition cost.

Goodwill aguired in conjunction with a business merger, is initially measured as the difference
between acquisition cost of the Gr&iphare of the net fair value of identified assets, identified
liabilities and contingent liabilities of the acquired businé¥fien acquisition proceeds are
lower than the Group share of net fair value of assets of the acquired company, the difference
is recognized as gain on the income statement (negative goodralllowing initial
recognition, goodwill is measured at cost neaofumulated impairment loss, if argoodwill

is not systematically amortizeBor review of goodwill impairment, see section s. below.

When realizing a casgjenerating unit, the difference between the proceeds and net assets plus
accumulated translatiadifferences recognized in equity and-aimortized goodwill balance, is
charged to the income stateme@ain or loss from the sale of part of the cgsherating unit
include the part of goodwill that is measured based on the relative value of thgagasiting

unit disposed of.
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Acquisition of subsidiaries thare not business combinations

Pursuant to IFRS 3, upon acquisition of subsidiaries and operations which do not constitute a
business, as fiaed in IFRS 3, the cost of purchase is allocated only to the identifiable assets
and liabilities of the acquired company on the basis of their relative fair values at the date of
purchase without allocating any amount to goodwill or deferred taxesdinglthe minority, if
existing, according to its share of the fair value of net identifiable assets at the acquisition date.
Upon acquisition of minority interest in subsidiaries, as set forth above, the difference between
consideration paid and the amourit the acquired portion of minority interest as of the
acquisition date is attributed to assets and liabilities as set forth above.

n. Investments irassociates:

Associates are companies in which the Group has significant influence over the finadcial an
operating policies without having control.

Investments irassociateare presented at book valwgnder the equity method, the investment
in the associate is presented in the balance sheet at cost plus changes in tbeskamipnet
assets, includg other comprehensive income (loss) of the assocldte. equity method is
applied until material influence ceases, or until the investment is classified as an afaitable
sale investment.

Goodwill relating to the acquisition of an associate is ijtimeasured as the difference
between the acquisition cost and the Grewghare in the net fair value of the assotsate
identifiable assets, liabilities and contingent liabilitiégter initial recognition, goodwill is
measured at cost and is not systically amortizedGoodwill is reviewed for depreciation as
part of an investment in thassociateas a whole.

The statement of comprehensive income reflects the Graetiarein operating results of the
associate undéiGroupgs sharen earnings (logsof associaté's as well as the Grolgsharen

other comprehensive income (loss), net related to an associate, which is recognized as othe
comprehensive income (loss) under the appropriate itetmed®ompanys equity. Income and

loss due to transactis between the Group and thssociateare eliminated according to the
holding share of thassociate

For associates where a loss was incurred in excess of their equity, the Company recognized it
sharein the loss of said associates, up to the amountsohvestment in these associates plus
any loss the Company may incur due to guarantees or other financial support provided with
respect to these associates, up to the amount of such guarantees or other financiaFsupport.
this purpose, the investmeiricludes longerm receivable monetary items (such as loans
granted), which are not intended to be disposed of and are not expected to be repaid in the
foreseeable future.

The financial statements of the Company and of the associates are preparée asuviket dates

and periodsAccounting policy in financial statements of associates has been applied uniformly
and consistently with the policy applied to the Gredimancial statements.
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0.

Investmeniproperty

An investment property is property (land or a building or both) held by the owner (lessor under
an operating lease) or by the lessee under a finance lease to earn rentals or for capita
appreciation or both rather than for use in the produaiosupply of goods or services or for
administrative purposes; or sale in the ordinary course of business.

Rights in real estate held by a lessee (the Group) under an operating lease from the Israel Lan
Administration are classified as investment prop&rhen said rights are held for deriving rent

or for appreciation, or both, and not for use in production or delivery of goods or services or for
any administrative purpose, nor for sale in the normal course of buslines§&roup uses the

fair value modefor these rights.

Investment property is measured initially at cost, including costs directly attributable to the
acquisition.After initial recognition, investment property is stated at fair value which reflects
market conditions at the balance shed¢ daains or losses arising from changes in fair value of
investment property are included in the statement of income when they Iaxisstment
property is not systematically amortized.

Investment property under development, designated for future useestment property, is

also measured at fair value, as set forth above, provided that fair value may be reliably
measuredHowever, if fair value may not be reliably measuredue to nature and scope of
project risk- such property is measured at castt of impairment loss, if any, until its
development has been completed, or until its fair value may be reliably measured, whichever is
earlier.

Investment property is decognized upon realization, or when its use is discontinued and no
future economidenefits from its realization are expect&tie difference between net proceeds
from realization of the property and its carrying amount is recognized on the statement of
comprehensive income, in the period when the property-isamgnized.

In order todetermine the fair value of investment property, the Group utilizes valuations by
outside independent appraisers who hold a recognized and relevant professional qualifications.

Fixed assets

Fixed asset items are presented at cost plus direct #icguisosts, less accumulated
depreciation less accumulated impairment loss and less investment grants received for them,
and exclude expenses for-gaing maintenancéost includes spare parts and equipment which
may only be used in conjunction with ndrwery and equipment.

Depreciationis calculated at equal annual rates based on the straight line method over the useful
life of the assetas follows:

%
Offices 2
Motor vehicles 15
Computers, office furniture and equipme 6-33 (modly 33%)
Gas station 2-10 (mostly 2%)
Photovoltaic installations 6-20 (mostly 20%)
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Leasehold improvements are amortized using the straight line method over the lease term
(including any optionaéxtension term available to the Group which it intends to exercise), or
over the expected useful life of the improvementdichever is shorter.

Fixed assetitems having a significant cost relative to total item cost, @eereciated
individually usingthe component metho@epreciationfor such assets is calculated using the
straight line method at annual rates considered sufficiasggoeciateassets over their expected
useful life.

The useful life depreciatiormethod and residual value of eadset are reviewed at least at the
end of each year, and changes are treated as changes to accounting estimates on hence forw.
basis.For review offixed asset$or impairment, see section t. below.

Assetdepreciatiorceases upon the earlier of the datewhich the asset is classified as held for
sale and the date on which the asset is dispdsedisset is deecognized on the financial
statements upon its sale date or when no further economic benefits are expected from use of th
assetGain or loss de to disposal of the asset (calculated as the difference between net proceeds
from disposal and the amortized carrying cost) is included in the statement of operations in the
period in which the asset was disposed.

g. Inventoiesof buildings under conasiction

Inventoies of buildings under constructioare presented at costCost of inventdes of
buildings under construction inclusleborrowing cost related to financing of property
construction through its completion, planning and design cost, indilecated construction
cost and other related cost.

r. Borrowing costs in respect of qualifying assets:

A qualifying asset is an asset that requires a significant period of time for its preparation for its
intended use or sale and includes fixed asaat$ inventories whose preparation for sale
requires a lengthy period of time.

The capitalization of borrowing costs commences when cost has been incurred with respect tc
the actual property, activities necessary to prepare the property have started@anthp@ost

has been incurred, and ceases when substantially all the activities necessary to prepare tt
qualifying asset for its intended use or sale are compléee capitalized amount of borrowing

cost during the reported period includes, in additiordirect borrowing cost, also general
borrowing cost based on a weighted discount rate.

The Group capitalizes borrowing costs related to acquisition or construction of qualifying
assets, see also Note(2d Such capitalization relates to qualifying @ssehose capitalization

start date is on or after January 1, 2009; borrowing cost with respect to qualifying assets whose
capitalization start date is prior to said date continue to be recognized on the income statemen
as they are incurred, in line withe Grougs previous policy.

S. Intangible assets
Intangible assets acquired in conjunction with business mergers are included at fair value on the

acquisition dateSubsequent to initial recognition, intangible assets are presented at cost, net of
accunulated impairment loss, if any.
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Intangible assets have an-gpecified useful life based on management estinide-tangible

assets with unspecified useful life are not methodically amortized andlgeztsto review of
depreciation annually and at any time when there are indications of a potential deprédiation.
useful life of such assets is reviewed annually to ascertain the validity of the assessment of the
useful life as remaining uspecified.|f events and circumstances no longer support such
assessment, the change to useful life, from unspecified to specified, is treated as a change t
accounting estimate going forward, and depreciation is also reviewed on the same date, and th
asset is mettwcally amortized over its expected useful life.

Gain or loss due to disposition of intangible assets is measured as the difference between the n
realization proceeds and the item cost, and are recognized in the income statement.

t. Impairment of noffinancial assets

The Company examines the need for review of impairment offimamcial assets when events or
changed circumstances indicate that their carrying amount is not recoMéthblearrying amount

of nonfinancial assets exceeds their remable amount, the assets are reduced to their recoverable
amount.The recoverable amount is the higher of the net selling price and the value in use.
measuring value in use, the estimated future cash flows are discounted usiexaljgeount rate

that reflects the risks specific to the as$be recoverable amount of an asset that does not generate
independent cash flows is determined for the -gasterating unit to which the asset belongs.
Impairment loss is recognized on the income statement.

Impairment loss for an asset, other than goodwill, is only reversed when changes have occurred i
estimates used to determine the recoverable amount of said asset since the most recent date on wh
impairment loss has been recogniz&dich reversal of loss limited to the amount of asset
impairment previously recognized (net of depreciation or amortization), or to the recoverable
amount of the assetvhichever is lowerSuch loss is recognized on the income statement.

The following unique criteria argoplied in assessing impairment of the following specific assets:
1.  Goodwill with respect to subsidiaries

For the purpose of impairment review, goodwill acquired upon business combination is
allocated, upon acquisition, to each of the agsferating uits of the Group which are
expected to benefit from the business combination.

The Company reviews goodwill for impairment annually on December 31, or more
frequently, if events or changed circumstances indicate impairment.

Impairment of goodwill is deterined by reviewing the recoverable amount of the -cash
generating unit (or group of cagknerating units) to which the goodwill is attributé¢hen

the recoverable amount of the cammerating unit (or group of cagenerating units) is
lower than the caying amount of the caglfenerating unit (or group of caglenerating units)

to which the goodwill was attributed, impairment loss is recognized which is primarily
attributed to goodwillGoodwill impairment losses are not reversed in subsequent periods.
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2. Associates

The Company determines, after applying the book value method, if there is a need to
recognize an additional loss for depreciation of investment in affiliated comp@hies.
Company deteries at each balance sheet date whether there is any objective evidence
that the investment in an associate is impaiheghairment review is conducted for the
entire investment, including goodwill attributed to the assodiateeded, a depreciation

loss is recognized in the amount of the difference between the fair value of the investment
in the associate and its book vallibe recoverable amount is the higher of the net selling
price and the value in use, calculated based on the estimated valuecakmetows
generated by the associaBich impairment loss is not specifically allocated to goodwiill
included in the investment, and may be reversed in subsequent periods, up to the full
impairment amount, should the recoverable amount of the invesinoesaseThe loss,

or its reversal, is recognized in the statement of income under the '&Sshgyein
earnings (losses) of associates.

Non-current assets and/or assets held for. sale

A non-current asset or disposal group is classified as heldaferifstheir carrying amount will

be recovered principally through a sale transaction rather than through continuiRrgruthés

to be the case, the assets must be available for immediate sale in their present condition, th
Company must be committed &ell, there is a program to locate a buyer and it is highly
probable that their sale will be completed within one year from the date of classifiddtas®

assets are not depreciated starting on their initial classification date, and are separatgbdprese
on the balance sheet as current assets, at their carrying amount or fair value less selling cos
whichever is lowerWhen the carrying amount is higher than the fair value net of selling cost,
impairment loss equal to this difference and attribuedhe asset (or group of assets) is
recognizedThe respective liabilities are presented separately in the balance sheet in a similar
manner Furthermore, balances with respect to other comprehensive income (loss) are presente
separately on the statemeafitthanges to equity.

Investment property presented by the fair value model and classified ascarrent asset held
for sale, as above, continues to be presented by this model separately in the balance sheet .
assets classified as held for sale.

Taxes on income
Taxes onincomein the income statement include both current and deferred tBaesesults
for current or deferred taxes are recognized in the income statement, unless they refer to item:
directly recognized in equityn such case the@x impact is also charged to the applicable equity
item.
1. Current taxes

The current tax liability is measured using the tax rates and tax laws that have been

enacted or substantively enacted by the balance sheet date as well as adjustments require
in connection with the tax liability with respect to previous years.
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2.

Deferred taxes

Deferred taxes are calculated for temporary differences between amounts included in
financial statements and amasirdccounted for tax purposd3eferred taxes are directly
recognized in equity if the tax relates to items that are recognized in equity.

Deferred tax balances are measured at the tax rates that are expected to apply to the peric
when the taxes are takém the income statement or to equity, based on tax laws that have
been enacted or substantively enacted by the balance sheéthgatamount for deferred

taxes in the income statement represents the changes in said balances during the reporte
period, exluding in respect of changes attributable to items carried directly to equity.

Deferred tax assets are reviewed at each reporting date and are amortized if it is no longe
probable that the related tax benefit will be realiZéohcurrently, temporary fierences

(such as carrjorward tax loss) for which no deferred tax assets have been recognized are
reviewed, and if they are expected to be realizad appropriate deferred tax asset is
recognized.Any such amortization or recognition are recognizedienr'taxes on
income'.

Calculation of deferred taxes does not account for taxes which would have been
applicable in case of realization of investments in held companies, provided that
liquidation of investments in said held companies is not expectedeirfotieseeable
future. Furthermore, deferred taxes with respect to gain distribution by investee
companies as dividends have not been accounted for, since dividend distribution does not
entail additional tax liability, or due to Company policy not to ibdiadividend
distributions which entail additional tax liability.

All deferred tax assets and deferred tax liabilities are presented on the balance sheet a
nortcurrent assets and as rourrent liabilities, respectivelDeferred taxes are offset on

the alance sheet if there is a legal, enforceable right to offset a current tax asset against ¢
current tax liability and if the deferred taxes relate to the same taxable entity and to the
same tax authority.

w. Liabilities with respect to employee benefits

The Group has several employee benefit plans:

1.

Shortterm benefits to employees

Shortterm benefits to employees include salary, paid leave, sick pay, vacation pay and
employer contributions to National Insurance, and are recognized as expenses upon
provision of serviceliabilities for cash bonus are recognized whenGheup has a legal

or implied obligation to pay said amount for service rendered by the employee in the past,
and when the amount can be reliably measured.

Postemployment bene#t

The plans are usually financed by deposits with insurance companies, and are classified
as defined contribution plans or as defined benefit plans.
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The Group has defined contribution plans pursuardction 14 of the Severance Pay
Law, whereby the Group makes fixed contributions and has no legal or implied liability
to make any additional payments, even if the fund does not have sufficient amounts to
pay all employee benefits relating to employeevise in the current and previous
periods.Deposits to a defined contribution plan in respect of severance pay or benefits are
recognized upon deposit to the plan, concurrently with receiving employee service and no
additional provision is required to beade in the financial statements.

Furthermore, the Group operates a defined benefit plan for severance pay, in accordance
with the Severance Pdyaw. By law, employees are eligible to receive severance pay
upon termination or upon retiremerieverance paliability is presented using the
actuarial value of the anticipated eligibility unithe actuarial calculation accounts for
future wage increments and employee departure rates, based on the estimated paymer
timing. Amounts are presented based on distiog of expected future cash flows, using

the interest rate on government bonds whose maturity is close to the term of the severance
pay liability.

The Company makes contributions for its severance pay liabilities for some employees to
pension funds anthsurance companie$plan asset3. Plan assets are assets held by a
long-term employee benefit fund and by qualifying insurance poliBiles assets are not
available to Group creditors, and may not be directly paid to the Group.

The liability in respet of employee benefits presented in the balance sheet reflects the
present value of the defined benefit liability, net of the fair value of plan assets, less cost
of past service and unrecognized actuarial gain or loss.

Actuarial gain or loss is recogmid based on thécorridor method. The Group only
recognizes the amount of net actuarial gain or loss deferred in previous periods, which
exceed 10% of the higher of:

1 The present value of commitment with respect to deflyestefit plans to employees
as ofthe start of the period, or
1 The present value of plan assets as of the start of the period.

The amount recognized on the income statement for the period is the aforementioned
amount for each plan separately, divided by the average number of expectdnyear
service of employees.

3.  Severance pay benefits

Termination benefits are recognized as an expense when the Group is demonstrably
committed, without realistic possibility of withdrawal, to a formal detailed plan to
terminate employment before the rmal retirement ageTermination benefits for
voluntary redundancies are recognized as an expense if the Group has made an offe
encouraging voluntary redundancy, it is probable that the offer will be accepted, and the
number of acceptances can be estichagdiably.
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X.

Revenue recognition

Revenues are recognized in the income statement when the revenues can be measured reliab
it is probable that the economic benefits associated with the transadgtioflow to the
Company and the costs incurred or to be incurred in respect of the transaction can be measure
reliably. Revenues are measured at the fair value of the consideration received, less discounts.
The following are specific revenue recoguiticriteria for the following revenue types:

Revenues from rental fees under operating lease

Rental revenue is recognized on a straligtg basis over the lease term.

Revenues from service provision (including management fee)

Revenues from service quision are recognized according to the rate of completion of the
transaction on the balance sheet datader this method, revenues are recognized in the
reporting periods in which the services are rendéfélde contract outcome may not be reliably
measured, revenue is recognized up to the amount of expenses incurred and recoverable.

Revenues from sale of land / residential apartments

Revenues from sale of land / residential apartments are recognized, with regard to the land unit
residential apartnmg, when the principal risks and rewards of ownership have been passed to
the buyer.Revenues are recognized when significant uncertainties regarding the collection of
the consideration no longer exist, the related costs are known and if there is naigntin
managerial involvement with the real estate/residential apartment deliidreske criteria are
usually met once a significant portion of construction has been completed, the residential
apartment has been delivered to the buyer and the buyer hagdidlthe consideration for the
apartment.

Interestincome

Interestincome with respect to financial assets recognized on accrual basis, using the
effective interest method.

Dividendincome

Dividend incomefrom nonequity accounted investments (@stments classified as available
for-sale financial asset& recognized upon the effective date for dividend eligibility.

Financal incomeand expenses

Finangal income comprises interest income on funds invested (including financial assets held
for sale), dividend income, gains on the disposal of financial assets held for sale, changes in the
fair value of financial assets at fair valtigough profit or lossforeign currency gain and gain

from hedging instruments that are recognized on the instatement.

Changes in fair value of financial assets measured at fair ¥atoagh profit or lossalso
include dividend and interest income.
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aa.

bb.

Financal expenses comprise interest expense on borr@yingwinding of the discount on
provisions, changes in the fair value of financial assets stated at fairtivadugh profit or loss
and impairment loss from financial assets.

Gairs and losssfrom exchange rate differences are reported net.
Operatiry segments
An operating segment is a Group component which meets these three criteria:

1. Engages in business activity with respect to which it may derive revenues and incur
expenses, including revenues and expenses related to transactions between Grou
companies;

2. Its operating results are regularly reviewed by the Gsoahpief operational decision
maker, for the purpose of deciding on resources allocated there to and for performance of
the performance there of; and

3. For which separate financi@formation is available.
Earnings (loss) per share

Earnings per share are calculated by dividing the net income attributable to Company
shareholders by the weighted numbeiCoflinary shares outstanding during the periBdsic
earnings per sharenly include shares that were actually outstanding during the period.
Potential Ordinary shares (convertible securities, such as convertible debentures) are only
included in the computation of diluted earnings (loss) per share when their conversion dilutes
earnings per share by decreasing earnings per share or increasing loss per share from continut
operations.Furthermore, potentiaDrdinary shares that are converted during the period are
included in diluted earnings per share only until the conversianatat from that date in basic
earnings per shar@he Companyg share in profits oinvesteecompanies has been calculated
based on its share of earnings per share ofiga&bteesnultiplied by the number of shares

held by the Company.

Provisions

A provision in accordance with IAS 37 is recognized when the Group has a present legal or
constructive obligation as a result of a past event and it is probable that an outflow of resources
embodying economic benefits will be required to settle the oldigand a reliable estimate

can be made of the amount of the obligatibthe impact is material, provisions are measured

by discounting expected future cash flows, using-taprdiscount rate which reflects market

estimates as to the time value of mprend in some cases even specific risk associated with the
obligation.

The following types of provisions have been included on the financial statements:

Warranty

The Group recognizes a provision for warranty with respect to sale of apartments.
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CC.

Lawsuits

A provision for lawsuits is recognized when the Group has a current legal obligation or an
implied obligation due to an event which has occurred in the past, when use of financial
resources in ordep discharge the obligation is more likely than not, and the obligation may be

reliably estimatedWhen the impact of time value is material, the provision amount is measured

at its present value.

Disclosure of new IFRS in the period prior to theiojiion

IFRS 3 (Revised) Business Combinations and IAS 27 (Revise@pnsolidated and Separate
Financial Statements

IFRS 3 (Revised) and the amendments to IAS 'Zfie( Standard$ will be effective for
financial statements for periods beginning onudap 1, 2010. The combined early adoption of

the two Standards is permitted from the annual financial statements for periods beginning on
January 1, 2008.

The principal changes expected to take place following the adoption of the Standards are:

- Definition of a business was expanded to include activities and assets not managed as
business, provided that the seller is capable of operating them as a business.

- IFRS 3 currently prescribes that goodwill, as opposed to the acquired cdsnptrer
identifiable assets and liabilities, will be measured as the excess of the cost of the
acquisition over the acquitershare in the fair value of the identifiable assets, net on the
acquisition dateln accordance with the standards, one may elect, individuadlgdch
business combination transaction, to measure the rights which do not confer control, and
goodwill derived there from, based on the full fair value or-nata to the acquired
portion of the fair value of identified assets, net upon the acquisititm

- A contingent consideration in a business combination will be measured at fair value and
changes in the fair value of the contingent consideration, which do not represent
adjustments to the acquisition cost in the measurement period, will nohbkasieously
recognized as goodwill adjustmenin cases where the contingent consideration
constitutes a liability, it shall be presented at fair value, and any changes there to shall be
recognized on the income statement.

- Direct acquisition costs aibuted to a business combination transaction will be
recognized in the income statement as incurred as opposed to the previous requirement o
carrying them as part of the consideration of the cost of the business combination, which
has been removed.

- Subsequent recognition of a deferred tax asset with respect to temporary differences
acquired, which did not meet the recognition criteria upon acquisition, shall be made
against the income statement, rather than as adjustment of goodwill.

- A minority trarsaction, whether a sale or an acquisition, will be accounted for as an

equity transaction and will therefore not be recognized in the income statement or have
any effect on the amount of goodwill, respectively.
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- A subsidiarys losses, although resulting in the subsidsadgficiency, will be allocated
between the parent company and minority interests, even if the minority has not
guaranteed or has no contractual obligation of sustaining the subsidiaayrying out
another investment.

- Upon the loss or gaining of control of a subsidiary, the remaining investment in the
subsidiary, if any, will be revalued to fair value against gain and loss from the sale and
this fair value will represent the cosadis for the purpose of subsequent treatment.

The Standards were adopted prospectively and will affect future acquisitions and transactions
with minority shareholders.

dd. Reclassification

The Company reclassified balances with regard to taxes pagathldeferred tax liabilities on
the balance sheet as of December 31, 2008 in order to correctly reflect these balances.

This reclassification resulted in a decrease in taxes payable against an increase in deferred ta
liabilities, amounting tiNIS 11.5 nillion.
NOTE 3:- CASH AND CASH EQUIVALENTS
December 31

2009 2008
NIS in thousands

Cash on hand 76,776 62,726
Cash equivalentsshortterm deposits 4,562 85,671

81,338 148,397
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NOTE 4:- SHORT-TERM INVESTMENTS

Deceanber 31,
2009 2008
NIS in thousands
a. Investments in availabl®r-sale securities (1) - 102,25C
b. Investments in financial assets measured at fair \thtoeigh
profit or loss(1) 155,018 -

C. Cash equivalentsdeposits

Current maturities of lonterm deposits with banks 73,502 70,779
Deposit to secure loan granted in Canada 118,961 -
Deposits to secure future payments (2) 22,756 21,054
Shortterm deposits 2,211 1,971
Restricted depos(3) 20,664 5,554

238,094 99,358

393,112 201,608

(1) Composition:

December 31
2009 2008
NIS in thousands

Negotiableshares 90,165 53,079
Negotiable debentures (4) 64,853 49,171

155,018 102,25C

(20 IncludesNIS 13.7 million in a CADdenominated deposit held in trust, to secure payment
of future ongoing expenses, in accordance with the-remourse loan agreements, see
Note 22b(4) (in 2008 NIS 11 million).

NIS 3.4 million in USp-denominatedrestricted deposit to secure future payments in
accordance with loan agreements (in 20068S 4.4 million). In 2008,NIS 5.7 million in
Euro-denominated restricted deposit to secure acquisition transaction.

(3 In 2009, includes restricted deposit witkespect to bank assistance for Yuvaley
HaShomron project, amounting WS 20.5 million, see also Note 7d(2).

(4) As of December 31, 2009, the balance includes Mirland debentures amourNii830
million (in 2008, presented at its value as a liabHitylS 39 million). The market value
of these debentures, traded on the Tel Aviv Stock ExchangeN¥&20.2 million in
2008, see also Note 9d(4).
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NOTE 5:-

TRADE RECEIVABLES

Tenants (1):
Opendebs
Checks receivable
Less- allowance for doubtful accounts

Trade receivables, net

Customers
Buyers *)

December 31

2009

2008

NIS in thousands

40,871
21,478

47,093
14,339

62,349
29,460

61,432
20,033

32,889

14,036
100,744

41,399

33,589
51,327

147,668

126,315

*) In 2009, includedNIS 87 million with respect to sale of land, see also Note 7d(6).

In 2008, includedIS 50.2 million with respect to sold building.

Impairment is treated by recordingani allowance for doubtful accounts

The marement in thallowance for doubtful accounits as follows:

Balance as of January 1, 2008

Charge for the year

Recognized bad debt which was writieii

Reversal with respect to doubtful debt caiést
Adjustments from translation of financial statements

Balance as of December 31, 2008

Charge for the year

Recognized bad debt which was writieii

Reversal with respect to doubtful debt collected
Adjustments from translation of financial statements

Balance as of December 31, 2009

40

NIS in

thousands

27,259

13,180
(16,898)
(2,085)

(1,423)

20,033

13,274
(2,417)
(2,540)

1,110

29,460



INDUSTRIAL BUILDINGS CORPORATION LTD.

NOTES TO CONSOLIDATED FI NANCIAL STATEMENTS

NOTE 5:-

NOTE 6:-

TRADE RECEIVABLES (Cont.)

An analysis of past due but not impaired

trade receivablésmMance for doubtful accounistrace

receivables, net, by extent of arrears with reference to balance sheet date:

Trade
receivables

Past due trade receivables with arrears of

not past due

(no collection Under

307 60 6071 90 907 120 Over

inarrears) 30days days days days 120day: Total
NIS in thousands
December 31, 200¢ - 6,47¢ 7,24¢ 5,71¢ 6,01( 7,43¢ 32,88¢
December 31, 2@ - 13,83: 8,37 5,25¢ 4,74¢ 9,19:¢ 41,39¢
OTHER ACCOUNTS RECEIVABLE
December 3,
2009 2008
NIS in thousands

Current maturities of lonterm deposits in Canada (1) - 118,157
Current maturities of State of Israel debt via Ministry of Defense ai

REFAEL (1) 4,373 24,771
Current maturities of other lorigrm buyersX) 1,466 1,353
Current maturities of loan to associate 16,837 -
Receivables with respect to land (see Note 7d(3)) 23,367 -
Institutions- VAT 5,770 8,662
Partner debt 22,533 14,101
Interest receivable 19,878 32,756
Accrued revenues 12,718 10,609
Prepaid expenses 6,442 9,914
Other accounts receivable 12,574 8,362

125,958 228,685

See also Note 8.

D
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NOTE 7:- INVENTORIES OF APARTMENTS FOR SALE AND INVENTORIES OF LAND FOR
RESIDENTIAL CONSTRUCTION

December 31
2009 2008
NIS in thousands

a. Inventoiesof apartments for sale

Migdaley Tel Aviv project (d.6a) 21,168 19,768
Project in Manhattan 17,682 18,246
38,850 38,014
b. Inventoiesof land for construction

Land in Tzur Yitzhak (d.2) 37,111 36,982
Land in Macedonia (d.3) - 20,516
Land in Germany (d.4) 55,282 47,347
Land in Thailand (d.5) 93,575 78,305
185,968 183,15C

c. Inventoiesof land for constructionlong term
Land in Florida (d.1) 81,868 91,069
Land in Tzur Yitzhak (d.2) 76,875 60,596
Land in Tel Aviv (d.6) 12,208 73,752
Other land in Israel 7,390 7,390
178,341 232,807

d. Additional information

1.

Land in Florida

In January 2006, partnership whollyowned by the Company signed an agreement with

a private company, to acquire 49.9% of the rights in a company which owns all rights to
another company which owns land with an area of 9,0b fRort Lauderdale, Florida,
designated foranstruction of a hotel, residential and retail space as well as service areas
and parking facilities.

In 2007, the private company and the Company sold 10% of the partnership owned there
by (5% each)Consequently, the Company owns 44.9% of the partipersh

In 2009 and 2008, a provision for impairment amountin®lt® 11 million andNIS 14
million, respectively, was recorded and charged to the income statement.

Land in Tzur Yitzhak

On February 25, 2007, the Company established a limited paimétste Partnershiy)

in which about 90% of the rights are held by the Company as a limited partreer.
General Partner in this partnership is a company 90% owned by the Conguany.
February 25, 2007, the Partnership entered into an agreement with Mashavitzhak

("the MoshaV), whereby the Partnership would acquire from the Moshav its rights to
land located West of the Moshav and North of Kochav Yair, designated for construction
of 890 residential units as well as retail space, subject to approwa ofban zoning
plan.
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NOTE 7:- INVENTORIES OF APARTMENTS FOR SALE AND INVENTORIES OF LAND FOR
RESIDENTIAL CONSTRUCTION (Cont.)

In consideration for the acquisition of rights, the Partnership has undertaken to construct
the project and pay the Mosh&@s% of the proceeds from the sale of the apartments
and/or the lease of commercial spaces pursuant to the dates and terms stipulated in th
agreement signed between the parties.

In October 2009, the Partnership started construction of Phase | of thetpvdjich is
assisted by a bank under the closed assistance scheme, whereby it would construct 13
homes and other residential units in t{age buildings, and later on would construct the
remainder of the units, primarily in levise apartment construoti. Investment in Phase

| of the Project is estimated BitS 130 million, and the overall investment in the project,
including the amount payable by the partnership to the Moshav, as set forth above, is
estimated aNIS 750 million. Out of the estimated westment amount for construction of
Phase | of this project, the partnership has invested through December 31, 2009 a total of
NIS 25 million.

Through the publication date of this report, the Partnership has entered into agreements
for sale of 96 resideratl units, for total consideration amounting NS 93 million, for
which it received down payments amounting\i& 20 million in total.

In 2009, the Partnership capitalized financing expenses amountMi$ 800 thousand
under construction cost.

3. Land in Macedonia

A foreign subsidiary, 95% owned by the Company and 5% owned by a private company
wholly owned by the controlling shareholder of the Company, signed an agreement with
the Government of Macedonia to acquire land, located near Skdpje capital of
Macedonia for consideratin  a mo u n 8.7 milGon (NI8 20dmillion). Due to breach

of this agreement by the Government of Macedonia, including mismatches of
representations made by the Government of Macedonia with regard to land measuremen
and description in the agreement,iwihe way the land is recorded in the land registry,

the foreign subsidiary has filed a claim in a local court, seeking termination of the
agreement and reimbursement of the proceeds paid by the foreign subsidiaries for the
land, as well as the bank guates provided there by upon signing the agreeniEm.
Company believes, based on the opinion of legal counsel, th@pbthpany has a solid

legal right to termination of the agreement and to reimbursement of the amount paid, plus
interest.

The land was massified in the financial statemenfrom "inventores of land for
constructiofi to "other accounts receivablle

4. Land in Germany

In January 2008, a wholgwned foreign subsidiary of the Company signed an
agreement to acquire shares of a Germadeescompany which owns land with an area
of 7,000 M with a building there upon with a built area of 2,500lotated in a luxury
residential neighborhood in Berlifihe total acquisition price (for 100% of shares of the
acquired compa @ynilioa ™6 3milliend. The subsidiary also paid,
through t he b &l4ailian@NIS2.8 milion) fod faes and other expenses
related to planningfahis project.
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During the reported period, the company received construction permits, additional
building rights in the land and the required rgyals for conversion of the existing
building and construction of two other buildings in a hegtd residential complex with a
total built area of 4,400 fnin view of current market uncertainty, as of the balance sheet
date the subsidiary has yet to staprk on said conversion and construction, and would
continue to review execution of this work, or options for sale of the land, based on market
conditions and on its assessment of the feasibility of project construction.

5. Land in Thailand

In August2008, a whollyowned, Israetesident subsidiary of the Company entered into

a set of agreements with 3 Thailare$ident companies which own rights to land located

in Bangkok, ThailandIin conjunction with the agreement, the buyer paid to current
sharehalers of the venture companies THB5.5 million NIS70 million) in
consideration for transfer of 50% of equity and voting rights in the venture companies
(directly and indirectly) and for assignment to the buyer of 50% of owluenss and
advance paymestprovided by the partner to the venture companiesaddition, the

buyer provided to the venture companies, through the publication date of these financial
statements, an additional THB2 million NIS40.4 million) and the partner
concurrently providedn identical amount.

The plan is to construct on the 13,800 of land, located at the business and financial
center of Bangkok, a project with a total built area of 138®A0At the center of this
project is construction of a #&tory skyscraper, expted to be the tallest building in
Bangkok, including a 15#0oom hotel and 195 luxury apartments of 1 or 2 flodise
project would also include 10,0067 of retail space, parking space and public space.

The cost of land designated for construction abel af apartments accounts for 60% of total
land cost.

6. Land in Tel Aviv.

a) The Tel Aviv Towers project is located in Nachlat Yitzhak, Tel Aviv on land owned by
the Company, on which 4 residential towers of 112 residential units each may be
constructd, as well as a-gtory office building, a sports center adjacent to the project,
whose construction was completed in April 2003, a commercial center on the ground
floor, whose construction was completed in the second quarter of 2001, and
underground parkg. At this stage, only two residential buildings have been completed
in 2003.

On October 26, 2009, the Company entered into agreement whereby it granted to
two companies engaged in putting together buyer groups, an option to acquire the
land designatedior construction of Tower CThe Company also granted to the
option buyers the right to acquire another option to acquire land designated for
construction of Tower D (the western tower).
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On December 31, 2009, the option buyers exercised their right, pursuant to the
option agreement, to buy the land designated for construction of Tower Company,
as set forth above, for consideration IS 95 million, and on the same date,

NIS 9.5 million was paid to the CompanMIS 38 million was paid to a trustee,
who transferred said amount to the Company on January 4, 2010; the balance of
the consideration is deposited with a trustee, and will be transferred to the
Company subject to provision of tax and municipality approvals by the Company.
The option to acquire Tower D may be exercised through April 30, 2010 for
consideration ofNIS 107.5 million. For the option to acquire Tower D, the
Company was paidIS 3 million, which would be deemed as down payment
should the option be exercised, and would be forfeited to the Company should the
option not be exercised.

b) Land in Kfar Shalem, which is 50% owned by a partnership, is designated for

residential use, including8 residential units and 500°mesignated for commercial
use.As of the date of these financial statements, construction work has yet to start.

NOTE 8:- DEPOSITS AND RECEIVABLES

Composition:
December 31 2009 December 312008
Coupon
and Balance Balance
effective net of net of
interest current current
Linkage basis rate Balance maturites Balance maturities
% NIS in thousands NIS in thousands
Bank deposits CPI 3.87 1,461,14¢ 1,387,647 1,478,224 1,407,44%
Stateof Israel- via Ministry of Defense
and REFAEL CPI 3.50 4,373 - 28,984 4,213
Other buyers CPI 4.75 5,771 4,305 7,060 5,707
Long-term deposits CAD - - 118,157 -
Forward transaction THB 8,618 8,618 - -
Partner debt ifointly controlled entities US$/ CPI/ THB 241 122,311 122,311 83,414 83,414
Other accounts receivable EUR / CHF 25 4,905 4,905 - -

1,607,127 1,527,78€ 1,715,83¢ 1,500,77¢
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a. Compositon:

Associates
December 31
2009 2008
NIS in thousands

Details of investments:

Shares 385,179 381,281
Loans (including interest) 329,068 266,45C

714,247 647,731

b.  Changes inrivestmergin 2009

Associates
NIS in
thousands
Balance abeginningof year 647,731
Transactions during the year:
Investments:
In equity 101,490
Ownets loans 72,147
Realized investment (22,102
Companys sharén losses, net (112,063
Gain from changeni holding rate in associate 41,590
Adjustments from translation of financial statements (8,742
Loan revaluation and interest (5,809
Balance at end of year 714,247

C. Summarized information of the financial statements of the associates:

December 31
2009 2008
NIS in thousands

The Companyg sharen the balance sheet of the associates kt
on the interests therein as of balance sheet date:

Current assets 280,355 344,666
Norcurrent assets 1,229,182 605,294
Current liallities (282,261 (130,793
Non-current liabilities (842,098 (437,886
Net assets 385,178 381,281
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Year endedDecember 31
2009 2008 2007
NIS in thousands

The Companyg sharan the operating results of th
associates based on the interests there in duri

the year:
Revenues 64,108 42,321 103,10€
Net income (loss) (112,063 (205,070 73,256

d. Fair value of investment in associate for which a markee psi@vailable on stock exchange

Mirland:
December 31, 2009 December 31, 2008
Balance Fair value Balance Fair value
NIS in thousands
Shares 398,048 383,158 431,64¢ 67,616

1. On August 9, 2006, the Compasygeneral meetingparoved a commitment with
Jerusalem Economic (the controlling shareholder in the Company) and Darban
Investments Ltd. (a public company controlled by Mr. Eliezer Fishman, the Colmpany
chairman) for collaborating in the real estate sector in Russia itotitext of which all
the real estate activity of Jerusalem Economic, Darban and the Company in Russia as of
that date and any future real estate activities in Russia would be jointly managed by the
parties through a joint company, Mirland, in which the @any and Jerusalem
Economic would each hold 40% of the its issued share capital and Darban would hold
20% of its issued share capit@ihe collaboration agreement includes provisions as to the
manner of consolidating the existing activities of the Compard/ Jerusalem Economic
in Russia and the balance payments to be extended by all parties and the manner o
executing future investments through Mirlarfithe agreement stipulates that all parties
are committed not to invest in real estate in Russia untlatke of: (1) seven years from
the date of the approval of the joint commitment in the issue of Mirland by the general
meeting of that shareholder, namely August 2013; or (2) the date on which the
shareholdés holdings in the joint company drop below $¥the joint companyg share
capital. The above agreement expires with respect to the Company if Mr. Fishman ceases
being a controlling shareholder.

During December 2006, Mirland issued shares to the public on the London Stock Exchange
and, consequentlthe Company interests decreased from 40% to 28%.

2. In the first quarter of 2008, 3,558 thousand options of a third party in Mirland were

exercised, and consequently the Compmahglding stake in Mirland decreased from 28%
to 27.04% and the Companyoeded a gain amounting MIS 16.2 million.
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3.

On December 10, 2007, Mirland issued marketable debentures on tAeiT&tock
Exchange. The raised amount totaled approxim&t&i$63 million.

In the contekof the issuance, the Company acquired about 39 million debentures (series
B) of Mirland of NIS 1 par value eaciihe debentures are linked to the exchange rate of
the dollar and bear annual interest at the rate efnsimth Libor on dollar deposits plas
margin of 2,75%lnterest igpayable semannually on June 30 and December 31 of each of
the years 2002015.Principal is payable in six annual installments starting on December 31,
2010.

In 20082009, the Company acquired 7,140 thousand MirlandesHar consideration of
NIS 78.2 million; consequently, the Companyholding stake in Mirland increased to
34.04%.

On February 15, 2009, the Company gave Mirland a guarantee amountir§28 lion.

In 20082009, the Company granted Mirlalmhns amounting in total to $2.8 million.
Some of these loans bear interest at 12% p.a., and some bear interest at AS#igh.af
US$4.5 million matures in December 20 .total of US$13.8 million matures in March
2011.

e. Summarized informationof the financial statements of companies consolidated by the
proportionate consolidation method:

The Groufs sharen the balance sheet of the companies based on the interests therein at balance

sheet date:
December 31
2009 2008
NIS in thousands

Current assets 3,066 4,767
Non-current assets 101,583 183,419
Current liabilities (13,679 (40,107
Non-current liabilities (66,307 (111,94)
Net assets 24,668 36,138

The Company shardn the operating results of the cpanies based on the interests there in
during the year:

Y ear endedDecember 31
2009 2008 2007
NIS in thousands

Revenues from rent and management fees 13,995 12,659 4,168
Increase (decrease) in fair value of investment

property 7,459 (3,079 39,418
Operational expenses 4411 2,001 2,096
Net finance expenses 8,710 10,395 2,022
Taxes on income (362 169 10,234
Net income (loss) 8,695 (2,982 29,234
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f. Supplemerdry information with regard to associates

1.

Investment in shares of Mondon Investments Ltslohdon'):

On January 31, 2007, tlgeneralmeeting approved the Compéagngagement in a joint
venture with JEC, Durban and a private company owned by ldzeElFishman, whereby

the parties will establish a joint company to engage in the real estate sector in India for
commercial, storage, logistics, office and residential Aseordingly, the Company holds

36% of the shares of Mondon, a company incorpdiat€yprus whose remaining shares are
held as followsJEC- 36%, Durban 18% and Fishman Family Assets Ltd.0%.

On October 17, 2007, Fishman Family Assets LtHishmari), a company holding 10%

of the issued and outstanding share capital of Mondotgred into an agreement with
entities of the Migdal Group whereby Fishman sold to the entities of the Migdal Group its
entire stake in Mondon.

Through December 31, 2008, the Company extended loans to Mondon in a total of
approximately U$ 39 million. The loans bear interest at the rate of thmemth Libor
plus 1.2%.

Maturity is to be determined.

In August 2008, Mondon entered into multiple agreements with regard to joining a joint
real estate venturdn accordance with the agreement, Mondon woulguae 50% of
equity and 49% of voting rights in an Indiasident company which owns 70% of a
shopping mall under construction around the city of Ludhiana.

As of the date of this report, Mondon has paid, out of the total amoung,[NgR million

(NIS 164 million), of which INR 662 million NIS51 million) was paid to the Indian
partner in consideration for transfer of part of their shares in the joint venture, which
comprises 49% of the joint venture shares, to Mondon and the balance G{4RR
million (NIS 113 million) as investment in the joint venture, in exchange for debentures
convertible into joint venture shares.

The balance of the investment which Mondon is required to make in the joint venture,
amounting to INRB83 million (NIS 29 million), whch was payable by Mondon on
January 2, 2009 has yet to be paid, since the joint venture has yet to fulfill its suspensive
obligation and has yet to pay Mondon IRR7 million (NIS 18.3 million) in interest on
Mondoris investments to date (and due to fetms imposed by Indian statute, this
amount may not be offset against the balance of the investriiaetefore, Mondon has

yet to receive shares of the joint venture which comprise 7% of the joint venture shares
(and 14% of Mondog overall holding irthe joint venture) which were deposited with a
trustee upon signing the agreement.

In addition to the total consideration amount, Mondon has invested through the balance
sheet date INR4 million (NIS2.8 million) in the joint venture in consideration of
payment of half of the joint ventusepayments to banks on account of principal and
interest on bank loans.
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To the best of Mondds knowledge, starting in July 2009, the partner has discontinued
regular paymets of their share (50%) of interest repayment on bank loans, and has also
not provided their share of the principal which was to have been paid on December 31,
2009. Therefore, starting on said date, Mondon has discontinued providing its share of
financing of principal and interest paymeniherefore, principal and interest payments

on the loan are in arrears in the amount of IR million (NIS 10.5 million), for which

the joint venture has received warning notices from the banks.

Furthermore, the Iridn partner has failed to meet their commitment with regard to
completion date and start of operations of the shopping mall, which was expected by the
end of the second quarter of 20@& of the balance sheet date, Mondon estimates that
the shopping mallis 40% complete, out of total work required to complete its
construction, and has found out that in recent months the partner has almost entirely
ceased work on construction of the mBile to the delays in completion of the mall, the
joint venture has eeived warning notices and letters of demand from buyers of space in
this project.

Due to these breaches of the agreement, Mondon is in negotiations with the partner aimec
at reaching a new agreement with regard to continued repayment of the bank thans an
other issues in disagreememhe independent auditors of the joint venture indicated in
their opinion attached to the financial statements of the joint venture as of December 31,
2009, that there was uncertainty with regard to the joint veéatoepadiy to meet its
current obligations without further funds transferred by the controlling shareholders there
of. Therefore, there is significant doubt as to continuation of the joint venture as a going
concern in the foreseeable future.

Therefore, there igncertainty with regard to the parttsefinancial capacity to meet their
obligations to Mondon and to the joint venture with regard to completion of the mall and
payment of the excess yield payable to Mondon in accordance with the joint venture
agreement.

Due to the foregoing, Mondon has writtdawn its investment to date in the joint
venture, amounting in total tdIS 157 million, of which the Compars/share iNIS 56.5
million, such that the carrying amount of this investment on Mosdaocounts, agt
said writedown, amounts to INB64 million (NIS 45.6 million).

Furthermore, Mondon has writtglown down payments on account of investment in
agricultural land in India amounting to INE20.5 million (\NIS 17 million - of which the
Companys share iNIS 6.1 million), in addition to a writelown amounting to INR4.5
million (NIS 7.35 million - of which the Compariy share iNIS 2.65 million), made on
Mondoris financial statements as of December 31, 2@G8r said writedown, the
carrying amount othe down payments on account of investments has been completely
written off, except for a down payment on account of investment in agricultural land in
the city of Jaipur, whose carrying amount as of December 31, 2009 igdNRllion

(NIS 6.5 million). After these writedowns, the Comparg/ investment in Mondon
amounts to NIS103 million. Mondoris financial statements do not include all
adjustments to values of assets and liabilities and to their classification, which may be
required should AEZPL fail toontinue existence as a going concern.
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Financing of land acquisition in New Delhi

In March 2007, Mondon entered into an agreement with a private company incorporated
in Cyprus (the Cyprus compariy for providng financing to be provided to companies
incorporated in India (in this sectiorithe buyer%) for acquisition of 4 plots of
agricultural land (whose zoning has been changed, through the balance sheet date, fol
residential and commercial use) with a t@aa of 93,000 éhin New Delhi.

On March 25, 2009, the agreement was amended, whereby the Cyprus company would
repay Mondon in full the financing provided by it, amounting®$11.7 million plus
interest accrued through said date and plus interedd%tp.a., in 7 equal installments

over 14 months starting in September 2000.September 2009, the agreement was
further amended, whereby the full financing amount plus interest, totalinglbl6%
million, would be paid by the Cyprus company in two ifstahts, of US%.6 million

(NIS 28.7 million) and of US$ million (NIS 32 million) on March 31, 2010 and July 31,
2010, respectivelyThe commitment to repay the financing provided is guaranteed by a
personal guarantee of the controlling shareholdereobtlyers.

From discussions between Mondon management and the Cyprus company with regard tc
the payment due on March 31, 2010, it would appear that the Cyprus company would
probably be unable to make this payment on schedideiever, Mondon management
bdieves that in view of the set of agreements in place between the parties, and its
assessment of the Cyprus comparsplvency, as well as in view of details provided by

the Cyprus company with regard to sources of future funds to be used for repayment of
the aforementioned obligation, the Cyprus company would be able to repay the financing
amount in full.

2. Investment in shares of Svitland

On December 16, 2007, the Companpudit committee and Board approved an
engagement with Darban, Jerusalem Bwoic and Fishman for collaborating in real
estate for commerce, storage, logistics, offices and residence in former Soviet Union
countries, except Russia, that were or are members of the Commonwealth of Independen
States, including the Ukraine, Lithuaniatvia, Moldova and Estonidtfie collaboration
agreemerit and "the collaboration field respectively). Under the collaboration
agreement, the partiesctivities in the collaboration field will be managed by a foreign
company (the joint compand) whoseshares will be held by the parties (directly or
indirectly) as followsithe Company 32%; Jerusalem Economic32%; Darban 16%

and Fishman Family Asset20%. The joint company will engage in real estate activity
which will include, among other thisgthe acquisition, development, construction, rental
and sale in the collaboration field as well as receiving financing and placing it for the
purpose of the acquisition of real estate and initiating and performing projects in the
acquired properties.

The Company invested approximatal\s$ 2.1 million in the share capital of Svitland
and through December 31, 2009, extended owhesss in a total of approximately
US$ 30.3 million.

The loans bear interest at the rate of thmamth Libor plus 1.2%.

Maturity is to be determined.
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NOTE 9:- INVESTMENTS IN INVESTEES (Cont.)

3.

Investment in shares &farbaninvestments Ltd

On October 27, 2009, the Company entered into an agreement with TAU Tesuot Ltd.
("TAU"), whereby the Company would acquire froAU, in a transaction off the stock
exchange, shares obDarban Investments Ltd. "Qarbari), where the controlling
shareholder of the Company is the controlling shareholder and Chairman of the Board of
Directors ofDarban in exchange for allotment of Compashares to TAU.

In accordance with the agreement, the Company would acquire from TAU in a
transaction off the stock exchange 5,471 ,®&banordinary shares dlIS 1 par value
each, which constitute 10.51% Darbars share capital'the acquireddarba share$),

in exchange for 15,879,556 Compansdinary shares dflIS 1 par value each, which the
Company would allot to TAU by way of private allotment, which would constitute post
allotment 4.9% of the Compary share capital"the sold Company shatgs On
December 14, 2009, thgeneral meeting of Company shareholders approved the
aforementioned agreemefitie transaction closed on December 31, 2009.

In the agreement, TAU committed that during 24 months starting on the closing date, it
would not acquie additional Company shares so as to make it an interested party in the
Company, as this term is defined in the Securities Act, 1968.

The proceeds for the acquir&hrbanshares, i.e. the ratio of sold Company shares to
acquiredDarbanshares, was deteined based on a valuation of the Company and of
Darbanas of June 30, 2009 provided by an external valuator independent of the Company
and of its controlling shareholder.

The sold Company shares would be restricted shares, and sale there of by TAU durin
trading on the Tel Aviv Stock Exchange would be subject to restrictions set forth in the
Act and in Securities Regulations (Details re Section$55of the Act), 2000.

In February 2010, the Company acquired 496 thouSmranshares for consideration
amounting toNIS 8.9 million. As of the certification date of these financial statements,
the Company owns 11.4% Dfarbars share capital.

The investment in Darban is accounted for as an investment in an associate at equity,
starting on the transactiotiosing date.The cost of investment as of said date was
determined based on the fair value of Company shares issued as set forti hisofe.

value was determined based on the market price of Company shares on the stock
exchange upon the transactidosing dateThe Company has temporarily attributed the
acquisition cost relative to the fair value of Darban assets and liabifsegart of this
attribution, the Company recognized on its income statement gain from temporary
attribution to negative gmwill, amounting taNIS 41 million. This temporary attribution

may be adjusted up to 12 months after the acquisition taégplicable, upon final
attribution the adjustments are made by way eftadement of comparative figures
previously reported basl on the temporary attribution.

Fair value of investment in associate for which a market price is available

Darban
December 31, 2009
Balance Fair value
NIS in thousands
Shares 140,729 85,355
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NOTE 9:- INVESTMENTS IN INVESTEES (Cont.)
g. List of subsidiariegjpointly controlled entitieand associates directly owned by the Company

Ownership and Ownership and

controlling controlling
Country of  Investment amount  stake as of stakeas of
incorporation as ofDecember 31 December 31 December31,
2009 2008 2009 2008
NIS in thousands %

Subsidiaries
The Company for

Development of Work

Ltd. Israel 43,685 53,966 100 100
H.B.M.T. Properties

Management and Buildir

Maintenance Ltd. Israel 4,233 3,399 100 100
Tel-Aviv Towers Ltd. Israel 44 61 100 100
Houdstermaatschappij
B.V. Vossius Holland 134,479 139,152 100 100
Industrial Buildings Ashdod

(1994) Ltd. Israel 241 331 100 100
Frey Group AG Switzerland 203,583 194,708 100 100
The Fishman Holdings
Canada Property
Investment Trust IX, X
XL XX and XXI Canada 480,124 437,433 100 100
Mivnei Taasiya
(Luxembourg) S.A. Luxembourg 41,602 39,474 100 100
Fishman Holdings North
America Inc. Canada (11) (118 100 100
IBC Fifth Avenue Partner
ship USA 119,728 126,633 100 100
IBC FL Beach Partnership USA (8,773 1,703 100 100
Lake Placid Enterprises Inc. Virgin Islands - - 100 100
Nazareth Center Shopping

Mall (Management) Ltd. Israel (1,757 (408 100 100
Canot Industrial Center Ltd Israel 202 (19 100 100
F.H.I.B.C. Sun city Ltd. Macedonia (4,74) (5,299 95 95
Ramla Title Company Ltd. Israel (793 (705 75 75
Memadim Investments Ltd. Israel (53,095 (47,839 70 70
Univ Holdings Ltd. Israel 59,363 45,303 74 74
Yovlei Shomron Limited

Partnership Israel (5,429 (4,139 89.1 89.1
Shoimon Settlement Ltd. Israel (80) (37) 90 90
ABC Thailand Ltd. Israel (12,753 479 100 100
Jointly controlled entities:
Ackerstein Towers Ltd. Israel 291 453 50 50
Industrial Buildings

Partnership Oneil Projec

M.H.L. Israel 2,565 1,775 50 50
A.M. Negev HighTech Ltd. Israel 7,726 6,455 50 50
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g. List of subsidiariesjointly controlled entitiesand associates directly owned by the Company
(Cont.):

Ownership and Ownership and
controlling stakecontrolling stake
Country of Investment amount as d December as of December

incorporation  as ofDecember 31 31, 31
2009 2008 2009 2008
NIS in thousands %

Jointly controlled entitie

(Cont.)
Mashar Shopping,

Recreation and

Leisure Centers Ltd. Israel 45,319 30,76 50 50
Van Plaza Management
and Maintenance Ltd. Israel (532 (82 50 50
Optimization
TechnologyResearch
BV Serbia (9,309 (3,208 50 50
Associates
Fishman Holdings
Germany, GMBH Germany 215 180 3333 33.33
Mirland Development
Corporation plc Cyprus 398,048 461,649 34.04 33.87
Mondon Investments Ltc Cyprus (103,223 (41,569 36 36
Svitland Limited Cyprus (50,593 (31,565 32 32
IBI Four Seasons Limite

Partnership Israel - 22,385 - 49.6
Darban Investments Ltc Israel 140,729 - 10.51 -

h. In 2009, the Company received dividends amountingl®6.1 million from a subsidiary.

In 2009, gointly controlled entitydeclared dividends amounting kS 500 thousand.

54



INDUSTRIAL BUILDINGS CORPORATION LTD.
NOTES TO CONSOLIDATED FI NANCIAL STATEMENTS

NOTE 10:- INVESTMENT PROPERTY
a. Composition and movement:

2009 2008
NIS in thousands

Balance as of January 1 7,158,849 7,788,908

Additions during the year

Adjustments from translation of financial statements 163,686 (276,492
Acquisitions 105,453 154,295
Additions for newly consolidated companies - 45,750
Transfer from investment property under development 212,484 45,666

Impairment of fair value (excluding update to liability with
regard to Appreciation Levynal lease fees, see Note 18a (107,224 (196,292

Total additions (disposals) 374,399 (227,073

Disposals during the year

Disposals 103,483 379,127
Classified to real estate under development 25,557 23,859
Total dsposals 129,040 402,986
Balance as of December 31 7,404,208 7,158,849
b.  Investment property is stated at fair value, which has been determined based on valuations

principally performed by independent outside appraisers with reputable pootdsskpertise

and vast experience as to the location and category of the property being Vaki€&bmpany

also used economic models for valuation of some of its investment profieese models have

been tested and approved by an independent valUdterfair value represents the amount, as

of the valuation date, at which the assets would be exchanged between a buyer and a seller in
transaction at market terms and conditions, after both parties have acted in an informed, diligent
manner without coeron, based on international valuation standar@ike fair value is
determined based on recent market transactions for similar properties at a location similar to the
property owned by the Company, if such transactions exist, as well as based on estitmated f
cash flows expected to result from the propeflye assessment takes into consideration the
structured risk of the cash flowi calculating fair value, the valuator used discount rates
ranging between 5%1%, based on property type and locatiQompany rights would be
recorded at the Land Registry after the land woulditieled into parcels

Leasing rights to investment property in Israel have §e&® term, with an optional 4@ar
extension.

C. Investment grants
Pursuant to thedaw for the Encouragement of Capital Investments, 1959¢ Law") the

Investment Center has approved certain of the Congpgmggrams for the construction of
buildings, including equipment and installations in buildings.
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Pursuant to the.aw, the Company is entitled to receive investment grants for its approved
investments, to claim accelerated depreciation for tax purposes as well as to a reduced tax rate
In calculating depreciation, the amount of the grant is deducted the cost of the assets.
Pursuant to théaw, the Investment Center may demand that the Compahypuld it fail to

fulfill the terms of the approval refund the grants that it received with the addition of interest
and linkage differences from the dathey were receivedturthermore, the Company would

have to refund the entire tax benefits (accelerated depreciation and reduced tax rate) (see Nof
26a).

Company management believes that as of the date of the financial statements, the Compan
meets reguements of the Act with regard to these programs.

For liens, see Note 22a.

NOTE 11:- INVESTMENT PROPERTY UNDER DEVELOPMENT

Composition and movement:

2009 2008
NIS in thousands

Balance as of January 1 233,236 141,463

Additions during the year

Foreign currency translation adjustments of foreign operatio - (140)
Additions 80,660 113,720
Transfer from investment property 25,557 23,859
Impairment of fair value (4,802) -
Total additions 101,415 137,439
Disposals during the year

Transfer to investment property 212,484 45,666
Total disposals 212,484 45,666
Balance as of December 31 122,167 233,236

In valuating investment property undaéevelopmentthe exraction method or the discounted
cash flow method were used, as the valuator sa®diermination of the fair value is based on
estimated future revenues from the completed project, using discount rates aligned with
significant risk factors applicabl® tthe construction process, including construction risk and
rental risk, which are higher than current yield of similar investment property in its completed
state.The remaining expected cost to completion, plus deveétopssfit, are deducted from the
edimated future revenues, as set forth above.

For liens, see Note 22a.
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NOTE 12:- FIXED ASSETS

a.

Composition ananovemertt

2009
Computers,
furniture Photo-
Motor and office Gas voltaic
Offices (1) vehicles equipment  station installations Total
NIS in thousands
Cost
Balance as of January 1
2009 5,816 314 9,249 1,804 - 17,183
Additions during the yee 102 - 2,416 720 4,237 7,475
Balance as of Decembe
31, 2009 5,918 314 11,665 2,524 4,237 24,658
Accumulated
depreciation
Balance as of January 1
2009 2,409 260 4,904 168 - 7,741
Additions during the yee 360 45 1,382 33 62 1,882
Balance as of Decembe
31, 2009 2,769 305 6,286 201 62 9,623
Depreciated cost as of
December 31, 2009 3,149 9 5,379 2,323 4,175 15,035
2008
Computers,
furniture
Motor and office Gas
Offices (1) vehicles equipment station Total
NIS in thousands
Cost
Balance as of January 1, 2008 5,511 314 8,114 1,804 15,743
Additions during the year 305 - 1,135 - 1,440
Balance as of December 31, 2( 5,816 314 9,249 1,804 17,183
Accumulated deprecian
Balance as of January 1, 2008 2,074 215 3,697 138 6,124
Additions during the year 335 45 1,207 30 1,617
Balance as of December 31, 2( 2,409 260 4,904 168 7,741
Amortized cost as of Dengber
31, 2008 3,407 54 4,345 1,636 9,442

(1) Offices are owned by the Company.

For liens, see Note 22a.
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NOTE 13:- INTANGIBLE ASSETS

Composition ananovemernt

Marketing
of
Gas Managemeni apartments
operations  operations for sale Goodwill Total
NIS in thousands

Cost

Balance as of January 1, 2009 4,600 3,018 - 14,333 21,951
Additions - - 974 - 974
Balance as of December 31, 2009 4,600 3,018 974 14,333 22,925

Accumulatel amortization

Balance as of January 1, 2009 - - - 2,571 2,571
Amortization - - - - -
Balance as of December 31, 2009 - - - 2,571 2,571

Amortized cost

As of December 312009 4,600 3,018 974 11,762 20,354

As of December 31, 2008 4,600 3,018 - 11,762 19,380

NOTE 14:- CREDIT FROM BANKS AND OTHERS

a. Compoaosition:

Weighted
interestrate
December 31 December 31
2009 2009 2008
% NIS in thousands

Credit from banks:
Nortlinked loans 3.89 143,175 328,072
CAD-linked loans 1.20 79,327 47,769
US$-linked loans 1.38 132,728 240,434
CHFlinked loans 0.87 10,039 2,583
Eurolinked loans 1.38 127,654 17,036
THB-linked loans 5.75 44,454 42,635

537,377 678,529
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NOTE 14:- CREDIT FROM BANKS AND OTHERS (Cont.)

b. Current maturities of nenurrent liabilities

Current maturities of loans fno banks (1)
Current maturities of other narurrent liabilities (2)
Current maturities of debentures (3)

() See Note 17.
(20 See Note 18.
(3) See Note20 and 21.

(of For cdlateral, see Note 22a2.

NOTE 15:- TRADE PAYABLES

Open deld
Notes payable

NOTE 16:- OTHER ACCOUNTS PAYABLE

Interest payable

Advance payments from buyers
Accrued expenses

Unearned rent

Institutions- VAT

Tenants

Jointly controlled entitie
Depreciatiorreserve

Other accounts payable
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December 31

2009 2008
NIS in thousands
198,250 118,507
44 731 73,296
444,700 281,243
687,681 473,046

December 31

2009 2008
NIS in thousands
50,451 45,052
14,190 18,832
64,641 63,884

December 31

2009 2008

NIS in thousands
62,764 61,804
18,323 31,909
19,274 15,268
5,780 8,439
7,322 7,391
8,214 6,371
3,276 3,718
1,055 898
9,344 8,784
135,352 144,582
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NOTE 17:- LOANS FROM BANKS

a.  Composition:

December 312009 December 312008
Effective Balance ne Balance ne
interest of current of current
rate Balance  maturities Balance  maturities
% NIS in thousands NIS in thousands
CAD-denominated loans (1) 3.48 846,092 717,508 777,339 766,109
US$-denominated loans (2) 0.95 721,523 715,845 512,800 484,570
EUR-denominated loans (3) 2.86 1,107,372 1,098,067 1,183,974 1,174,888
CHF-denominated loans (4) 2.90 358,005 355,776 356,170 354,594
CPlHlinked loans 4.50 279,283 226,829 248,067 179,682
Nonlinked loans 3.30 105,000 105,000 45,000 45,000

3,417,275 3,219,025 3,123,350 3,004,843

(D  Includes norrecourse loans amounting WS 489 million andNIS 434 million in 2009 and
2008, respectivelysee Note 23b(4).

(2 Includes norrecourse loans amounting kIS 68 million andNIS 71 million in 2009 and
2008, respectively.

(3 Includes norrecourse loans amounting XS 534 million andNIS 516 million in 2009 and
2008, respectively.

(4  Includes norrecourse loans amounting X3S 311 million andNIS 305 million in 2009and
2008, respectively.

b.  With regard to bank loans whose balance, as of December 31, 2009, amoNif$s1t890
million, foreign subsidiaries have committed to the baikey alia, to maintain their equity at
levels required by the banks, their le@xvalue ratio not to exceed the specified rate etc.

As of December 31, 2009, these companies were in compliance with the financial covenants
specified there to.

(of For collateral, see Note 22a2.
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NOTE 18:- OTHER NON-CURRENT LIABILITIES

a. Compositian:

December 312009 December31, 2008
Effective Balance ne Balance ne
interest of current of current
rate Balance maturities Balance maturities
% NIS in thousands NIS in thousands
Loans of partners in investees, @irked 1.60 33,765 33,765 30,156 30,156
Loans of partner ifpintly controlled
entity, in USE/ EURO 1.25 42,132 42,132 25,454 25,454
Loans of partner ifpintly controlled
entity, in THB 15.00 64,500 64,500 47,071 47,071
Liability with respectto combination
transaction (2) 5.00 43,357 40,531 44,096 44,096
Liability with respect to Appreciation
Levy and leasing fees - 31,369 31,369 33,783 33,783
Non-negotiable, CRlinked debentures 5.19 125,390 83,485 212,631 139,335
Permanenioans (1) 6.00 10,724 10,724 10,717 10,717
Forward transaction and others 5.39 2,009 2,009 4,666 4,666

353,246 308,515 408,574 335,278

() The Company has received permanent loans from the State of Teragdrincipal ofthese
loans is non linked, and bears interest at 0.5% p.a. linked to the CPI and payable quarterly.

(20 See also Note 7b and 7c¢ (landirur Yitzhak)

b. For collateral, see Note 22a2.

NOTE 19:- TENANTS' LEASE DEPOSITS
As collateral for rental paymés, tenants have provided deposits linked to the Israeli CPIl and non

interest bearing deposits in foreign currentiye deposits plus linkage differences are returned to the
tenantsat the end of the lease period, after the tenants have fulfilled allotbiegations.
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NOTE 20:- DEBENTURES

a.  Composition:

December 31, 2009 December 31, 2008
Balance Balance

Effective net of net of

interest current current
rate Balance maturities Balance maturities

% NIS in thousands NIS in thousands
Debentures (Series E) 6.17 32,855 16,543 47,716 32,024
Debentures (Series F) 5.40 145,997 73,066 210,767 140,639
Debentures (Series G) 5.39 757,407 506,534 698,571 523,533
Debentures (Series H) 5.05 905,911 905,911  850,&0 850,620
Debentures (Series I) 5.00 566,319 566,319 531,390 531,390
Debentures (Series J) 6.55 129,876 129,876 129,830 129,830
Debentures (Series K) 5.50 517,241 517,241 488,385 488,385
Debentures (Series L) 4.10 249,403 166,52 234,039 234,039

Debentures (Series M) 6.35 57,633 57,633 - -

3,362,642 2,939,647 3,191,318 2,930,460
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NOTE 20:- DEBENTURES (Cont.)

b. Additional information

Nominal
annual Par value held by
Par value outstanding interest subsidiary Redemption Redemption
Par value December 31 Linkage rate December 31 periods of date of
Debentures issued 200 2038 basis % 200 2008 principal principal
NIS in
Series thousands In thousands NIS in thousands
Consumer Pric
C 478,234 - - Index 4.05 - - 2000200¢ February 28
E 108,000 24,887 37,373 Euro 4.7 - - 20062011 February 28
Consumer Pric
F 376,710 122,476 183,714 Index 5.2 - - 2006-2011 February 28
Consumer Pric
G 891,033 671,586 633,899 Index 55 40,316 19,609 2007201Z August 31
Consumer Pric
H 878,193 826,139 800,815 Index 4.65 52,054 77,378 2011201¢ August 31
Consumer Pric
I 511,643 511,352 493,013 Index 5.05 291 18,630 20152017 December 31
J 130,030 130,030 113,425 Non-linked 6.5 - 16,605 2011201: December 31
Consumer Pric
K 486,545 479,646 486,545 Index 5.3 6,900 - 2012201t December 31
Consumer Pric
L 235,923 235,923 230,112 Index 3.8 - 5,811 2010201z December 10
M 57,633 57,633 - Non-linked Variable *) - - 2013201t December 31

On May 15, 2007, the Company published a shelf prospectus of up to 12 series of debentures\(3cEastKseries ahe debentures (series

K-V) will have a par value of up IS 600 million and the Company will determine the conditions of the debentures of a particular series close
to the first offering of debentures of that series, as specified in the shelf offeblighed for that series by the Compafgcording to the shelf
prospectus, on September 17, 2007 and June 5, 2008, the Company published shelf offering reports for the issuance{sttEnijrand
debentures (series L), respectively.

On May 27,2009, the Company issued a shelf prospectus, amended on June 8, 2009 and on February 24, 2010, whereby the Company may is:
ordinary shares, option warrants for shares, option warrants for debentures, debentures and debentures convertilde oniiorsagrextend
current debenture series (Serie$ &d Series KL), as follows:

*) Debentures (Series M) bearing interest equal to yield of Short Term Government debentures (MAKAM) (as set forth inE@ligpros
dated December 21, 2009) plus a 4.5%gima
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NOTE 20:- DEBENTURES (Cont.)

- Up toNIS 1,000 million par value debentures of each of the current debenture series (Series G, H, |,
KandL).

- Up toNIS 60 million ordinary shares.

- Up toNIS 200 million option warrants for shares (Seriesr8ugh 13).

- Up toNIS 2,000 million par value debentures of each of the debenture series (Series M through V).

- Up to NIS 500 million par value convertible debentures of each of the debenture series (Series W
through AA).

- Up to 2,000 option warrants rfaebentures of each of the debenture warrant series (Series 14
through 23).

On June 14, 2009, the Company issued, pursuant to the shelf prospectus under extension of debentu
(Series G)NIS 100 million par value debentures (Series G), for net comgiderof NIS 109.5 million
(after issuance expenses amountinyl®441 thousand).

In conjunction with this issuance, the Company issued, for no consideration, negotiable option
warrants exercisable intdlS 100 par value debentures (Series G) upontating day subsequent to

the listing date there of for trading on the stock exchange, in exchange for payment of the exercise
price ofNIS 109.95 as set forth below:

Expiration dates of option

Quantity warrants
Option Warrants (Series 14) 500,000 July 30, 2009
Option Warrants (Series 15) 500,000 August 16, 2009
Option Warrants (Series 16) 500,000 August 30, 2009
Option Warrants (Series 17) 500,000 September 13, 2009

The debentures are linked to the CPI, are repayable on Augu$teatioyear 2002012, and bear
interest at 5.5% p.a.

In total, 1,918,488 option warrants (Series13 were converted intdllS 191.8 million par value
debentures (Series G) for paymentN\Nd§ 211 million. A total of 81,512 option warrants (Series- 14
17) have expired.

On December 31, 2009, the Company issued a shelf offering report based on the shelf prospectu
whereby the Company issuédS 57,633 thousand par value debentures (Series M) for consideration
of NIS 57 million.

For issuance of furtheption warrants subsequent to the balance sheet date, see Note 31.

In September 2008, the Company Board of Directors approved ddukyplan of Company
debentures by a wholgwned subsidiary of the Company, covering all debenture series of the
Companyother than debentures (Series D), up to a total vald®f00 million ('buy-back’). The

plan has been executed in full.

On August 20, 2009, the Company Board of Directors approved -$&duky plan of all debenture
series of the Company other than debess (Series D), by the Company or by a wholyned
subsidiary there of, enor off the stock exchange, up to a total valueNe® 40 million, net of
debentures to be sold by the subsidiary during the plan TEmm.plan term is two years, through
August31, 2011.
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Furthermore, during the period between exhaustion of the previodsdolyplan and approval of the
current one, Company management has, from time to time, bought back debentures in conjunctiot
with adhoc tranactions, rather than as part of a sustained, consistent policy basedon mdrket
conditions and on business opportunities.

Debentures have been acquired via the subsidiary in accordance with a trust agreement signed by tl
companies and with Comparfipancing and guarantee, such that all risk and reward was attributable
to the CompanyAcquisition via the subsidiary was primarily due to economic considerations.

NOTE 21:- CONVERTIBLE DEBENTURES

a.

C.

Convertible debentures (Series. D)

A series 0ofNIS 296,637 thousand par value debentures (Series D), registered in thésowner
name, are traded on the Tel Aviv Stock Exchange, bearing interest at 3.75% p.a. and linked
(principal and interest) to the CPI for January 2002, and convertible into Compangrgrdin
shares at a conversion ratio WfS 9.5 par value debentures (Series D) per 1.085 shbhes.
debentures mature in equal installments between-2006.

Between 200€009,NIS 114,341 thousand par value have matured.

Between 200&008, NIS 144.8 milion par value debentures (Series D) have been converted
into 16.5 million ordinary shares.

As of the certification date of these financial statements, ther&I&87,495 thousand par
value debentures outstanding.

The effective interest rate as of Dedmer 31, 2009 is 5.15%.
Maturities subsequent to the balance sheet date

December 31
2009 2008
NIS in thousands

Balance 43,987 62,754
Less- current maturities 21,705 20,385
22,282 42,369

For collateral, see Note242).
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NOTE 22:- LIENS, GUARANTEES, COMMITMENTS AND CLAIMS

a. Liens

1.

To secure the Comparycompliance with the terms of the approvals of an approved
enterprise under the Law for the Encouragement of Capital Investments, 1959, it has
pledged in faor of the State of Israel all of its fixed assets by an unlimited last in priority
floating charge.

To secure most of the liabilities of the Company and its investees, mortgages were placed
on their rights to various real estate properties which thvey and on inventories of
buildings for sale, net as well as on part of the securities held by the CorSjrailgrly,

part of the cash due and that will be due to the Company from tenants in that portion of
real estate was pledged.

The balances of theesured liabilities are as follows:
December 31

2009 2008
NIS in thousands

Shortterm loans and credit 621,377 635,804
Longterm liabilities (including current maturities) 3,292,954 3,237,442
Bank guarantees secured by lien 261,424 298,515

4,175,75¢ 4,171,761

The above liabilities do not include liabilities for approximatslys 3,255 million of
debentures (series C, D, E, F, G, H, |, J, K, L and M) (including current maturities) which
are secured by a token amount\d& 1.

To secure the enforcement of an agreement entered between the Company and Ackerstei
Zvi Ltd. and its related company, the Company placed a senior fixed charge on all of its
rights to receive rental payments from several tenants as per theagnmaments with

them.

The fair value of pledged assets in Israel as of December 31, 2009 amouxiSdt {076
million and overseasto NIS 2,148 million.

b. Guarantees

1.

As of the balance sheet date, the Company provided bank guarantees irotim aim
approximatelyNIS 32 million to secure completion of buildings in various local council
areas, to participate in tenders and to secure credit.

A partnership controlled by the Company guaranti&20 million to apartment buyers in
MAROM HA-SHARON project.

The Company is the guarantor of loans given to a subsidiary, Meimadim Investments, in
the amount of approximateiS 50 million.
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4.

In the context of an agreement signed lestw banks in Canada and subsidiaries of the
Company for receiving non recourse loans to finance the acquisition of properties in
Canada, the Company has undertaken to indemnify the banks for any damage, expense ¢
loss that they may incur, directly and iirttly, if certain conditions occur, as detailed in

the loan agreement.

As of the date of publication of the financial statements, these conditions have not
materialized.

The Company is a guarantor of loans given to various trusts in Canada and other
subsidiaries in Europe by a foreign bank in the amount of approxinit®I§7 million.

The Company is the guarantor of a loan given to an associate by Bank Discount in the
amount of approximateliIS 106 million.

A jointly controlled entityguarantees to Bank HaPoalitNIS 1.8 million for Appreciation
Levy andNIS 1.6 million for permit fees.

A subsidiary of the Company provided a guarantee to Bank Leumi in the amount of
approximatelNIS 1 million in respect of a tender for a management cointra

C. Commitments

1.

On August 2, 2004, the Compasiygeneral meeting approved the decision of the
Companys audit committee and the Board regarding the engagement of the Company,
Jerusalem Economic and Darban to establish of a joint company that provide
supermanagement and supervision services to the real estate properties of the Company
Jerusalem Economic and Darban in North America.

On April 21, 2005, the Compalsy general meeting approved the decision of the
Companys audit committee anitie Board from March 2005 regarding the engagement of
the Company, Jerusalem Economic and Darban to establish of a joint company that
would provide supemanagement and supervision services to the real estate properties of
the Company, Jerusalem Econonaicd Darban in Europe. The contract term is five
years, through April 30, 2010. On March 17, 2010, the Conipakudit Committee and
Board of Directors approved extension of this contract for a furtheryéae term,
through April 30, 2015.

The Companyhas contracts with regard to other ventures with Group companies in the
real estate segment in Russia, Ukraine, Belarus, India and Serbia.

d. Claims against the Company

Pending legal claims and other claims against the Company are as follows:

1.

A claim in the amount of approximateNIS 14.8 million was filed in 2005 against the
Company and other3he claim was only furnished to the defendants during February
2007 (about two years after it had been filed) in respect of damages caused by a flood in
2002. The Comparny insurance company submitted statements of defense and third party
notices.The Compang management estimates that the provision made in the financial
statements is adequate.
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2.

Additional claims have been filed against the Company in the ordinary course of business
whose separate and aggregate amounts are immaterial to the Company.

Various claims have been filed against the Company in its capacity as project manager
for the Israel Lands Administration totaling approximat®ys 28.8 million. In the
opinion of the Company attorneys, in the event that the Company loses any of these
claims, the amounts will be paid out of the prdgetiind and, therefore, the Company has

no exposure in respect of these claims.

During November 2007, a claim was filed against the Conipapsidiary in a total of
approximately NIS 15.7 million alleging that the subsidiary owes sums for work
performed by the plaintiffAccording to the Gmpany, all amounts due to the plaintiff
were paid and even extra payments were niBlge plaintiff was negligent in performing
the work, did not meet deadlines and did not complete all the work tchvithhad
committed, causing the Company to incur digant damageThe subsidiary filed a
counterclaim.

The parties have filed a major evidentiary statement as well as expert opinions on their
behalf.The case has yet to be scheduled for hearing.

A response to the countelaim has yet to be filed.

The Companig management estimates that the provision made in the financial statements
is adequate.

During 2007 and 2008, three claims were tiled against an American resident company
that was incorporated under the laws of the State of New York in vinclEompan'g

stake, indirectly, is 50% as part of its activity to sell luxury apartments and retail space in
the Fifth Avenue in Manhattan, New Yorkhe claims aggregate approximatl\s 37.7

million.

Company management, based on the opinion of legahsel, estimates that the
provision made in the financial statements is adequate.

NOTE 23:- BALANCES AND TRANSACTIONS WITH RELATED AND INTERESTED PARTIES

a. Balances withrelated andnterested parties

December 31, 2009 December 31, 2008

Jointly Jointly
controlled controlled
Assocdates  entities Associates entities

NIS in thousands

Other accounts receivable 17,717 - 10,327 15,816
Mirland debentures 30,000 - 38,991 -
Investments in investees (1) (2) 346,785 - 266,450 -
Long-term debit balances (including current
maturities) - 121,985 - 36,046
394,502 121,985 315,768 51,862
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(1)

)

The Company has extended loans tsoamtes, amounting tdllS 347 million and
NIS 266 million as of December 31, 2009 and 2008, respectively.

In February 2009, the Company granted to an associate a guarantee amounting8o US$
million.

b.  Transactions withelatedand interested paes

On March 26, 2009, the Company Board of Directors determined that the following transactions
would be considered a negligible transaction with the controlling shareholder of the Company:

1.

The Compang transaction with a controlling shareholdermpanies under a statute or
companies in which the controlling shareholder has a personal interest therein to purchase
services which are favorable to the Company and which are conducted in the ordinary
course of business at damlength and the annual expses relating to the above
transaction do not exceed the threshold of 1% of annual operating expenses (selling anc
marketing expenses and general and administrative expenses) of the Company in the
annual consolidated financial statements of the Compatigipear preceding the date of
transaction, provided that total annual expenses from the purchase of services, as above
does not exceed the threshold of 3% of the annual operating expenses in the annua
consolidated financial statements in the year gliegethe date of transaction.

The Compan'g transaction with a controlling shareholder, companies under a statute or
companies in which the controlling shareholder has a personal interest therein to sell
services which are favorable to the Company whith are conducted in the ordinary
course of business at dsmlength and the annual revenues relating to the above
transaction do not exceed the threshold of 1% of annual revenues of the Company in the
annual consolidated financial statements of the @ in the year preceding the date of
transaction, provided that total annual revenues from the sale of services, as above, doe
not exceed the threshold of 3% of the annual revenues in the annual consolidated
financial statements in the year precedingdhate of transaction.

The Compan'g transaction with a controlling shareholder, companies under a statute or
companies in which the controlling shareholder has a personal interest therein to rent out
properties which are favorable to the Company wahigth are conducted in the ordinary
course of business at delength and the annual rental income of a single property does
not exceed the threshold o¥slof annual revenues in the annual consolidated financial
statements of the Company in the year piawethe date of transaction, provided that
total annual revenues from the rent of properties, as above, does not exceed the threshol
of 3% of the annual revenues in the annual consolidated financial statements in the year
preceding the date of transactio

The Compan'g transaction with a controlling shareholder, companies under a statute or
companies in which the controlling shareholder has a personal interest therein to purchase
assets or receive services necessary to construct a project whiciverable to the
Company and which are conducted in the ordinary course of businesssaleaigth and

the cost of the assets or services to the Company does not exceed the threshold of 2% c
total expected investment in that project (excluding the invargtiin the land), provided

that total cost of products or services, as above, in a certain project does not exceed the
threshold of 5% of the expected investment in that project.
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5.  The Compan' transaction with a controlling shareholder or companies under a statute to
purchase together services or products from a third party which are favorable to the
Company and which are conducted in the ordinary course of busiregsdsaliength and
the Compang audit committee determined under the circumstances the costs and
expenses of the transaction were distributed fairly and equally and the annual expenses
relating to the above transaction do not exceed the threshold of 18fiudlaperating
expenses (selling and marketing expenses and general and administrative expenses) of th
Company in the annual consolidated financial statements of the Company in the year
preceding the date of transaction, provided that total annual eg&om the purchase
of services, as above, does not exceed the threshold of 3% of the annual operating
expenses in the annual consolidated financial statements in the year preceding the date ©
transaction.

Also, an immaterial transaction will be anyrtsaction between the Company and a controlling
shareholder, companies under a statute or companies in which the controlling shareholder has
personal interest therein which are favorable to the Company and which are conducted in the
ordinary course of birsess at an's length and the expected revenues to the Company in a
given year do not exceed the threshold of 0.5% of total revenues in the annual consolidatec
financial statements of the Company in the year preceding the date of transaction; or that the
expected expenses to the Company do not exceed the threshold of 1% of annual operatin
expenses (selling and marketing expenses and general and administrative expenses) of th
Company in the annual consolidated financial statements of the Company inrtipeepealing

the date of transaction, as appropriate.

The arns length principle for transactions, as above, will be examined with reference to
comparable transactions that the Company has made and with reference to comparable
transactions made in the rkat.

Below is summary information for transactions withatedand interested parties:

Year ended December 31,

2000 2008 2007
Jointly Other Jointly Other Jointly Other
controlled related controlled related controlled related

Associate  entities parties Associate: entities parties Associate: entities parties
NIS in thousands

Rental incomt 740 - 8,232 135 - 8,229 - - 6,098

Management
income 52 291 1,412 37 227 1,440 - 105 956

Management
expenses - 194 - - 214 - - 265

Financial
income 12,334 3,692 - **)9,915 3,560 - *) 2,519 6,457

Financial
expenses - - - - - - - 503

*) See alsdNote 9d(6).
**)  See also Note 9f(1) and (2).
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The Company (including subsidiaries) has leased in the ordinary course of business and in
market prices spaces to companiewitich Mr. Eliezer Fishman (the controlling shareholder in

the Company through companies controlled by him and/or controlled by his family members) is
an interested partaid leased spaces cover abt?891 Mand14,666 M as of December 31,

2009 and Q08, respectivelyRent paid to the Company in 2009 and 2008 by these companies
accounted for approximately 1.4% and 1.4%, respectively of total rental income earned by the
Company in each of these years.

For some of the properties leased to companiegioh Mr. Eliezer Fishman has an interest, as
above, the Company (including subsidiaries) provide also management sdrvig@89 and

2008, the Company provided management services, as above, for spaces coverih@,a@ut

m? and10,766 m, respectivly. Management fee paid to the Company in 2009 and 2008 by these
companies accounted for approximately 1.7% and 1.8%, respectively of total management fee
revenues of the Company in each of these years.

C. Management fees, salaries and benefits

Y ear ended December 31
2009 2008 2007
NIS in thousands

Management feto Board members 1,247 1,249 1,138
Management feto Chairman of the Board of

Directors (including bonus) 8,220 7,972 13,889
Salary and benefits t6EO 1,159 1,282 650
Number of Board members 9 9 9

d. On January 19, 2005, the Compangeneral meeting of shareholders approved payment of a
fixed annual bonus to the chairman of the Board at a rate of 4% of the operating income before
depreciation expenses (total revenue less total operating expenses less depreciation an
amortization- net operating income), earned from investments overseas plus 4% of income
before tax earned from sale of assets overseas.

In addition to the above, thgeneral meeting approved updating of the fixed annual
management fees payable to the chairman of the Board\Nit8m.3 million toNIS 2.5 million,

as from 2005. The management fees will be raised each yeldtSB00 thousand up to a
ceiling of NIS 4 million (which amounts tdlIS 4.4 million as of December 31, 2009).

This decision is in effect for a fivgear term ended on December 31, 2009.
On March 26, 2009, the chairman informed the ComigaBgard that considering the economic

crisis and its impaadn the Compary operating results, he decides to waive 40% of the annual
grant for 2008 and 2009.
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e.

On April 28, 2004, the general meeting approved an agreement witha&iNP Ltd.
("Merhav') for the acquisition of flight services overseas, for the purpose of participation in
foreign travel of the controlling shareholder in his capacity as chairman of the Bty is

a third party that is not related to Mr. Fishmd@he agreement is in effect from April 28. 2004
during five years, in accordance with the conditions stated in the agreement, for up to ten flights
in each calendar yedRequests for approval of flights in excess often flights in a calendar year
will be stbmitted to the audit committee and the Board (in this regard, a flight from and to Israel
- including stopovers overseawill be deemed one flight)n the event of a material change in

the price of one flight hour over the market price (price for thadies as stated above), the
agreement will be subject to the approval of the general meeting.

On December 8, 2008, the general meeting approved to update the agreement with Merhav i
all related to the amount of the payments to Merhav considering ttegiathdncrease in the
prices of flights compared to the prices set in the original agreeifRerther, the general
meeting approved to renew the agreement with Merhav for additional period of three years from
the end of the original agreement (namelytistg April 28, 2009).

On August 9, 2006, the Compasaudit committee and Board approved that Mirland shall
participate in travel expenses to Russia for conducting Midabdsiness through a private
airplane (indirectly) owned by the Comp&ghaiman for up to ten flights a yealhe amount

of the participation shall be set according to the prices approved by the Céngengral
meeting of April 28, 2004. The participation in these expenses by Mirland will replace the
participation of the Compe by virtue of the same decision in flights in whose expenses
Mirland shall participateBeyond that, there will be no changes in the Comgaayisting
engagement in this regard.

On January 31, 2007, the Compangudit committee and Board approved til@ndon shall
participate in travel expenses for conducting its business through a private airplane (indirectly)
owned by the Compartsychairman to the extent that the number of flight hours for Mdadon
business does not exceed the aggregate of 12Q flighrs per one calendar year and the
number of stay days does not exceed 50 in a calendarfyeaabove agreement is limited to a
period of five years from the date of its approval by the general meeting, as above.

On December 16, 2007, the Compardit committee and Board approved that Svitland shall
participate in travel expenses for conducting its business through a private airplane (indirectly)
owned by the Compatsychairman to the extent that the number of flight hours does not exceed
the aggrgate of 150 flight hours per one calendar year and the number of stay days does not
exceed 40 in a calendar ye@he above agreement is limited to a period of five years from the
date of its approval by the general meeting, as above.
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