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Chapter A: Description of the General Development of Kardan 
NV’s Business 

1. Kardan NV’s activities and a description of the development of its business 

1.1 General  

1.1.1 Kardan N.V. (“Kardan NV”) was incorporated in the Netherlands in 2003 as a wholly owned 
subsidiary of Kardan Israel Ltd. (“Kardan Israel”), which, at that time, was a public company 
whose shares were traded on the Tel Aviv Stock Exchange Ltd. (“The Tel Aviv Stock 
Exchange”). In July 2003, Kardan NV completed an alternative tender offer, under which it 
purchased the entire holdings of Kardan Israel from the shareholders of Kardan Israel, in 
consideration of an allocation of Kardan NV shares. The shares of Kardan NV were listed for 
trading on both the Tel Aviv Stock Exchange and the Pan-European Securities Exchange in 
Amsterdam – NYSE Euronext Amsterdam. Following the aforementioned process, Kardan 
Israel became a wholly owned subsidiary of Kardan NV; in June 2005, the shares of Kardan 
Israel were listed for trading on the Tel Aviv Stock Exchange and it again became a public 
company. 

1.1.2 Since Kardan NV is a Dutch company, whose shares are traded on the Amsterdam Stock 
Exchange, it is subject to Dutch law, including corporate law in the Netherlands and securities 
law in the Netherlands, and it is not subject to the Companies Law, 1999 or the regulations 
enacted by virtue thereof. In addition, because Kardan NV securities were also issued to the 
public in Israel, Kardan NV is subject to the Securities Law, 1968 and to the regulations 
enacted by virtue thereof.  

Kardan NV is an investment and holding company that operates, through subsidiaries and 
associated companies, in the following seven principal areas: (1) real estate; (2) financial 
services – banking and retail credit; (3) financial services – pensions and insurance1; (4) 
infrastructure – projects; (5) infrastructure – investment in assets; (6) sale of motor vehicles; 
(7) operational leasing and car rental. In addition, business activities that are not included in 
the above areas of activity are classified in the category “Others”. 

The majority of Kardan NV’s activities in the real estate sector, its activities in the banking 
and retail credit sector and in the insurance and pensions sector, and the main part of its 
activity in the infrastructure sector are carried out overseas and are coordinated by Kardan 
NV, whereas its activities in the sale of vehicles sector, the operational leasing and car rental 
sector and part of its activities in the real estate sector are chiefly carried out in Israel and are 
coordinated by Kardan Israel2.  

                                                 
1 On November 28, 2010, following receipt of the regulatory approvals, KFS (as per the following definition) completed 

a transaction in which it sold all its holdings (40%) in the issued share capital of TBIH (as per the following definition) 
– which is the company coordinating the activities in the financial services – insurance and pension sector, in 
consideration of the sum of 128 million Euros. In compliance with the demands of IFRS 5, the activity in this sector has 
been presented as discontinued. For further details regarding this sale transaction, see Section 8.30.1 below. 

2   The controlling shareholders of Kardan NV are not committed to any direct activity in the Kardan NV sectors of 
activity. At the time of this report, the controlling shareholders are not actually performing substantial activities in the 
fields and areas in which Kardan NV operates. 
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1.1.3 Activities of the Kardan NV Group overseas 

In the mid-1990s Kardan Israel started to explore the possibility of investing in Central and 
Eastern Europe due to its estimate that a window of opportunity had opened up in that area 
that would enable the Company to achieve a higher return on its investments. Since then, the 
Kardan NV Group has expanded its business activities overseas and today it is active in 
Central and Eastern Europe in the real estate sector, the banking and retail credit sector, the 
insurance and pensions3 sector and the infrastructure sector (projects and investment in 
properties). In 2005, the Kardan NV Group started to operate in China, where it is currently 
active in the real estate sector and the infrastructure sector (investment in properties). The 
Kardan NV Group also has operations in Latin America, Asia and Africa in the infrastructure 
sector (projects) – as well as limited activities in the real estate sector in Western Europe, 
Russia and Ukraine.  

In the wake of the crisis in the markets which began in 2008 and continued until the start of 
2009, the Kardan Group adapted its activities and development plans to the situation, in 
particular in the real estate and financial services sectors in Central and Eastern Europe. For 
details, see Sections 7.16.2 and 8.6 of this Part. 

1.1.4 Kardan NV’s operations in Israel 

Kardan NV’s operations in Israel are carried out through its subsidiary, Kardan Israel. Kardan 
Israel was incorporated in 1982 under the laws of the State of Israel as a public company, and 
its shares were listed for trading on the Tel Aviv Stock Exchange in 1982 and 1989. In 2003, 
Kardan NV acquired all the shares of Kardan Israel as part of an exchange tender offer and 
Kardan Israel became a private company wholly owned by Kardan NV. In May 2005, Kardan 
Israel published a prospectus for the public offering of securities and a full exchange tender 
offer for the shares of Kardan Israel Real Estate Enterprise and Development Ltd. (“Kardan 
Real Estate”), and in June 2005, the shares of Kardan Israel were listed for trading on the Tel 
Aviv Stock Exchange and it again became a public company. Since 1990, Kardan Israel has 
been indirectly controlled by the present controlling shareholders of Kardan NV. Kardan 
Israel’s activities focus on five sectors: real estate development, construction work, sale of 
motor vehicles, operational leasing and short-term car rentals, and communications and 
technology. In addition, as of December 2008, Kardan Israel has held shares in Kardan NV, 
which constitute approximately 11% of Kardan NV’s issued share capital.  

As of the date of the Report, Kardan NV holds approximately 73.67% of the issued capital of 
Kardan Israel. As of the date of the Report, Kardan NV is continuing to examine possible 
schemes for the transfer of a portion of its holdings in Kardan Israel to the shareholders of 
Kardan NV. Given the complexity of the process, which is subject to the laws of the 
Netherlands and of Israel, there is no certainty regarding the scheme of the transfer, its date or 
whether it will in fact take place.  

                                                 
3  See footnote 1 above. 



  

3 

1.2 Definitions 

In this report, the following terms shall have the meanings that appear alongside them: 

Kardan NV Kardan N.V. 

Kardan NV Group Kardan NV, together with its subsidiaries and 
associated companies. 

Kardan Israel Kardan Israel Ltd. 

GTC RE GTC Real Estate N.V.4 

GTC Poland Globe Trade Centre S.A. 

GTC Holding GTC Real Estate Holding B.V. 

GTC Group GTC Holding, together with its subsidiaries and 
associated companies 

Kardan Real Estate Kardan Real Estate Enterprise and Development Ltd. 

Emed Emed Real Estate Development and Investment Ltd. 

Kardan Emed Properties Kardan Emed Properties Ltd.  

Dan Vehicle Dan Vehicle and Transportation D.R.T. Ltd.    

KFS Kardan Financial Services B.V. 

KFS Group KFS, together with its subsidiaries and associated 
companies 

TBIH TBIH Financial Services Group N.V. 

TBIF TBIF Financial Services B.V. 

TBIH Group TBIH, together with its subsidiaries and associated 
companies 

TBIF Group TBIH, together with its subsidiaries and associated 
companies 

Tahal International  Tahal Group International B.V. 

Tahal Group Tahal Group B.V. 

Tahal Assets Tahal Group Assets B.V. 

                                                 
4  GTC RE ceased to exist on December 16, 2008, the date on which it was merged into GTC Holding, as detailed in 

Section 1.4.1 of this Part. Due to the fact that this report also describes events that took place prior to the merger, the 
activity of Kardan NV in the overseas real estate sector, insofar as it relates to events that took place prior to the merger, 
is attributed to GTC RE (and its subsidiaries and associated companies). Any real estate activity carried out overseas 
after the date of the completion of the merger, as well as general descriptions, are attributed in this report to GTC 
Holding (and its subsidiaries and associated companies).  
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Tahal Corporations Tahal International, Tahal Group, Tahal Assets 
together with their subsidiaries and associated 
companies.  

UMI Universal Motors Israel Ltd. 

Kardan Communications Kardan Communications Ltd. 

Kardan Technologies Kardan Technologies Ltd. 

RRsat RRsat Global Communications Network Ltd 
(formerly R.R. Satellite Communication Ltd.)  

Kardan Emed Properties Kardan Emed Properties Ltd. 

Emed Emed Real Estate Development and Investment Ltd. 

The Tel Aviv Stock Exchange The Tel Aviv Stock Exchange Ltd. 

NASDAQ National Association of Securities Dealers Automated 
Quotation System in the United States.  

Euronext The Pan-European Securities Exchange in Amsterdam 
– NYSE Euronext Amsterdam N.V.  

Dollar The US Dollar 

The Financial Statements The financial statements of Kardan NV as of 
December 31, 2010, which are included in Part C of 
the report. 

The Report of the Board of Directors The Report of the Board of Directors of Kardan NV 
as of December 31, 2010, which is included in Part B 
of the report. 

The Securities Law The Securities Law, 5728 – 1968 

The Companies Law The Companies Law, 5759 – 1999 

The Ordinance The Income Tax Ordinance (New Version), 5721 – 
1961 

Ma’alot  Standard & Poor’s Ma’alot – the Israeli Securities 
Rating Company Ltd.  

Midroog  Midroog Ltd. 

Date of the Report  March 31, 2011, the date on which this report ws 
published 

Year of the Report 2010 

Period of the Report January 1, 2010 to December 31, 2010   

 

Following the implementation of IFRS 8: Operating Segments (“IFRS 8”), commencing with 
the Financial Statements of Kardan NV as of March 31, 2009, the classification of the sectors 
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of activity in Kardan NV’s Financial Statements has changed Financial Statements The areas 
of activity described in this part are the reportable sectors of activity of Kardan NV in 
accordance with IFRS 8.  

As previously mentioned, Kardan NV is an investment and holding company that operates 
through subsidiaries and associated companies. The information that appears in Part A of this 
report is divided according to the areas of activity (business sectors) of Kardan NV. To the 
extent that material information exists with regard to the aforementioned held companies 
through which said operations are carried out, it shall be included in the description of the 
areas of activity, or in the information which is given in this report with regard to the Kardan 
NV Group in general, as is relevant.  

It should be noted that the report includes estimates of the subsidiaries and affiliated 
companies through which Kardan NV operates. Kardan NV endorses the estimates of these 
companies. 

Regarding the holdings in the shares of the companies mentioned in this Part, the data on the 
holdings of a company in another company through a company or wholly owned subsidiary 
are presented as direct holdings in the shares of the other company unless otherwise stated. 

The rates of the holdings in the shares of a held company are calculated from the total actual 
issued capital of the held company, without taking into account any possible dilution as the 
result of an exercise of options or other convertible securities issued by it, unless explicitly 
stated otherwise.  

In descriptions of companies held by Kardan NV, data based on different surveys and 
research are sometimes included. Kardan NV is not responsible for the content of these 
surveys or research. 

Part A of this periodic report should be read in conjunction with its other parts, including the 
notes to the Financial Statements. 
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1.3 Chart of the Holding Structure 

Following is a chart of Kardan NV’s holdings as of the date of publication of this report, classified according to areas of activity with 
mention of the material held companies through which the activity is performed. For a description of the holding structure of each of the 
material companies, see the description of the areas of activity:5  

 

 

                                                 
5 The chart does not relate to dilution for stock options. 
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100% 

Kardan N.V. 
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*As at December 31, 2010 and up until March 10,2011 – Kardan Israel’s direct holdings in Dan Vehicles was to the rate of 14% of issued capital. Additionally, Karden Israel held (indirectly through 
Kardan Emed Properties Ltd.) 50% of Emed’s issued capital, which in turn held 54.25% of the issued capital of Dan Vehicles. On January 13, 2011, Kardan Israel signed agreements for execution of a 
transaction that was completed on March 10, 2011 under which Kardan Israel acquired (by means of Kardan Emed Properties) from Emed all its shares in Dan Vehicle in such a manner that Kardan 
Israel’s holdings of Dan Vehicle shares increased to 68%. Additionally, Karden Emed Properties sold all Emed shares in her property (50%) to Dan Vehicles and Transportation DRT Ltd with the 
exception of the holdings in Dan Vehicles. For details, see Section 7.16.1 below.  

         **Public company. 
        *** On November 28, 2010, and following receipt of regulatory approvals, KFS completed the transaction according to which KFS sold all holdings (40%) in the issued share capital of TBIH – the 

company which coordinated activities in the financial services –insurance and pensions sector, for the sum of € 128 million. For details, see Section 2.3 below.  
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In addition to its holdings in material companies, Kardan NV has holdings in additional 
companies in its areas of activity. For details, see a description of the different sectors of 
activity. 

1.4 Material structural changes, mergers or acquisitions  

1.4.1 Merger of Kardan NV, GTC RE and GTC Holding[ 

On December 16, 2008, a statutory triangular merger pursuant to Dutch law was completed 
between GTC RE, a Dutch company whose securities were traded on the Tel Aviv Stock 
Exchange6, and GTC Holding, a wholly owned subsidiary of Kardan NV, which was 
established for the purpose of the merger, and Kardan NV. Pursuant to the merger, GTC RE 
was merged into GTC Holding and all the assets and liabilities of GTC RE were transferred to 
GTC Holding, excluding the liabilities related to the debentures (Series A) and those related 
to the debentures (Series B) of GTC RE; in the framework of the merger Kardan NV allocated 
29,600,956 ordinary shares of € 0.2 par value per share, to all the shareholders of GTC RE 
(excluding GTC RE and Kardan NV), in exchange for GTC RE shares held by them on the 
record date for the merger, and allocated to the debenture holders (Series A) of GTC RE 
(excluding Kardan NV) NIS 15,904,092 par value of debentures (Series 1) convertible into 
shares of Kardan NV, and to the debenture holders (Series B) of GTC RE NIS 1,333,967,977 
par value of debentures (Series B) of Kardan NV, in exchange for their holdings in the 
debentures (series A) and debentures (Series B) of GTC RE respectively. As a result of the 
merger, GTC RE ceased to exist (“Merger of Kardan NV and GTC RE”). 

On December 17, 2008, the aforementioned shares of Kardan NV were listed for trading on 
the Tel Aviv Stock Exchange and on Euronext. On the same day, the debentures (Series 1) 
and debentures (Series B) of Kardan NV were listed for trading on the Tel Aviv Stock 
Exchange only. As of the date of the Report, Kardan NV is continuing to examine possible 
schemes for the transfer of a portion of its holdings in Kardan Israel to the shareholders of 
Kardan NV. Given the complexity of the process, which is subject to the laws of the 
Netherlands and of Israel, there is no certainty regarding the scheme of the transfer, its date or 
whether it will in fact take place. 

1.4.2 In February 2010, Kardan Real Estate published a prospectus for a public offering of 
securities and in March 2010 it issued 23,778,700 shares and 80,867,000 debentures (Series 
1) convertible into shares of Kardan Real Estate. As of the date of the Report, Kardan Israel 
holds 71.94% of the issued capital of Kardan Real Estate (approximately 61.66% fully 
diluted)  

                                                 
6  Prior to the completion of the merger, Kardan NV, directly and indirectly, held 67.45% of the issued capital 

of GTC RE and debentures (Series A) of GTC RE, par value NIS 26.41. 
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1.5 Material acquisitions, sales or transfers of assets outside the ordinary course of business  

For details regarding material acquisitions, sales or transfers of assets outside the ordinary 
course of business, see the description of the various areas of activity. 

  

2. Operating Segments 

Below is a general description of Kardan NV’s areas of activity, which are in accordance with 
the sectors of activity reported in the Financial Statements of Kardan NV. 

2.1 The Real Estate Sector 

2.1.1 Real estate overseas – Kardan NV, through the GTC Group, is engaged in real estate 
development and investment property. In this framework it is engaged in the location, 
initiation, development, rental, sale and management of real estate projects in ten countries in 
Central and Eastern Europe: Poland, Hungary, Romania, Czech Republic, Serbia, Croatia, 
Slovakia, Bulgaria, Ukraine, and Russia, as well as in China. In addition, as of the date of this 
report, the GTC Group has investments in investment properties in Western Europe (Germany 
and Switzerland).  

The GTC Group’s projects in Central and Eastern Europe include office buildings, shopping 
centers and residential developments. The projects in which the GTC Group is involved in 
Central and Eastern Europe include, as of December 31, 2010, 559 thousand square meters of 
investment property, 754.9 thousand square meters of office space in different stages of 
planning and development, 408.3 thousand square meters of shopping centers in planning and 
construction and 969 thousand square meters of residential property in planning and 
construction. In addition, as of December 31, 2010, the GTC Group has building rights in 
China for 2,779 thousand square meters, chiefly in residential property. The GTC Group 
focuses on those markets that represent, to the best of its understanding, the potential for 
medium- to long-term growth and expansion. 

2.1.2 Real estate in Israel – Kardan Real Estate, a public company, which is 71.94% owned by 
Kardan Israel, is engaged in the location, initiation and development of residential buildings, 
and the location, initiation, development, sale and rental of office buildings and commercial 
areas. In addition, up until March 10 2011, Kardan Israel held 50% of the issued capital of 
Emed.7 Emed is a private company which is engaged, inter alia, in the real estate sector in 
Israel and in the rental of investment real estate (offices, commercial areas and car parks), and 
it also owns unoccupied commercial properties, chiefly in the Gush Dan area.  

2.1.3 For further details regarding the real estate sector, see Section 7 of this Part. 

                                                 
7  For details regarding transactions in which Kardan Israel acquired the entire issued capital of Kardan Emed 

Properties, which holds 50% of the issued capital of Emed, and regarding the signing of an agreement for the 
sale of these holdings, see Section 1.1 of the Report. 
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Financial Activity 

2.2 Financial Services Sector – Banking and Retail Credit (“The Banking and Retail Credit 
Sector”) 

The TBIF Group is engaged in the area of banking (including mortgages), retail credit, leasing 
(operational financing) in countries in Central and Eastern Europe, and in the FSU, as 
follows:  

Banking activities in Ukraine8 and Russia; 

Retail credit activities in Bulgaria and Romania;  

2.3 Financial Services Sector – Insurance and Pensions (“The Insurance and Pensions 
Sector”)9  

The TBIH Group was engaged in the insurance and pensions sector in countries in Central 
and Eastern Europe, the FSU and in Turkey, as follows: 

* Insurance activity in Georgia, Ukraine and Turkey;  

* Pensions activity in Bulgaria, Ukraine and Georgia.  

On November 28, 2010, Kardan NV completed (by means of KFS) a transaction according to 
which KFS sold all holdings of TBIH issued capital shares (40%). For further details 
regarding this sale transaction, see Section 8.30.1. below. 

For further details regarding the banking and retail credit, see Section 8.20 of this Part.  

Infrastructure – Projects  

The infrastructure activity of Kardan NV is divided into two sectors of activity, which are 
presented as business segments in the Kardan NV Financial Statements as follows: 

2.4 The Projects Sector: 

The Tahal Group, through its subsidiaries and associated companies, is engaged in the 
provision of engineering planning and supervision services in the fields of water and 
sewerage, water and wastewater treatment, waste disposal, gas and agriculture, and is also 
engaged in the execution and establishment of projects in the fields of water resources and 
water supply, irrigation, desalination, wastewater treatment and purification, environmental 
engineering, civil engineering, water supply, sewerage systems and agriculture,  

2.5 Investment in Assets Sector: 

Tahal Assets is a holding company that invests in investment property in the water and 
sewerage infrastructure sector, such as desalination plants, permits to operate municipal water 

                                                 
8  For details regarding the business transaction for the sale of banking operations in the Ukraine, which was finalized 

after the date of the Balance Sheet, see Section 8.14.3 of the report. 
9  As stated, this operation was sold in the framework of a transaction completed on November 28, 2010. For further 

details, see Section 8.30.1 of the report. 
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systems, collection of water and municipal taxes for local authorities, and maintenance of 
water and sewerage infrastructure.  

Activities in the project activities sector and the real estate sector are carried out mainly in 
Europe, Asia (including Israel), Africa and Central and South America. For further details 
regarding the projects sector, and the investment in assets sector, see Section 9 of this Part.  

2.6 Sale of Vehicles 

Kardan Israel indirectly holds 40.5% of the issued capital of UMI. UMI is the exclusive 
importer and distributor in Israel of GM vehicles, under the Chevrolet, Buick and Cadillac 
brands. UMI further imports and markets Opel and Isuzu10 motor vehicles. In addition, UMI is 
the distributor of spare parts for the vehicles that it imports, and is engaged in a number of 
complementary or related activities.  

For further details regarding the sale of vehicles sector, see Section 10 of this Part. 

2.7 Operating Leasing and Car Rental 

Dan Vehicle is a public company whose shares are listed for trading on the Tel Aviv Stock 
Exchange, and which operates chiefly in the operational leasing and short-term car rental 
sector, and holds the franchise for the Avis brand in Israel. During the period of the report and 
up until March 10, 2011, Kardan Israel directly held varying percentages of up to 14% of the 
issued capital of Dan Vehicles. In addition, Kardan Israel indirectly (through Kardan Emed 
Properties Ltd., which is fully owned by Kardan Israel) held 50% of Emed’s issued capital, 
which in turn holds 54.25% of Dan Vehicles’ issued capital. On January 13, 2011, Kardan 
Israel signed an agreement for a transaction which was completed on March 10, 2011, 
according to which Kardan Israel purchased (through Kardan Emed Properties Ltd) from 
Emed, all of the shares in Dan Vehicles owned by Emed, for a fee of 336 million NIS, in such 
a way that Kardan’s holdings of Dan Vehicles total 68%. Furthermore, Kardan Emed 
Properties Ltd. sold Dan Vehicle Public Transportation D.R.T. Ltd (which holds the balance 
of Emed shares) all of its Emed shares (50%) other than its Dan Vehicles holdings, in return 
for 361 million NIS. For further details, see the following Section 7.16.1 

For further details regarding the operational leasing and car rental sector, see Section 11 of 
this Part. 

2.8 Others 

Kardan NV’s Financial Statements include an additional operating segment (Others), which 
includes holdings, through Kardan Israel, in other companies, which operate in a variety of 
sectors. For further details regarding these additional held companies, see Section 12 of this 
Part.  

                                                 
10   As of 2012 UMI will cease to import and market vehicles manufactured by Opel, due to Opel’s decision not 

to extend UMI’s contract and franchise for an additional period beyond December 31 2011. For further 
details, see Section 10.11.4. 
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3. Investments in the capital of Kardan NV and transactions in its shares in the years 2009, 
2010 and 2011 (up to the date of this report) 

3.1 Kardan NV has granted options to employees and managers as specified in Section 13.2.8. 
In 2009 no options were exercised and 39,802 options have expired without being exercised. 
In 2010 no options were exercised and 105,000 options have expired without being exercised. 

3.2 In June and August 2009, NIS 13,575,424 par value of debentures (Series 1) (with a financial 
value of € 2.5 million) were converted into 759,252 ordinary shares of Kardan NV. The 
balance of the series of debentures (Series 1) that were not converted into Kardan NV shares 
by the final date for the conversion (NIS 2,328,677.8 par value, with a financial value of € 0.4 
million) was repaid on August 31, 2009. Following the aforementioned conversion, Kardan 
NV’s total capital increased by approximately € 3 million.  

3.3 To the best of Kardan NV’s knowledge, the interested parties in Kardan NV did not carry 
out any material transactions in the shares of Kardan NV outside the stock exchange in 2009 
and 2010. It should be noted that in February 2011, Joseph Greenfeldt sold his an 
insubstantial amount of shares in an off-exchange transaction.  

3.4 On May 30, 2010, Kardan Israel, a subsidiary of Kardan NV, reported that, on May 28, 
2010, the Board of Directors of Kardan Israel approved a framework for the purchase during 
the course of trading on the Stock Exchange, directly and/or through a subsidiary of Kardan 
Israel, of shares of Kardan NV of up to NIS 30 million. Between May and July of 2010, 
Kardan Israel purchased 1,794,217 Kardan NV shares. As of the date of this report, Kardan 
Israel holds 11% of the issued and paid-up capital of the Company.  

3.5 As of January 31, 2011, the company Petercam SA began to operate as a market-maker in 
Kardan NV shares traded on the Euronext exchange, in accordance with the provisions of 
Dutch law and the provisions of the Euronext exchange in this matter. The market making 
agreement is valid up until October 31, 2012; however, Kardan NV is entitled to terminate 
this agreement prior to this date at the end of each calendar quarter. Kardan NV will pay an 
amount that is not significant to it for the market-making services. 

4. Distribution of dividends 

Kardan NV is subject to Netherlands corporate law in all matters related to the distribution of 
dividends and other distributions out of its equity capital. 

In June 2007, the general meeting of shareholders of Kardan NV approved a dividend 
distribution policy, according to which Kardan NV will distribute an annual dividend of 
between 20% and 30% of Kardan NV’s net profit for the year, determined in accordance with 
international accounting principles, taking into account the annual profit, liquidity, equity 
capital, the Company’s financial needs and financial liabilities (covenants), and subject to the 
legal provisions that apply to Kardan NV.  

In light of the global economic crisis, and in accordance with the aforementioned dividend 
distribution policy, in May 2009 the management board, with the approval of the supervisory 
board of Kardan NV, decided not to distribute a dividend for 2008. Taking into account the 
Company’s results for 2009, the management board, with the approval of the supervisory 
board of Kardan NV, no dividend was distributed for 2009. In accordance with the provisions 
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of Dutch law, as of December 31, 2010 Kardan NV had distributable retained earnings of 
€ 188 million. For details regarding the distribution of dividends to held companies by Kardan 
NV, see Note 21E to the Financial Statements. 

External restrictions on the distribution of a dividend: 

In the framework of the loans that Kardan NV has received from banks and institutional 
investors, and as part of Kardan NV’s various undertakings in connection with debts of 
companies in the Kardan NV Group, Kardan NV has entered into various financial covenants, 
including a commitment to a minimum capital and to maintain a certain capital to net asset 
ratio. For further details regarding the aforementioned undertakings, see 14.1.7 of this Part. 

For restrictions on the distribution of dividends in the various material held companies, see 
the relevant sections in the description of each operating segment, and, see also Note 21E to 
the Financial Statements. 
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Chapter B: Additional Information 

5. Financial Information on the Operating Segments of Kardan NV 

Below are financial data regarding Kardan NV’s sectors of activity (in € millions) 

 

 Financial Services Infrastructure 
 Real Estate Banking and Retail 

Credit 
Projects 

Investment in 
Assets 

Sale of Vehicles 
Operating Leasing 

and Car Rental 
Others 

 2010 2009 2008 2010 2009 2008 2010 2009 2008 2010 2009 2008 2010 2009 2008 2010 2009 2008 2010 2009 2008 
Revenues (from externals) 292 56 449 10 37 25 114 101 83 67 61 36 11 7 10 183 169 - 63 40 24 
Fixed costs attributed to 
the operating segment 

(73) (47) (48) (37) (31) (8) (8) (6) (4) (15) (10) (20) - - - (15) (13) - (10) (6) (3) 

Variable costs attributed 
to the operating segment 

(91) (126) (78) (11) (13) (8) (98) (88) (82) (47) (43) (26) - - - (142) (130) - (40) (30) (22) 

Total costs (164) (173) (126) (48) (44) (16) (106) (94) (86) (62) (53) (46) - - - (157) (143) - (50) (36) (25) 
Profit (loss) from 
ordinary activities 

128 (117) 323 (38) (7) 9 8 7 (3) 5 8 (10) 11 7 10 26 26 - 13 4 (1) 

Profit (loss) from 
ordinary activities 
attributed to the owners 
of Kardan NV 

52 (53) 121 (37) (7) (16) 8 7 (3) 7 8 (10) 10 5 6 13 18 - 10 3 - 

Profit (loss) from 
ordinary activities 
attributed to rights that 
do not confer control 

76 (64) 202 (1) - (7) - - - (2) - - 1 2 4 13 8 - 3 1 (1) 

Total assets as of 
December 31  

3,141 2,827 2,694 1,360 931 167 146 115 83 183 113 125 54 44 - 295 245 70 94 145 45 

Total liabilities as of 
December 31 

421 518 455 1,158 660 98 16 18 55 73 55 116 - - - 220 185 221 70 116 32 
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For further financial information regarding Kardan NV’s sectors of activity, see Note 35 to 
the Financial Statements. For details regarding secondary reporting on geographical sectors, 
see Note35f to the Financial Statements. 

For an explanation of the operating results of Kardan NV’s sectors of activity, see Section 1.4 
of the report of the Board of Directors. 

6. The general environment and the impact of external factors on the activities of Kardan 
NV 

Kardan NV is an international holding company listed for trading on the Euronext and the Tel 
Aviv Stock Exchange. As such, Kardan NV is affected by numerous external factors, both in 
the markets in which it is traded and in the countries and sectors in which it operates, 
including those set forth below. 

The Global Economic Crisis11 In 2008 there was a significant deterioration in the global 
financial markets, accompanied by the collapse of several of the largest organizations in the 
United States and other countries. This deterioration continued in the first half of 2009. The 
global economic and financial crisis resulted in, inter alia, a sharp decrease in the prices of 
financial assets, a serious decline in the capital markets and drastic stock market falls 
worldwide (including in Israel), including significant drops in the prices of securities of 
certain held companies of Kardan NV and Kardan Israel. The worsening of the global 
financial crisis also resulted in a credit crunch, which was manifested in a significant 
reduction in credit availability from financial entities. The global financial crisis deepened, 
which brought a deceleration in real economic activity and a drop in growth, and spread from 
the US to the rest of the world, including the Israeli market, albeit to a lesser extent than other 
countries. The real economic crisis was manifested in a decrease in the value of assets held by 
the public (including a negative effect on pension funds and an increase in redemptions from 
provident funds and advanced study funds), a decrease in demand, a significant slowdown in 
economic and commercial activity, which led to a slowdown in the pace of private 
consumption growth and to increased economic uncertainty. Following the economic crisis, 
various markets around the world, including the US and many countries in Europe, entered 
into a recession, which was expressed, inter alia, in a wave of reduced and almost halted 
activity and widespread layoffs of staff in various sectors, including real estate, industry, 
services and hi-tech. In the wake of these events, and out of a concern that the global 
recession would deepen, a number of countries, led by the US, the EU and the UK, took steps 
to stabilize and prevent further deterioration of the financial markets, including injecting 
funds into financial institutions and lowering interest rates. These measures contributed to the 
short-term recovery of the economy and the capital markets, but increased the government 
deficits in those countries, such that the long-term consequences of these actions cannot be 
estimated.  

As of the second half of 2009 the economies of developed countries gradually started to come 
out of the recession, on the back of recovery in global demand and trade and a recovery in the 
financial markets. Share indices rose, inter-bank interest spreads narrowed, corporate 

                                                 
11 Recent Economic Developments 126, September to December 2009, Bank of Israel, Research Division, February 2010. 
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borrowing spreads narrowed and bond issues increased considerably, owing to an 
expansionary monetary policy and public expectations for positive economic developments. 
The continued expansion of economic activity is clouded by heavy government deficits, 
which led to a sharp increase in public debt.  

As of the date of the Report, it is unclear whether the direct economic implications of the 
crisis have been exhausted. However, it is estimated that the crisis in the global economy has 
passed its peak.  

The signs of the crisis and the partial recovery have affected and may continue to affect the 
business results of Kardan NV and its held companies, as well as their liquidity, the value of 
their assets, their ability to realize their assets, the state of their business, their financial 
parameters, their credit rating, their ability to distribute dividends, their ability to raise 
financing, their current and long-term operations, and their financing terms. The credit rating 
companies have reexamined and revised the rating of the debentures of Kardan NV, Kardan 
Israel and Dan Vehicle. For details regarding the ratings of the debentures of these companies, 
see sections 14.1.5 and 11.20.8 of this Part.  

For the implications of the crisis on Kardan NV and its held companies, see also the Report of 
the Board of Directors. 

The general environment and the economic, security and political situation in Israel: 
Kardan NV’s operations in Israel, through Kardan Israel, which focuses primarily on real 
estate development, construction work, vehicle sales, operational leasing and short-term car 
rental, communication and technology, is affected by the condition of the Israeli economy and 
by the security and geopolitical situation in Israel and the Middle East. The security and 
economic situation in Israel can also affect the willingness of foreign entities to enter into 
business arrangements with Israel companies, such as the held companies of Kardan NV. The 
year 2011 began with a trend of geopolitical instability in a number of countries in the Middle 
East. Continuation of this instability in the Middle East might, under certain conditions, 
negatively influence the economic situation of the Israeli market. 

The state of the capital markets The shares of Kardan NV are listed for trading on the 
Euronext and the Tel Aviv Stock Exchange. The Kardan NV Group also has a number of 
material subsidiaries whose shares are listed for trading on various stock exchanges. As a 
result the Kardan NV Group is affected by the state of the global capital markets in general, 
and specifically the states of the capital markets in which the shares of the Kardan NV Group 
companies are traded (see also the section on the global economic crisis). Changes in trends in 
the capital markets in Israel and worldwide may affect the prices of the tradable securities 
held by Kardan NV and by its held companies, resulting, in certain cases, in write-downs or 
losses in respect of decreases in value of such holdings, and they may also affect their ability 
to generate capital gains from the disposal of their holdings, and their ability to conduct public 
offerings in Israel and/or abroad. In addition, such changes could affect the raising of funds 
through private placements or public offerings by Kardan NV and its held companies or 
finding sources of financing or financing terms required by Kardan NV and its held 
companies to finance their ongoing operations. As a holding company engaged in the 
establishment and investment in companies at the initial stages of their development, as part 
of a strategy of creating medium- to long-term value, the Kardan NV Group uses private and 
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public offerings to raise funds and to unlock the economic value of its holdings. The 
deterioration in the state of the global capital markets could adversely affect the growth rate of 
the Kardan NV Group and the possibilities for the development of its business. 

The attitude of the capital markets to holding companies In recent years the tendency to 
favor holding companies has decreased, both by the various capital markets and financing 
corporations. There is a clear preference by investors and financing entities to invest (in 
equity capital or external equity) in focused companies which conduct the business 
themselves. This trend makes it harder for holding companies, including Kardan NV, to raise 
funds, and it could even adversely affect the value at which Kardan NV is traded. Despite 
this, Kardan NV management believes that its activities as a diverse holding company have 
been the basis for its growth as its extensive activity in the developing markets has been a 
source of diverse business development. The Company’s accumulated experience and its 
presence in a developing country while operating in a particular sector facilitates business 
development in additional areas that have potential for growth. Moreover, the diversification 
of its activities in a number of sectors and countries reduces the risk of the Kardan NV Group 
and contributes to its stability.    

Holding company The business results of Kardan NV are composed of and influenced 
primarily by Kardan NV’s share in the business results of the companies held by it, from 
disposals, acquisitions or revaluations of holdings in those companies by Kardan NV, and by 
the activities of the head office of Kardan NV which includes net financing revenues or 
expenses, administrative and general expenses and management fee revenues. Kardan NV’s 
cash flows are influenced, inter alia, by dividends distributed by its held companies, 
management fees received from these companies, and receipts from the disposal of its 
holdings in them, as well as by investments made by Kardan NV and dividends that Kardan 
NV distributes to its shareholders. High fluctuations in Kardan NV’s business results between 
reporting periods may occur, mainly due to the timing of disposals carried out by Kardan NV 
and its held companies, changes in the share prices of held companies, and changes in the 
financing revenues and expenses of Kardan NV and its held companies, which are affected by 
their net debt, debt linkage channels and the rate of change in the Consumer Price Index and 
the dollar exchange rate in each reporting period. In addition, from time to time, Kardan NV 
and Kardan Israel raise loans or debentures to finance their activities, by pledging shares of 
the held companies and also by realizing shares in companies they hold. Kardan NV’s ability 
to provide financial resources to develop its business and to meet its obligations depends, to a 
considerable extent, on the current cash flows from its held companies and on its ability to 
raise loans and realize holdings. 

Exchange rates Changes in the exchange rates of the currencies in which the Kardan NV 
Group conducts its business may affect the financial condition of the Company. The 
businesses (and liabilities) of the Kardan NV Group are conducted in various currencies, such 
as the US dollar, the euro, the yen, the shekel and the currencies of Central and Eastern 
Europe and China. In certain cases, the Kardan NV Group carries out hedging transactions in 
order to minimize the effects of exchange rate fluctuations on its business. However, 
exchange rate fluctuations in the various currencies in which the businesses of the Kardan NV 
Group are conducted are liable to affect the financial situation of the Kardan NV Group and 
the results of its operations. 
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Taxation The Kardan NV Group conducts its business in the different countries through local 
companies. Hence, the activities of the Kardan NV Group are subject to the various tax laws 
in the different countries. The calculation of the tax liability of the Kardan NV Group 
involves the interpretation and application of the tax laws and treaties in a number of 
countries. The Kardan NV Group calculates its tax liability based on its own understanding 
and that of its various advisers of the tax laws and treaties. Changes in these laws and treaties 
or different interpretations could negatively affect the Kardan NV Group’s tax liability. 

The Hodak Committee In February 2010, the Committee for Establishing Parameters for 
Investments by  Institutional Entities in Nongovernmental Bonds (in this Section: “the 
Committee”), which was appointed by the Commissioner of Capital Markets, Insurance and 
Savings of the Finance Ministry (“the Commissioner”), published a final report of its 
conclusions and recommendations. The report contains recommendations for the regulatory 
involvement of the Commissioner in the establishment of internal processes in institutional 
entities prior to their investment in debentures, recommendations regarding provisions that 
should be included in debenture documentation as a condition for the institutional entities’ 
investment in them, recommendations regarding the institutional entities’ obligation to set a 
policy concerning the right to demand immediate repayment, which would be included in the 
debentures, recommendations regarding information required by the institutional entity for the 
examination of an investment in debentures and for ongoing monitoring of debentures, and 
recommendations concerning the establishment of mechanisms for cooperation between 
institutional entities on certain matters related to investment in debentures. On October 1, 
2010, a circular published by the Commissioner of Capital Markets, Insurance and Savings 
entered into effect, which implements the majority of the recommendations of the Hodak 
Committee and applies them to the investments of institutional entities in nongovernmental 
debentures. (“the Circular”). The Circular stipulates, inter alia, the obligation to determine 
provisions that will apply to institutional entities purchasing debentures, including receiving 
the issue documents seven business days prior to the issue, the preparation of an internal 
analysis of the issuer prior to the decision to invest, receiving up-to-date issue documents at 
least 48 hours prior to the issue, and the institutional entities’ obligation to set a policy for 
investing in debentures which refers to the characteristics of the various debentures (including 
contractual stipulations of the debentures, financial parameters and acceptable levels of 
investment in the different types of debentures). The Circular’s entry into effect may have 
implications on the ability to raise capital from institutional entities through debentures 
including the terms and price for the raising of capital, implications which the Company is 
unable to evaluate at this stage. 

For further details regarding the causes and trends affecting each operating segment, see the 
descriptions of the sectors of activity. 
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Chapter 3: Description of the areas of activity of Kardan NV 

 
7. Description of the field of real estate 

 Kardan NV is active in the field of real estate outside Israel, where its activity is 
carried out through the GTC Group, and in the field of real estate in Israel, where 
its activity is carried out through Kardan Real Estate – and in the fiscal report year 
also by Emed12. 

 The real estate activities of the Kardan NV Group are described in this chapter.. 
The first part of the chapter contains a general description of the real estate 
activities of the Group, the second part deals with investment properties, further 
on we bring a description of the Group's entrepreneurial property and the last part 
of the chapter contains disclosure and additional general details of the activities in 
the field of real estate in general.  

7.1 Definitions: 

GTC Poland - Globe Trade Centre S.A., a company incorporated in Poland. 

GTC Investments - GTC Investments B.V., a company incorporated in 
Netherlands. 

GTC China - GTC Real Estate China Limited, a company incorporated in 
Hong Kong. 

GTC Holding - GTC Real Estate Holdings B.V. a company incorporated in 
Netherlands.  

the GTC Group - GTC Holding and the companies held by it. 

the GTC Poland 
Group 

- GTC Poland and the companies held by it. 

the Warsaw 
Exchange 

- Warsaw Stock Exchange (WSE). 

 
7.2 General – Real estate activities abroad (through the GTC Group) 

7.2.1 Kardan NV’s activity in the field of real estate outside Israel is carried out through 
the GTC Group which is active in the location, entrepreneurship, development, 
rental, sale and management of real estate projects on international markets, 
especially Central and Eastern Europe and China. As at the date of the financial 
statements, the GTC Group also holds a number of assets in Western Europe. 

7.2.2 Until December 2008, Kardan NV held, directly and indirectly, approximately 
67.45% of the issued share capital of GTC RE, a Dutch company whose shares 
were traded on the TASE (Tel Aviv Stock Exchange). In December 2008, a 
statutory triangular merger under Netherlands law was concluded between GTC 

                                                 
12  On March 10, 2011, a transaction was completed whereby a company wholly owned by Kardan Israel 

sold all its holdings in Emed shares. Therefore, as at the date of report, all the real estate activities in 
Israel are carried out by Kardan Real Estate.  
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RE, GTC Holding (a subsidiary wholly owned by Kardan NV, which was 
established for the purposes of the merger) and Kardan NV. GTC RE was merged 
into GTC Holding and all of the assets and liabilities of GTC RE (with the 
exception of liabilities by virtue of bonds which were transferred to Kardan NV) 
were transferred to GTC Holding. Upon the completion of the merger, GTC RE 
ceased to exist and Kardan NV holds the entire capital of GTC Holding (for 
additional details, see Section 1.4.1 of this part). 

7.2.3 Throughout the period of the report and up to January 19, 2011, GTC Holding 
held approximately 43.14% of the issued share capital of GTC Poland, which is 
traded on the Warsaw Exchange in Poland and which hold shares in the remaining 
companies of the GTC Group, which operate in Central and Eastern European 
countries. On January 19, 2011, GTC Holding completed the sale of 
approximately 16% of the issued share capital of GTC Poland to institutional 
entities, in consideration of the amount of approximately €195 million. 
Accordingly, as at the date of the financial statements, GTC Holding holds 
approximately 27.14% of the issued share capital of GTC Poland, but has 
effectively remained the controlling shareholder of GTC Poland, as most of the 
serving directors on the GTC Poland Supervisory Board of Directors were 
appointed by GTC Holding. In addition, the company is examining the effect of 
the sale of GTC Poland shares. However, at this stage, the company is unable to 
measure its influence on the financial statements. 

7.2.4 In addition, GTC Holding holds all of the share capital of GTC China, who is 
active in the field of real estate entrepreneurship in China and 46.25% of the 
shares of GTC Investments, which is active in the field of investment in 
investment property in Western Europe. 

7.2.5 Kardan NV consolidates the financial statements of GTC Holding. 

7.2.6 In 2006, GTC RE obligated themselves to GTC Poland (a liability that later was 
assigned to GTC Holdings), that all its activities in the field of real estate, 
including entrepreneurship, development, establishment, management etc. in the 
countries of Czechoslovakia, Hungary, Romania, Serbia and Poland, would be 
carried out solely through GTC Poland and additionally, it will do its best to 
prevent its shareholders to compete with GTC Poland in the aforementioned 
countries. Besides the aforementioned, the controlling shareholders of GTC 
Holding did not obligate themselves not to carry out activities in the field of real 
estate in the areas where GTC Holding is active. At the date of the financial 
statement, some of the controlling shareholders  of GTC Holding have activities 
in the field of real estate in the areas that GTC Holding is active that are not of a 
substantial scope.  
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7.2.7 Diagram of holdings – GTC Holdings 

Below is a diagram of the structure of GTC Holding's primary holdings in its 
primary subsidiaries and related companies (active) correct as of the date of the 
financial statement (the diagram does not include the project companies): 
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7.2.8 Real estate activity in Poland (through GTC Poland) 

7.2.8.1 Kardan NV's activity in Poland and in other countries in Central and Eastern Europe 
is carried out through GTC Poland, a company controlled by GTC Holding. As at the 
date of the financial statements, GTC Holding directly holds 27.14% of the issued 
share capital of GTC Poland, a company incorporated in Poland, and which, since 
1994, has been active through subsidiaries and related companies in the location, 
entrepreneurship, development, rental, sale and management of office buildings, 
shopping centers and residential buildings in Central and Eastern Europe. 

7.2.8.2  The shares of GTC Poland have been traded on the Warsaw Exchange in Poland 
since May 2004. The price of a share in GTC Poland on the Warsaw Exchange, as at 
December 31, 2010, was 24.5 zlotys (approximately €6.16), and reflected a value of 
approximately €1352 million for GTC Poland. The price of a share in GTC Poland 
on the Warsaw Exchange, as at March 23, 2011, was 20.22 zlotys (approximately 5.0 
Euro), and reflected a value of approximately 1.097 million Euros for GTC Poland. 

7.2.8.3  Until January 19, 2011, GTC Holding held directly approximately 43.14% of GTC 
Poland's issued share capital. At this date, GTC Holding completed the sale of 16% 
of GTC Poland's issued share capital to institutional bodies for approximately €195 
million. As of the date of this report the company is examining the effect of the sale 
of GTC Poland shares. However, at this stage, the company is unable to measure its 
influence on the financial statements. After completing the aforementioned sale, and 
as at this date, GTC Holding directly holds as aforementioned approximately 27.14% 
of GTC Poland's issued share capital.  

7.2.8.4 GTC Holding consolidates the financial statements of GTC Poland into its own 
financial statements, and this is due to the existence of effective control over the 
operations of GTC Poland (see section 7.2.3 above). 

7.2.8.5  In Poland, Kardan NV is active in both the field of investment property – that is, the 
location, entrepreneurship, development, rental and management of office buildings 
and commercial centers (hereinafter: “Investment Property”) and entrepreneurial 
property – that is: the location, entrepreneurship and development of residential 
buildings and the sale of residential units (hereinafter: “Entrepreneurial 
Property”). 

7.2.9 Real estate activity in the other countries of Central and Eastern Europe (through 
GTC Poland) 

7.2.9.1  As at the date of the financial statement, the Group is active (through its holdings in 
GTC Poland of subsidiaries and included companies) in the field of real estate in 
additional Central and Eastern European countries – Hungary, Romania, 
Czechoslovakia, Serbia, Croatia, Slovakia, Bulgaria, Ukraine and Russia.  

7.2.9.2  As aforementioned, Kardan NV is active in these countries in location, 
entrepreneurship, development, rental, sale and management of office buildings, 
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shopping centers and residential buildings – both in the area of Investment Property 
and in the area of Entrepreneurial Property.  

7.2.10 Real estate activity in China (by GTC China) 

7.2.10.1  In 2005, after the Group had acquired considerable experience and a great degree of 
familiarity with the markets in Central and Eastern Europe and its activity in that 
area had become well established, the Group decided to expand its activity in an 
additional geographical area – China. The Group identified in China a growing 
market, suitable for its entrepreneurial activity, taking into account China’s strong 
economy, growing purchasing power, trend toward urbanization and the State 
reforms which the Government of China has been introducing in recent years, with a 
view to opening the real estate market in China to foreign private investors as well. 
Kardan NV’s activity in China is carried out through GTC China, a company wholly 
owned by GTC Holding. The financial statements of GTC China are consolidated 
within the financial statements of GTC Holding. 

7.2.10.2  Kardan NV is active in China as at this date in the area of Entrepreneurial Property 
(residential) and in Investment Property. 

7.2.11 Real estate activity in Western Europe (through GTC Investments) 

 Kardan NV’s activity in Western Europe is carried out through GTC Investments, a 
company incorporated in Netherlands that GTC Holding, as at the date of the 
financial statements, holds 46.25% of its issued share capital, and Properties and 
Construction Co. Ltd., as of that date, holds 50% of the issued share capital of GTC 
Investments. As of the date of the financial statements, GTC Investments holds 
approximately 85% of the issued share capital of a German company which holds 
approximately 94% of the portfolio of seven real estate companies, which hold seven 
office buildings located in major cities in Germany, and approximately 80% of the 
issued share capital of a Swiss company, which holds the portfolio of six office 
buildings in major cities in Switzerland, after GTC Investments, in July 2009 and 
January 2010, sold three office buildings from its asset portfolio in Switzerland for 
the amount of approximately 24 million Swiss francs (approximately €16 million) 
and granted a third party an option, which was exercisable in 2010, for the purchase 
of an additional asset from its asset portfolio in Switzerland; the option expired in 
2010 without having been exercised. 

7.2.12 General – Kardan NV’s activity in the field of real estate in Israel (through Kardan 
Israel) 

 Kardan NV is active in the area of real estate in Israel through its holdings in Kardan 
Israel which is active in the field of Entrepreneurial Property in Israel (through 
Kardan Real Estate)) and likewise in the area of Investment Property (through 
Kardan Real Estate and Emed).  

 Most of Kardan Israel's activities in the area of real estate in Israel are carried out 
through Kardan Real Estate, a public company whose debentures were listed for 
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trading on the Stock Exchange in March 2010, and which Kardan Israel holds 
approximately 71.94% of the issued share capital (approximately 62.17% of its 
issued share capital, fully diluted).  

 Kardan Real Estate, directly through its holdings in companies and through its joint 
ventures in Israel, is engaged in three areas of activity which are defined as business 
sectors in its financial statements, as follows: 

7.2.12.1 Entrepreneurial Property – location, entrepreneurship and development of residential 
buildings in Israel which are intended for sale. 

7.2.12.2 Investment property– location, entrepreneurship, development, sale and rental of 
office buildings and commercial areas  

7.2.12.3 The construction work area – provision of contracting services in projects for the 
construction of residential, commercial buildings, public buildings and infrastructure, 
This area is implemented by El-Har, a company held 50% by Kardan Real Estate. El-
Har’s activity is not material for Kardan NV, is not an area of activity of Kardan NV 
and is not described in this statement. 

 Likewise, Kardan Real Estate holds approximately 40% of the issued share capital 
of another company not material for Kardan Israel, Kardan NV or Mekdan 
Management and Maintenance Ltd. which is engaged in the provision of 
management and maintenance services for buildings and parking lots. . 

Kardan Israel's activity in the area of Investment Property has been carried out in the 
fiscal report year through Emed, through which in the fiscal report year Kardan held 
(indirectly) approximately 50% of its issued share capital. Emed is a real estate 
company that has been active in the area of real estate in Israel for many years. 
Beginning from Q1 of 2009 (the date that Kardan Israel became a joint controlling 
shareholder of Emed, indirectly) Emed is presented in Kardan Israel's financial 
statements in the manner of relative consolidation. On March 10, 2011, the 
transaction whereby Kardan Israel sold all its holdings in Emed to the other 
shareholder of Emed was completed and therefore, as at the date of the financial 
statement, Kardan Israel has no more holdings in Emed.  
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A. Description of the investment property assets 

7.3 General information on investment real estate activity 

 As set forth above, the Kardan NV Group is active in the area of investment property 
(offices and shopping centers) primarily in Poland and Central and Eastern Europe 
(through GTC Poland). In addition, the company also has investment property assets 
in Western Europe (which are held by GTC Investments), an Investment Property 
asset in China (held by GTC China) and investment property assets in Israel (which 
are held by Kardan Real Estate and by Emed [in the year of the statement]). 

7.3.1 The office market and shopping centers in Poland and in Central and Eastern Europe 

 Modern office areas began to develop in the Central and Eastern European countries 
only in the mid-1990s. Accordingly, until today, the ratio between the total modern 
office areas in the major cities of those countries and the number of residents is 
significantly lower than in Western cities. In recent years, the scope of modern office 
areas in the major cities of central and Eastern Europe has expanded, although, in the 
developing countries which are not included in the European Union, the real estate 
market for offices is still in the initial stages. 

 As a direct result of the worldwide economic crisis, among other things, only a few 
transactions were carried out in the office real estate market in Central and Eastern 
Europe in 2009 and 2010. In the course of 2010, however, there has been a 
discernible change in market trends, which is reflected in a gradual increase in the 
demand for office real estate areas, and there are visible initial signs that investors 
are again attempting to locate quality properties. It should be noted that the forecast 
for 2011 and 2012 indicates a gap between demand and supply, which will lead to an 
increase in occupancy rates and will drive rental prices up.13 

 Starting in the mid-1990s, the commercial market in Central and Eastern Europe 
began to develop toward a Western character. In the more developed cities, such as 
Warsaw, Budapest and Prague, it is possible to find shopping centers at the standard 
of shopping centers in Western European capital cities. At the same time, the scope 
of commercial areas in the major cities of central and Eastern Europe is still 
significantly smaller than those known in major Western cities. Furthermore, the 
quality of some of the commercial centers in Central and Eastern Europe is not 
suitable for Western standards, and international retail chains have shown a 
significant demand for quality commercial areas, especially in the major cities of the 
less-developed Central and Eastern European countries. 

                                                 
13  CBRE – Market View CEE Office investment February 2011 
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The GTC Group holds a considerable scope of office and shopping center areas in 
Central and Eastern Europe, and the Group expects an increase in the scope of these 
areas in the coming years.14 

The year 2010 was a transitional period in which signs of slow real estate market 
recovery from the 2008 crises could be identified. This recovery was expressed in the 
increased number of new projects and of the scope of transactions in the commercial 
real estate market. Following 2009 during which the GTC Group focused activities 
on minimizing the negative effects of the economic crisis, 2010 was characterized as 
a year in which the GTC Group was back to realizing their previous plans for 
development. Thanks to a policy of conservative investment during the global 
economic crisis, the GTC Group was well prepared for the markets’ recovery. This 
recovery was characterized, amongst other things, by the increase of investment 
opportunities. By utilizing the upward trend in the markets, GTC Group maintained 
its standing as a leading player in the real estate market in central and Eastern 
Europe. Not only did the GTC Group not hold off on investing in existing projects, 
but thanks to its strong reliable reputation with the leading banks, and the capability 
to raise financing on convenient terms, the group even started new projects in Poland 
and other middle and eastern European countries. Notwithstanding, taking a 
conservative stand regarding the purchase of  new real estate and examining the 
indications for definite success of the project before beginning construction, have 
remained the central guideline of the investment policy of the GTC Group. 

7.3.2 Investment Property in China – Shopping center market 

 The real estate market in China in 2011 is marked by the beginning of the twelfth 
five year plan in which a high priority of the Chinese government's policy is to 
increase domestic consumption. The Chinese government's steps to calm the 
residential real estate market in recent years spurred many investors to search for 
investment opportunities in the commercial real estate market. This trend is expected 
to continue in 2011. High demand, an extensive trend of urbanization, government 
initiatives to encourage local private consumption, rapid expansion of commercial 
corporations and retail chains in China and the expectations of the Yuan to appreciate 
are positive growth factors for the commercial real estate market in China.15          

                                                 
14  The evaluation set forth above with regard to the increase in the scope of office and shopping center areas in 

Central and Eastern Europe as described above is forward-looking information, as this term is defined on the 
Securities Law, based on the number of projects under construction in the field of investment property, the 
strategy of the GTC Group, the cash surplus of the GTC Group which will enable it to finance the purchase 
of additional projects and/or additional land areas, the availability of land areas suitable for the construction 
of offices and shopping centers, the state of the markets and the demand for offices and shopping centers. 
The evaluation set forth above is likely not to come to pass, in whole or in part, or to come to pass in a 
different manner, and perhaps a materially different manner, from what is presently expected, as a result of 
the unfavorable outcome of rezoning processes in the land areas which are considered as the reserves of the 
GTC Group as set forth in the financial statements, on one hand, and the non-completion of transactions for 
the purchase of land or for the purchase of companies holding land for any reason whatsoever, on the other 
hand, and/or as a result of the direct and/or indirect implications of the worldwide economic crisis, changes 
in the state of the market and changes in the demand for commercial and office areas, and/or from the 
realization of all or part of the risk factors set forth in Section 7.31 of this part. 

15  Li & Fung Research Centre, Member of Li & Fung Group 
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The regulatory change which began in the third quarter of 2010 which enables  
insurance companies to invest up to 10% of their total assets in a limited list of real 
estate listings, amongst them commercial areas, may well bring about an increase in 
the value of these properties.  This change is in accordance with the five year plan 
through which the Chinese government encourages domestic consumerism. 

7.3.3 Investment property in Israel 

 As above mentioned, Kardan Israel (through Kardan Real Estate and in the fiscal 
report year – also through Emed) is active in the location, entrepreneurship and 
development of office buildings and commercial areas which its sales or rents in 
Israel. The factors which affect demand and occupancy rates in the office and 
business sector in Israel include, but are not limited to, the location of the property, 
the construction quality and age of the building, parking, terms of rental and amount 
of rent, standard of maintenance services, amount of municipal taxation, proximity to 
traffic arteries and public transportation, overall business environment, and proximity 
to “anchor” entities and sources of personnel. 

7.3.4 Tenant mix  

The customers in the sphere of activity are corporations and private parties who enter 
into rental contracts in respect to the office space, commercial space (and parking 
places) in various scopes and for medium and long periods.  The policy of the 
companies active in the sphere is, insofar as possible, to contract with established 
tenants for long rental periods.  

In the area of large commercial centers, the Group is working to enter into rental 
contracts with tenants that will attract a large customer public.   

There is no material sectoral exposure in the activity sector. 

7.3.5 Property purchase and realization policy 

The Group concentrates on project development and construction. In general, 
companies operating in the activity sector enter into deals for purchasing land or land 
rights and, in most cases, they do not purchase properties under construction or 
occupied properties.   Nevertheless, it should be noted that a minority of the 
companies in the Group operating in this sector, examine the purchase of existing 
properties from time to time, on the basis of parameters such as cash flow from the 
income property, occupancy of the income property, the area where the income 
property is located (with a preference for urban areas) and the property’s 
improvement potential.    

The policy of most of the companies operating in the sector is to retain a 
property at least until it is established and, subsequently to examine the sale of 
part of the rights in the property or the entire property, in accordance with 
opportunities in the market and demand levels.    
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7.3.6 Unique tax impacts 

 For details regarding the various tax aspects see Section 7.25 hereunder.  

7.4 Summary of results 

Below is a summary of the financial results of investment property activities:  

For the year ended 

31.12.2010 31.12.2009 

 
Parameter 

Euros in millions 

Total activity revenue (consolidated) 134 105 

Revaluated profit/loss (consolidated) 73 (179) 

Area of activity profits (consolidated  168 (101) 

NOI from identical properties for the last two 
reporting periods (consolidated) 

62.0 63.5 

NOI from identical properties for the last two 
reporting periods (company’s share) 

26.7 27.1 

Total NOI (consolidated) 99.1 80.1 

Total NOI (company’s share) 42.7 35.5 

 

7.5 Principal geographical areas 

The principal geographical areas where Kardan NV is active in the field of real estate 
are as set forth: Poland (where approximately half of the activities in Central and 
Eastern Europe are concentrated, additional countries in Central and Eastern Europe, 
China, Europe and Israel. In addition, Kardan NV has a number of investment 
properties in Western Europe (non significant properties). Below are general details 
about economic characteristics and trends in the aforementioned areas.  

7.5.1 Characteristics and economic trends in Poland and in the area of Central and Eastern 
Europe  

 Following the collapse of the communist regimes, Central and Eastern Europe 
experienced significant economic growth in the last two decades, up to the beginning 
of the present economic crisis. At the same time, the gaps between Eastern and 
Western Europe are still considerable. 

 GTC Holding is active in the real estate sector in Central and Eastern Europe, 
through GTC Poland, in 10 countries: Poland, Hungary, Czech Republic, Romania, 
Serbia, Croatia, Bulgaria, Slovakia, Ukraine and Russia. Poland, Hungary, Czech 
Republic and Slovakia joined the European Union in the first half of 2004. Romania 
and Bulgaria joined the EU in early 2007. The other countries in which GTC Poland 
is active – Serbia, Croatia, Ukraine and Russia – are not part of the EU. 

 Of the countries in which GTC Poland is active, the worldwide economic crisis had 
the greatest effect on the real estate markets in Ukraine and Russia; as the date of the 
financial statements, GTC Poland holds one as yet undeveloped land area in each of 
those countries. In Poland, where the majority of GTC Poland’s activity is 
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concentrated and most of its assets are located, the economy was harmed to a lesser 
degree than that of the other countries.16 

The year 2010 was a transitional period in which signs of slow real estate market 
recovery from the 2008 crises could be identified. This recovery was expressed in the 
increased number of new projects and of the scope of transactions in the commercial 
real estate market.17 

7.5.2 Characteristics and economic trends in China 

China is considered the largest growing economy in the world, in light of the fact 
that the country’s population exceeds 1.3 billion and the overall labor force is more 
than 800 million. In the last 30 years, China’s economy has undergone a gradual 
transition from an economy controlled by the central government to a market 
economy which is open to international markets. 

The year 2010 saw a continuation of the trend of many years, of rapid increase in 
particular in domestic product. In 2010 the domestic raw product increased in local 
terms by 10.3 %, more so that the 8% growth target set by the government. Towards 
the end of 2010, inflation began to deviate seriously from the annual target of 3% 
and by November it had reached a monthly increase rate of 5.1% compared to that 
month the previous year. In order to moderate the rate of inflation and the rate of 
growth, the central bank established a series of interest increases and this after two 
years of stable interest rates. At the end of 2010, the interest on loans was 5.69%. 

In addition, in a gradual although quite sharp manner, the central bank decreased the 
supply of money in the market by increasing the ratio of deposit reserves. During the 
year, the central bank increased the rate five times, and by the end of the year it had 
reached a rate of 18.5% compared to 15.5% at the beginning of the year. The reserve 
ratio also has an impact on entrepreneurial companies in the real estate sector.18 

One of the main causes of increased inflation is the ongoing rise in the price of 
residential apartments. According to the government bureau of statistics, during the 
year 2010, the prices of apartments increased in 70 cities in China by 6.4%. In order 
to limit this increase, the government continued to impose restrictions on those forces 
influencing the rise of residential prices. One of the salient steps is the restriction of 
the number of apartments that a family can purchase in most of the leading cities in 
China (for example, Shanghai, Beijing and Guanzu), and in some cities, this is 
restricted to the purchase of only one apartment. Furthermore, there is a requirement 
to prove prolonged habitation in the city as a condition for purchase. Other salient 
steps in China are the decrease of mortgages on second apartments and the 
prohibition of mortgages for third apartments, as well as an increase on the deposits 
demanded as a down payment on account of a second apartment. 

                                                 
16  Jones Lang LaSalle – Poland – Capital markets bulletin Q4 2010 
17  CBRE – Market view European Capital markets 
18  World Bank Office, Beijing, Quarterly update, November 2010 
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7.5.3 Characteristics and economic trends in the area of real estate in Israel 

7.5.3.1 Demand in the areas of real estate in Israel is affected, among other factors, by 
macro-economic trends and developments in Israel and by security events which are 
likely to cause a slowdown in the economy in general and the real estate sector in 
particular. In this context, it should be noted that 2011 opened with an unstable 
geopolitical trend in a number of countries in the Middle East. The continuation of 
the unstable geopolitical trend in the Middle East is liable, in certain scenarios, to 
negatively impact the state of the Israeli market.  

7.5.3.2 In recent years, and up to mid-2008, an increase was recorded in the activity of the 
economy as a whole, as well as in the real estate sector, which was characterized by 
rising prices in the residential and office market in the demand areas, as well as by 
growth in construction activity. During the second half of 2008, the global financial 
crisis worsened and the credit crisis broke out, which resulted in various companies 
finding themselves in crisis. This led some of them to terminate their operations, and 
also led to employee dismissals.   Other companies began to implement streamlining 
plans that led to a reduction in space or moves out of the city centers, Tel Aviv 
included, in order to save on their fixed costs.  As a result, rental prices began to drop 
and there is a salient slowdown in the scope of deals and price drops in the sector, 
stemming from surplus supply. In addition, as aforesaid, in recent years there has 
been a steady increase in construction input prices, and it has become difficult to 
obtain financing and/or recycle existing financing. 

7.5.3.3 During the second half of 2009, the global financial crisis worsened and the credit 
crisis broke out, which resulted in various companies finding themselves in crisis. 
This led some of them to terminate their operations, and also led to employee 
dismissals.   Other companies began to implement streamlining plans that led to a 
reduction in space or moves out of the city centers, Tel Aviv included, in order to 
save on their fixed costs.  As a result, rental prices began to drop and there is a 
salient slowdown in the scope of deals and price drops in the sector, stemming from 
surplus supply. In addition, as aforesaid, in recent years there has been a steady 
increase in construction input prices, and it has become difficult to obtain financing 
and/or recycle existing financing. For all of 2010, the trend of rise in rental prices of 
office buildings continued, including the periphery.19  

                                                 
19  See Natam report – Colliers International for offices and industry in the Central Area, Sheets 24-26, 2009-

2010. 
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7.5.4 Table of economic parameters 

 Poland* China** Israel*** 

 For the year ended 

 31.12.2010 31.12.2009 31.12.2010 31.12.2009 31.12.2010 31.12.2009 

Macroeconomic 
parameters: 

      

Gross domestic product 
(PPP) 

1,413 billion 
PLN 

1,344 billion 
PLN 

9.87 trillion 

US Dollars 

8.95 trillion 

US Dollars 

768 billion 
NIS   

813 billion 
NIS 

Per capita product (PPP) 36,654 PLN 35,266 PLN 7,400 

US Dollars 

6,800 

US Dollars 

102.969 NIS  106,748 NIS 

Growth rate in domestic 
product (PPP) 

3.8% 1.7% 10.3% 8.7% 0,8%   4.5 % 

Growth rate in per capita 
product (PPP) 

2% -18% 10% 11% (1.1)%   2.7 %    

Inflation rate 2.7% 3.5% 3.3% 0.7% 3.91 %   2.66% 

Return on long-term 
domestic Government debt 

5.9% 6.24% 4.6% 
(5 years) 

4.0% 
(5 years) 

5.1% 4.7% 

Rating of long-term 
Government debt 

A- A- A+ A+ A1 A1 

Rate of exchange of local 
currency, relative to the € 
on last day of year 

3.9750 4.1045 8.8065 9.7971 3,774 NIS 
per $    

3.548 NIS 
per S 

 
* According to publication by the Central Statistics Board in Poland 

http://www.stat.gov.pl/english/, the ECB website http://www.ecb.int, the IMF website 
http://www.imf.org, the S&P rating agency http://www.standardandpoors.com,    

 ** According to publication by the Chinese Central Bureau of Statistics http://www.stats.gov.cn, 
publications by the Chinese Ministry of Finance http://www.gov.cn, of the S&P rating agency 
http://www.standardandpoors.com,, CIA- the world fact book, https://www.cia.gov/.  

*** According to publications of the Central bureau of statistics in Israel - http://www.cbs.gov.il, 
the Bank of Israel  http://www.bankisrael.gov.il and the OECD http://www.oecd.org, the 
Ministry of finance – the unit for the management of government debts (Moody) 
http://www.ag.mof.gov.il/accountantGeneral/GovDebt 
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7.6 Segmentation at the level of overall activity20 

7.6.1 Segmentation of area of investment properties according to geographical areas and 
uses 

Segmentation of area of investment properties according to geographical 
areas and uses as at December 31, 2010 

 
Uses Offices Industry Commercial Parking Total 

% of area 
of properties in 
activity sector 

Areas  In thousands of square meters  

Poland Consolidated 

Company’s share 

160.6 

69.3 

 99.7 

43.0 

 260.3 

112.3 

37% 

34% 

other 
countries in 
Eastern 
Europe 

Consolidated 

Company’s share 

201.7 

77.1 

 97.0 

29.6 

 298.7 

106.8 

42% 

32% 

Western 
Europe 

Consolidated 

Company’s share 

43.9 

36.4 

   43.9 

36.4 

6% 

11% 

China Consolidated 

Company’s share 

- 

- 

 35.8 

35.8 

 35.8 

35.8 

5% 

11% 

Israel Consolidated 

Company’s share 

20.7 

11.9 

6.4   

 3.4 

0.3 

0.2 

37.9 

25.5 

65.3 

41.0 

9% 

12% 

Total Consolidated 

Company’s share 

426.9 

194.8 

6.4 

3.4 

232.8 

108.6 

37.9 

25.5 

703.9 

332.3 

 

% of area 
of properties 

Consolidated 

Company’s share 

61% 

59% 

1% 

1% 

33% 

33% 

5% 

8% 

  

Included 
companies 

Company's share 7.9  5.6  13.5  

 

                                                 
20  The first investment property in China was opened at the end of 2010. Therefore, in this section below no 

data is entered regarding investment assets in China for 2009. 
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Segmentation of area of investment properties according to geographical 
areas and uses as at December 31, 2009 

 

Uses Offices Industry Commercial Parking Total 

% of area 
of properties in 

investment 
property sector 

Areas  In thousands of square meters  

Poland Consolidated 

Company’s share 

147.8 

63.8 

 99.7 

43.0 

 247.4 

106.8 

43% 

41% 

Other Central 
European 
countries 

Consolidated 

Company’s share 

173.9 

66.7 

 53.6 

18.6 

 227.5 

85.3 

40% 

32% 

Western 
Europe 

Consolidated 

Company’s share 

53.6 

38.7 

 - 

- 

 53.6 

38.7 

9% 

15% 

Israel Consolidated 

Company’s share 

8.6 

6.3 

6.4 

4.7 

0.2 

0.2 

30.0 

22.2 

 
43.1 
31.8 
 

8% 

12% 

Total Consolidated 

Company’s share 

381.7 

174.0 

6.4 

4.7 

153.5 

61.8 

30.0 

22.2 

571.6 
262.6  

% of area 
of properties 

Consolidated 

Company’s share 

67% 

66% 

1% 

2% 

27% 

24% 

5% 

8% 

  

Included 
companies 

Company’s share 5.1  -  5.1  

 
7.6.2 Segmentation of value of investment properties according to geographical areas and 

uses 

Segmentation of fair value of investment properties according to geographical 
areas and uses as at December 31, 2010 

 
Uses Offices Industry Commercial Parking Total 

% of value 
of properties in 
activity sector 

Areas  In € millions  

Poland Consolidated 

Company’s share 

395.8 

170.8 

 461.2 

199.0 

 856.9 

369.9 

45% 

42% 

Other 
Eastern 
European 
countries  

Consolidated 

Company’s share 

490.8 

179.3 

 289.0 

88.3 

 779.8 

267.6 

41% 

31% 

Western 
Europe 

Consolidated 

Company’s share 

76.6 

63.7 

 - 

- 

 76.6 

63.7 

4% 

7% 

China Consolidated 

Company’s share 

- 

- 

 110.4 

110.4 

 110.4 

110.4 

6% 

13% 
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Israel  Consolidated 

Company’s share 

50.2 

28.9 

3.5 

1.9 

0.7 

0.5 

40.4 

29.7 

94.8 

60.9 

5% 

7% 

Total 

 

Consolidated 

Company’s share 

1,013.4 

442.6 

3.5 

1.9 

861.3 

398.2 

40.4 

29.7 

1,918.6 

872.5 

 

% of value 
of properties 

Consolidated 

Company’s share 

53% 

51% 

0% 

0% 

45% 

46% 

2% 

3% 

  

Included 
companies 

Company's share 5.4  25.1  30.6  

 
Segmentation of fair value of investment properties according to geographical 
areas and uses as at December 31, 2009 

 
 

Uses Offices Industry Commercial Parking Total 

% of value 
of properties 

in activity 
sector 

Areas  In € millions  

Poland 

 

Consolidated 

Company’s share 

367.0 

158.4 

 442.8 

191.1 

 809.8 

349.5 

51% 

51% 

Other Eastern 
European 
countries 

 

Consolidated 

Company’s share 

444.5 

162.8 

 209.8 

567.7 

 654.3 

230.3 

41% 

34% 

Western 
Europe 

 

Consolidated 

Company’s share 

80.5 

67.0 
 - 

- 

 80.5 

67.0 
5% 

10% 

Israel Consolidated 

Company’s share 

13.7 

10.1 

3.1 

2.3 

0.6 

0.4 

34.4 

25.4 

51.8 

38.2 

3% 

6% 

Total 
 

Consolidated 

Company’s share 

906.6 

398.3 

3.1 

2.3 

653.2 

259.3 

34.4 

25.4 

1,596.4 

685.3 

 

% of value 
of properties 

Consolidated 

Company’s share 

57% 

58% 

0% 

0% 

41% 

38% 

2% 

4% 

  

Included 
companies 

Company’s share 4.7  -  4.7  
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7.6.3 Segmentation of NOI (Net Operating Income) according to geographical areas and 
uses 

Segmentation of NOI according to geographical areas and uses as at December 31, 
2010 

 
Uses Offices Industry Commercial Parking Total 

% of NOI 
of properties 

Areas  In € millions  

Poland Consolidated 

Company’s share 

26.8 

11.6 

 31.8 

13.7 

 58.7 

25.3 

59% 

60% 

Other 
Eastern 
European 
countries 

Consolidated 

Company’s share 

23.9 

9.2 

 9.7 

2.9 

 33.6 

12.2 

34% 

29% 

Western 
Europe 

Consolidated 

Company’s share 

4.7 

3.9 

 - 

- 

 4.7 

3.9 

5% 

9% 

China Consolidated 

Company’s share 

- 

- 

 (0.3)21 

(0.3) 

 (0.3) 

(0.3) 

0% 

(1%) 

Israel  Consolidated 

Company’s share 

1.3 

0.8 

0.1 

0.1 

0.0 

0.0 

0.6 

0.4 

2.0 

1.4 

2% 

3% 

Total (in NIS 
thousands) 

Consolidated 

Company’s share 

56.7 

25.6 

0.1 

0.1 

41.3 

16.4 

0.6 

0.4 

98.7 

42.5 

 

% of NOI 
of properties 

Consolidated 

Company’s share 

57% 

60% 

0% 

0% 

42% 

39% 

1% 

1% 

  

Included 
Companies 

Company share 0.2  0.1  0.3  

 
Segmentation of NOI according to geographical areas and uses as at December 31, 
2009 

 
Uses Offices Industry Commercial Parking Total 

% of NOI 
of properties 

Areas  In € millions  

Poland Consolidated 

Company’s share 

24.2 

10.4 

 21.3 

9.2 

 45.5 

19.6 

57% 

56% 

Other 
Eastern 
European 
countries 

Consolidated 

Company’s share 

16.1 

6.9 

 11.4 

3.2 

 27.5 

10.1 

34% 

29% 

Western 
Europe 

Consolidated 

Company’s share 

5.2 

4.3 

 - 

- 

 5.2 

4.3 

6% 

12% 

                                                 
21  The property became functional in November 2010 



 

36 

China Consolidated 

Company’s share 

      

Israel Consolidated 

Company’s share 

0.8 

0.6 

0.3 

0.2 

(0.0) 

(0.0) 

0.5 

0.3 

1.6 

1.1 

2% 

3% 

Total  Consolidated 

Company’s share 

46.3 

22.3 

0.3 

0.2 

32.7 

12.4 

0.5 

0.3 

79.7 

35.2 

 

% of NOI 
of properties 

Consolidated 

Company’s share 

58% 

63% 

0% 

1% 

41% 

35% 

1% 

1% 

  

Included 
companies 

Company share 0.2    0.2  

 
7.6.4 Segmentation of revaluated profits and losses according to geographical areas and 

uses 

Segmentation of revaluated profits and losses according to geographical 
areas and uses as at December 31, 2010 

 
Uses Offices Industry Commercial Parking Total 

% of revaluation 
profits 

Areas  In € millions  

Poland  Consolidated 

Company’s share 

29.2 

12.6 

 16.9 

7.3 

 46.1 

19.9 

75% 

48% 

Other Eastern 
European 
countries 

Consolidated 

Company’s share 

3.3 

(0.6) 

 (15.4) 

(4.5) 

 (12.1) 

(5.2) 

(20%) 

(12%) 

Western 
Europe 

Consolidated 

Company’s share 

(4.1) 

(3.5) 

 - 

- 

 (4.1) 

(3.5) 

(7%) 

(8%) 

China Consolidated 

Company’s share 

- 

- 

 29.3 

29.3 

 29.3 

29.3 

48% 

70% 

Israel Consolidated 

Company’s share 

1.2 

0.7 

(0.0) 

(0.0) 

(0.0) 

(0.0) 

0.8 

0.6 

2.0 

1.3 

3% 

3% 

Total 
 

Consolidated 

Company’s share 

29.7 

9.2 

(0.0) 

(0.0) 

30.9 

32.1 

0.8 

0.6 

61.3 

41.9 

 

% of 
revaluation 
profits 

Consolidated 

Company’s share 

48% 

22% 

0% 

0% 

50% 

77% 

1% 

1% 

  

Included 
companies 

Company's share 0.4  1.9  2.3  

 



 

37 

Segmentation of revaluated profits and losses according to geographical 
areas and uses as at December 31, 2009 

 
Uses Offices Industry Commercial Parking Total 

% of revaluation 
profits 

Areas  In € millions  

Poland 

 

Consolidated 

Company’s share 

(79.5) 

(34.3) 

 3.9 

1.7 

 (75.6) 

(32.6) 

63% 

67% 

Other Eastern 
European 
countries 

Consolidated 

Company’s share 

(7.4) 

(3.8) 

 (37.7) 

(13.2) 

 (45.2) 

(17.0) 

38% 

35% 

Western 
Europe 

Consolidated 

Company’s share 

(1.8) 

(1.6) 

 - 

- 

 (1.8) 

(1.6) 

2% 

3% 

Israel  Consolidated 

Company’s share 

(0.3) 

(0.2) 

- 

- 

0.8 

0.6 

2.8 

2.1 

 (2%) 

(4%) 

Total 
 

Consolidated 

Company’s share 

(89.1) 

(39.8) 

- 

- 

(33.0) 

(10.9) 

(119.8) 

(49.1) 

  

% of 
revaluation 
profits 

Consolidated 

Company’s share 

74% 

81% 

0% 

0% 

28% 

22% 

   

Included 
companies 

Company’s share (0.5)  -  )0.5(   

 
7.6.5 Segmentation of average rent per square meter according to geographical areas and 

uses 

 Segmentation of actual average rent per square meter (per month) in currency of 
activity 

Uses Offices Industry Commercial Parking 

 For the year ended (In €) 

Areas 31.12.2010 31.12.2009 31.12.2010 31.12.2009 31.12.2010 31.12.2009 31.12.2010 31.12.2009 

Poland 

Price range 

16.7 

(13-21) 

16.8 

(12-21) 

  27.5 

(24-34) 

25.6 

(24-34) 

  

Other Eastern 
European 
countries 

Price range 

17.2 

(12-22) 

17.6 

(14-23) 

  12.5 

(11-26) 

 24.4 

(10-32) 

  

Western 
Europe 

Price range 

9.8 

(8-12) 

9.8 

(8-12) 

  - 

- 

- 

- 

  

Israel 12.8 11.5 3.9 3.4 8.2 9.6 2.3 2.8 

Included 
Companies 

(Price range) 

9.5 

(7-15) 

9.7 

(7-15) 

  19.6 

19.6 

- 

- 
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7.6.6 Segmentation of average rent per square meter in contracts signed during the period 
of the financial statements according to geographical areas and uses 

 Segmentation of actual average rent per square meter (per month) for contracts 
signed during the period, in currency of activity : 

Uses Offices Industry Commercial Parking 

 For the year ended 

Areas 31.12.2010 31.12.2009 31.12.2010 31.12.2009 31.12.2010 31.12.2009 31.12.2010 31.12.2009 

Poland 14.0 14.1   27.9 34.2   

Other 
Eastern 
European 
countries 

16.4 19.7   13.3 29.1   

Western 
Europe 

7.5 9.2   - -   

China  -   17.7 -   

Israel  15.0 -- 13.1 -- 8.6 -- 2.6 5.3 

Included 
Companies 

9.45 9.77   19.6 -   

7.6.7 Segmentation of average occupancy rates according to geographical areas and uses 

 Segmentation of average occupancy rates 

Uses Offices Industry Commercial Parking 

 (In %) 

Areas 
As at 

December 
31, 2010 

For 
2010 

For 
2009 

As at 
December 
31, 2010 

For 
2010 

For 
2009 

As at 
December 
31, 2010 

For 
2010 

For 
2009 

As at 
December 
31, 2010 

For 
2010 

For 
2009 

Poland 77%22 96% 98%    98% 98% 100%    

Other 
Eastern 
European 
countries 

83% 82% 90%    83%23 85% 92%    

Western 
Europe 

94% 94% 93%    - - -    

China - - -    87% n/a n/a    

Israel 63% 65% 83% 63% 67% 98% 36% 12% -- 66% 66% 65% 

Included 
companies 

66% 70% 80%    90% n/a n/a    

 

                                                 
22  Including assets finished being constructed during 2010.The rate of occupancy neutralizing assets is 98% 
23  Including assets finished being constructed during 2010.The rate of occupancy neutralizing assets is 87% 
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7.6.8 Segmentation of number of investment properties according to geographical areas 
and uses 

 Segmentation of number of investment properties according to geographical areas 
and uses 

Uses Offices Industry Commercial Parking 

 As at 

Areas 31.12.2010 31.12.2009 31.12.2010 31.12.2009 31.12.2010 31.12.2009 31.12.2010 31.12.2009 

Poland 13 13   3 3   

Other Eastern 
European 
countries 

8 6   5 4   

Western 
Europe 

14 15   - -   

China - -   1 -   

Israel 3 3 1 1 4 4 5 5 

Total number 
of investment 
properties 

38 37 1 1 13 11 5 5 

Included 
companies 

3 2   1 -   

 
7.6.9 Segmentation of actual average yield percentages (according to value at end of year) 

according to geographical areas and uses 

 Segmentation of actual average input percentages (according to value at end of year) 
according to geographical areas and uses 

 

Uses Offices Industry Commercial Parking 

 As at (in %) 

Areas 31.12.2010 31.12.2009 31.12.2010 31.12.2009 31.12.2010 31.12.2009 31.12.2010 31.12.2009 

Poland 5.6% 6.6%   6.9% 7.1%   

Other 
Eastern 
European 
countries 

5.0% 3.6%   3.4% 5.4%   

Western 
Europe 

6.3% 6.3%   - -   

China - -   0.0%    

Israel 3.4% 6.3% 6.7% 8.2% 3.9% 2.8% 1.6% 1.3% 

Included 
companies 

3.9% 4.4%   0.5%    

 
(*) The rate of returns in this chart was calculated by dividing the NOI by the property value. 
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7.6.10 Segmentation of average returns rate (according to the value at the end of the year) 
assuming stability of rental income and occupancy rate according to areas and uses. 

Uses Offices Industry Commercial Parking 

 As at (in %) 

Areas 31.12.2010 31.12.2009 31.12.2010 31.12.2009 31.12.2010 31.12.2009 31.12.2010 31.12.2009 

Poland 7.4% 7.7%   7.0% 7.2%   

Other 
Eastern 
European 
countries 

7.4% 8.0%   8.8% 7.6%   

Western 
Europe 

6.3% 6.3%   - -   

China - -   10.0% -   

Included 
companies 

7.7% 9.5%   7.0% -   

7.6.11 Expected income expected with respect to signed rental contracts 

Income 
recognition 

period 

Assuming lessee option period 

not realized 

Assuming lessee option period 

realized 

 Income from 
fixed 

components 

Income from 
variable 

components* 
(estimate)  

No. of 
contracts 
ending (#) 

Area covered 
by contracts 

ending 

Income from 
fixed 

components  

Income from 
variable 

components* 
(estimate)  

No. of 
contracts 
ending 

(#) 

Area covered 
by contracts 

ending  

 (millions of 
Euro) 

(millions of 
Euro) 

 (thousands of 
m2) 

(millions of 
Euro) 

(millions of 
Euro) 

 (thousands of 
m2) 

Q1 29.1 1.3 16.0 6.4 29.2 1.3 14.0 6.0 

Q2 30.2 1.4 19.0 10.8 30.2 1.4 14.0 4.4 

Q3 30.3 1.5 18.0 8.5 30.1 1.5 20.0 9.8 

2011 

Q4 29.9 1.8 22.0 6.9 29.9 1.8 26.0 14.4 

2012 113.0 6.6 147.0 50.8 111.2 6.1 162.0 51.4 

2013 99.8 6.8 222.0 83.0 97.4 6.8 228.0 101.3 

2014 87.4 6.7 139.0 31.2 78.7 6.8 205.0 72.0 

2015 306.4 30.4 978.0 382.5 291.0 30.2 892.0 320.8 

Total 726.1 56.5 1,561 580.1 697.6 55.9 1,561 580.1 

* Based on the cash flow used for estimation of value 
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7.7 Properties under construction (aggregate) 

 Parameters Period (year ended) 

  December 31, 2010 December 31, 2009 

No. of assets under construction at end of period (#) 14 13 

Total areas under construction (planned) at end of period 
(thousands of m2) 

316.7 337.5 

Total costs invested in current period (consolidated) (in € 
millions) 

17.8 38.8 

Amount in which assets are presented in financial 
statements at end of period (consolidated) (NIS thousands) 

93.0 112.8 

Construction budget in consecutive period (estimate) 
(consolidated) (in € millions) 

40.3 52.0 

Total estimated construction budget for completion of 
construction work (estimate) (consolidated as at end of 
period) (in € millions)* 

11.3 39.0 

% of constructed area with signed rental contracts (%) 100% 0% 

Poland-
offices 

Annual income expected from projects to be 
completed during consecutive period and for which 
contracts were signed for 50% or more of the area 
(estimate) (consolidated) (in € millions) 

2.2 n/a 

No. of assets under construction at end of period (#) 1 - 

Total areas under construction (planned) at end of period 
(thousands of m2) 

58.0 - 

Total costs invested in current period (consolidated) (in € 
millions 

10.3 - 

Amount in which assets are presented in financial 
statements at end of period (consolidated) (NIS thousands) 

10.3 - 

Construction budget in consecutive period (estimate) 
(consolidated) (in € millions) 

1.2 - 

Total estimated construction budget for completion of 
construction work (estimate) (consolidated as at end of 
period) (in € millions)* 

- - 

% of constructed area with signed rental contracts (%) 0% - 

Poland-
commercial 

Annual income expected from projects to be 
completed during consecutive period and for which 
contracts were signed for 50% or more of the area 
(estimate) (consolidated) (in € millions) 

n/a n/a 
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 Parameters Period (year ended) 

  31.12.2010 31.12.2009 

No. of assets under construction at end of period (#) 11 12 

Total areas under construction (planned) at end of period 
(thousands of m2) 

438.2 424.0 

Total costs invested in current period (consolidated) (NIS 
thousands) 

1.9 10.2 

Amount in which assets are presented in financial 
statements at end of period (consolidated) (in € millions) 

129.5 143.8 

Construction budget in consecutive period (estimate) 
(consolidated) (in € millions) 

12.8 17.1 

Total estimated construction budget for completion of 
construction work (estimate) (consolidated as at end of 
period) (in € millions)* 

- 15.9 

% of constructed area with signed rental contracts (%) 0% 58% 

Other 
Eastern 
European 
countries- 
offices 

Annual income expected from projects to be 
completed during consecutive period and for which 
contracts were signed for 50% or more of the area 
(estimate) (consolidated) (in € millions) 

n/a 2.4 

No. of assets under construction at end of period (#) 10 12 

Total areas under construction (planned) at end of period 
(thousands of m2) 

350.3 345.6 

Total costs invested in current period (consolidated) (NIS 
thousands) 

50.3 78.9 

Amount in which assets are presented in financial 
statements at end of period (consolidated) (in € millions) 

265.6 257.5 

Construction budget in consecutive period (estimate) 
(consolidated) (in € millions) 

78.3 99.7 

Total estimated construction budget for completion of 
construction work (estimate) (consolidated as at end of 
period) (in € millions)* 

42.7 20.3 

% of constructed area with signed rental contracts (%) 36% 28% 

Other 
Eastern 
European 
countries-
commercial 

Annual income expected from projects to be 
completed during consecutive period and for which 
contracts were signed for 50% or more of the area 
(estimate) (consolidated) (in € millions) 

12.3 3.2 
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 Parameters Year Ending on 

  31.12.2010 31.12.2009 

Number of properties in construction at the end of the 
period 

- 1 

Total area in construction ( planned) at the end of the 
period ( Thousand Sqm) 

- 35.8 

Total costs invested in the current period (consolidated) 
(millions of Euro) 

- 15.4 

Sum presented for these assets in the statements 
terminating this period (consolidated) (millions of Euro) 

- 47.1 

Construction budget for the ongoing period (estimate) 
(consolidated) (millions of Euro) 

- 22.7 

Total construction budget estimated for completion of 
building (consolidated) Estimate) (millions of Euro) 

- 22.7 

% of area to be build with signed rental contracts - 0% 

China-
Commerce 

Annual projected income to be paid during the sequential 
period during which rental contracts were signed for 50% of  
the area or more (consolidated) (estimate) (millions of 
Euro) 

n/a n/a 

* This datum only includes projects where construction is expected to be completed in the 
consecutive period after the period under report, and where contracts have been signed for 
rental of 50% or more of their areas. The datum reflects the estimated total representative 
annual income to be expected from these projects, and not necessarily the income in the 
consecutive year. 

7.8 Purchase and sale of properties, land (aggregate) 

 Purchase and sale of properties (aggregate), by geographical areas: 

 Parameters Period (year ended) 

  31.12.2010 31.12.2009 

No. of properties sold during period (#) 2 - 

Consideration for realization of properties sold during period 
(consolidated) (in € millions) 78.9 - 

Area of properties sold during period (consolidated) (thousands of 
m2) 26.38 - 

NOI of properties sold during period (consolidated) ( in € millions) 4.01 - 

Poland: 
Properties 
sold 

Profit/loss recorded with respect to realization of properties 
(consolidated) (in € millions)* - - 

No. of properties sold during period (#) - 1 Other 
Eastern 
European 
countries – 

Consideration for realization of properties sold during period 
- 8.4 
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(consolidated) (in € millions) 

Area of properties sold during period (consolidated) (thousands of 
m2) - 7.5 

NOI of properties sold during period (consolidated) ( in € millions) - 0.1 

Properties 
sold 

Profit/loss recorded with respect to realization of properties 
(consolidated) (in € millions)* - - 

No. of properties sold during period (#) 2 1 

Consideration for realization of properties sold during period 
(consolidated) (( in € millions) 4.26 6.99 

Area of properties sold during period (consolidated) ( in € millions) 3.89 4.56 

Western 
Europe- 
properties 
sold 

NOI of properties sold during period (consolidated) ( in € millions) 0.32 0.3 

No. of properties sold during period (#) - 1 

Consideration for realization of properties sold during period 
(consolidated) (in € millions) - 6.0 

Area of properties sold during period (consolidated) (thousands of 
m2) - 3,813 

Israel – 
properties 
sold 

NOI of properties sold during period (consolidated) ( in € millions) - 0.4 

 
Profit/loss recorded with respect to realization of properties 
(Consolidated)  (in € millions) - - 

  
 Below are details of the land classified as investment properties as of December 31, 

2010 and Dec. 31, 2009:  

 Parameters Period (year ended) 

  December 31, 
2010 

December 31, 
2009 

The amount representing the lands in the financial statements at 
the end of the period (consolidated) (in € millions) 3.0 2.6 

Israel 

Total of area of lands at the end of the period (thousands of m2)  87.73 87.73 
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7.9 List of material properties 
 

 

 Item of information 
Additional data required as per 
Regulation 8B (i) (as relevant) 

Name and 
characteristics of 
property 

 Year 

Book value at 
end of period 
(consolidated) 
(in € millions) 

Fair value 
at end of 
period 
(in € 
millions) 

Income from 
rental for 
period 
(consolidated) 
(in (€ millions 

Actual NOI for 
period 
(consolidated) 
(in € millions) 

Actual 

Rate of 
return 
(%) 

Adjusted 
rate of 
return (%)

Occupancy 
rate as at 
end of 
period (%) 

Average 
rent per 
m2 (in € 
millions) 

Particulars 
of evaluator 
(name and 
experience) 

Evaluation 
model used 
by 
evaluator 

Additional 
basic 
assumptions 
for evaluation 

Area Poland 

Currency of 
activity 

euro 

Principal use 
Commercial 
center 

Corporation's 
share (%) 

100% 

2010 175.5 176.0 13.4 13.6 7.7% 7.5% 95% 24.4 DTZ 
Income 
Approach 

 

Cost/ original 
construction 
cost in € 
millions 

126.0 

Area (m2) 49.500 

Galleria 
Jurajska 

Proceeds per 
m2/ /rent per 
m2** 

25% 

2009 179.3 183.0 3.2 *3.5 *1.9%. *7.5% 95% 24.4 
JLL (Jones, 
Lang, 
LaSalle) 

Income 
Approach 

 

* The construction of the property was completed in September 2009. 

** The data is to the best of the knowledge of the company and is based on information received from the tenants or from other third parties as is 
relevant. The company is not able to confirm the data is correct. 
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Item of information Additional data required as per 

Regulation 8B (i) (as relevant) 

Name and 
characteristics of 
property 

 Year 

Book value at 
end of period 
(consolidated) 
(€ millions) 

Fair 
value at 
end of 
period 
(in € 
millions)

Income from 
rental for 
period 
(consolidated) 
(in € millions) 

Actual NOI for 
period 
(consolidated) 
(in € millions) 

Actual 
Rate 
of 
return 
(%) 

Adjusted 
rate of 
return 
(%) 

Occupancy 
rate as at 
end of 
period (%) 

Average 
rent per 
m2 (in € 
millions) 

Particulars 
of evaluator 
(name and 
experience)

Evaluatio
n model 
used by 
evaluator 

Additional 
basic 
assumptions 
for 
evaluation 

Area Romania

Currency of 
activity 

Euro 

Principal 
use 

Offices 

 58.9% 

2010 173.9 173.9 7.8 6.2 3.6% 7.0% 90% 21.5 Colliers 
Income 
Approach 

 

Cost/original 
construction 
cost (€ 
millions) 

121.6 

City 
Gate 

Area (m2) 47.200 

2009 164.0 164.0 * * * 7.5% 57% 21.3 Colliers 
Income 
Approach 

 

* The construction of the property was completed in December 2009. 
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7.10 Valuation data 

The details as required in Regulation 8B (i) of the Periodic and Immediate 
Reports Regulations for assets not mentioned in the tables in section 7.9 above, 
see section 2.2 of the Report of the Directorate in section B of this statement 

7.11 Adjustments    

7.11.1 Adjustment to statement of financial situation 

 Adjustment of fair value to values in statement of financial situation 

As at 

(consolidated) (Euros in millions 
) 

 

31.12.2010 31.12.2009 

Total value of real estate investment properties whose 
construction is complete (as presented in table in Section 7.6.2) 
(consolidated) 

1,918.6 1,596.4 

Total value of real estate investment properties for construction 
in Poland (as presented in table in Section 7.7) (consolidated) 

103.3 112.8 

Total value of real estate investment properties for construction 
in other eastern European countries (as presented in table in 
Section 7.7) (consolidated) 

395.1 401.3 

Total value of land areas classified as investment properties in 
China (as presented in table in Section 7.7) (consolidated) 

- 47.1 

Total investment property assets under construction24 
(consolidated) 

- 23.9 

Total value of land areas classified as investment properties in 
Area C (as presented in table in Section 1.1 on page ___) 
(consolidated) 

3 2.6 

Presentation 
in statement 
of description 
of the 
corporation’s 
business 

Total (consolidated) 2,420.0 2,184.1 

Final provision deductions (19.4) (6.6) 

Properties included within the framework of "investment 
properties designated for realization: 

(3.5) (13.4) 

Properties included within the framework of "building inventory 
for sale" 

(17.6) (11.9) 

Properties included within the framework of "long term 
inventory"25 

(29.0)  

Properties included within the framework of "fixed assets" (5.8)  

Other adjustments26 (0.7) 3.8 

Total adjustments (76) (28.1) 

Adjustments 

Total after adjustments 2,344 2,156 

Presentation 
in statement 

“Investment properties” item in statement of financial situation 
(consolidated) 

1.876 1,580 

                                                 
24  Kardan House, the stage B building of which was completed in June 2010 was classified as an investment 

property under construction in 2009 
25  Planned projects which, for the first time, are designated as residential projects and the company is 

aiming at changing their designation to an investment property according to international standard 
number 40 (IAS 40). The projects are displayed in the company's financial statements within the 
framework of "long term inventory".     

26  In 2009, mainly advance payments to purchase land proximate to Kardan House 
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“Investment properties under construction” item in statement of 
financial situation (consolidated) 

468 576 of financial 
situation 

Total 2.344 2,156 

 
Individual disclosure for very material investment properties 

7.12 Property Galeria Mokotow 

7.12.1 General – presentation of the property 

 Details as at 31.12.2010 

Name of the property: Galeria Mokotow 

Location of property Warsaw, Poland 

Area of the property – broken down by uses  Commercial – 62,100 net for rental 

Structure of the holdings in the property (description of the holdings 
through investee companies, including percentages of holdings 
therein and percentages of their holdings in the property): 

GTC Company Poland holds 50% of the 
company's shares 

Rodamco CHI sp. z o holds 100% of the 
asset 

Corporation’s effective share in the property (if held by a held 
company – multiply the corporation’s share in the held company times 
the held company’s share in the property): 

21.6% 

Names of the partners in the property (if the partners hold more than 
25% of the rights to the property or if the partners are related 
parties)*: 

Rodamco Central Europe BV 

Date of purchase of the property: 
The asset was established by the company 
in 2000 

Details of legal rights to the property (ownership, leasing, etc.): Long term lease 

Status of registration of legal rights: Long term lease 

Special subjects (material deviations from allowed construction, soil 
pollution, etc.): 

n/a 

Method of presentation in financial statements (consolidation/relative 
consolidation/balance-sheet value): 

Relative consolidation 

 
7.12.2 Principal data 

(Data according to 100%; 
company’s share in the 
property: 50%) 

2010 2009   

Fair value at end of period 
(Euros in millions) 

406 367.2 
Cost of construction (in € 
millions) 

86.6 

Average percentage of 
occupancy (%) 

100% 100% Date of construction 2000 

Rented areas (m2) 62,100 62,100 Rate of occupancy (%) 100% 

Total Income (Millions of 
Euro) 

32.1 29.3   

Average rent per meter (per 
month/year) (€) 

34.2 30.4   
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Average rent per meter in 
contracts signed during 
period (€) 

45.5 59.6   

NOI (€ millions) 24.8 23.4   

Adjusted NOI (€ millions) 24.8 23.2   

Actual rate of return (%) 6.1% 6.4%   

Adjusted rate of return (%) 6.1% 6.3%   

No. of lessees as at end of 
year under report (#) 

240 241   

Ratio of rent to total 
proceeds* 

13.1% 14.1%   

  
*  The datum is to the best of the Company’s knowledge and is presented on the basis of 

information received from the lessees or  from other third parties, as the case may be. 
The Company does not have the ability to confirm that this information is indeed 
correct.  

 
7.12.3 Segmentation of income and cost structure 

(Data according to 100%; company’s 
share in the property: 50%) 

2010 2009 

Income (Euros in millions) 

From rent – fixed 23.0 20.9 

From rent – variable 1.8 1.7 

From management fees 7.4 6.8 

Other (*) (*) 

Total income 32.2 29.4 

Costs   

Management, maintenance and operation 7.4 6.0 

Total costs 7.4 6.9 

Profit 24.8 23.4 

NOI 24.8 23.4 

* Less than 100,000 Euros 
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7.12.4 Principal lessees of the property 

(Data 
according to 
100%; 
company’s 
share in the 
property: 
50%) 

% of 
income 
from the 
property 
attributed 
to the 
lessee (%) 
in 2010 

Is this an 
“anchor” 
lessee? 

Is this lessee 
responsible 
for 20% or 
more of 
income from 
the property? 

Lessee’s 
sector 

Description of the rental agreement 

     

Original 
engagement 
period and 
remaining 
period (years)

Option 
to 
extend 
(years)

Mechanism 
for update 
or linkage of 
rent 

Details of 
guarantees 
(if existing) 

Material 
dependency

Lessee A 2.3% Yes No Fashion 
From 2002 
until Sept. 
2012 

5 

Linkage to 
European 
consumer 
price index 
HICP 

Bank 
guarantee of 
€ 3 million 

- 

Lessee B 5% Yes No Culture/ 
Entertainment

From 2000 
until Sept. 
2013 

5 

Linkage to 
European 
consumer 
price index 
HICP 

Deposit of € 
0.32 million 

- 

 
7.12.5 Income expected with respect to signed rental contracts27 (assuming non-

exercising of the lessees option periods) 

 (Data according to 
100%; corporation’s share 
in the property: 50%) 

For year ended 
on 31.12.2011 

For year ended 
on 31.12.2013 

For year ended 
on 31.12.2013 

For year ended 
on 31.12.2015 

For year ended 
on 31.12.2015 
and thereafter 

 € Millions (data according to 100%; corporation’s share in the property: 50%) 

Fixed components 22.9 20.8 16.2 13.4 7.6 

Variable components 
(estimate)* 

1.1 1.0 0.8 0.6 0.5 

Total 24 21.8 17.0 14.0 18.5 

 
  

                                                 
27  Regarding evaluation of assets, the figures in this table are forward looking information, as this term is 

defined in the Securities Law, based on agreements that were signed with rental tenants and on payment 
from third parties, according to these agreements. These estimates may not materialize, completely or in 
part, or materialize differently, including materially differently from the expected, due to alter alia non 
payment defacto, breach of agreement etc. 
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7.12.6 Specific financing 

Details (data according to company’s share): Loan A: 

Presented as short-term loan 1.35 31.12.2010 
(in € 
millions) Presented as long-term loan 98.4 

Presented as short-term loan 1.35 

Balances in 
statement of 
financial situation 31.12.2009 

(in € 
thousands) Presented as long-term loan 99.9 

Fair value as at December 31, 2010 (€ millions) 99.9 

Date on which original loan was taken out 30.11.2009 

Amount of original loan (€ millions) 102.5 

Effective interest-rate as at December 31, 2010 (%) 4.96% 

Repayment dates for principal and interest 
Quarterly until 30.11.2016 + option for 
2 year extension 

Major financial stipulations 

Debt service ratio (annual effective 
income for annual debt service) – 
minimum 1.15 

Ratio of debt balance to asset value – 
maximum 70% 

Were major financial stipulations or financial criteria breached as 
at the end of the year under report? 

No 

Non-recourse? Yes 

 

7.12.7 Encumbrances and material legal limitations on the property 

Type Details Amount secured by encumbrance 
as at December 31, 2010  (in € 
millions) 

Encumbrances First degree Mortgage on asset and land in favor 
of the financing banks  

307 

Other  Encumbrance of shares holding the  
company which holds in favor of the 
financing banks 
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7.12.8 Details on  value estimation 

(Data according to 100%; corporation’s share in the 
property: 50%) 

2010 2009 

Value determined (in € millions) 406.0 367.2 

Evaluator’s identity JLL Jones, Lang, LaSalle JLL Jones, Lang, LaSalle 

Is the evaluator independent? Yes Yes 

Is there an indemnification agreement? No No 

Validity date of the evaluation (date to which the 
valuation refers) 

31.12.2010 31.12.2009 

Model of the valuation (comparison / income / cost 
/ other) 

Income Approach Income Approach 

 % of occupancy in year + 1 (%) 100% 100% 

% of occupancy in year + 2 (%) 100% 100% 

Representative % of occupancy, of 
gross leasable area taken into 
account in the calculation (%) 

100% 100% 

Average monthly rent per rented m2 
for valuation in year +1 (€) 35.5 30.4 

Average representative monthly 
rent per rented m2 for valuation in 
year +2 (€) 

36.8 32.5 

Average representative [monthly / 
annual] rent per rented m2 for 
valuation (€) 

38.7 35.4 

Representative NOI for valuation (€ 
millions) 28.2 25.4 

Average periodic expenditures for 
preservation of status quo 0.6 0.5 

% of return / taken for valuation (%) 6.5% 6.6% 

Time to theoretical realization 11 years 11 years 

valuation is 
according to 
the Income 
Approach 

Multiplier / % of return at time of 
theoretical realization (reversionary 
rate) 

6.5% 6.7% 

Sensitivity analyses for valuation (according to 
approach selected): 

Change in value (in € millions) 

% of 
occupancy 

5% decrease 0.4 0.4 

0.25% BP increase 15.6 13.9 % of 
capitalization 0.25% BP decrease (15.6) (13.9) 

5% increase 20.3 18.4 
Rent per meter 

5% decrease (20.3) (18.4) 
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7.13 Property Avenue Mall 

7.13.1 General – presentation of the property 

 Details as at December 31, 2010 

Name of the property: Avenue Mall Zagreb 

Location of the property: 16 Avenija Dubrovnik, Zagreb, Croatia 

Areas of the property broken down by uses: Commercial 28,001 m2  net for rental 

Offices 7,067 m2  net for rental 

Structure of the holdings in the property (description of 
the holdings through held companies, including 
percentages of holdings therein and percentages of their 
holdings in the property): 

The asset is held 100% by the Croatian company 
Eurostructor d.o.o.which is 70% held by the Dutch 
company – GTC Croatia BV which is 100% held by GTC 
Poland. 30% of the rest are held by a minority, a Cyprus 
company called Trading Wallnore Limited.   

Corporation’s effective share in the property (if held by a 
held company – multiply the corporation’s share in the 
held company times the held company’s share in the 
property): 

30.2% 

Names of the partners in the property (if the partners hold 
more than 25% of the rights to the property or if the 
partners are related parties)*: 

Wallnore Trading Limited is not a related party to KNV / 
GTC group 

Date of purchase of the land (if relevant): 2007 

Details of legal rights to the property (ownership, leasing, 
etc.): 

ownership 

Status of registration of legal rights: Full ownership registered on asset 

Special subjects (material deviations from allowed 
construction, soil pollution, etc.): 

Not relevant 

Method of presentation in financial statements 
(consolidation/relative consolidation/balance-sheet 
value): 

Full consolidation 

 
7.13.2 Principal data 

(Data according to 100%; company’s 
share in the property: 70%) 

2010 2009 
  

Fair value at end of period (in € million)* 167.9 176.3 Construction 
cost  

77 

Average occupancy rate (%0) Commercial 98% 

Offices 92% 

Commercial 100% 

Offices 98% 

Date of 
construction 

August 
2007 

Rented areas (m2) Commercial 
27,451 m2 

Offices 6,502 m2 

Commercial 27,898 m2 

Offices 6,926 m2 

  

Total income (in € millions) 14.3 16.7   

Average rent per m2  (monthly) (€) Commercial € 26/ 
m2 monthly 

Offices € 15 per 
m2 monthly 

Commercial € 32/ m2 m 
Offices € 17 per m2 
monthly  

  

Average rent per meter in contracts that 
were signed during period (€) 

Commercial € 19/ 
m2 monthly 

 

Commercial € 43/ m2 
monthly 

Offices € 15 per m2 
monthly 

  

NOI (€ millions) 11.2 13.6   
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Adjusted NOI (€ millions) 13.0 13.3   

Actual returns (%) 6.7% 7.7%   

Adjusted return rate (%0) 7.74% 7.5%   

Number of lessees at end of fiscal report 
year 

140 143   

Regarding investment property – average 
proceeds per m2   

€ 26 per m2 
monthly 

€ 32 per m2  monthly   

* The datum is to the best of the Company’s knowledge and is presented on the basis of 
information received from the lessees or other third parties, as the case may be. The 
Company does not have the ability to confirm that this information is indeed correct.  

 

7.13.3 Segmentation of structure of income and costs 

(Data according to 100%; company’s share 
in the property: 70%) 

2010 2009 

Income (in € millions) 

From rent – fixed 10.0 11.9 

From rent – variable 0.9 0.8 

From management fees 3.1 3.1 

From parking lots 0.2 0.8 

Other 0.1 0.1 

Total income 14.3 16.7 

Costs   

Management, maintenance and operation 3.1 3.1 

Total costs 3.1 3.1 

Profit 11.2 13.6 

NOI 11.2 13.6 
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7.13.4 Principal leesees of the property 

(Data according 
to 100%; 
company’s 
share in the 
property: 70%) 

% of 
income 
from the 
property 
attributed 
to the 
lessee (%) 
in 2010 

Is this an 
“anchor” 
lessee? 

Is this 
lessee 
responsible 
for 20% or 
more of 
income 
from the 
property? 

Lessee’s 
sector 

Description of the rental agreement 

     Original 
engagement 
period and 
remaining 
period 
(years) 

Option to 
extend 
(years) 

Mechanism 
for update 
or linkage 
of rent 

Details of 
guarantees 
(if existing) 

Material 
dependency 

Lessee A 5% Yes No Supermarket 
August 2007 
until August 
2017 

10 years 
Linkage to 
HICP 

Bank 
guarantee for 
12  months 
rent and 
management 
fees 

- 

Lessee B 4% Yes No Cinema 
October 2007 
until October 
2012 

5 years + 
5 years 

Linkage to 
HICP 

Bank 
guarantee for 
3  months rent 
and 
management 
fees 

- 

 

7.13.5 Income expected with respect to signed rental contracts28 (assuming non-
exercising of the lessees option periods) 

(Data according to 
100%; corporation’s share 
in the property: 70%) 

For year ended 
on December 31, 
2011 

For year ended 
on December 31, 
2012 

For year ended 
on December 
31, 2013 

For year ended on 
December 31, 
2014 

For year ended on 
December 31, 2015 
and thereafter 

 € Millions (data according to 100%; corporation’s share in the property: 70%) 

Fixed components 10.7 10.2 9.4 8.4 22.8 

Variable components 
(estimate)* 

2.1 2.1 2.1 2.1 6.2 

Total 12.8 12.3 11.4 10.5 29.0 

                                                 
28  Regarding evaluation of assets, the figures in this table are forward looking information, as this term is 

defined in the Securities Law, based on agreements that were signed with rental tenants and on payment 
from third parties, according to these agreements. These estimates may not materialize, completely or in 
part, or materialize differently, including materially differently from the expected, due to alter alia non 
payment defacto, breach of agreement etc. 

 
 



 

56 

7.13.6 Specific financing* 

Details (data according to company’s share): Loan A: 

Presented as 
short-term loan 4.4 

December 31, 2010 
(NIS thousands) 

Presented as long-
term loan 38.7 

Presented as 
short-term loan 4.5 

Balances in 
statement of 
financial situation 

December 31, 2009 
(NIS thousands) 

Presented as long-
term loan 43.5 

Fair value as at December 31, 2010 (€ millions) 43.1 

Date on which original loan was taken out July 2005 

Amount of original loan ((€ millions) 57.3 

Effective interest-rate as at December 31, 2010 (%) 3.342% 

Repayment dates for principal and interest Quarterly until July 2020 

Major financial stipulations Debt service ratio (annual effective income 
to annual debt service) – minimum 1.2 

Ratio of debt balance to asset value – 
maximum 80%  

 

Other major financial stipulations (including: lessees leaving, 
value of property, etc.) Manifested in debt service calculation 

Were major financial stipulations or financial criteria breached 
as at the end of the year under report? 

No 

Non-recourse [yes / no]? Yes  

(*) Does not include shareholders loan 

 
7.13.7 Encumbrances and material legal limitations on the property (data should be given 

for company’s share only) 

Type Details Amount secured by encumbrance 
as at December 31, 2010 (€ millions) 

Encumbrances First degree 
Mortgage on property and land in 
favor of financing banks 

43.1 

Other 
Encumbrance of shares holding the 
company the holding company in 
favor of the financing banks 
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7.13.8 Details on valuation (data should be given for company’s share only) 

(Data according to 100%; corporation’s share in 
the property: 70%) 

2010 2009 

Value determined (NIS thousands) 167.9 176.3 

Evaluator’s identity CB  - Richard Ellis CB  - Richard Ellis 

Is the evaluator independent? Yes Yes 

Is there an indemnification agreement? No No 

Validity date of the evaluation (date to which the 
valuation refers) 

December 31, 2010 December 31, 2009 

Model of the valuation (comparison / income / cost 
/ other) 

DCF approach DCF  approach 

Gross leasable area taken into 
account in the calculation (m2) 

Commercial 28,001 m2 

Offices 7,067 m2 

Commercial 27,898 
m2 

Offices 7,067 m2 

 

Yearly occupancy rate + 1 (%) 
Commercial 98% 

Offices 93% 
Commercial 100% 

Offices 98% 
 

Yearly occupancy rate + 2 (%) 
Commercial 100% 

Offices 94% 

Commercial 100% 

Offices 98% 
 

Representative occupancy rate of 
leasable area for valuation (%) 

Commercial 100% 

Offices 95% 

Commercial 100% 

Offices 98% 
 

Average rent per m2 for yearly 
valuation + 1 (€) 

Commercial 26 
 €/m2 monthly 

Offices 15 €/m2 monthly 

Commercial 32 €/m2 
monthly 

Offices 17 €/m2 
monthly 

 

Representative average rent per m2  

for valuation +2 (€) 

Commercial 27 
 €/m2 monthly 

Offices 15 €/m2 monthly 

Commercial 31 €/m2 
monthly 

Offices 15 €/m2 
monthly 

 

Representative average rent per m2  

for yearly valuation 

Commercial 28 
 €/m2 monthly 

Offices 16 €/m2 monthly 

Commercial 28 
 €/m2 monthly 

Offices 16 €/m2 
monthly 

 

Representative cash flow / NOI 
valuation (€ millions). 

13.0 13.3  

Average periodical expenses to 
preserve the existing condition 

130 134  

Capitalization rate/ Returns rate 
taken for valuation (%) 

Commercial 7.70% 

Offices 8% 
Commercial 7.25% 

Offices 7.5% 
 

Time until reversionary rate 10 years 10 years  

If the valuation 
is according to 
the Sales 
Comparison 
Approach 

Multiplier / Reversionary rate 7.70% 7.5%  

Sensitivity analyses for valuation (according to approach 
selected): 

Change in value in € millions 

5% increase (10.1) (10.9)  % of 
capitalization 5% decrease 10.1 10.9  
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5% increase 8.4 8.8  
Rent per meter 

5% decrease (8.4) (8.8)  

 
7.14 Galleria Chengdu property29 

7.14.1 General – Presentation of the Asset  

 Details as at 31 December 2010 

Name of property Galleria Chengdu 

Date of beginning of operation of property November 24, 2010 

Location of the property: 
No.99 First Shenghe Road 

Gaoxin District, Chengdu, Sichuan Province, the PRC 

 The property segmentation to areas: 

Net areas for rental (m2) 

Number of shops 

 

35,779 

981 

Holding structure of the property (description of 
the holding via investee companies, including their 
rate of holding in the land, and their holding rates 
in the asset): 

GTC China holds 100% of GTC Chengdu (HK) Real Estate 
Development Limited which is located in Hong Kong and it 
holds 100% of Chengdu GTC Real Estate Development 
Limited Company  which is located in China and it has the 
leasing rights of the property 

The corporation’s effective share in the property (if 
it is part of an investee company – multiplying the 
share of the corporation’s rights in the investee 
company, by the share of the investee company in 
the asset): 

100% 

Date of the beginning of the property's 
construction 

October 24, 2007 

Details of the legal rights to the asset (title, leasing 
etc.): 

Leasing for 40 years.  

Status of registering of legal rights: Land use right for commercial project of 40 years 

Special issues (substantial construction deviations 
land pollution etc.): 

None 

Methods of presentation of the financial 
statements (consolidated / proportionate 
consolidated / book value): 

Full consolidation 

 

                                                 
29  Since the property operated just five weeks during the fiscal year, some of the financial datum is not yet 

represented and it is not possible to conclude on the property's future operations. Additionally, the 
principal income is derived from the business cycles of the businesses operating in the commercial center 
and since some of the businesses benefited from initial operations without payment it is not possible to 
attain full datum on their business cycles. In light of the above, this section only has datum in regard to 
relevant sections and/or sections that can contain representative and consolidated datum 
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7.14.2 Principal Data 

On the date of 
acquisition of the asset 

 2009 2010 (Data at 100%, part of the company in 
the asset – (100%) 

78,350 Constructions costs (in € 
thousands) 

 110,430 Fair value at the end of the period (in € 
thousands)* 

October 24, 2007 Date of land acquisition   In the event that the property was 
measured at cost – decrease 
(cancellation of decrease) in the 
attributed value for the period (in € 
thousands 

   88% Occupancy rate as at December 31, 
2010 (%) 

   58% Operational rate as at December 31, 
2010 (%) 

   31,480 Rented areas (m2) 

   107 ERV (€ thousands) (optional) 

   8.8065 Exchange rate – €/RMB 

7.14.3 Principal property lessees 

Description of the rental contract Lessee 
field 

Is he 
responsible 
for 20% or 
more of the 
property? 

Does this 
constitute 
an anchor 
lessee? 

Property 
income 
attributed 
to the 
lessee (%) 
in 2010 

(Data 
according to 
100%, 
company 
share 100%) 

Significant 
Dependency 
indicator 

Guarantee 
details (if 
existing) 

Rental 
Update 
mechanism 
or linkage 
rate 

Extension 
period 
(years) 

Original 
contract 
period and 
remaining 
period 
(years)l  

    

  

  

  

  

  

  

  

 450,000 
 RMB 

- - 15 years Fashion No Yes 0% Lessee 'A; 

 200,000 
 RMB 

- 5 years 15 years Fashion No Yes 0% Lessee 'B' 

 600,000 
 RMB 

In the first 
year an 
increase of 
one percent 
of the 
turnover 
based rental 
fee 

 8 years Fashion No Yes 0% Lessee 'C' 

 3 months 
rent 

An increase 
of half a 
percent each 
year of the 
turnover 
based rental 
fee 

 15 years Culture 
and  
Entertain
ment 

No Yes 6% lessee 'D' 

 140,000 
 RMB 

 'Lessee 'E להשלים להשלים להשלים years Fashion 5 להשלים -
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 Anticipated revenue from signed Rental agreements (assuming non exercise of the lessee 

extension option):30  

Data per 100%, share of the 
corporation in the asset – 
100% 

For year 
ending 
31.12.2011 

For year 
ending 
31.12.2012 

For year 
ending 
31.12.2013 

For year 
ending 
31.12.2014 

For year ending 
31.12.2015 and 
onwards 

 Euros in millions (data per 100%, corporation share – 100%) 

Constant elements 5.3 7 7.7 8.7 67.4 

Variable elements (estimate) 1.8 1.8 2.6 2.9 22.6 

Total 7.1 8.8 10.3 11.6  

 

7.14.4 Specific financing 

Loan A: Details (data by company’s share) 

1.36 Shown as short-term loans:

26.46 Shown as long-term loans: 

As at 31 December 
2010 (€ millions) 

- Shown as short-term loans:

17.35 Shown as long-term loans: 

As at 31 December 
2009 (€ millions 

Balances in the report 

on the financial 

situation 

27.82 Fair value as at 31 December 2010 (€ millions) 

August 3, 2009 Date when the original loan was taken out (€ millions) 

25.15 (original currency RMB exchange 
rate RMB/€ as at day of loan 9.741) 

Amount of original loan (€ millions) 

6.54% Effective interest rate as at 31 December 2010 (%) 

Monthly interest payments, fund 
repayment in nine annual payments (€ 2-
4 million yearly) until 2019 

Repayment dates of principal and interest 

Ratio of outstanding asset value balance 
– maximum 50%  

Central financial stipulations  

No 
Indicate whether key stipulations or financial criteria for year-end reporting 
were breached  

Yes Non-recourse type 

7.14.5 Details of pledges and legal restrictions 

Amount secured by the pledge, 

on 31 December 2010 (in € millions) 
Details  Type  

27.82 
Mortgage on property and land in favor 
of the financing banks 

First-ranking  Pledges 

 

                                                 
30  The estimate is in light of the asset valuation. The data in the table which relates to anticipated revenue is 

forward looking information, as defined in the Securities Law, based on agreements signed with the 
lessees and payment of receipts from these actual third parties, according to those agreements. These 
assessments may not materialize, fully or partially, or may be realized in a different and including a 
material manner than expected as a result of, amongst others, from actual non payment of the 
aforementioned, non compliance or cancellation of the agreements etc.      
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7.14.6 Details of the valuation  

2009 2010 
(Data at 100%, corporation’s share in the asset 
100%) 

N#A 110,430 The value determined (in  €thousands) 

N#A CB Richard Ellis Identity of the valuator 

N#A Yes Is the valuator an independent valuator? 

N#A Yes Is there a Letter of Indemnity? 

N#A 31.12.2010 Validity date of the valuation (extraction / re-
exchange cost / other) 

 Since the property is in the beginning of its 
operation, and in 2010 it operated for only five 
weeks, the valuation was carried out by three 
different methods below with stress on methods of 
comparison of similar businesses that were carried 
out on similar assets: 

Direct Comparison 50% 

Direct Capitalization 25% 

Income Approach – 25% 

Valuation model (comparison/income/cost) 

Chief parameters used in the valuation (to be cited specifically for the valuation made)  

 35,779 sqm. 
Gross salable floor area (sq.m) taken into 
account (square meters) 

 
RMB 

17,000 
Sale price per sq.m. in the calculation 
(Yuan) 

 
RMB 

19,300-35,370 
Price-range per sq.m. (Yuan.) 

 4 
Number of comparable assets used in 
the calculation 

 

Asset 1: 

Jingdu Tower, Jingjiang District 
Chengdu. 

35,370 sqm. 

Asset 2: 

Zhengxi International, Jingjiang 
District, 

19,355 sqm.  

Asset 3: 

Lan Kwai Fong, Jingjiang 
District, 

19,755 sqm. 

Asset 4: 

Dongfeng Trade Square, 
Jingjiang District, 

19,573 sqm. 

 

Details of all relevant assets used for 
comparison purposes. 

 n/a 
Net rate of return reflected from the 
assets present NOI (net operating 
income)   

Part of the 
valuation 
done by the 
Direct 
Comparison 
Approach 
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 35,779.29 sqm. 
Gross leasable area taken into account 
(sq.m.) 

 91% (weighted average) Occupancy rate in year +1 (%) 

 

Second year 95% 

Third year 96% 

Third year and on 97% 

Occupancy rate in the future. 1 + 2 and 
on 

 n/a 
Representative occupancy rate in the 
gross leasable area, for valuation 
purposes (%) 

 168 RMB 
Average monthly rent per rented sq.m., 
for annual evaluation estimate  1+ (RMB)

 172 RMB 
Monthly rent represents average per 
rented sq.m., for annual evaluation 
estimates 2+ (RMB)  

 179 RMB 
Monthly rent representing averages per 
rented sq.m., for estimate evaluation 
(RMB)  

 55,800,000 RMB 
Representative cash flow / NOI valuation 
(€ thousands) 

 20,300 RMB 
Periodic expenses to preserve the 
existing condition 

 10% 
Capitalization rate / yield rate / multiplier 
used in the valuation (%) 

 After 10 years Period until realization of concept 

 6.5% Multiplier / reversionary rate 

 

Increase of rent at the rate of 
3.5% until 10%. Period of 
vacated area (change of 
lessees) up to one and half 
months. 

Other central parameters 

Share of 
assessment 
carried out 
using the DCF 
Approach 

 

Average rent per sqm. 179 
RMB  

Yield rate  9.5% rate 

Rate at realization 8% 

Central parameters 

Another 
approach 

Direct 
Capitalization 
Approach 

7.14.7 Lands whose purchase was terminated after the date of the financial statement.  

In December 2008, GTC Dalian Real Estate Ltd., which is owned by GTC China, 
was awarded a tender to lease a parcel of land for forty years in the city of Dalian, 
in north eastern China, at a total cost of about 99 million Euros. The land division 
is an area of about 63 thousand meters and includes building rights for a mixed 
project with a volume of about 292 thousand meters. During 2009 and 2010 the 
company increased the building rights to a total area of about 321 thousand meters 
and received approvals to build a commercial center of about 101 thousand meters 
and five apartment and office towers with a total area of 110 thousand meters. 
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The financing for the project will be implemented mainly through bank financing 
and customer payments for the apartments as well as the Transactions completed 
after the report date 

In December 2008, GTC Dalian Galleria Real Estate Ltd., a project company 
company's independent sources. 

As of December 31, 2010 the company has paid an advance payment for the land 
in the amount of €20 million. On January 14, 2011 the company paid the last 
installment for the division of land in the total amount of €79 million. 

Dalian is a port city located north of Beijing and it has a population of 6.2 million 
people. In the last two years the gross domestic product of the city has had an 
annual growth of 15%.  

7.14.8 Competition – the investment property sector 

Poland and the rest of the European countries: 

The GTC Group is exposed to competition from several developers of commercial 
real-estate and office buildings, real-estate companies, and other owners of real-
estate where the assets of the GTC Group are located, and that are active in the 
real-estate sphere in Central and Eastern Europe. We clarify that, following the 
crisis in the global economy, there has been a substantial reduction in the number 
of competing companies and developers of investment property. There has also 
been a marked reduction in the number of competing projects in each city where 
the GTC Group has a presence. During the years preceding the global economic 
crisis, the group’s competitors focused on seeking land for development, 
construction and leasing purposes, but as of the date of the report the competitors 
were principally focused on obtaining bank financing on terms appropriate for 
assisting projects under construction, and associating with lessees.  

The construction of shopping-malls in sites close to areas where GTC Group 
operates, or plans to operate, shopping-malls, that will have a retail mix similar to 
that in the shopping-malls of GTC Group, is liable to cause a decrease in income 
from rent in the shopping-malls that GTC operates and also to result in reduced 
occupancy.  

The GTC Group is contending with competition by strongly emphasizing 
construction quality, compliance with the project-completion dates to which it 
undertook, and by its quality of service following completion of the projects. 
International corporations that associated in the past with GTC Group in a specific 
country often associate with the Group in other countries too, due to their 
appreciation of the advantages of GTC Group. Moreover, the reputation that GTC 
group has garnered helps it to enter other nations, and to market its projects to 
major lessees and anchor tenants. The GTC Group estimates that it is among the 
leaders in the sphere of investment property in Central and Eastern Europe.  
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China  

The real estate market in China is a heavy decentralized market where hundreds 
of large real estate companies operate. Amongst them are companies from Hong 
Kong and Singapore (such as CapitalLand, CR Land and Swire). The operations 
are especially in the field of commercial real estate and in the construction of 
exclusive residential projects in the cities from the first and second tiers. 
Additionally, many local companies exist that are active primarily in China's 
provinces. After the accelerated development of the commercial real estate market 
in the cities of the first tier, many companies expand their operations to additional 
cities of the second and third tiers. This fact results in a rise in the price of land for 
trade and living in these areas. Beginning from 2005, GTC China is developing 
projects in cities of the second tier and it has organizational infrastructure and a 
contact system with service suppliers and government bodies that assist it in 
expanding its operations in the cities in which it is active. Moreover, GTC China 
intends to expand its operations to additional cities and to areas where the local 
government advances foreign investment to avoid high land prices. As of the date 
of the financial statement, GTC China is unable to estimate its share of the real 
estate market in China.  

Israel 

The sphere of investment property in Israel is typified by strong competition and 
many entities operating in it engage in the development, construction, leasing, 
betterment, and sale of investment property areas. They range from large, long-
established, and leading companies that hold large-scale assets, to smaller local 
entrepreneurs that operate in the sphere in specific geographical areas, or are 
involved in a single project. In the past few years, real-estate funds (REIT – Real-
Estate Investment Trusts) have started entering the property investment sphere, as 
well as other institutional entities such as pension funds, insurance companies, 
and provident funds. The entry of those entities contributes to the selective rise in 
the value of assets, and lowers the price of the rent of the anchor tenants, that 
those entities prefer. 
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B. Description of investment property assets (residential construction 
sphere) 

7.15 General information on the residential construction sphere 

 Kardan NV operates in the field of entrepreneurial real-estate development 
(construction for residential purposes), particularly in Eastern Europe (by means 
of GTC Poland), in China (by means of GTC China), and in Israel (by means of 
Kardan Real-Estate) 

7.15.1 The residential construction market in Central and Eastern Europe 

 In recent years, until the global economic crisis began, the market for modern 
real-estate construction in several Central and Eastern European nations was 
typified by substantial growth, since the number of modern residential apartments 
in that region, relative to the number of residents, was lower than that ratio in 
Western Europe.  

 Following the economic crisis that impacted on European nations in 2008-2010, 
many international entities stopped purchasing of residential apartments for 
investment purposes. In addition, the reduced availability of mortgages for private 
individuals and for financing developers and contractors had a negative impact on 
the market for apartments, (together with reduced demand). As a result of this, in 
2008 and 2009 hardly any new projects were developed, and a large number of 
projects planned by various contractors were put on hold or postponed. 

Similar to differences in the economic operations of the various markets in 
Central and Eastern Europe, 2010 presents a very varied picture of the residential 
construction market in Central and Eastern Europe from strong growth, stability 
until a continuing decrease. Accordingly, in 2010, investors and project 
developers were left choosy and they chose their investment possibilities 
primarily according to geographic characteristics. During 2010, Poland and the 
Czech Republic registered a positive trend in the residential real estate market 
beside continuous improvement of their economy. In Slovakia, where the highest 
improvement in GNP of Central and Eastern Europe was registered, there was no 
significant positive trend in the field of real estate. On the other hand, in the 
Balkan countries, where the economic recovery is slower, an increase in demand 
of residential real estate was registered. In Hungary, in spite of the economic 
recovery in the field of real estate in terms of GNP, the demand for housing 
remained low. The residential real estate market in Ukraine is still in a deep crisis 
in spite of the quick economic growth in the area. Bulgaria, Romania and Croatia 
all registered a decrease in GNP during 2010 and a freeze in the residential real 
estate industry.31  

                                                 
31  Jones Lang LaSalle Residential Markets in Central European Capitals, March 2011 
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 Following the aforementioned global economic crisis, GTC Group modified its 
activities and development program to accord with the current state of the 
markets. Concerning the projects that have already begun, GTC Group is 
examining and matching the pace of construction and progress of each project to 
the current state of the market. Concerning the projects whose construction has 
not yet begun, GTC group is considering the option of changing the designation of 
residential projects to office-space projects.  

 In the field of residential construction the GTC is exposed to competition from 
several real estate developers, real estate companies as well as other real estate 
owners in the areas in which the GTC Group assets are located, which as of the 
date of this report have been significantly reduced due to the global economic 
crisis. 

The following factors contribute greatly to the success of the GTC Group: local 
management teams, skilled and experienced in real estate; spreading the real 
estate portfolio between different countries and cities and between several real 
estate fields (office, commercial and residential); an educated choice of locations 
in which the GTC Group elects to establish projects and matching the type of 
project to a specific location; focus on the selection large projects which are 
constructed in stages according to demand; a great amount of attention on the due 
diligence process before entering any project and meeting committed project 
finalization deadlines; and a diverse range  of financing sources (banks, capital 
and debentures). 

The following factors contribute to activities in central-eastern Europe; in depth  
familiarity with and experience in the central eastern European real estate market, 
close working ties with international financing bodies; alliances with international 
resellers who have long standing and successful ties and working experience with 
the GTC Poland Group; proven ability to communicate with a wide range of 
international or local tenants on long-medium range contracts; the size of the GTC 
Group and its network in central-eastern Europe.         

 

7.15.2 The residential construction sector in China 

The Chinese government’s policy is amended from time to time, in order to 
safeguard the domestic economy against rapid slow-down, or over-heating. 
During 2010, China's economy was characterized by inflationary growth beyond 
the goal defined by the Chinese government. 

One of the main factors of the inflationary growth is the continuous rise of 
housing prices. According to the Central Chinese Government Bureau of 
Statistics, during 2010, housing prices rose by an average of 6.4%. To restrain this 
rise, the government continued to place limitations on the factors that impacted 
the rise of housing prices. One of the most prominent steps is the limitation of the 
number of houses a family can purchase in most of the leading cities in China (for 
example Shanghai, Beijing and Guanzu) while in some of the cities the limitation 
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is only one house. In addition, as a condition for purchasing the house, continuous 
residency in the city needs to be proven. Other prominent steps are reduction in 
the mortgages for second houses and the prohibition to grant a mortgage for a 
third house.  

 At the date of this statement, GTC China has a presence in six cities across China: 
Shenyang (the capita city of Liaoning province in North-East China and the 
largest city in the province), Xianyang (city in North-East China bordering on the 
city of Xian), Chengdu (one of the major cities in Western China, and the capital 
city of Szechuan), Changzhou (a city 160 kilometers north-west of Shanghai), 
Hangzhou (the capital city of Zhezhiang province) and Dalian (the second largest 
city in the Liaoning district). 

 Hundreds of large real estate companies operate in China's highly decentralized 
real estate market. The leading ones, large local companies specializing in 
residential construction, are followed by companies from Hong Kong and 
Singapore, mainly active in commercial real estate and in the construction of first 
and second tier prestigious residential projects. In addition, there are many local 
companies who are mainly active in the Chinese provinces.   

 In addition to the process of urbanization and financial growth in China the 
following factors also contribute to the success of activities in China: the decision 
to work in cities in the Second and Third Tiers,32 since in those areas the potential 
for economic and real-estate growth is significantly higher than the average 
growth rate throughout China; a focus on the constantly increasing middle-class; 
the decision to launch activity in China in partnership with local factors - that 
draws together the global experience and resources of GTC Group with alongside 
the local partners’ profound knowledge of the local market; and the decision to 
work according to policies and trends dictated by the Chinese government. 

7.15.3 The residential construction market in Israel 

The residential building activity in Israel is performed by Kardan Real estate (of 
which Kardan Israel is the controlling shareholder).  Kardan Real-Estate is 
engaged in identifying and developing residential structures for sale. Kardan Real-
Estate manages the projects alone, or by means of companies, or through joint 
transactions with partners that are generally also real-estate companies. 

 The residential construction sector in Israel is divided into two sub-sectors: 
publicly-initiated construction (by the Ministry of Housing & Construction), that 
tends to focus on areas of national preference and peripheral regions, and is 
typified by relatively small- to medium-size apartments and by basic construction 

                                                 
32  Located in the First Tier are the most developed cities in China (in terms of GNP per capita, 

infrastructures, education and so on), such as Shanghai and Beijing (First Tier). The cities in the Second 
Tier are less developed than those in the First, by the same criteria; they include the district cities and 
other large Chinese cities: Chengdu, Xian, and Shenyang - where GTC China operates. The Third Tier 
cities are less developed than those in the Second Tier, by the same criteria, and they include Xianyang 
where GTC China operates (Third Tier). 
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specifications; and construction by private initiatives, that generally focus on 
areas in demand in central Israel – typified by medium- to large-size apartments, 
with better construction specifications. The activity of Kardan Real-Estate focuses 
on the sector of residential construction in private initiatives. 

 In Israel the demand for new apartments increased by 4% in comparison to the 
parallel period of the previous year. In the aforementioned period, the number of 
apartments sold in Israel increased by 7.6% in comparison to the parallel period of 
the previous year. As of June 2010 there is a marked downward trend in the 
number of new apartments available for sale, constructed through private 
enterprise, and this after an upward trend since November 2009.33 The average 
housing prices in Israel increased by 3.8% in the fourth quarter of 2010 compared 
to the third quarter 2010. The aforementioned increase reflects an average 
apartment price increase of 13.7% compared to the fourth quarter of the previous 
year. In this context it should be noted in this context that 2011 started with a 
trend of geopolitical instability in several Mediterranean countries. The 
continuation of geopolitical instability in the Mediterranean area may, in certain 
scenarios, negatively affect the status of the Israeli economy.         

The residential building sector in Israel is characterized by a high level of 
decentralization and competitiveness. A large number of companies compete in 
the field of real estate in general and in the field of residential building in 
particular and they are involved in initiating, establishing and selling residential 
projects. Parallel to the activities of the abovementioned companies, there also 
many other active factors such as small local private entrepreneurs, 'buyer groups', 
and other types of apartment purchase focus groups. 

 The successful factors in the residential building field in Israel are, among others: 
(1) implementing projects in areas of demand and with the correct timing; (2) the 
ability and skills to locate land for projects with attractive pricing and selling 
potential, to price the units, correct future project analysis and planning and 
correct advance identification of the areas which are expected to increase in value; 
(3) implement projects together with partners or in the framework of combination 
transactions which serves to reduce the business dangers in these projects; (4) 
budgetary and operational control of each project; (5) reputation and experience; 
(6) financial strength and the ability to raise the required capital to implement 
various projects from different sources; (7) high and quality building standard; (8) 
availability and responsiveness to customer needs and potential customers; (9) 
capable of communicating with construction companies (performing contractors) 
and sub contractors in the construction field with proven reliability and the ability 
to meet the required standards and timetables; (10) member of a large and strong 
company group.                         

                                                 
33  From a press publication by the Central Bureau of Statistics dated January 31, 2011 ("Number of new 

apartments required: 2010")  
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7.15.4 The chief barriers to entry and exit in the construction sector  

 The barriers to entry in the residential construction sector are: (1) reputation, 
proven experience, and quality personnel; (2) availability of land in desirable 
locations and prices, economic feasibility, and forecasted yield rates; (3) the need 
for financing and banking support, and equity; (4) financial robustness. 

 The barriers to exit in the residential construction sector are: (1) long-term 
contracts with landowners and/or other real-estate companies with which Kardan 
Real-Estate has associated to implement various projects, that prevent the 
dismantling of the partnership between the involved factors; (2) Kardan Real-
Estate’s undertaking to responsibility, that finds expression in the Sale 
(Apartments) (Assurance of Investments of Persons Acquiring Apartments) Law - 
1974, and that it gives to purchasers in a project, and also its responsibility to 
perform repairs within a given period after delivery (3) realizing real-estate assets 
may take a long time; and (4) long-term contractual undertakings towards 
government authorities. 

7.15.5 Alternatives to Products in the Sphere of Activity 

 Secondhand apartments and self-built housing units constitute the main alternative 
to purchasing new apartments. In addition, renting apartments for various periods 
constitutes an additional alternative to purchasing apartments. 
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7.16 Data about residential projects is detailed below: 

7.16.1 Aggregate data 

7.16.1.1 Following is information about residential construction projects (projects in progress) by country (the data represents 100% of the 
projects), as at December 31, 2010: 34  

Country 

Consolidated 
company's 
share of 
project 

Number 
of 
projects 

Project 
marketing 
start date 

Anticipated 
sales 
completion 
date 

Project 
end/anticipa
ted project 
end date 

Total number 
of housing 
units planned 

Number of 
housing 
units in 
stock as at 
December 
31, 2010  

Number of 
housing 
units sold as 
at December 
31, 2010  

Number of 
housing 
units sold 
as at 
December 
31, 2009  

Number of 
housing 
sold as at 
December 
31, 2008  

Number of 
housing units 
sold after 
December 31, 
2010 and up to 
March 18, 2011 

Poland 100% 2 2007 2012-2013 2009-2011 72 39 38 29 10 - 

Romania 50%-70% 2 2006-2007 2012-2014 2008-2012 1232 364 656 697 886 6 

Hungary 50%-100% 2 2005 2012 2010 448 44 404 376 366 7 

Slovakia 70% 1 2007 2012 2010 178 53 125 117 110 2 

China35 46%-50% 5 2005-2008 2011-2017 2008-2017 7,390 3,142 5,501 3,775 2,740 203 

Israel 50%-100% 7 2008-2010 2011-2013 2011-2013 571      

Total  19    9,891 3,823 7,114 5,247 4,149 236 

The Czech36 
Republic 

32% 2 2006-2007 2012 Ended 247 69 178 164 131  

                                                 
34  The figures in this table relate to the foreseen date of completion of the project and the foreseen date of completion of the sales are forward looking information, as this 

term is defined in the Securities Law, based on agreements that were signed with sub-contractors, setup costs, management experience in the construction and 
marketing of projects, the state or the relevant markets and specific data of every project.  These estimates may not materialize, completely or in part, or materialize 
differently, including materially differently from the expected, due to unexpected delays in projects construction, the state of the local and global market, changes in 
the state of the market and changes in demand for residential space and/or materialization of all or part of the risk factors detailed in Section 7.31 of this part. 

35  The data represents 50% of the projects as the projects are consolidated proportionately in the company books. 
36 The data of the associated companies represent the share of GTC Poland, while in the rest of the Company; the data represent 100% of the project. 
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7.16.2 Following is information about residential construction projects (projects in the planning stages whose construction has not yet 
begun) by country (the data represents 100% of the projects), as at December 31, 2010. 37 

Country 
Consolidated 
company's 
share of project 

Number of 
projects 

Anticipated 
sales 
completion date 

Anticipated 
project end date 

Total number of 
housing units 
planned 

Actual costs (in 
Euro millions) 

Anticipated 
costs (in Euro 
millions) 

Total cost (in 
Euro millions) 

Poland 100% 2 
Not  yet 
determined  

Not  yet 
determined 

317 9.7 48.2 57.9 

Romania 67%-70% 3 
Not  yet 
determined 

Not  yet 
determined 

2,745 62.1 243.4 305.5 

Hungary 50%-100% 2 
Not  yet 
determined 

Not  yet 
determined 

1,555 33.4 123.1 156.5 

 Slovakia 70% 2 
Not  yet 
determined 

Not  yet 
determined 

943 32.6 121.0 153.6 

 Croatia 80% 1 
Not  yet 
determined 

Not  yet 
determined 

114 9.9 69.9 79.8 

Bulgaria 100% 1 
Not  yet 
determined 

Not  yet 
determined 

600 5.0 57.0 62.0 

China38  46%-50% 4 2015-2017 2015-2017 5,448 22.1 224.3 246.4 

Israel 50%-100%1 8 2013-2015 2013-2015 594 26.6 100.5 127.1 

Total  23   12,316 201.4 987.4 1,188.8 

The Czech Republic39 32% 2 
Not  yet 
determined 

Not  yet 
determined 

412 2.6 72.5 75.1 

Israel40 30% 3 2015-2016 2015-2016 169 8.3 13.9 22.2 

         

                                                 
37  The figures in this table relate to the foreseen date of completion of the project and the foreseen date of completion of the sales are forward looking information, as this 

term is defined in the Securities Law, based on agreements that were signed with sub-contractors, setup costs, management experience in the construction and 
marketing of projects, the state or the relevant markets and specific data of every project.  These estimates may not materialize, completely or in part, or materialize 
differently, including materially differently from the expected, due to unexpected delays in projects construction, the state of the local and global market, changes in 
the state of the market and changes in demand for residential space and/or materialization of all or part of the risk factors detailed in Section 8.5.20 herein.   

38  The data represents 50% of the projects as the projects are consolidated proportionately in the company books. 
39  The data of the associated companies represent the share of GTC Poland, while in the rest of the Company; the data represent 100% of the project. 
40  The data of the included companies represent the share of Kardan Real Estate, while in the rest of the Company; the data represent 100% of the project. 
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As stated above, in the wake of the global economic crisis, the GTC Group has adapted its development plan to the current state of 
the markets. In connection with projects whose construction has not yet begun, the GTC Group is examining the possibility of 
converting some of the projects that were earmarked for residential use into office projects and is also examining whether there are 
clear indications that the project could be marketed successfully and, accordingly, is considering whether to commence construction.  
 In light of the foregoing, with regard to these residential construction projects, which are in the planning states and whose 
construction has not yet begun, data on anticipated revenues, anticipated gross profit and anticipated gross profit rate, which was 
provided with regard to residential construction projects under construction, as detailed in Sections 7.16.3 and 7.16.4 below. 

During 2009, GTC Poland examined the loss of value of residential construction projects (projects in the planning stages whose 
construction has not yet begun) that are presented in its financial statements on a cost basis. For further details, see Note 14(1) (E) of 
the financial statements.  
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7.16.3 Following are anticipated41 details about residential construction projects under construction, by country, as at December 31, 2010 
(in EUR / NIS millions) (the figures represent 100% of the projects):    

Anticipated revenues 

Country 
Consolidated 

company's share of 
project 

Anticipated 
revenues from 

signed 
contracts 

Anticipated 
revenues from 

stock 
Total 

Anticipated 
costs 

Anticipate
d gross 
profit 

Anticipated 
gross 

margin rate42 

Poland 100% 26.2 26.3 52.5 35.2 17.3 33% 

Romania 50%-70% 72.6 65.9 138.5 132.2 6.3 5% 

Hungary 50%-100% 44.1 10.2 54.3 52.3 (2) (4%) 

Slovakia 70% 21.6 10.9 32.5 31.1 1.4 4% 

China43  46%-50% 239.3 122.9 362.2 276.1 86.1 24% 

Israel 50%-100% 67.0 42.8 109.8 90.0 19.8 18% 

Total  470.8 279 749.8 616.9 132.9 18% 

The Czech 
Republic44 

32% 38 17.6 56.6 42.9 12.7 23% 

        

                                                 
41  The figures included in this table are forward-looking information, as this term is defined in the Securities Law, based on prices of apartments already sold, the state of 

the local and global market, construction costs and the agreements signed on them. These estimates may not materialize, in full or in part, or may materialize 
differently, including materially differently, than expected, as a result of changes in the apartment prices in a specific region or in the market as a whole, including as a 
result of the direct and/or indirect implications of the global economic crisis and changes in the demand for residential space and/or the materialization of any or all of 
the risk factors detailed in Section 8.5.20 of this Section. 

42  Projects whose gross profit margin is higher than average are projects that were signed some years ago at a time when there was less competition in the market. 
43  The data represents 50% of the projects as the projects are consolidated proportionately in the company books. 
44  The data of the included companies represent the share of GTC Poland, while in the rest of the Company; the data represent 100% of the project. 
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7.16.4 Following is information about residential construction projects under construction (anticipated project surplus / deficit), by country, 
as at December 31, 2010 (in EUR / NIS millions) (the figures represent 100% of the projects):45  

Country 

Consolidated 
company's 
share of 
project  

Actual 
revenues 

Receivables 
in respect to 
sold 
apartments 

Inventory in 
sales terms 

Total 
revenues 

Actual paid / 
accrued 
costs 

Costs that 
remained 
outstanding 
until project 
completion 

Total costs 
Anticipated 
gross profit 

Poland 100% 25.1 1.1 26.3 52.5 28 7.2 35.2 17.3 

Romania 50%-70% 55.6 17.0 65.9 138.5 123.0 9.2 132.2 6.3 

Hungary 50%-100% 41.8 2.3 10.2 54.3 50.9 1.4 52.3 (2) 

Slovakia 70% 18.8 2.8 10.9 32.5 31.1 - 31.1 1.4 

China46  46%-50% 223.9 15.6 122.8 362.2 170.3 105.8 276.1 86.9 

Israel 50-100% 36.5 30.5 42.8 109.8 42.8 47.2 90.0 19.8 

Total  401.7 69.3 278.8 749.8 446.1 170.8 616.9 132.9 

The Czech 
Republic47 

32% 35.6 2.4 17.6 55.6 41.7 1.2 42.9 12.7 

 

                                                 
45  The estimates above with regard to the remaining costs for payment until the completion of the project, the total cost and the anticipated gross profit are forward-

looking information, as this term is defined in the Securities Law, based on the prices of apartments that have already been sold, construction costs and the state of the 
relevant markets, including the state of the global market. The said estimates may not materialize, in full or in part, or may materialize differently, including materially 
differently, than expected, as a result of changes in the apartment prices in a specific region or in the market as a whole, project completion delays, including as a 
result of the direct and/or indirect implications of the global economic crisis,  changes in the state of the market and changes in the demand for residential space and/or 
the materialization of any or all of the risk factors detailed in Section 8.5.20 of this Section. 

46  The data represents 50% of the projects as the projects are consolidated proportionately in the company books. 
47 The data of the included companies represent the share of GTC Poland, while in the rest of the Company; the data represent 100% of the project. 
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7.16.5 Following is information about finished apartments in residential projects, by country, as at December 31, 2010:  

 

                                                 
48  The data represents 50% of the projects as the projects are consolidated proportionately in the company books. 
49  The data of the included companies represent GTC Poland's share whereas in the other companies the data represents 100% of the projects. 
50  The data for the included companies represent Kardan Real Estate's share whereas in the other companies the data represents 100% of the projects. 

Country 

 

Number of 
housing units 
whose 
construction has 
ended as at 
December 31, 
2010 

Number of 
housing units 
whose 
construction has 
ended as at 
December 31, 
2009 

Number of sold 
housing units 
whose 
construction has 
ended as at 
December 31, 
2010 

Number of sold 
housing units 
whose 
construction has 
ended as at 
December 31, 
2009 

Balance of unsold 
finished 
apartments as at 
December 31, 
2010 

Balance of 
unsold finished 
apartments as 
at December 
31, 2009 

Aging of finished apartment 
inventory 

Poland 36 36 33 29 3 7 
3 houses were completed during 
2009 

Romania 1,020 760 656 611 364 292 
168 house were completed during 
Q4 2010; 172 houses were 
completed during 2009 

Hungary 448 305 404 300 44 5 
44 houses were completed during 
Q2 2010 

Slovakia 178 0 125 0 53 0 
The houses were completed in Q4 
2010 

China48 3,490 2,684 3,370 2,567 120 117 
8 houses were completed during 
2010 

Israel 36 62 34 42 2 20 3rd quarter 2010 

Total 5,208 3.847 4,622 3,549 586 441  

Czechoslovakia
49 

247 247 178 172 69 75 
69 houses were completed during 
2009 

Israel50 305 78 239 70 66 8 7 apartments completed in 2009 
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7.16.6 Following is information about sales** in residential projects, by country, as at December 31, 2010:  

** The Company defines a “sale” as any transaction that meets the following cumulative conditions: 

*** Does not include forfeiture of advance payments assuming 1,304 forfeiture of advance payments  

                                                 
51  The data represents 50% of the projects as the projects are consolidated proportionately in the company books 
52  The data of the included companies represent GTC Poland's share whereas in the other companies the data represents 100% of the projects. 

Country 

 

Average sales 
price per square 
meter in 
contracts signed 
in 2010 

Average sales 
price per 
square meter in 
contracts 
signed in 2009 

Number of housing units sold in contracts signed in the relevant period 
and their percentage out of all the space to be marketed in projects 
under construction in the relevant country 

Number of housing units for which the sales 
contract was cancelled in 2010 and their 
percentage out of all the housing units that 
were sold in the said year in the relevant 
country 

   2010 
(total) 

Q4 -2010 Q3 -2010 Q2 -2010 Q1 -2010 2009 
 

Poland 2,493 2,215 9 1 2 5 1 12 - 

Romania 1,056*** 1,201 34 19 7 5 3 31 74 (217%) 

Hungary 1,268 1,338 40 9 8 22 1 10 12 (30%) 

Slovakia 2,009 2,323 15 2 2 6 5 117 7 (46%) 

China51 700 409 1,731 407 369 461 495 1,026 - 

Israel 2371 2073 280 62 88 45 85 352 6 (2%) 

Total - - 2,104 500 476 544 585 1,557 - 

Czechoslovakia
52 

    13 3 4 3 3 
10 - 
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7.17 Additional due disclosure about material projects 

 Following are additional details about material projects in the area of development real estate. 

 The Company defines a “material project” as one that meets one or more of the following conditions:  

7.17.1 The anticipated gross profit from the project (as at December 31, 2010) constitutes 5% or more of Kardan NV’s equity capital in the 
consolidated statement as at December 31, 2010, respectively.   

7.17.2 The anticipated total investment in the project (as at December 31, 2010) constitutes 5% or more of Kardan NV’s assets in the 
consolidated statement as at December 31, 2010, respectively.   

7.17.3 The anticipated annual average revenue, as this term is defined hereunder, as at December 31, 2010, constitutes 5% or more of 
Kardan NV’s consolidated revenues for 2010. 

“Anticipated average annual revenue” – the revenues anticipated from projects divided by the number of years in which the 
Company anticipates, at the relevant date, that it will recognize revenues in respect to the project.  

A project with regard whereto one or more of the parameters detailed in Sections 7.17.1 through to 7.17.3 above is met at a rate of 
10% or more, is defined as a “highly material project”, and additional details with regard thereto is provided in Section 7.17.7 
hereunder.  
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7.17.4 General details about a significant residential construction project in the planning stage (the data represent 100% of the project), t 
under construction (the figures represent 100% of the project), as of December 31, 2010.53  

  

Country / City Name of Project 
Holding 
company and 
its share 

Project description 
Project 
stage 

Average 
area per 
housing 
units (in 
square 
meters) 

Start date 
Planned 
completion 
date 

Total 
estimated 
financial 
scope (in 
EUR 
millions) 

Accrued 
cost balance 
as at 
December 
31, 2010 (in 
EUR 
millions) 

Estimated 
project 
completion 
cost (in EUR 
millions) 

China 

Xian 
Olympic Garden 
stage 5 

GTC China 50%

Project on area of 386 dunam 880 
sqm planned for residential 
construction, commercial center 
and hotel. The project will include 
2.278 housing units  

Planning 111 2013 2015 93.9 10.3 83.6 

 

                                                 
53  Figures in this table relating to the foreseen date of completion, estimated total financial scope and estimated cost of project completion are forward-looking 

information, as this term is defined in the Securities Law, based on agreements entered with sub-contractors, management experience in project construction 
marketing, construction input costs at the time the estimate was given, including subcontractor prices, the status of the global and local market and specific data of 
every project.  These estimates may not materialize, completely or in part, or materialize differently, including materially differently from the expected, due to changes 
in the factors on which the estimates are based, including as a result of the direct and/or indirect implications of the global economic crisis, changes in the state of the 
market and changes in the demand for residential space and/or materialization of all or part of the risk factors detailed in Section 8.5.20 herein. 
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a) General data about marketing and sales (in Euro millions) (The figures represent 100% of the projects):54 

Project (and 
country) 

Project 
marketing 
start date 

Anticipated 
sales 
completion 
date 

Anticipated 
project end 
date 

Overseeing 
financial 
body 

% of costs for 
which there is a 
binding agreement 

(including 
purchase of the 
land) 

Number of 
housing units 
in stock as at 
December 31, 
2010 

Number of 
housing sold 
as at 
December 31, 
2008 

Number of 
housing units 
sold as at 
December 31, 
2009 

Number of 
housing units 
sold as at 
December 31, 
2010 

Number of 
housing units 
sold after 
December 31, 
2010 and up to 
March 18, 2011 

Olympic Garden 
Stage 5  China 
(Xian) 

2012 2015 2015 - n/a - - - - - 

 

7.17.5 Anticipated financial data55 about the project, as at December 31, 2010 (Euros in millions) the data represents 100% of the project: 

Anticipated revenues 

Project (and country) 
Anticipated revenues 
from signed contracts 

Anticipated revenues 
from stock 

Total 
Anticipated 

costs 
Anticipated gross 

profit 
Anticipated gross 

margin rate 

Olympic Garden Stage 5 
China (Xian) 

- 140 140 93.9 46.1 32.8% 

 

                                                 
54  The figures in this table relate to the foreseen date of completion of the project and the foreseen date of completion of the sales are forward-looking information, as 

this term is defined in the Securities Law, based on agreements that were signed with sub-contractors, setup costs, management experience in the construction and 
marketing of projects, the state of the relevant markets of the project.  These estimates may not materialize, completely or in part, or materialize differently, including 
materially differently from the expected, due to unexpected delays in projects construction, changes in the state of the local and global market, including as a result of 
the direct and/or indirect implications of the global economic crisis and changes in demand for residential space and/or materialization of all or part of the risk factors 
detailed in Section 7.31 herein. 

55   The figures included in this table are forward-looking information, as this term is defined in the Securities Law, based on prices of apartments already sold, the state of 
the local and global market, construction costs and the agreements signed on them. These estimates may not materialize, in full or in part, or may materialize 
differently, including materially differently, than expected, as a result of changes in the apartment prices in a specific region or in the market as a whole, including as a 
result of the direct and/or indirect implications of the global economic crisis and changes in the demand for residential space and/or the materialization of any or all of 
the risk factors detailed in Section 7.31 of this Section. 
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7.17.6 Data about the anticipated surplus / deficit in projects as at December 31, 2010 (Euros in millions) (the data represents 100% of the 
project): 56 

Project (and country) 
Actual 

revenues 

Receivables 
in respect to 

sold 
apartments 

Inventory in 
sales terms 

Anticipat
ed 

Total 
revenues 

Actual 
paid / 

accrued 
costs 

Costs that 
remained 

outstanding until 
project 

completion 

Total 
costs 

Anticipated 
gross profit 

Olympic Garden Stage 5 
China (Xian) 

- - 140 140 11.4 82.5 93.9 46.1 

 

 

                                                 
56 The remaining costs for payment until the completion of the project and the anticipated gross profit are forward-looking information, as this term is defined in the 

Securities Law, based on the prices of apartments that have already been sold and on construction costs. The said estimates may not materialize, in full or in part, or 
may materialize differently, including materially differently, than expected, as a result of changes in the apartment prices in a specific region or in the market as a 
whole, project completion delays, including as a result of the direct and/or indirect implications of the global economic crisis,  changes in the state of the market and 
changes in the demand for residential space and/or the materialization of any or all of the risk factors detailed in Section 8.5.20 of this Section. 
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7.17.7 Additional due disclosure about highly material projects 

 Following are detailed figures about a project that was classified by the Company, 
based on the tests detailed in Section 7.17 above, as a highly material project.  

7.17.7.1 City Dreams Project (stages 3-5) 

a.  Presentation of the project: 

City Dream Phase 3-5 Name of Project  

Changzhou, Jiangsu Province, China Project location 

Changzhou GTC Lucky Hope Real Estate Development Limited Performing company 

n/a Special agreements  

46% Company’s share in the project  

GTC China holds 50% in share capital of Green Power Company, located 
in Hong Kong, that holds 92% of performing company  

Project holding structure 

Lucky Hope Decision Limited 50% Name of partners 

October 2009 Land purchase date 

104,615 sqm Area of land on which project will be built 

Q2 2011 Construction work start date 

Leasing for 70 years for part of the land that is allocated for residential 
construction. The leasing is for 40 years for the land allocated for 
commerce.  

Breakdown of legal rights in the land 

0% 
Cash flow performance percentage of the 
project (direct construction only, as at 
December 31, 2010) 

79% ROE* - Return on Equity 

17% ROI** - Return on Investment 

* Fair value of net profit as at December 31, 2010, divided by the equity invested in the project on 
the date of the assessment  
** Fair value of net profit as at December 31, 2010, divided by the total project expenses plus tax 
costs 
 

7.17.8 Project spaces and number of units, by usage (the figures are according to an 
assumption of 100% gross for marketing)57: 

Remarks 
Anticipated 
construction end date 
(on December 31, 2010)

Anticipated s 
completion 
date 

Maximum 
number of 
units 

Total area 
(gross 
equivalent) 

Type of 
inventory 

  2017 2,292 266,081 sqm 
Units 
Housing 

  2017 360 14,672 sqm 
Space 
Commerce 

 

                                                 
57 The data in the table related to the expected date of construction completion is forward looking information as 

defined in the Securities Law, based on the managements experience in project construction, estimated 
constructions costs at the time of the given estimate, including the cost of sub-contractors, local and global 
market status as well as the specific data for each project. These estimates may not be realized, partially or 
completely, or may be realized differently, including fundamentally, than expected, as a result of a change in the 
factors on which the estimate is based, including as a result of the direct / indirect consequences of the global 
economic crisis, changes in the market status and from changes in demand for residential areas and/or realization 
of all or part of the risk factors detailed in section 7.31 of this part. 
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7.17.9 Anticipated costs and revenues as at December 31, 2010 (in Euro millions)58: 

Anticipated 
gross profit 

Anticipated 
costs 

Anticipated 
receipts 

 

(11) 23 12 2011 

30 24 54 2012 

29 24 53 2013 

41 24 65 2014 

43 24 67 2015 

(24) 24 - 2016 

(24) 24 - 2017 

84 167 251 Total 

 
7.17.10 Construction progress and costs59: 

As at December 31, 2010As at December 31, 2010 Actual costs (Euro millions) 

24.8 28.2 
Total cumulative costs in respect to the land at 
the end of the period 

- - 
Total cumulative costs in respect to construction
and others 

- - Of which financing costs 

24.8 28.2 Total cumulative cost (including land costs)

166.7 166.7 Total anticipated project cost (estimate) 

141.9 138.5 Total cost not yet invested (estimate) 

0.5 0.5 Of which financing costs 

Completion rates: 

- - Cash flow performance rate (not including land)

- - Engineering completion rate (%) 

2017 2017 Anticipated completion date 

- - 
Engineering completion rate around the report 
date (%) 

                                                 
58  The data in the table which relates to the expected receipts, expenses and profit is forward looking information as 

defined in the Securities Law, based on the managements experience in project construction and marketing, 
estimated construction costs at the time of the given estimate, including sub contractor and selling costs, the 
status of the local and global market and the specific data of each project. These estimates may not be realized, 
partially or completely, or may be realized differently, including fundamentally, than expected, as a result of a 
change in the factors on which the estimate is based, including as a result of the direct / indirect consequences of 
the global economic crisis, changes in the market status and from changes in demand for residential areas and/or 
realization of all or part of the risk factors detailed in section 7.31 of this part. 

59  The data in the table related to the expected date of construction completion is forward looking information as 
defined in the Securities Law, based on the managements experience in project construction, estimated 
constructions costs at the time of the given estimate, including the cost of sub-contractors, local and global 
market status as well as the specific data for each project. These estimates may not be realized, partially or 
completely, or may be realized differently, including fundamentally, than expected, as a result of a change in the 
factors on which the estimate is based, including as a result of the direct / indirect consequences of the global 
economic crisis, changes in the market status and from changes in demand for residential areas and/or realization 
of all or part of the risk factors detailed in section 7.31 of this part. 
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7.17.11 Gross profitability (in EUR millions)60: 

As at December 31, 2009  As at December 31, 2010   

251 251 Total estimated project revenues  

167 167 Total anticipated project cost 
(estimate) 

84 84 
Total anticipated profit in respect to 
the project  

33% 33% Total anticipated project gross 
profit rate  

 
7.17.12 Planning / performance project financing: 

As at December 31, 2010  

No agreements were signed % of external financing for the project with regard 
whereto 

 
Financing agreements were signed, out of the 
total financing required 

Percentage of equity capital that was allocated / 
will be allocated 19% 

For the project out of the total financing required

No advances have been received 
as yet  

Percentage of financing by means of advances 

 

7.17.13 Olympic Garden Project (stage 1-4) 

7.17.13.1 Presenting the project 

Olympic Garden Phase 1-4 Project name 
Xian, Shanxi Province, China Project location 
Shanxi GTC Lucky Hope Real Estate Development 
Limited 

Performing Company. 

N/A Special agreements 
50% Company share on the project 
GTC China holds 50% of the performing company's 
share capital 

Project maintenance framework 

Lucky Hope Decision Limited 50% Partner names 
August 2007 Land purchase date 
270,638 meters Area of land on which the project is to be built 
Fourth quarter 2006  Commencement date of construction work 

                                                 
60  The data in the table which relates to the expected income, expenses, profit and gross profit is forward looking 

information as defined in the Securities Law, based on the managements experience in project construction and 
marketing, estimated construction costs at the time of the given estimate, including sub contractor and selling 
costs, the status of the local and global market and the specific data of each project. These estimates may not be 
realized, partially or completely, or may be realized differently, including fundamentally, than expected, as a 
result of a change in the factors on which the estimate is based, including as a result of the direct / indirect 
consequences of the global economic crisis, changes in the market status and from changes in demand for 
residential areas and/or realization of all or part of the risk factors detailed in section 7.31 of this part. 
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70 year lease on the land designated for residential 
construction. 40 year lease on the land designated for 
commercial construction. 

Legal land right details 

46% 
Project implementation flow rate (direct building,  as 
of 31.12.10) 

151% * ROE - return on equity 
10% **ROI - return on investment 

* Fair value of net profit as of December 31, 2010, divided by equity invested in the project on the 
dater of the estimate   

**Fair value of net profit as of December 31, 2010, divided by all costs of the project including 
taxation costs  

 
7.17.14 Project area and number of units, according to uses (the data is based on an assumption 

of 100% gross for marketing) 61: 

Remarks 
Expected 
construction 
completion date 

Maximum 
number of 
units 

Total areas (gross 
equivalent 

Type of stock 

 2013 6,576 604,109 meters Residential  
Units 

 2013 167 14,672 meters Commercial 
Areas 

 
7.17.15 Expected income and expenses as of December 31, 2010 (million Euros) 62: 

 
Expected gross 
profit

Expected 
expenses

Expected 
receipts 

 

17 27 44 2011 
21 28 49 2012 

(27.2) 27.2  2013 
10.8 82.2 93 Total 

 

                                                 
61 The data in the table related to the expected date of construction completion is forward looking information as 

defined in the Securities Law, based on the managements experience in project construction, estimated 
constructions costs at the time of the given estimate, including the cost of sub-contractors, local and global 
market status as well as the specific data for each project. These estimates may not be realized, partially or 
completely, or may be realized differently, including fundamentally, than expected, as a result of a change in the 
factors on which the estimate is based, including as a result of the direct / indirect consequences of the global 
economic crisis, changes in the market status and from changes in demand for residential areas and/or the 
realization of all or part of the risk factors detailed in section 7.31 of this part.  

62  The data in the table which relates to the expected income, expenses, profit and gross profit is forward looking 
information as defined in the Securities Law, based on the managements experience in project construction and 
marketing, estimated construction costs at the time of the given estimate, including sub contractor and selling 
costs, the status of the local and global market and the specific data of each project. These estimates may not be 
realized, partially or completely, or may be realized differently, including fundamentally, than expected, as a 
result of a change in the factors on which the estimate is based, including as a result of the direct / indirect 
consequences of the global economic crisis, changes in the market status and from changes in demand for 
residential areas and/or realization of all or part of the risk factors detailed in section 7.31 of this part. 
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7.17.16 Costs and construction progress63: 

As of December 31, 
2009 

As of December 31, 
2009 

Actual costs (million Euros) 

27.3 27.4 Total incremental costs for the land at the end of the 
period 

77.8 103.0 Total incremental costs for land and Others 

2.8 3.0 Financing costs of which are 

105.1 130.4 Total Incremental Costs (including land costs) 
 

224 224 Total expected project costs (estimated) 

107.5 82.2 Total costs not yet invested  

0.2 0 Financing costs of which are 

Completion rates: 

34% 46% Execution flow rate (excluding land) 

49% 62% Engineering completion rate (%) 

2013 2013 Expected completion date 

49% 65% Engineering acceptance rate close to the report date (%) 

                                                 
63 The data in the table related to the expected date of construction completion is forward looking information as 

defined in the Securities Law, based on the managements experience in project construction, estimated 
constructions costs at the time of the given estimate, including the cost of sub-contractors, local and global 
market status as well as the specific data for each project. These estimates may not be realized, partially or 
completely, or may be realized differently, including fundamentally, than expected, as a result of a change in the 
factors on which the estimate is based, including as a result of the direct / indirect consequences of the global 
economic crisis, changes in the market status and from changes in demand for residential areas and/or realization 
of all or part of the risk factors detailed in section 7.31 of this part. 
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7.17.17 Data about sales agreements64: 

20082009 
Q4 

2010 
Q3 

2010 
Q2 

2010
Q1 

2010
Total 
2010 

 

2,6753,205 4,784 4,3414,0753,770 4,784 Number of units for which a sales agreement exists

797 530 443 266 305 565 1579 
Number of units for which a binding sales 
agreement was signed during the period  

14% 9.5% 4.5% 1% 4% 5.5% 15% % of space sold (residential space only) 

12% 8% 8.5% 4% 4% 7.5% 24% 
% of consideration from all this space (residential 
only) 

97 124 188 169 156 137 188 
Total consideration from binding sales contracts for 
housing units that were signed during the period 
(including linkage differentials received) 

14 18 31 29 23 33 31 

Total anticipated balance of consideration from 
binding sales contracts for housing units that were 
signed during the period (including linkage 
differentials) 

3,6893,650 7,555 6,6294,3845,7366,764 
Average price per square meter in contracts that 
were signed during the period  

      17,197 
Space sold from the report date until around the 
publication of the report (square meters) 

      6,424 
Average price per square meter in contracts that 
were signed from the report date until around the 
date of publication of the report  

      n/a  

 
 

7.17.18 Advances received: 

2008 2009 2010  

37.6 27.5 63.7 
Advances received in the period (in 
EUR millions) 

 
 

                                                 
64  The data in the table which relates to the balance of the expected value is forward looking information as defined 

in the Securities Law, based on the payments which are supposed to be received from third parties. These 
payments may not be received. Partially or fully, as a result of actions by those third parties, over which the 
company has no control and possible factors as detailed in Section 7.31 of this part.  

 



 

87 

7.17.19 Anticipated recognition of revenues from binding sales contracts in the project (signed 
contracts)65: 

Total revenues to be recognized in respect to housing 
unit sales (in EUR millions) Year (quarter) 

44 2011 

49 2012 

  

7.17.20 Gross Profitability (in million Euros) 66 

As of December 31, 2009 As of December 31, 2010  

291 291 Total Estimated Project 
revenues 

224 224 Total Expected Project cost 
(estimate) 

67 67 Total expected project 
revenue  

23% 23% Overall expected project 
gross profit 

 
7.17.21 Project Financing: 

 
As of December 31. 2010  

0.4% Rate of external project financing 

 
Accompanying agreements that were 
signed out of the total funding required 

3.8% Rate of assigned/ allocated equity  
 of total project funding 

95.8% Rate of financing through advanced 
payments  

  

                                                 
65  The data in the table which relates to the expected income is forward looking information as defined in the 

Securities Law, based on the managements experience in project construction and marketing, estimated 
construction costs at the time of the given estimate, including sub contractor and selling costs, the status of the 
local and global market and the specific data of each project. These estimates may not be realized, partially or 
completely, or may be realized differently, including fundamentally, than expected, as a result of a change in the 
factors on which the estimate is based, including as a result of the direct / indirect consequences of the global 
economic crisis, changes in the market status and from changes in demand for residential areas and/or realization 
of all or part of the risk factors detailed in section 7.31 of this part. 

 
66 The data in the table which relates to the expected income, expenses, profit and gross profit is forward looking 

information as defined in the Securities Law, based on the managements experience in project construction and 
marketing, estimated construction costs at the time of the given estimate, including sub contractor and selling 
costs, the status of the local and global market and the specific data of each project. These estimates may not be 
realized, partially or completely, or may be realized differently, including fundamentally, than expected, as a 
result of a change in the factors on which the estimate is based, including as a result of the direct / indirect 
consequences of the global economic crisis, changes in the market status and from changes in demand for 
residential areas and/or realization of all or part of the risk factors detailed in section 7.31 of this part. 
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7.17.22 Charges and legal limitations: 

The secured creditor Guaranteed 
A t

Type of Charge 

Shanghai Pudong Development 
Bank 

56 million Yuan 
(RMB) 

First level charge on the land 

 

7.18 Additional information on the development real estate segment 

7.18.1 GTC 

7.18.2 Central and Eastern Europe: GTC Group has a large number of customers with 
whom they connect for the purpose of selling the residential apartments and houses 
which they build. Most of its customers are private customers with varied 
socioeconomic characteristics. It has no dependence on a particular customer. 

7.18.3 China: GTC China Group has a large number of customers with whom they connect for 
the purpose of selling the residential apartments and houses which they construct and 
they have no dependence on a particular customer. In 2010, the company sold 3,461 
houses primarily in three projects: Olympic Garden, Suzy and City Dream in three 
different cities in China: Xian, Shenyang and Changzhou respectively.  

7.18.4 Israel: Housing units in various projects are sold to private customers, thereby 
precluding dependency on any single customer or a limited number of customers. 
Kardan Real Estate has diverse customers with different and varied socioeconomic 
characteristics.  (Young couples, customers seeking improved housing, investors, 
foreign residents etc. 

7.19 Marketing and distribution  

7.19.1 Central-East Europe: The marketing policy of the leasing and residential projects 
executed by the GTC Poland is based, to the extent possible, on the commencement of 
the leasing or sale of the properties built under the different projects, as soon as 
construction begins, and on the division of each project to a number of stages, in order 
to adjust the construction pace to market demand. In Central-Eastern Europe, project 
marketing is performed through the marketing teams of the GTC Poland, as well as 
through agreements with international companies or local companies which engage in 
the marketing of the projects. GTC Poland does not depend on any of these companies. 
Under agreements with said entities, they are paid an acceptable fee. 

7.19.2 China: In its business operation in China, the GTC Group is aided by marketing 
companies in marketing the projects. Marketing is based on the branding of the project, 
creating sale sites and designing marketing packages, segmentation of the target 
audience, direct marketing to potential buyers, billboards in the project area, and public 
transportation leading to the project site, production of launching events for each phase 
in the project, etc. It should be noted that marketing of residential projects in Shenyang, 
Xi’an and Changzhou is performed through companies connected to GTC China’s 
partner – Lucky Hope Company. The choice of marketing through the local partner was 
made for professional reasons, and in light of the fact that carrying out transactions in 
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China together with a local partner is simpler from certain aspects. All the same, the 
GTC Group is not obligated to carry out its marketing activities solely through Lucky 
Hope. The project companies are not dependent on the marketer. The leasing of GTC 
China’s first commercial project is directly managed by GTC China, while using 
international and local service providers. During 2009 and 2010, GTC China established 
direct working relations with dozens of international and local fashion retail chains 
operating in China.  

 In 2010, 2009 and 2008, the selling and marketing expenses of the GTC Group totaled 
EUR 10.5 million, EUR 6.9 million, EUR 6 million. 

7.19.3 Israel: Sale of housing units in various projects is carried out by sales staff including 
advertising on different media (television, the press, billboards, Internet, promotion and 
sales activities to target population) as well as participation in housing fairs in Israel and 
overseas. Marketing activities are executed by Kardan Real Estate staff and external 
marketers. In all the projects in which Kardan Israel is involved, a sales office is set up 
in which marketing information is provided to potential buyers and sales aids are put up. 
In some projects, there is even a "model apartment" that serves as a sales tool. In some 
projects, Kardan Real Estate enters into agreements with external marketers for the sale 
of the apartments in the projects. The commission for sales is calculated as a percentage 
of the proceeds. 

7.20 Competition  

Center and Eastern Europe: Similar to the leasing field, also in the residential 
construction field, the GTC Group is exposed to competition from a number of real 
estate developers, real estate companies and other real estate owners in the areas that 
GTC is located. As at the date of the financial statement, a substantial reduction exists 
in their numbers as a result of the global economic crisis. If in the years before the 
global economic crisis, the competition centered on searching for land for development, 
construction and leasing, as at the date of the financial statement, the competition 
centers on the area of attaining bank financing with appropriate conditions for 
accompanying projects being carried out, mortgages for potential buyers and marketing 
and sales of housing units. All the same, GTC Group's residential projects which are 
being carried out have bank accompaniment. 

 China: The real estate market in China is a decentralized market, where hundreds of 
large real estate companies operate, led by local mega companies that specialize in the 
construction of residential housing (e.g., Vanke, Soho, Gemdale and Forte), followed by 
companies from Hong Kong and Singapore (e.g., CapitalLand, CR Land and Swire), 
which operate mainly in the fields of commercial real estate and luxury residential 
housing in first and second tier cities. In addition, numerous local companies operate 
primarily in the provinces of China. Following the accelerated development of the 
commercial real estate market in first-tier cities, many companies are expanding their 
operations to additional second and third tier cities, resulting in higher prices for 
commercial and residential land in these regions. GTC China has been developing 
projects in second tier cities since 2005 and has an organizational infrastructure and 
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connections with service suppliers and government agencies, which help the company 
to expand its operations in the cities in which it operates. GTC China intends to expand 
its operations to additional cities and regions in which the local government encourages 
foreign investment, to avoid high land prices. As at the time of the financial statement, 
GTC China cannot estimate its share in the Chinese real estate market. 

 Israel: The residential construction sector in Israel is characterized by great 
decentralization and fierce competition. The number of large construction companies is 
limited, but in areas where Kardan Real Estate operates there are mainly medium and 
small companies, contractors and small and local private developers. 

 Direct competition in projects of Kardan Real Estate stems primarily from development 
construction on sites adjacent or having similar characteristics to the specific project. 
Competition is also presented by second-hand apartments which are offered for sale in 
geographical proximity to areas in which these aforesaid projects are carried out or in 
areas which could serve as a suitable substitute for areas in which Kardan Real Estate 
builds. 

 Beyond the competition over potential apartment buyers, competition in the residential 
construction sector also focuses on the stage of location of lands suitable for the 
execution of projects. 

 In Kardan Real Estate's assessment, its principal competitors, as of the date of the 
report, apart from specialized, one-time purchasing groups (such as BSR Israel Real 
Estate) are Shikun Ubinuy, Africa Israel Residences, Azorim, Ashdar, Tidhar, Gindi 
Holdings, YH Damari and Neve Gad. These companies have existing competition 
potential in the market. As of the date of the report, Kardan Real Estate is unable to 
assess its share of the overall residential construction market in Israel. 

 In Kardan Real Estate's assessment, its financial strength, its access to capital in the 
bank and non-bank markets, its goodwill, the broad deployment of its projects and the 
strict planning of the construction of residential buildings and neighborhoods, give it 
advantages over its competitors in the field. Kardan Real Estate's financial strength is 
also an advantage in the competition over potential apartment buyers during periods of 
recession, in light of the buyers' fears, as stated, of collapse of a real estate company that 
lacks financial strength. 

 
7.21 Suppliers  

7.21.1 Central-Eastern Europe: The GTC Poland group companies in different countries 
serve as the chief developer of each of the projects they are involved in, and usually hire 
independent subcontractors for the execution of each project, including the planning, 
development, construction and marketing of the projects. For the purpose of 
constructing the buildings, the companies usually employ leading local contractors. 
Construction in Central-Eastern Europe is usually based on the turn-key method, 
through a main contractor, which works with the relevant GTC Group company on the 
project. 
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7.21.2 China: GTC China operates as a real-estate entrepreneur, while the development is 
carried out in stages, through a main contractor and local subcontractors in the field of 
planning, execution and marketing (see Section 8.5.11[b] of this part). GTC China 
selects the suppliers and contractors for each project phase, based on the price quotes it 
receives from a number of experienced companies in each field, while engineers 
employed by GTC China and/or by the project companies cooperating with GTC China 
and its local partners, manage the project and supervise over the work performed by the 
contractor companies. 

7.21.3 Israel:  

 The major suppliers of Kardan Real Estate are the performance contractors. Kardan 
Real Estate enters into engagements with contractors generally via turnkey agreements, 
in which framework the contractor is under obligation to build the project at a final and 
agreed price, according to plans and specifications, up to the completion of construction 
and delivery of the key to the end customer – the apartment purchaser. In this 
framework, Kardan Real Estate enters into engagements with execution contractors, 
generally large execution companies, as a chief contractor. The consideration is paid 
according to the progress made in the construction works and under the acceptable 
credit terms in the sector. 

 In general, Kardan Real Estate is not dependant on a specific supplier and Kardan Real 
Estate estimates that it will be possible to find replacements for its suppliers that are 
suitable in both price and quality.   

7.22 Working capital 

7.22.1 Supplier credit 

 Central Eastern Europe: GTC Poland receives from its suppliers in the residential 
construction field up to 90 days credit from the end of the month in which the work is 
completed (current month + 30-90 days) 

 China: GTC China receives from its suppliers in the residential construction industry 
credit of up to 60 days from the end of the month in which the work is completed 
(current month + 30-90 days). 

 Israel: Kardan Real Estate receives from its supplier in the residential construction 
sector credit of up to 45 days from the end of the month of work execution (current 
+45).  

7.22.2 Customer credit 

 Central and Eastern Europe: Customer credit does not exist in the residential field. 
For its sales agreements in this area of activity it is beneficial for GTC Poland to pay for 
the purchase of units according to the construction progress rate and delivery of 
occupancy to the buyer is subject to payment of the amount in full.     

 China: GTC China only delivers apartments after payment of the total price of the 
apartment. Therefore, they do not offer credit to their customers. Due to the brisk sales 
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rate and the high rate of advance payments, the balance of the advances from the 
customers is significant and is used mostly to finance the project.       

 Israel: There is no customer credit in the residential segment. Pursuant to the sale 
agreements signed by Kardan Real Estate in this area of activity, the consideration for 
the purchase of housing units is paid in accordance with the progress of construction 
and the delivery of ownership to the buyer is contingent on the payment of the full 
consideration. 

 

C. Information on the entire operating segment 

7.23 Human capital 

GTC Holdings 

GTC Holdings receives management and consulting services from Kardan NV, pursuant 
to the service agreement signed between the parties in 2004 (as regulated in 2007 and 
2010). Pursuant to the agreement, in consideration for the aforementioned services, 
GTC Holding pays Kardan NV the yearly amount of approximately € 403 thousands. 
As of December 31, 2010, GTC Holdings obtained services from two regular service 
providers as well as from two employees hired by them. 

Central and Eastern Europe:  

The companies performing the activities of the GTC group in Poland, Romania, 
Hungary, the Czech Republic, Serbia, Croatia, Slovakia, Bulgaria, the Ukraine and 
Russia are each managed, by a local headquarter, which coordinates the business 
operations in each country. Sometimes, one of the headquarters manages the 
headquarters of several countries by providing management services. The local 
headquarters in each of the countries deal with the development of new projects, as well 
as the marketing and management of existing properties. As of December 31, 2010 and 
the date of the statement, GTC Poland employed 163 people and 30 service providers 
(who are employed by one of the subsidiaries outside Poland). As of December 31, 
2009, GTC Poland employed 164 people and 33 service providers (who are employed 
by one of the subsidiaries outside Poland). As part of GTC Poland's bonus 
compensation plan several senior officers were allotted phantom options (a monetary 
grant contingent on value increase of the Company's shares. For additional details see 
note 22(b) (2) of the financial statements. For details about the services contract with 
the Chairman of the supervising Board of Directors of GTC Poland see section 7.28.3 
below.  

 China: 

 The GTC China headquarters, located in Beijing, comprises 24 employees. The 
companies managing the projects in the GTC China Group employ, as of the date of this 
report, and as of December 31, 2010, 325 people. As of December 31, 2008, these 
companies employed 208 people. In 2010 for the first time, GTC China issued options 
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exercisable to up to 2.94% of the issued share capital of GTC China (in full dilution). 
The total expense recorded in GTC China's financial statements for 2010 in respect of 
the said options was Euro 3.5 million. 

The activities of the GTC Group are managed by a reduced management staff, skilled 
and experienced in the markets where GTC Group operates. Therefore, GTC Group is 
contingent on the services it receives from a reduced number of managers and 
consultants. 

Israel  

As of December 31, 2010, Kardan Real Estate employed 22 workers, two of them 
senior management workers. In 2009 Kardan Real Estate employed 18 workers, two of 
them belonging to the senior management. The officers and senior management of 
Kardan Real Estate are employed under personal contracts for a monthly salary. 

For details of the option plans for Kardan Real Estate's managers and employees (with 
its regulations), that in its framework, options for realization up to 5% of Kardan Real 
Estate's issued and paid capital as at the date of the financial statement were allocated, 
see note 22 (b) 3 of the financial statements.  

7.24 Financing 

The companies that operate in the area of activities, finance their activities from owners 
capital, bank and off- bank credit and likewise from intake from lessees and apartment 
buyers. Some of the companies that operate in the area have access to owners' loans. In 
the area of investment property, as a rule bank credit is of a non-recourse type and is 
usually granted in exchange for the encumbrance of the property, the object of the loan 
(non-recourse credit) whereas in the area of entrepreneurial real estate, bank credit is 
granted in framework of routing bank accompaniment that finances the project.  

7.24.1 The companies engaged in the field of activities fund their operations from equity 
capital, banking and non banking credit facilities as well as receipts from lessees and 
from apartment purchasers. Some of the companies operating in this field also put up 
shareholder loans. In the productive field of real estate bank credit is usually granted 
against the lien of an asset carrying the loan (non-recourse credit) whereas in the field of 
entrepreneurial real estate bank credit is granted in the framework of ongoing banking 
accompaniment of the body financing the project.    

7.24.2 Liens and Guarantees: 

GTC Holdings – as per the date of the report GTC Holdings mortgaged 550, 660, 50 
shares of GTC Poland, constituting 23% of GTC Poland's share capital, in favor of 
Bank Discount at a rate of at least 150% of the balance of the Bank Discount loan, as 
detailed in section 7.24.3 of this part. 

GTC Poland – as per the date of the report, GTC Poland has put up various guarantees 
in the total amount of 183 million Euros to third parties who raised loans to companies 
from the GTC Poland group. 
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GTC China – as per the date of the report, the GTC China residential project companies  
put up loan guarantees in the amount of 39.7 million Euro, these guarantees were 
related to the advances given to the company against the sale of apartments which have 
not yet been completed.  

Israel – Kardan Israel (and its united companies) have, as at December 31, 2010, 
pledged bank guarantees to apartment purchasers and performance guarantees of 
approximately 60 million Euros. 

For additional details on the subject of guarantees see note 33 of the financial 
statements.    

7.24.3 Details of material agreements and financial covenants – GTC Holding: 

Discount agreements: In January 2006, GTC RE made an agreement with Israel 
Discount Bank (“Discount Bank”) (an agreement that was later assigned to GTC 
Holding), under which GTC RE received from Discount Bank a loan of 24.8 million 
Euros. The terms and the scope of the loan have been changed in agreement with Bank 
Discount from time to time so that in the statement year the total credit from Bank 
Discount was NIS 173 million (in this section: "the loan").  The loan carries a Euribor 
interest plus 1.8% per annum (the effective interest is not significantly different from 
the nominal interest rate) and it will be paid in ten equal installments between 
December 2011 and December 2020. To secure the aforementioned framework GTC 
Poland shares were pledged at a ratio of 150% of the amount of the utilized loan at that 
date (and not a ratio of 250% as was agreed to in previous understandings with the 
bank. In connection with the loan framework GTC Holding undertook a financial 
obligation (which was amended and broadened from time to time) in favor of the bank, 
including (1) maintaining a ratio of a total tangible equity with the statement of the 
financial situation (balance sheet) at a rate of not less than  20%; (2) maintaining a total 
tangible equity attributed to shareholders of 240 million Euros; (3) maintaining a total 
tangible equity in the consolidated statements of GTC Holding which shall not be less 
than 500 million Euros; (4) the total tangible equity of GTC Holding shall not be less 
than 40% of the total statement on the financial position (solo balance sheet) and that it 
has pledged to hold at least 40% of the capital of GTC Poland and has maintained 
effective control in GTC Poland and in any case hold at least 30% of its capital (even if 
there is effective control). In addition, Kardan NV has undertaken various financial 
obligations in connection with this loan, as detailed in section 14.1.7.1 of this part. It 
was also determined that a violation event will take place in the event that another loan 
of GTC Poland or GTC Holding is put up for immediate payment.         

On December 30 2010 GTC Holding signed another loan agreement with Bank 
Discount, under which Bank Discount provided to GTC Holdings an additional amount 
of 27 million Euro (“the additional loan”) which was to be paid in three equal 
payments in the months of December of the years 2011 till 2013 with its interest to be 
paid in biannual payments in the months of December and June of each year. The 
interest on the additional loan to be at the banks base interest rate on the day the total 
amount of the loan was withdrawn plus an additional 2.2%. To guarantee the additional 
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loan the company undertook to mortgage GTC Poland shares in favor of Bank Discount 
at a ratio of 200% of the level of the loan taken on that date. 

On the date of the additional loan the letter of understanding which was signed in 
connection with the previous loans will again be amended in a way so that passing a 
30% holding in GTC Poland, a decline of 25% of GTC Poland's capital (even if 
effective control is protected) will in any event be considered a breach. Additionally, it 
is agreed that if the holding of GTC Holdings in GTC Poland declines below 30%, 8 
million Euro will be paid immediately on the second and third Discount loan and the 
credit framework for the additional loan will be cancelled immediately. On the 30th, 
December, 2010 12 million Euros from the additional loan was withdrawn. To secure 
payment of this amount the company mortgaged (with the agreement of the bank) a 
cash deposit in the same amount. 

Following the date of report on the financial situation, with the sale of the GTC Poland 
shares and a decline of 30% in the holding of GTC Holding, 8 million Euro of the loan 
was paid and the framework of the additional loan was cancelled after the loan of 12 
million Euros which was withdrawn on account of this credit framework, was settled         

As of the date of the report, the loan balance is 165 million Euros. 

 It should be noted that GTC Holdings intends to pay approximately 25 million Euros of 
the abovementioned loan balance close to the publication date of this statement. 
However, at this time there is no certainty that the abovementioned payment will indeed 
take place. These estimates regarding payment of part of the aforementioned loan 
is forward looking information, as defined by the Securities Law, based on the 
estimations of the management at this time. The above estimates may not 
materialize, fully or partially, or may materialize in a different and even material 
manner, than expected, as a result of among others, the lack of changes in market 
conditions, changes in the credit market and/or as a result of the realization of all 
or part of the risk factors detailed in section 7.31 of this part.            

As of December 31, 2010 and close to the date of the report, GTC Holding is in 
compliance with the aforesaid financial covenants (based on its financial statements as 
of December 31, 2010). 

7.24.4 Financial covenants – Central and Eastern Europe - GTC Poland 

The GTC Poland Group typically undertakes in its financing agreements with banks to 
meet certain financial covenants prescribed in those agreements, the main ones being: 
maintaining a certain balance in bank accounts; a certain ratio between the loan and the 
value of the project; and a certain ratio between the net rental income from the financed 
project and the amounts of various expenses, such as interest and commission; 
maintaining certain ratios between the net rental income from the financed project and 
the principal and interest the borrowing that the company is required to pay during one 
quarter. Pursuant to the issue of debentures, GTC Poland has undertaken, inter alia, that 
its aggregate loans will not, at any time, exceed 70% of the total assets.  
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As of December 31, 2010 and close to the date of the report, companies from the GTC 
Poland Group are in compliance with their obligations in relation to the financial ratios 
(based on GTC Poland’s financial statement as of December 31 2010). 

7.24.5 Financial covenants – China - GTC China 

 During August 2009, GTC China entered into a loan agreement with the Chinese 
Construction Bank (CCB), pursuant to which a 10-year loan (non-recourse) of 
approximately RMB 245 million (approximately Euro 24.1 million) at a fixed interest 
rate of 5.94% will be granted to GTC China. This loan is the first of its kind to be 
extended to a commercial project in the city of Chengdu. As of December 31 2010, the 
balance of the loan to GTC China totaled 27.8 million Euros (and at a date proximate to 
the date of the financial statement, the balance is approximately 27.8 million Euros). 
The loan is secured by a pledge over some of GTC China's rights in the property. 

 As of December 31 2010 and close to the date of this report, GTC China group of 
company are holding to their commitment regarding their financial association (based 
on the financial statement of GTC China as of December 31 2010).  

7.24.6 Details of material agreements and financial covenants – Israel - Kardan Real Estate 

During the months September to November 2009, Kardan Real Estate entered into 
agreements with three banking institutions in Israel for providing credit lines to Kardan 
Real Estate for the construction of several projects.. 

In the agreements Kardan Real Estate undertook, inter alia, as follows: (1) An 
undertaking that the tangible equity of Kardan Real Estate in its financial statements 
(solo) will not fall below 20%; (2) An undertaking not to distribute profits and/or 
dividends in such manner as to cause Kardan Real Estate to not meet its obligations as 
stated in Section (1); (3) An undertaking to not record a floating lien on its assets in 
favor of any other bank without the bank's consent; (4) That there will be no change in 
control in Kardan Real Estate, unless the bank's consent is obtained; (5) Not to institute 
any proceedings to carry out a merger with another corporation without receiving the 
bank's consent; (6) Not to take any action whose outcome is the acquisition of the bulk 
of Kardan Real Estate's assets by an individual or other corporation or the sale of shares 
that will give said buyer control in Kardan Real Estate, without receiving the bank's 
consent. 

As of December 31, 2010 and proximate to the date of this statement Kardan Real 
Estate meets all of its financial commitments      

As of December 31, 2010 and close to the reporting date, Kardan Real Estate was in 
compliance with all its financial obligations as stated (based on its financial statements 
as of December 31, 2010). 

7.25 Taxation 

For details on taxation in the Netherlands, Israel and countries where the GTC Group 
operates, see Section 15 of this part. For further details of the tax aspects see note 44 of 
the financial statements. 
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7.26 Environmental risks and method of management thereof  

The companies operating in this area are subject (inter alia, in the framework of the 
projects' construction permits) to comply with various environmental conditions that are 
connected to the environmental quality, such as noise, pollution, damage to land etc. 
that are usually set in the framework of the city construction plans and/or construction 
permits and/or other local legislation. Usually, the costs of implementing these demands 
are not substantial for the companies operating in this area of activity and as of the date 
of the financial statement, they comply with these demands 

In addition during the examination of due diligence which accompanies the purchase of 
new land, the company performs testing of suitability to ensure compliance with 
environmental requirements as aforementioned, in order to reach a final decision about 
the purchase of the land.  

7.27 Restrictions and Oversight 

 The GTC group’s business operations in European countries and in China are subject to 
laws and regulations in the various regions it operates. The laws and restrictions are in 
the areas of planning and construction (i.e. inter alia, regarding city construction plans 
and permitted uses), real estate, municipal supervision (inter alia, regarding receiving 
construction permits and occupancy), and laws connected to the environment. 

The real estate operations in Israel are subject to the laws and regulations in the area of 
real estate law and planning and construction law, inter alia, in its activity seeking 
rezoning and the receipt of approvals and construction permits. Likewise, Kardan Real 
Estate's operation is subject to the decisions and procedures of the Israel Land 
Administration (which is the owner of a large part of the land in the State of Israel) in 
connection with rezoning and utilization of land rights, as well as to the provisions of 
contracts with the Administration. In addition, Kardan Real Estate could be subject to 
the duty of paying leasing fees, capitalization fees, permit fees, consent fees, etc. In the 
residential construction segment, Kardan Real Estate is subject, inter alia, to the 
provisions of the legislation whose goal is to insure the money of the apartment buyers, 
and in the income-producing properties segment, , inter alia, to the provisions of the 
laws that arrange leasing engagements. 

7.28 Material agreements  

7.28.1 Below is a concise description of key material agreements entered into outside the 
ordinary course of business, which the companies in the area of activity are parties 
thereto  

7.28.2 GTC Poland and its subsidiaries 

7.28.3 The Chairman's agreement: 

7.28.4 For details about the “Service Agreement” signed by the Chairman of the Board of 
Directors of GTC Poland – Mr. Eli Elroy (“the Chairman”). For the agreement  for 
provision of options which were signed by the Chairman and details regarding the 
provisions of his employment by GTC Poland and his duties as Chairman in 2010, 
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including the bonuses he received, see Section 8a of Part 4 (regulation 21 - the chart and 
comments from 1 -4  of the chart) 

7.28.5 In addition to the above said, in November 2010, the General Assembly of GTC Poland 
decided (“General Assembly Decision”) to ratify the Amendment to the agreement of 
services signed by the Chairman (“The Amendment”), with a majority vote of 77%, 
according to which: 

7.28.5.1 The monthly remuneration which the Chairman would receive, was amended to 35 
thousand Euro and the period of the service agreement was extended to 31.12.2013 
(“the end of Extended Agreement Period”) 

7.28.5.2 Arrangements to ensure speedy payments due the Chairman in  case of cessation of the 
association prior to the end of the period in case of :(1) the ending of the agreement by  
GTC Poland for any reason considered “for cause” (as defined in the Service 
Agreement). Or: (2) in the case of the Chairman ending the association following the 
event of a change in the control of GTC Poland (as the event is defined in the Service 
Agreement). 

7.28.5.3 The bonus rate in the event of sale of assets (as defined in footnote number 2 in Section 
8a of Part 4 of the Statement) to which the Chairman is entitled was increased as of 
1.1.2011 from 1.2% to 2%. 

7.28.5.4 The Chairman was awarded an additional bonus in the case of extension of the 
association with him (Extension Bonus) to the sum of 3.6 million Euros, of which 
1,200,000 Euro as paid on 10.1.2011 and 300,000 Euro will be paid on the last day of 
each calendar quarter between 1.1.2012 and 31.12.2013 as long as the service 
agreement is in force and subject to the aforementioned in section 7.28.5.2 a 

7.28.6 On 19.12.2010 and agreement was signed between the Chairman and GTC Real Estate 
Holdings B.V, the holding company for GTC Poland shares, according to which, in the 
event that the Chairman assist in the sale of GTC Poland shares to a third party, he 
would be entitled to 0.75% of ___ thousand Euros., following the sale of 16% of GTC 
Poland shares. 

7.28.7 Special provisions in the Articles of Association. 

 Pursuant to the articles of Association of GTC Poland, the members of the supervisory 
board of GTC Poland will be appointed by the shareholders at the shareholders meeting, 
for a period of three years. The number of members of the supervisory board will be 
between 5 and 20 and they will be appointed by the shareholders in accordance with a 
key that was determined and which is derived from the rate of holdings of the 
shareholders in GTC Poland whereas each shareholder who holds more than 5% of the 
share capital of GTC Poland is entitled to appoint one supervisory member of the board. 
For additional holdings, the shareholder is entitled to appoint additional members of the 
board according to the key of one member to every 5% held.    In addition to the 
members of the supervisory board as stated above, one additional member will be 
appointed (who is deemed an independent director), whose appointment is subject to the 
compliance of that member of the supervisory board meeting with the conditions 
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specified in the Articles by the general meeting of GTC Poland. In the event of a tied 
vote in the supervisory board the chairman of the supervisory board will cast the 
deciding vote. At the date of the report, Alroi is serving as chairman of the supervisory 
board. As of the date of the report, seven directors are serving on the supervisory board 
of GTC Poland, of whom five were appointed by GTC RE. 

7.28.8 GTC China and its subsidiaries 

7.28.9 In December 2005 GTC China entered into a purchase agreement, a joint venture 
agreement, a shareholder agreement and a loan agreement with companies of the Lucky 
Hope Group (“Lucky Hope”) regarding the first venture that the companies jointly 
constructed in the city of Shenyang ("The first Agreement")   According to the First 
Agreement, the parties are partners to a joint venture for the construction and 
development of a residential and commercial real estate project at the suburbs or the 
city of Shenyang. In the First Agreement, all the arrangements between the parties were 
determined regarding the management of their joint project: Arrangements regarding 
the joint management of the Company (including the right to own the Company's 
stamp), the identity of the Company's CPA, arrangements regarding the distribution of 
dividends, appointment of the Chairman of the Board and the legal representative of the 
Company etc. Inter alia, in the agreement it was determined that the Board of Directors 
of the project's company would appoint six directors, half to be appointed by GTC 
China and half by Lucky Hope. The conditions arranged in the First Agreement applies 
to all the other projects it develops across China together with Lucky Hope, and with 
respect to all the real estate properties it purchased for the development of additional 
projects, together with Lucky Hope (it is clarified that there are projects in China which 
GTC China is not building together with Lucky Hope). It was stipulated that the board 
of directors of each project company will appoint six directors, half of whom would be 
appointed by GTC China and half by Lucky Hope. . By the date of this report, six joint 
ventures have been established, which manage real estate projects at various stages in 
six cities in China. Most of the project's companies are held in equal shares by the 
parties (50% each)  

7.28.10 Kardan Real Estate 

7.28.11 Migdal agreement: In February 2008, Kardan Real Estate entered into an agreement 
with Migdal Insurance Company Ltd. and with New Makefet Pension and Provident 
Fund Management Ltd. ("Migdal") for sale of 50% of Kardan Real Estate's interest in 
all areas constructed and to be constructed in Kardan House in Tel Aviv ("the 
project"), for consideration of NIS 119,208 plus VAT and linkage to CPI, subject to 
adjustment with respect to yield from this property. Through the reported period, 
Migdal has paid Kardan Real Estate NIS 16,700 thousand out of the total consideration, 
and a further NIS 1,200 thousand is held in trust as of the report date, pending 
compliance with the suspensive conditions set forth in the agreement, including 
recording of some leasing rights in Migdal's name. These amounts constitute 15% of the 
total consideration. It was agreed that the balance of the consideration would be payable 
by Migdal upon completion of construction of Kardan House (stage II) and leasing of 
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the constructed area. Kardan Real Estate and Migdal also signed a cooperation 
agreement to set up a joint venture for joint management of the project. 

7.28.12 Tahal agreement: In 2010, Kardan Real Estate entered into an agreement with Tahal 
Ltd., an investee of Tahal Consultants Engineers Ltd. (which is a wholly-owned 
subsidiary of Kardan NV) ("Tahal"), for acquiring Tahal's leasing rights to a building 
on Even Gvirol Street in Tel Aviv, which as of the report date serves as Tahal's office 
(in this section: "the property") and a concurrent agreement whereby Tahal would 
lease an area of 5,500 m2 and parking spaces in Kardan House (stage 2), to which Tahal 
would relocate its offices. Pursuant to this agreement, Kardan Real Estate would take 
possession of the property and would reconstruct or completely refurbish all constructed 
area of the property, after meeting the suspensive conditions for this agreement (that 
have not yet been carried out at the time of this financial statement); the units to be 
constructed as part of this transaction would be marketed and sold by Kardan Real 
Estate and Tahal would be eligible to receive 50% of consideration received from these 
sold units, less certain amounts as set forth in the agreement. 

7.28.13 The allocation agreement: In February 2010, Kardan Israel and Kardan Real Estate 
entered into agreement with multiple institutional investors of Clal Insurance Company 
Ltd. group ("Clal"), whereby Kardan Real Estate allocated to Clal Insurance shares 
constituting 15% of Kardan Real Estate's issued share capital for investment of NIS 
60,000 thousand in share capital of Kardan Real Estate, reflecting a valuation of NIS 
400,000 thousand (after investment) for Kardan Real Estate. Pursuant to terms of the 
agreement, Kardan Real Estate allocated in June 2010 additional ordinary shares to Clal 
Insurance, which upon allocation constituted 2.17% of Kardan Real Estate's issued 
share capital ("the additional allocation"). In total, Clal Insurance was allocated under 
the agreement 17.17% of Kardan Real Estate's issued share capital. The agreement 
includes a contingent commitment by Kardan Real Estate to indemnify with respect to 
breach or representations made in the agreement, as well as commitment to guarantee 
Kardan Real Estate's obligations under the agreement and a contingent commitment by 
Kardan Israel to indemnify Kardan Real Estate with respect to causes pre-dating the 
allocation date. Note that in August 2010, in resolution of disputes between the parties, 
Kardan Israel transferred to Clal Insurance Kardan Real Estate shares which at that time 
constituted 0.15% of Kardan Real Estate's issued share capital. 

7.29 Legal Proceedings 

7.29.1 For details regarding material legal proceedings see note 33(c) of the Financial 
Statements. 

7.30 Objectives and business strategy  

7.30.1 The GTC Group - General 

 The business and administrative strategy of the GTC Group is based upon principles the 
main ones are specified below: 

7.30.1.1 Activity in emerging markets. 
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7.30.1.2 Gradual expansion into new markets. 

7.30.1.3 The establishment of a local company in every country in which the GTC Group 
operates. 

7.30.1.4 Focus primarily on large projects in central areas (Prime Locations) in major cities 

7.30.1.5 Construction of projects in stages. 

7.30.1.6 Partnerships – mainly with sellers of land, local real estate partners, international 
financing entities, and strategic entities. 

7.30.1.7 Cultivation of senior management at the GTC Group. 

7.30.2 Operations in Central-Eastern Europe – 

7.30.2.1  GTC Poland shall continue to develop projects in 2011 which are at various stages of 
development in Central-Eastern Europe. GTC Poland will examine opportunities to 
enter additional countries in Central-Eastern Europe. GTC Poland and its subsidiaries 
will continue to explore opportunities to dispose of income-producing projects, where 
market conditions for the disposal thereof are attractive. 

7.30.2.2 Following the global economic crisis, which started on 2008, the business and the 
Company’s development plans. During 2010 a change of positive trend was visible in 
the markets in which the company operates Notwithstanding, taking a conservative 
stand regarding the purchase of  new real estate and examining the indications for 
definite success of the project before beginning construction, have remained the central 
guideline of the investment policy of the GTC Group. 

7.30.3 Operations in China – in the last few years the GTC Group has acquired substantial 
building rights and considers the development and promotion of these projects to be a 
central objective. The continued acquisition of building rights for integrating 
commercial projects and residential projects, as well as building rights in the residential 
sector in second and third tier cities will also be examined. GTC China's strategic goal 
for the upcoming 3-5 years is the construction and operation of ten commercial centers, 
five of which are currently in various stages of construction. GTC China’s assessment is 
that the next stage in the development real estate sector in China will be the secondary 
investment property market in the Second Tier and Third Tier cities, and this in the 
wake of legislative changes in China, to encourage investments in income-generating 
real estate, among others, by institutional investors. 

7.30.4 Operations in Western Europe – Since GTC Holding’s management regards the 
company’s main business strategy and objectives as a real estate developer in 
developing areas, GTC Holding does not plan to allocate significant resources to other 
areas in the near future, including investment in income-producing property in Western 
Europe and will act to reduce its investments in Western Europe.  
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7.30.5 Activity in Israel  

7.30.5.1  Kardan Real Estate intends to position Kardan Real Estate as a leading company in the 
field of residential construction by implementing, planning and marketing projects 
efficiently while providing quality service to its customers:    

7.30.5.2 In the residential construction segment, Kardan Real Estate intends to continue 
developing the existing properties in respect of which it entered into development 
agreements and to expand its operations, locating potential land plots for the 
development of residential real estate, on its own and together with partners. In 
addition, Kardan Real Estate plans to continue trying to seek out opportunities for 
acquiring companies with land reserves – all of the above, while making a thorough and 
meticulous examination of the economic situation and taking into account the economic 
implications and trends in demand. Project construction is expected to be carried out in 
stages, in order to reduce the unsold inventory of residential apartments and adjust it to 
the trends in demand. 

7.30.5.3 In the income-producing properties segment, Kardan Real Estate intends to continue 
locating land plots for the construction of properties for sale/rental, simultaneously 
continuing to improve and manage the properties held by it today, while making a 
thorough and meticulous examination of the economic situation and taking into account 
the economic implications and trends in demand. Kardan Real Estate's policy does not 
require holding income-producing properties only, and it sells areas from the properties 
as opportunities arise and based on the level of demand. 

The aforementioned assessments regarding the forecast of developments in the 
coming year are forward-looking information, as defined in the Securities Act, 
based on macro economic data relevant to each geographical region in which the 
Company is active, the management’s experience and the condition of the local and 
global market. The aforementioned assessments might not be realized in their 
entirety or in part, or might be realized in a different, including significantly 
different manner than expected, due inter alia, to the unsuccessful rezoning of land 
, both in the Field of Income-Producing Property and residential construction and 
changes in the condition of the market and changes in the demand for office, 
commercial and residential space, regulatory changes and/or the realization of all 
or some of the risk factors detailed in Section 7.31 of this part. 

7.31 Discussion of risk factors 

The following factors could have an impact on the business results of the GTC Group 
and Kardan Real Estate: 

(1) Macro risks 

7.31.1 Global economic crisis - During 2008 there was a significant deterioration in the 
Global financial markets, which continued in the first half of 2009, causing a global 
economic crisis. As of the date of the report, it is not clear whether the direct economic 
effects of the previously mentioned crisis have run their course, but it is thought that the 
worst of the global economic crisis has passed. Accordingly during 2010, a positive 
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trend was seen in the majority of the markets in which the company operates. For 
additional details on the global economic crisis, see Section 6.1 of this part. The 
repercussions of the global economic crisis on the GTC Group include, among others, a 
reduction in financing resources, difficulty to refinance existing projects, an increase in 
financing expenses, waning demand and a decline in rental prices. Kardan Real Estate is 
affected and could also be affected in the future by these developments, including by 
way of a reduction in financing resources, difficulty to obtain bank loans, diminished 
ability to refinance projects, an increase in financing expenses, lesser demand by 
customers, a drop in prices and erosion of financial strength of buyers, tenants and 
subcontractors. Further tightening of credit provision policies of financing 
establishments, an increase in financing costs and a decline in household revenues and 
in the economic activity of the business sector could affect Kardan Real Estate's 
revenues and financial liabilities and hurt its financial results.  

7.31.2 Risks stemming from activity in developing countries – The GTC Group is active in 
emerging real estate markets both in Central-Eastern Europe and in China. Therefore, it 
is exposed to risks stemming from business activity in developing countries (including 
geopolitical and military risks, and local economy risks). It should be noted that some of 
the aforementioned countries are not part of the European Union67. The political and 
security instability in the countries where the GTC Group is active (including the 
nationalization of assets by authorities) may influence the markets in those countries 
and as a result negatively affect the activity of the GTC Group and its operating results. 
GTC Holding continues to direct managerial and financial resources to investment in 
Central-Eastern Europe and China following the economic growth in this region over 
recent years and in the expectation that this trend will continue to decrease the general 
and economical gaps between Eastern Europe and Western Europe, as well as to 
investments in China which has experienced accelerated growth in recent years; 
Changes in these trends in Central-eastern Europe and China may negatively affect the 
activity of the GTC Group. 

 It is to be noted that Israel's political and security situation has a direct impact on the 
real estate sector, reflected in a decrease in demand for housing units and increase in 
construction costs. The security situation could cause a shortage in raw materials and a 
temporary shortage in manpower due to frequent call-up of the military reserve forces 
without advance warning. In light of the above, changes and/or deterioration in Israel's 
security situation could cause a decrease in profit and in demand in the sector in Israel. 

7.31.3 Fluctuations in interest rates, in foreign currency exchange rates and in price 
index – the stipulations of financing agreements of some of the companies that operate 
in the area of activity and the structure of their expenses and profits, cause substantial 
changes in the banks' interest rates, in the exchange rates and in the local price index, 
which are liable to affect costs and profits of the companies that operate in the area of 
activity and their financial obligation. 

                                                 
67    Among the eastern European countries with which the GTC Group is involved as of the date of the report, 

Serbia, Croatia, Russia and the Ukraine do not belong to the European Union. 
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7.31.4 Fluctuations in demand – Fluctuations in demand due to a decrease in the growth rate 
of households, fluctuations in interest, fluctuations in the exchange rate, changes in the 
terms of bank mortgages, as well as expectations for changes in housing prices and in 
the return on housing prices, are liable to negatively impact activity of the companies 
that operate in the sector. 

Sectoral risks  

7.31.5 Exposure to fluctuations in supply and demand on the real estate market –The 
companies that operate in the area of activity are exposed to fluctuation and changes in 
supply and demand in real estate markets in the countries where they operate, which 
may negatively affect occupancy rates in the properties, rental prices, the possibility of 
disposing of these properties, and the demand for and prices of residential apartments. 
Similarly, the demand for office and commercial space may decrease as a result of the 
increase in the supply of space and as a result of heightened competition for prime 
lessees (international retail companies and chains with financial stability). In light of the 
foregoing changes in the rate of return, on the basis of which income property in the 
regions in which the companies operate is evaluated, are liable to affect their operating 
results, following the revaluation of income property owned by the companies and the 
revaluation of their liabilities. 

7.31.6 Mortgage market for housing in Central-Eastern Europe is undeveloped – The 
mortgage market for housing is not sufficiently developed in the markets where the 
GTC Group is active. Difficulty in receiving loans at comfortable conditions for buying 
apartments may affect the demand for residential units in the projects developed by the 
GTC Group. 

7.31.7 Increased competition in the real estate sector – The entry of investors and real estate 
companies into the areas of activity could affect real estate competition in these areas 
the companies operate in the area of activity and, as a result, affect their results. 

7.31.8 Environment – The activity in the area is subject to regulations, limitations, and 
conditions related to the environment in the various countries. The companies that 
operate in the area examine the property acquired from an environmental point of view, 
however this assessment does not ensure the identification of all the potential risks in 
the area as well as possible changes in the applicable policies and laws (especially in 
light of potential entry of Central-Eastern European countries into the European Union). 
This may incur unforeseen debts on the company as a result of these risks, such as 
limitations on or loss of ability to develop part of their properties. 

7.31.9 Financial stability of tenants – The value of real estate held by the companies that 
operate in the area (especially in the area of commercial centers and offices) may 
depend upon the credit and financial stability of the tenants. If a significant number of 
tenants are unable to fulfill their obligations or if the companies that operate in the area 
are unable to collect rental fees from the tenants, this may adversely affect their 
revenues and their available capital. In the event of failure to pay by tenants, the 
companies may experience delays in enforcing their rights as landlords, and they may 
incur considerable expenses in protecting their investments. 
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7.31.10 Impact of the fair value of the GTC Group’s properties on the financial statements 
– In the consolidated financial statements of GTC Holding, the investment in properties 
are displayed initially as cost, including transaction costs, and subsequently when the 
project reaches the development and advanced rental stage and meets the criteria of 
investment property, these investments are presented at fair value. The fair value is 
determined once a quarter, while in the second and fourth quarters this value is 
determined by independent real estate appraisers in accordance with recognized 
valuation techniques (future cash flows and acceptable discount rates for these 
properties). In some cases the fair values are determined based on recent real estate 
transactions with similar characteristics and location. Fair value is based on independent 
appraisal values. Independent appraisal values are however subject to judgments, 
estimates and assumptions and are not certain since property valuations are based on 
market conditions, including forward looking data as estimated, in effect as of the 
balance sheet date and do not take into account future changes in market conditions. In 
addition to the independent annual valuations, the management of the GTC Group 
adjusts the fair value of the assets in the first and third quarters based on market data 
that is received, among others, from external evaluators and for as long as the GTC 
management estimates that there is a need to perform an updated valuation. These 
adjustments constitute management’s best estimate based upon developments in the 
markets. 

7.31.11 Undertakings with respect to properties under construction or to be built in the 
future – Obligations with respect to properties under construction, or which are to be 
constructed in the future, are subject to risks including: insolvency of a contractor; 
unanticipated delays in construction or other delays; construction costs not secured by 
rental income from the project; excess costs in one or more projects; failure of tenants to 
pay the rent in accordance with lease agreements and a decrease in rental prices and/or 
residential real estate prices. Any of these risks could have an adverse effect on the 
financial condition of the companies that operate in the area, their operating results or 
reputation. 

7.31.12 Regulatory changes – Changes in legal requirements and the setting of additional 
requirements could expose the companies operating in the area to unforeseen expenses 
and prolong the dates of completion of projects. 

7.31.13 Material changes in construction costs and in the building inputs 
prices – Material changes in the cost of construction and the building inputs prices are 
liable to affect the cost of construction of residential projects and income from the sale 
of apartments, and as a result, could affect the income of the companies that operate in 
the area. 

7.31.14 Availability and cost of financing sources – Exposure to effects arising from the 
decrease or restriction of banking credit extended to the real estate sector and tougher 
financing conditions reflected, inter alia, in equity, amount of collateral required for 
entry into new projects and financing costs, could expose the companies that operate in 
the area to difficulties in the execution and completion of projects. 
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7.31.15 Availability of lands – Their entry into new projects depends, inter alia, on the location 
of potential land and the policy of the governments and relevant regulators of the 
various countries where the companies operate in the area. 

7.31.16 Financial strength of customers and suppliers – in light of the fact that a significant 
part of their income is dependent on residential apartment buyers and/or lessees with 
whom they contract, the companies that operate in this field are exposed to risk due to 
deterioration in the financial strength of buyers and lessees, which could have an 
adverse effect on its financial results.  

 In addition, a deterioration in the financial strength of subcontractors (construction 
contractors), which are the main suppliers of the companies that operate in the area, is 
liable to adversely affect the results of the companies that operate in the area primarily 
in light of the additional costs involved in the replacement of a construction contractor 
before the completion of construction of the project. 

7.31.17 Administrative delays by authorities – Delays in issuing building permits and 
occupancy approvals stemming protracted proceedings of the authorities in projects of 
companies that operate in the area, could impair their business results. 

7.31.18 Failure to comply with financial covenants and obligations pursuant to financing 
agreements of projects in the residential area – In the framework of agreements for 
financing projects that are executed by the companies that operate in the area (especially 
in the area of residential construction) , the bank financing the project is given 
supervisory and control powers with respect to compliance with timetables and other 
targets in connection with the project, as well as authority to intervene in the current 
management of the project where the project fails to conform to the business plans that 
were set. In case of non-compliance with the provisions of financing agreements, the 
bank may demand the immediate repayment of the loan, and it may use any collateral it 
was given in connection with the financing agreement. The exercise of these powers by 
the banks with which the companies that operate in the area are or will be connected, 
could adversely affect their financial results and ability to meet their obligations. 

7.31.19 Construction deficiencies – If construction deficiencies of a significant scope will be 
discovered in the projects of the companies that operate in the area, this could impair 
their financial results and their ability to meet their obligations. 

Unique risks 

7.31.20 Dependence on the condition of subsidiaries – The ability of GTC Holding and its 
investee companies to repay the loans it has taken and to take out additional loans in 
order to develop their business depends on the condition of the market and on the 
subsidiaries’ ability to generate cash flow, both by disposing of assets or by refinancing 
loans to the extent that allows them to repay debts, as well as the changes in the value of 
the companies and assets owned by them. 

7.31.21 The impact of the economic condition of countries where the companies that 
operate in the area operate and the condition of the income-producing property 
market on the leverage of their – In order to maximize the return on equity, the 
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companies that operate in the area rely on external funding for the purpose of 
developing its projects. In accordance with the loan agreements the companies are 
required to continue repaying their loans during periods in which there is a decrease in 
rental income, and as a result they are independent on the financial condition of the 
countries where they operate and the condition of the real estate market in those 
countries. Likewise, the high leverage exposes the GTC Group to higher financing 
expenses in the event of delayed completion and/or population of new projects, 
especially given the fact that in some of the financing agreements the companies that 
operate in the area are required to make additional payments to the lending bank in the 
event of a delay in the completion of the projects. In the event the companies that 
operate in the area will be unable to repay the interest and/or the principal of its loans, 
the lenders might sell the properties that were placed as collateral for repayment of the 
loans. In addition, some of the financing agreements of the GTC Group include meeting 
certain financial restrictions that limit the possibility to continuously manage the 
company, and the violation of these restrictions could cause the loans to become 
payable immediately. All of this may significantly adversely affect the companies' 
activities and their financial results. As of December 31, 2010 and as of the date of the 
report, the GTC Group is not in violation of any of its obligations to the banks. 

7.31.22 Dependence on the interpretation and implementation of tax laws – The calculation 
of tax obligations of the GTC Group is dependent on the interpretation and 
implementation of various tax laws and agreements. The GTC Group performs 
transactions in different countries, mainly via local companies in which it invests. 
Accordingly, the business activity of the GTC Group is subject to the taxation laws in 
the various companies and the calculation of the GTC Group’s tax obligations involves 
the interpretation and implementation of tax laws and treaties of different countries. The 
GTC Group calculated its tax obligation based upon its understanding of the laws and 
agreements. Nonetheless, the tax authorities may interpret or implement relevant laws 
and agreements in a manner that deems the GTC Group responsible for additional tax 
obligations. 

7.31.23 Changes in the exchange rates of various currencies in which the business 
operations of the GTC Group is conducted – Changes in the exchange rate for 
different currencies in which the GTC Group’s operations are conducted may affect the 
financial condition of the GTC Group. The business operations of the GTC Group are 
carried out in several currencies. In certain cases the GTC Group enters into hedge 
transactions in order to reduce the effect of changes in exchange rates on its results. 
Nonetheless, changes in the exchange rates of the different currencies in which the GTC 
Group’s business is conducted may influence the financial condition of the GTC Group 
and its operating results, as well as the market value of GTC Poland. 

7.31.24 Impairment in the market value of GTC Poland – Impairment in the market value of 
GTC Poland as a result of declines in the stock market in Poland which may lead to a 
decrease of the value of collateral provided to lending banks. 

7.31.25 Dependence on key staff members – The activity of the GTC Group is managed by a 
small highly skilled managerial staff with experience in the markets in which the GTC 
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Group is active. Accordingly, the GTC Group is dependent on services provided by a 
limited number of directors and advisors. Despite the fact that the GTC Group has 
adopted a policy of remuneration based upon incentives that are intended to limit the 
departure of managers, the resignation of executives may negatively affect the GTC 
Group and its operating results. In addition, in Central-Eastern European countries and 
elsewhere, there is a shortage of experienced directors. It may therefore be difficult for 
the GTC Group to recruit appropriate directors, both for the purpose of expanding its 
activity and replacing managers that may resign. 

7.31.26 Significant government involvement in China – In its activity in China, the GTC 
Group is exposed to a market where the government is highly active in the economy in 
general, and in the real estate market in particular. This exposure also includes the risks 
of changes in legislation and in laws regulating the activity in the real estate sector, 
including risks resulting from amendments made to regulations, such as, among others, 
encouraging investments in certain regions in China and regulations regarding the 
activity of foreign investment companies and others. In addition, the activity involves a 
high degree of bureaucracy and it is necessary to receive many permits over the course 
of the business activity. 

7.31.27 Limited ability to secure credit for construction in China – The ability to secure 
credit for construction in China is limited. 

7.31.28 Availability of workforce in Israel – A lack of workforce which is impacted by the 
government's policy of allocation in the case of foreign workers and which is impacted 
by the security situation in Israel, in the case of Palestinian workers, is liable to cause an 
increase in salaries and increase the period of time for the completion of projects. This 
can also adversely affect the activities and results of the Kardan Real Estate Group. 
Likewise, difficulties in attaining skilled workers in the area of construction exist. 

7.31.29 Acquisition groups in Israel – The increase in activity of acquisition groups in the area 
of residential construction in Israel is liable to increase competition in this area, to lead 
to price rise of land available for construction and to increase competition of potential 
house buyers thereby impacting the financial results of Kardan Real Estate. 

7.31.30 The table below rates the aforesaid risk factors according to degree of impact on GTC 
Group's business, by type of risks:  



 

109 

Degree of impact of the Risk Factor on the 
business activity in the area 

 

Risk factor 

High 
impact 

Medium 
impact 

Small impact 

Macro risks 

Crisis in the global economy  X  

Risks arising from activity in developing 
countries 

 X 
 

Changes in interest and exchange rates, and 
price index 

 X 
 

Changes in demand X   

Sectoral risks 

Exposure to fluctuations in supply and 
demand on the real estate market 

X   

Mortgage market for housing in Central-
Eastern Europe is undeveloped 

 X  

Not developed    

Increased competition in the real estate sector  X  

The environment   X 

Financial stability tenants  X  

Impact of the fair value of the GTC Group’s 
properties on the financial statements 

 X  

Financial statements    

Undertakings with respect to properties under 
construction or to be built in the future 

 X  

Regulatory changes X   

Significant changes in construction costs and 
prices of construction input 

 X  

Availability of financing resources and their 
costs 

X   

Land availability  X  

Financial strength of customers and suppliers  X  

Management delays by authorities   X 

Non-compliance with financial covenants and 
obligations of financing agreements for 
residential projects  

 X  

Construction defects   X 

Unique Risks  

Dependence on the condition of subsidiaries  X  

The effect of the economic condition of 
countries where the companies that operate in 
the area operate and the condition of income-
producing property market on their   leverage  

X  

 

Dependence on the interpretation and 

implementation of tax laws 
 X 
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Degree of impact of the Risk Factor on the 
business activity in the area 

 

Risk factor 

High 
impact 

Medium 
impact 

Small impact 

Changes in the exchange rates of the various 
currencies in which the  business operations 
of the GTC Group are conducted 

 X 

 

Impairment in the market value of GTC Poland  X  

Dependence on key staff members  X  

Significant government involvement in China X   

Limited ability to secure credit for construction 
in China 

 X 
 

Workforce availability in Israel    

Acquirement groups in Israel    
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8. Description of the Financial Services Segments - the Banking and Retail Credit Segment 
and the Insurance and Pension Segment  

8.1. General 

The financial activity of Kardan NV is carried out and coordinated under the KFS Group.  
KFS is a private company incorporated in the Netherlands, which is engaged in the provision 
of financial services in Central and Eastern Europe and in the countries of the former Soviet 
Union, through subsidiaries. As of the date of the Report, Kardan NV holds 99.97% of the 
issued share capital of KFS. 

In March 2009 Kardan NV and Bank Discount entered into an agreement, in the framework 
of which Kardan NV purchased all of Bank Discounts holdings of KFS shares which 
constitute 11% of the share capital for an amount of 38.5 million Euros, of which 30 million 
Euros which was paid at the time of signing the agreement and the total of 8.5 million Euros 
(without interest) shall be paid at the end of seven years from the date of the completion of the 
transaction. The transaction reflected a value of 350 million Euros for KFS, following the 
transaction. In addition, Bank Discount was granted an option to purchase shares of up to 5% 
of the share capital of KFS, and this for a period of six years beginning from the date of the 
agreement. The exercise price of the abovementioned options will be set according to a KFS 
value of 386 million Euros plus an increment of 5% per year which will accumulate from the 
third year after signing the agreement (subject to the adjustments stipulated in the agreement). 
For further details see illustration 26 in the financial statements of Kardan NV as of 
December 31, 2010.    

The activity of Kardan NV in the finance sector is comprised of two operating segments that 
are presented as business segments in the financial statements of Kardan NV, as follows: 

8.1.1. The financial services - banking, retail credit, leasing (finance and operating) and mortgage 
segment (“the banking and retail credit segment”)68: the activity is carried out by the TBIF 

Group, a holding company that operates in the banking and retail credit sector in Central and 

Eastern Europe and in the countries of the former Soviet Union. As of the date of the Report, 

KFS holds approximately 90.6% of the issued capital of TBIF69. Kardan NV fully consolidates 
the financial statements of KFS and KFS fully consolidates the financial statements of TBIF 
as at December 31, 2010. 

                                                 
68  TBIF is also engaged in property management in Bulgaria. As part of this activity, TBIF had provided services to the 

pension funds of the TBIH Group and to outside parties, including property management for individuals, management 
of mutual funds and brokerage. During the fourth quarter of 2010 TBIH entered an agreement for the sale of the 
aforesaid property management activity to VIG which as at the date of this report has not yet been completed. This 
activity was immaterial in 2010, therefore it is not described in this report. 

69  A company owned by a TBIF manager which holds approximately 9.4% of the issued capital of TBIF. For further 
details, see Section 8.5.9.1 below. 



 

112 

8.1.2. The financial services - insurance and pension segment (“the insurance and pension 
segment”): this activity is carried out by the TBIH Group, a Dutch holding company that 
operates in the insurance and business sector in Central and Eastern Europe, in countries of 
the former Soviet Union and in Turkey. On November 28, 2010, KFS completed a transaction 
in which KFS sold all its holdings in the issued share capital of TBIH (40%). For further 
details regarding this sale transaction see Section 8.30.1 below. Kardan NV fully consolidates 
the financial statements of KFS and KFS fully consolidates the financial statements of TBIF. 
Until the second quarter of 2010, KFS had proportionately consolidated the financial 
statements of TBIH. Following an amendment to the shareholders agreement in TBIH 
according to which the joint holdings in TBIH has been cancelled and KFS and Kardan NV 
have respectively ceased to consolidate the results of TBIH of their financial statements 
according to the proportionate consolidation method and from that date forward TBIH was 
displayed in the financial statements of KFS according to the equity method. Following the 
completion of the sale of TBIH as aforesaid, TBIH is no longer consolidated in the financial 
statements of KFS as of December 31, 2010. 
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8.1.3. Presented below is the structure of the principal holdings of KFS in subsidiaries and associated 
companies as of the date of the Report:*  

 

 

  

 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

8.2. Banking and Retail Credit Operating Segment 

8.2.1. Operating Segment Structure and the changes incorporated therein 

The activity of KFS in the banking and retail credit segment is managed under the TBIF 
Group. TBIF is a holding company that is engaged in financial services that comprise 
banking, retail credit, leasing (finance and operating) and mortgages (the volume of which is 
immaterial to TBIH).  

Banking – TBIF operates in the banking sector in Russia through Sovcom Bank, a regional 
Russian bank, and during 2010 through VAB Bank in the Ukraine. The banking activity in 
Russia consists mainly of retail credit (characterized by providing low volume loans), leasing 
(finance and operating) as well as the granting of mortgages through Sovcom Bank, while in 
Bulgaria the mortgage activity is carried out through a separate mortgage company in 

* All of the companies appearing in the chart are subsidiaries and associated companies of KFS and TBIF. 
* For details regarding the sale of TBIF holdings in VAB Bank and VAB Leasing see section 8.14.3 hereunder.   
**  As at the date of selling of TBIH on 28 November, 2010.  For details regarding the sale of KFS holdings in TBIH 

see section 8.30.1 hereunder. 

KARDAN FINANCIAL SERVICES B.V.** 

TBIF FINANCIAL 
SERVICES B.V.
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volumes that are immaterial to TBIH. The banking operations in Ukraine also included retail 
credit activity carried out through VAB Bank. In the beginning of 2011 all TBIF holdings in –
VAB Bank were sold to third parties. In addition, during 2010 a part of the TBIF holdings in 
Sovcom Bank were sold. For details regarding the partial sale of TBIH holdings in Sovcom 
Bank during 2010 and also with regard to the sale of all of TBIH holdings in VAB Bank in 
January 2011, see Sections 8.14.2 and _8.14.3 below. 

Retail Credit - Within the framework of the retail credit activity, TBIF extends loans at low 
volumes and for short periods to individuals for the purchase of electrical appliances and 
furniture. The retail credit activity in Romania and Bulgaria is carried out through subsidiaries 
of TBIF under the brand name Credit TBI. The retail credit activity in Russia and Ukraine is 
part of the banking activity that is carried out through Sovcom Bank and VAB Bank.  

Leasing (finance and operating) - Within the framework of the finance leasing activity, 
TBIF extends loans for the purchase of vehicles and equipment. The finance leasing activity 
in Russia is part of the banking activity and is carried out through subsidiaries that are owned 
by Sovcom Bank, in the Ukraine this activity was executed in 2010 through VAB Leasing (a 
subsidiary of TBIF), and in Romania and Bulgaria through subsidiaries of TBIF under the 
brand name TBI Leasing. For details regarding the sale of TBIF entire holdings in VAB Bank 
in January 2011, see Section 8.14.30 below. Within the framework of the operating leasing 
activity in Ukraine TBIF is active in providing leasing services and supplying cars. The 
activity in this segment in Ukraine is carried out through VIP Enterprise Rent Foreign (“VIP”) 
under the brand name of AVIS in Ukraine. 

The operations of the TBIF Group in the banking and retail credit segment are carried out in 
countries where the financial services sector has enjoyed rapid growth in recent years until the 
emerging of the global economic crisis (as detailed below). In the years prior to the crisis in 
the global economy, the countries in which the TBIF Group operates had been characterized 
by changes in legislation towards legislation that is in line with European-Western standards, 
this for the purpose of facilitating the future integration of these countries with Western 
Europe, privatization processes and reforms in the capital markets. This trend as well as other 
trends that had characterized the years prior to the emergence of the crisis (ongoing increase 
in GNP, increase in outside investments and growing revenues) contributed to the 
development of market economies and served as fertile ground for private investments, 
including in sectors within the financial services industry.  

In the trail of the crisis in the global economy, these trends no longer characterized the recent 
period and Kardan NV believes that the processes described above have not yet been fully 
exhausted and will continue to characterize the markets in which KFS operates after the 
markets stabilize in the future. Additionally, the markets in Eastern Europe and countries of 
the former Soviet Union possess significant potential in view of the low level of penetration 
of the products and the low disposable income per capita which are expected to gradually 
meet the forecasted levels in developed countries. The aforesaid effects of the global 
economic crisis have been detrimental to said potential in the short term. The KFS Group 
believes that in the medium-long term, the rates of penetration of the financial products will 
grow as a result of renewed macro-economic development of the markets, an increase in 
disposable income and a change in the consumer culture. It should be noted that these trends 
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are already observed in Russia.70 

8.2.1.1. During 2008, there was a significant worsening in the global financial markets and this 
continued thereafter, causing a real economic crisis throughout the world. Presented below is 
an overview of the effects of the economic crisis in the countries in which TBIF operates as 
at the date of the report: 

(a) Russia - As of the second quarter of 2009, the Russian economy had started showing 
signs of recovery and emergence from the economic crisis, and in 2010 the Russian 
economy grew by 3.7%. Additionally, during 2010 unemployment in Russia started to 
decrease, and an increase in the rate of personal consumption.  The effect of the said 
changes is also apparent in an increase of loans extended by banking entities.  TBIF 
management believes, based on external sources71, that the growth is expected to continue 
in 2011 due to the ongoing increase in local demands and the ongoing growth in the 
industrial sector.  

(b) Ukraine - In the second half of 2009, the Ukraine has recorded negative growth of 14%, 
was subjected to the lowering of the credit rating and experienced a decrease of close to 
5% in the value of the local currency in relation to the Dollar. In view of the state of the 
economy of the Ukraine, the International Monetary Fund has approved and provided an 
emergency assistance package for the Ukraine. In 2010 the Ukraine economy grew by 
4%.  This growth expresses a certain relief for Ukraine from the economic crisis it was in. 
Nevertheless, it should be mentioned that during the second half of 2010 signs of an 
economic slowdown in Ukraine economy were again observed, whereas the increase in 
the disposable income per capita contributed to a degree to an economic growth however 
at the same time there was a slowdown in exports.      

(c) Romania - In 2010, as a continuation to the trend that began in 2009, Romania’s 
economy marked a negative growth of 2%.  This resulted, among other, from the high 
unemployment rates and low local demands.  The International Monetary Fund has made 
assistance available to Romania already in 2009.  According to publications of the 
International Monetary Fund a certain improvement in the position of Romania’s 
economy is expected in 2011, although the rate of such an improvement may possibly be 
slow.  

(d) Bulgaria - During 2009 Bulgaria suffered from an economic slowdown and from 
negative growth rates especially as a result of the increase in the rate of unemployment in 
Bulgaria and the stagnation in the real estate segment.  During 2010 the Bulgarian 
economy did not grow as a result of its difficulties to overcome the economic crisis, 

                                                 
70  The KFS Group management’s assessments with regard to the market potential in the KFS activity countries, 

exhaustion of the growth processes in these markets, the future rate of penetration of the finance products, is a 
forward looking information, as defined in the Securities Law, which may not be realized, in whole or in part, or 
may be realized other than expected, even materially so, including as a result of the direct and/or indirect 
implications of the global economic crisis, the lack of increase in the disposable income and lack of change in the 
consumer culture and/or their realization of all or part of the risk factors detailed in Section 8.19 below.  

71  The source of information with regard to Russia is as follows: Goldman Sachs, BRICs monthly February 2011; 
Economist Intelligence Unit, Latest economic developments for Russia; Cushman & Wakefield, Russia Economic 
Snapshot; KBC, Emerging Europe Outlook; IMF, World Economic Outlook update, January 2011  
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influenced by the increase rate of inflation and the consumers’ low sense of security. The 
increase in exports was insufficient to compensate for the decline in consumption.  The 
forecast for 2011 is that the Bulgarian economy will grow by 3%-4%72. 

 The effects of the economic crisis on the various countries in which TBIH operates are 
reflected in a number of ways, including difficulties in obtaining renewed financing and a 
decline in demands for credit especially in Ukraine, Romania and Bulgaria; a 
deterioration in the financial position of companies and individuals that is reflected in a 
reduced extension of loans and an increase in the non-repayment of bank loans in some of 
the activity countries. For additional details see Section 8.19 below.  

8.2.1.2.  Presented below are principal macro-economic indicators of countries in which the TBIF 
Group operates as of the date of the Report, with effect for 201073 

Russia Ukraine RomaniaBulgaria 
2,100 294.3 256.3 90.4 GNP (billions of dollars)74  
(7.9) (14.1) (6.9) (4.9) Growth in GNP - (%) 

15,200 6,400 11,500 12,600 GNP per capita (in dollars) -  
11.9 16.5 5.0 1.6 Rate of inflation (%)  

140.0 45.7 22.2 7.2 Population (in millions) 
8.9 4.8 7.6 9.1 Average rate of unemployment (%) 
     

8.2.2. Restrictions, legislation, standardization and special constraints  

TBIF’s activity in the banking and off-bank financing sectors is subject to highly extensive 
regulation in the various countries where TBIF is active although the scope of the regulation 
and the extent of influence of the regulators have not yet reached the level that is customary in 
the West. For further details regarding the restrictions and control applicable to this sector, see 
Section 8.13 below. 

8.2.3. Changes in the scope of activity in the sector and in its profitability 

Subsequent to the crisis in the global economy described in Section 8.2.1.1 above, the 
activities of TBIF Group started to slowdown from the fourth quarter of 2008. The said 
slowdown was apparent in the material erosion in profit and the transition to loss in some of 
the company’s active in the various countries, especially in Ukraine and to a lesser degree in 
Russia, Romania and Bulgaria.  2009 ended in a loss; however in the second half of 2009 
TBIF’s activity in Russia had already regained profitability. A trend that gained momentum 

                                                 
72  The source of information with regard to Bulgaria is as follows: Bulgarian Industrial Association, news article 15 

December 2010; Economist Intelligence Unit, Latest economic developments for Bulgaria; IMF site 
73  [Source: CIA, World Fact Book from February 2010 The data and analysis presented in this section above are based of 

external data].  Kardan N.V. is not responsible for the quality or accuracy of the data presented in this section.  
Additionally, the information presented in this section above, including the references to the forecast and 
assessments with regard to the future position of these markets is forward looking information as described in 
the Securities Law, which is based on the assessments of Kardan NV’s management and on speculations that are 
prevalent in the market. The said assessments may not be realized, in whole or in part, or may be realized other 
than expected, even materially so, from the forecast, resulting from the economic recovery in the activity 
countries of TBIF that will be slower with regard to Western economies as a result of the political instability of 
countries TBIF is active in and/or the realization of all or part of the risk factors detailed in Section 8.19 below 

74 The GNP data are presented by the purchasing power parity method. 
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also during 2010. In terms of profitability before tax the Russian bank contributed a profit of 
41 million Euros in 2010 compared to a loss of 1.4 million Euros in 2009. Profitability in 
Russia during the second half of 2009 and in 2010 was, at the first stage, mainly the result of 
profit from investments in debentures, and at the second stage a return to profitability from 
the extension of loans, alongside an increase in the size and quality of the credit portfolio 

Profitability in the banking and retail credit activity sectors eroded due to a combination of 
two principal factors that lead to an increase in expenses and a decline in revenues, as 
follows: A decrease of close to 14% in revenues resulting mainly from a decline in the quality 
of the credit portfolio that in turn caused material expenses due to provision for doubtful debts 
as well as a decline in providing new loans and as a result a decrease in the scope of the profit 
generating portfolio. The erosion in the quality of the credit portfolio was primarily due to an 
increase in the rate of unemployment, a decline in the buying power of the local currency and 
the economic slowdown in the markets.  As of December 31, 2010, the credit portfolio of the 
TBIF Group companies was some 1.1 billion Euros, compared to some 1.0 billion Euros as at 
December 31, 2009. 75 The source of increase is from the credit portfolio of the Russian Bank.  
This increase was written-off from the decline in the scope of credit portfolio in the other 
activity countries, especially Ukraine. For additional details regarding changes in income and 
profit in 2008-2010 see section 8.4 below.  

8.2.4. Critical Success Factors  

The success factors in the banking and retail credit sector are: 

8.2.4.1. Early identification of the target countries at stages where the level of penetration of banking 
products and loans is low. 

8.2.4.2.  Establishment of a wide marketing network comprising branches, ATM’s and presence at the 
selling points of retail products (electrical appliances and furniture retail chains, shopping 
centers etc.). Additionally, the banking and retail credit branches will be located in the 
periphery rather than in major cities, in line with the demand for the services offered (loans in 
relatively small amounts) and away from the presence of major banks.   

8.2.4.3.  Maintenance of a proven loan underwriting (borrower review) system that enables the 
rejection of borrowers with a high level of risk. 

8.2.4.4. Obtaining financing sources at competitive prices that enable the growth of the loan portfolio 
and the increase of the credit margin. 

8.2.4.5.  Development of an effective customer services system that promptly responds to the needs of 
the customer. 

8.2.4.6.  Development of customer products that are customized for the customer. 

8.2.4.7.  Recruitment and retaining of professional management staff in the countries of operation. 

                                                 
75  The total credit portfolio of TBIF takes into consideration 100% of the TBIF subsidiaries’ credit portfolio disregarding 

the effect of the scope of holdings and including also the credit portfolio of the Ukrainian bank. 
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8.2.4.8.  Accumulated knowledge and experience of the local management of the TBIF Group 
companies.  

8.2.5. Principal Entry and Exit Barriers of the Activity Sector and Changes Therein 

8.2.5.1. Entry Barriers 

Banking - The ability to enter markets is limited to the number of licenses of the existing 
banks, since most of the countries minimize the allotment of new bank licenses. Similarly, an 
entry barrier exists resulting in the need to obtain sources of financing for the acquisition of 
banks, and ongoing financing sources must be obtained at competitive prices to facilitate the 
growth and liquidity of the bank. It should be mentioned that in view of the crisis in the global 
economy, the entry barrier that existed in the past relating to the high cost of the acquisition of 
a bank has been lifted to an extent, this being due to the reduction in prices that characterizes 
the markets. Nevertheless, the obtaining of financing sources for the continued support and 
growth of the banking activity will continue to pose an entry barrier in the future.  

Retail credit, finance leasing - The ability to obtain low-cost financing sources in large 
volumes and the ability to achieve a foothold with the retail chains, the stores and the 
importers of products. The achievement of cooperation with the retail chains is highly 
significant in the field of retail credit, as physical presence (stalls) at the selling points 
provides a competitive advantage that allows the granting of quick and convenient service. 

8.2.5.2. Exit Barriers 

Transferring the control of banking and retail credit activity is subject to the approval of the 
relevant supervisory authorities in the various countries in which TBIF operates and may, in 
certain instances, constitute a barrier for the potential buyer.  

8.2.6.  Substitutes for the Products of the Activity Sector and Changes Therein  

The substitutes for the products of the banking and loans sector are the use of cash money and 
the financing of acquisitions without credit. The low rates of penetration of loans (bank and 
off-bank) and of deposits in the countries in which TBIF operates are indicative of the higher 
prevalence of the use of cash as an alternative to more advanced financial services.  

8.2.7.  Structure of the Competition in the Activity Sector and Changes Therein  

Banking - Most competitors in the banking sector in Central and Eastern Europe and in the 
countries of the former Soviet Union are international banks (mainly European), which had 
acquired banking activities in Russia and the Ukraine, as well as local banks. The advantage 
of international competitors, in many cases, is demonstrated by the ability of many 
international banks to provide their local subsidiaries with financial resources which are often 
cheaper than local financial sources. For further details regarding the characteristics of the 
competition in the activity sector, see Section 8.7 below. 

Retail Credit and Finance Leasing - Most competitors in this sector are banking institutions 
(or subsidiaries of banks) often associated with Western European banks and only a few of 
them are non-banking entities in the various countries. The advantage of the banking 
institutions usually lies in the competitive interest rates as detailed in the section above with 
regard to the banking sector. The advantage of the non-banking entities stems in the quality of 
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the service and the physical presence at selling points. For further details regarding the 
characteristics of the competition in the activity sector, see Section 8.7 below. 

8.3. Products and Services  

8.3.1.  Banking 

The services that were provided in 2010 by TBIF in the banking Sector in the Ukraine 
through VAB Bank are standard banking services both to individual customers and 
businesses. These services include the management of deposits and accounts, the transfer of 
monies, the extension of loans, the provision of ATM services, credit cards etc. The services 
provided in the banking sector in Russia through Sovcom Bank are mostly retail credit 
services, with emphasis on small loans. 

Additionally, the banks and in Russia and the Ukraine issue credit cards of the international 
Visa and MasterCard as well as of local entities.  

8.3.1.1. Presented below are several indicators pertaining to the banking, retail credit and leasing 
activity that is carried out through Sovcom bank in Russia and the banking and retail credit 
activity carried out through VAB Bank in the Ukraine76  

 Russia Ukraine 
 Sovcom Bank VAB Bank 
Total loan portfolio as of December 31, 2010 (Euros in millions) 527.1 360.2 
Total loan portfolio as of December 31, 2009 (Euros in millions) 332.0 455.3 
Total loan portfolio as of December 31, 2008 (Euros in millions) 360.9 538.7 
Total deposits as of December 31, 2010 (Euros in millions) 762.5 410.3 
Total deposits as of December 31, 2009 (Euros in millions) 506.8 255.9 
Total deposits as of December 31, 2008 (Euros in millions) 407.6 347.8 
Number of branches and sale points as of December 31, 2010 106 branches and 671 

sales points  
144 branches 

Number of ATM’s as of December 31, 2010 156 271 
Number of credit cards as of December 31, 2010 505,139 995,684 

   

A constant increase in the scope of deposits can also be observed at Sovcom Bank during 
2009, the year of the global economic crisis: an increase of approximately 50% in 2010 and 
increase of almost 24% in 2009 (increase in terms of local currency: some 40% in 2010 and 
some 30% in 2009). The increase in these parameters is an expression of the bank’s ability to 
bring-in deposits thanks to its wide deployment of branches. 

 The trend of loans at VAB Bank is varied: a sharp increase in loans of 59% can be seen 
during 2010 (48% in terms of local currency). There was a decrease of 8% (4% in terms of 
local currency) in 2009 which was due to the effects of the economic crisis and in light of the 
particularly cautious underwriting policy. 

A constant decrease in loan activity can be observed at the VAB Bank: a decrease of 21% and 
15% in 2010 and 2009 respectively (and in local currency terms: a decrease of 27% and 11% 

                                                 
76  The data regarding the loans and deposits activity in the above chart reflect 100% of the balance in compliance with the 

IFRS of each of the banks.  The data from Sovcom Bank were consolidated in the TBIF Financial Statements at a rate 
of 50% as at December 31 2010 and a rate of 100% as at December 31. 2009 and December 31. 2008. VAB Bank data 
was consolidated in TBIF Financial Statements at a rate of 100% on December 31. 2010 and a rate of approximately 
49% on December 31. 2009 and December 31. 2008. 
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in 2010 and 2009 respectively).  

8.3.2.  Retail Credit  

Retail credit is provided by subsidiaries of TBIF in Bulgaria and Romania under the brand 
name TBI Credit through close to 6,000 branches and representations at branches of retail 
stores and at various selling points throughout the countries in which they operate, as of the 
date of the Report.  

The process of the extension of retail credit: customers may receive credit after filling out a 
questionnaire and the examination of their eligibility for a loan by the representatives of the 
companies. TBIF has data banks that enable it to investigate the potential customer’s credit 
history in order to determine the measure of risk involved in providing this customer with 
credit and the decision regarding the said authorization for providing credit. The retail credit 
that is granted by the subsidiaries of TBIF is usually for the purchase of electrical appliance, 
furniture or cash. The TBIF Group proposes to its customers to purchase such products with 
credit (the average volume per transaction is approximately 370 Euros) for a period of up to 
60 months (average period of about 20 months).  

In addition to the granting of retail credit at the selling points, the TBIF Group operates in the 
credit card sector. In Romania and Bulgaria, TBIF has been franchised to issue cards of 
MasterCard. This franchise allows the issue of credit cards that may be received at any selling 
point of MasterCard in Romania and Bulgaria and outside them, which grants TBI Credit in 
Romania and TBI Credit in Bulgaria a competitive advantage over companies that only issue 
local credit cards that may be used in a limited number of selling points solely within 
Romania.  

8.3.2.1. Following are several indicators pertaining to the retail credit activity in Bulgaria and 
Romania:  

Country Bulgaria Romania 
Company TBI Credit EAD TBI Credit SA 

Total loan portfolio as of December 31, 2010 (Euros in millions)77 53.6 47.6 
Total loan portfolio as of December 31, 2009 (Euros in millions)  56.9 63.1 
Total loan portfolio as of December 31, 2008 (Euros in millions)  78.6 90.2 

Number of branches and selling points as of December 31, 2010 

157 branches and 
selling points and 

representation in 4,213 
stores 

97 branches and selling 
points and 

representation in 1,617 
stores 

Number of credit cards as of December 31, 2010 95,162 40,729 
   

Following the economic crisis there has been a decrease in the volume of retail credit activity 
in Bulgaria and Romania during the past few years. This was demonstrated by the decrease in 
the loan portfolio volume during the past two years.     . 

8.3.3. Leasing (finance and operating) 

The Leasing activities in Bulgaria and Romania are carried out through the subsidiaries of 
TBIF under the brand name of Leasing TBI.  The leasing activity in Ukraine is carried out 

                                                 
77 The data pertaining to the total of the loan portfolio reflects 100% of the balance according to IFRS regulations for each 

of the companies as at December 31, 2010 for the years 2008 to 2010. 
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through two companies: VAB Leasing and VIP Enterprise Rent Foreign ("VIP") that 
supplies car rental and leasing services under the "AVIS" brand. 

The finance leasing activities are carried out through a network of close to 37 selling points 
that are spread throughout the countries in which they operate, as of the date of the Report. 
Credit is usually granted to customers for purposes of the purchase of new cars and 
equipment, and is mostly extended in the form of finance leasing. Such credit is secured by a 
pledge on the vehicle or the equipment to which the transaction relates. The average 
transaction amounts to approximately 15 thousand Euros, and is for a maximum period of 5 
years (with an average period of close to 1.5 years).  

8.3.3.1. Presented below are several indicators pertaining to the leasing activity (the finance and 
operating)  

Following the economic crisis, there has been a decrease in leasing activity volume in 
Romania and the Ukraine (VAB Leasing) during the past few years. This was demonstrated 
by the decrease in the loan portfolio during the last two years: about 33% in Bulgaria, 64% in 
Romania and 59% in the Ukraine. Avis benefited from activity growth in 2010 and their loan 
portfolio increased by 98%.       

8.3.4.  Present below are some additional indicators pertaining to the activity of TBIF:  

8.3.4.1. Rates of Return on the Loan Portfolio  

The portfolio return on the loans portfolio (Portfolio Return)79 described in the following chart 
reflects the average quarterly gain on the loan portfolio of the activities. The rate of return 
takes into account the interest income of the activities as well as commissions and other 
income directly attributable to the activity. The higher the rate of return on the loan portfolio - 
the higher the gain.  

 

                                                 
78   The data pertaining to the loans portfolio in the above table based on a percentage holding of 100% of the balance 

according to the IFRS regulations for each of the companies.  The VAB Leasing data were consolidated in the TBIF 
financial statements based on a percentage holding of 66% as at December 31, 2010, and some 49% as at December 31, 
2009 and December 31, 2008.  AVIS data were consolidated in the TBIF financial statements based on a percentage 
holding of 66% as at December 31, for the years 2010, 2009 and 2008. The data pertaining to the companies in Bulgaria 
and Romania were consolidated in the TBIF financial statements based on a percentage holding of 100% as at 
December 31, for the years 2010, 2009 and 2008. 

79  In most cases, local currency translated into Euros. 

Country Ukraine Bulgaria Romania 

Company VIP 
(Avis) 

VAB 
Leasing 

TBI Leasing EAD 
TBI 

Leasing SA 

Total loan portfolio as of December 31, 2010 (Euros in millions)78 11.91 10.7 26.1 29.3 
Total loan portfolio as of December 31, 2009 (Euros in millions)  6.0 16.9 34.3 51.3 
Total loan portfolio as of December 31, 2008 (Euros in millions) 8.7 25.8 39.2 81.6 
Number of branches as of December 31, 2010  8 7 14 8 
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There is no upward trend in the bank activity and this is due to the influence of the VAB 
Bank, However, as of the second half of 2009 and in 2010, there is a significant upward trend 
of repayment on the loans portfolio as detailed in the chart above and which originates from 
the Russian bank due to the mix of loans bearing relatively high interest rates (Retail credit) 
and the increase of interest due to demand in the wake of the crises. The downward trend in 
retail credit activities due mainly to the competitive markets which to a certain degree causes 
a drop in interest. The upward trend in leasing activity is due to a combination of the 
influence of revenues from fines and the increase in the cost of loans.  

8.3.4.2. Scope of the Credit Portfolio 

The chart hereunder concentrates the loans according to the sectors of activity (banking, retail 
credit, leasing and mortgages).  Note that the chart exhibits balances reflecting 100% of the 
loans portfolio of each of the TBIF subsidiaries, disregarding the scope of holding and the 
accounting consolidation.  Pertaining to the balance of loans for each of the companies see 
charts in Sections 8.3.1 - 8.3.3 above   
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During 2009 there was a 17% decrease in the volume of the credit portfolio.  The decrease 
was throughout all of the activities, although at different rates. The decreases were a result of 
the crisis in the global economy.  The companies provided less new credit compared with the 
past rate of providing credit, and this due to the combined effect of the decline in demands for 
credit in the activity markets on the one hand, and a fluidity protection policy on the other 
hand.  In 2010 one could see a change in this trend and an increase of some 5% in the total of 
the credit portfolios.  The increase is due mainly to the 60% increase in the credit portfolio of 
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Sovcom Bank (50% in terms of local currency).  This increase was written off against the 
decrease in the credit portfolios of most of the other activities, except for AVIS.        

8.3.4.3. Cost of Financing of the Activity  

The financing costs of TBIF stem from undertakings made by TBIF for the purpose of 
financing the activity. The financing costs include loans from banking institutions, 
debentures, and shareholders. The financing costs in the banking sector also include the cost 
of deposits. 

 

Banking activity: the increase in financing costs for the activities detailed in the above chart 
during 2009 is related to the increase of deposit interests which originated in the TBIF 
banking strategy aimed at maintaining high solvency levels in the wake of the global 
economic crisis. In 2010 there was a decrease due to attaining a satisfactory level of solvency 
and a decrease in the cost of financing in the local currency. In the Leasing activity the 
decrease in 2009 is due mainly to the drop in the rate of the Euribor. The increase in 2010 is 
due to new sourcing of financing at a higher cost. 

8.3.4.4. Provision for Doubtful Debts  

Overdue loans are loans the recipient of which is more than 90 days behind on the payments 
due under the loan agreement. The provision for doubtful debts in TBIF is reviewed every 
quarter. The policy of TBIF and its subsidiaries is to examine the existence of indications for 
impairment in the fair value of trade receivables in respect of a certain loan or a group of 
loans80. The following is the data regarding the provisioning expenses for doubtful debts in 

                                                 
80  Retail credit loans - The policy is to group loans into groups that share similar characteristics, based on a rating 

mechanism. The internal debt quality of each of the subsidiaries of TBIF, which takes into consideration various risk 
factors, such as arrears in payment, the extent of arrears and the type of the loan. For these groups, the future cash flow 
that is anticipated from the loan is examined. The cash flow is determined in light of the original terms of the loan as 
well as based on the historical experience of the Company in relation to repayment rates as well as adjustments deriving 
from the current state of the market. 

 Bank loans, leasing loans and mortgages backed by collaterals - The subsidiaries of TBIF implement the following 
policy: overdue loans that have a substantial volume are individually reviewed. The review is designated to determine 
the fair value of the asset in relation to its carrying amount for the purpose of establishing the existence of an 
impairment indication and its extent. Within this framework, the following parameters, inter alia, are examined: the 
terms of the loan, the volume of the overdue debt, the reasons for the arrears in the repayment of the debt, the solvency 
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TBIF's financial statements (in million Euros): 

 Banking Retail Credit  Leasing  

2010 98.7 10.8 8 

2009 

 
93.1 12.6 3.8 Provisions in TBIF 

financial statements (in 
million Euros)81 

2008 

 
38.3 4.2 2.7 

The increasing trend of doubtful debts from 2008 until 2010 stems from the decline in quality 
of the credit portfolio in most of the companies which was influenced by the global economic 
crisis. Due to this the increase in expenses was especially sharp in 2009. For further details 
about the effects of the economic crisis on the credit portfolio see section 8.2.1.1 above.  

8.3.4.5.  Hereunder is data pertaining to the extent of provisions for doubtful debts from the 
overall credit portfolio: 

 

For details regarding changes in the provision rate for doubtful debts as described above 
illustration see the detailed explanations in section 8.3.4.4 above. In 2010 banking, without 
VAB Bank, one can notice a downward trend in the provision rate for doubtful debts which is 
due to an improvement in the quality of the credit portfolio in Russia and high provision 
extraction in previous years.     

                                                                                                                                                                            
of the borrower, the volume and fair value of the collaterals etc. With respect to loans that are backed by collaterals, 
where each individual loan is not of significant volume, the approach is to collectively review the loans, similarly to the 
review of the retail credit loans, although in this case the collateral component will also be taken into consideration. 

81     Including expenses of 95 million Euros in 2010 for VAB Bank and Sovcom Bank, which are included in the financial 
statements under “discontinued activity”, all of the amounts under "banking" in 2008 and 2009 are for "discontinued 
activities" 
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8.3.4.6. Hereunder is data pertaining to the percentage of overdue loans from the overall credit 
portfolio:  

 

8.4. Distribution of the revenues from products and services 

Presented below are details of the revenues derived from service groups, constituting 10% or 
more of the total revenues of Kardan NV from the banking and retail credit activity. 82  

 Year Banking, in the Ukraine 
and Russia 

Retail Credit in Bulgaria 
and Romania 

Leasing in Bulgaria, Romania 
and the Ukraine 

  Amount (in 
million 
Euros) 

Percentage 
of total 

sales/profit 
(%) 

Amount (in 
million 
Euros) 

Percentage 
of total 

sales/profit 
(%) 

Amount (in 
million Euros) 

Percentage of 
total 

sales/profit 
(%) 

2010 154.1 78 25.3 13 15.8 8 
2009 152.2 74 29.4 14 23.6 11 

Revenues 

2008 88.1 6.2 28.3 20 24.4 17 
2010 (45.9) ---- 0.1 ---- 4.1 ---- 
2009 23.3 ---- 3.1 ---- 3.4 ---- 

Pre-tax 
profit (loss) 

2008 17.5 ---- 0.8 ---- 2.6 ---- 

  

The data in the above table above pertains to all the activities in the banking and retail credit 
sectors and they are displayed by excluding the accounting activity and the banking activity as 
a discontinued activity, as described in the illustration 5(d) of the Kardan NV financial 
statements as of 31st December, 2010. The data in the above table for 2010 includes income 
of 134 million Euro from banking activity and a loss before tax of 54 million Euro attributed 
to the abovementioned discontinued activity.83 The income and profit or loss data for banking 
activity in 2008-2009 is attributed in full from discontinued activity as detailed in the 
illustration 5(d) for the Kardan NV financial statements as of 31st, December, 2010. 

On excluding such revenue, the retail credit revenue would have constituted about 40%, 50% 

                                                 
82  Revenues include net interest income with the addition of income from commissions, property management services 

and other income. 
 
83  It should be clarified that the discontinued activity for Sovcom Bank is only for the first three quarters of 2010  
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and 53% of the revenue for 2010, 2009 and 2008 respectively and the leasing revenue would 
have constituted about 25%, 43% and 46% of the revenue for 2010, 2009 and 2008 
respectively 

The Ukrainian bank contributed significantly over the last years to the losses of the TBIF 
Group, and this was due to the especially harsh impact of the crisis in the global economy 
beginning in the latter part of 2008 on the Ukraine market in general and on the Ukrainian 
banking specifically. 

By excluding the results of VAB Bank (which was sold to a third party at the beginning of 
2011), the banking activity returned to profitability in 2010 (a trend that started at the outset 
of the second half of 2009).  In the banking sector this trend of returning to profitability, as 
well as the return to an increase in revenues which reflects the strengthening of the Russian 
Bank Sovcom.  For additional details see Section 8.2.3 above.  

8.5. Customers  

The customers of TBIF in the banking and retail credit activity sector are private customers 
and businesses. The engagement with private and business customers is based on a uniform 
contract that comprises the standard terms applicable to such contracts, and in the case of 
business customers the terms of the transaction are customarily negotiated. 

8.6. Marketing and Distribution  

The marketing and distribution activity in the banking and retail credit activity sector is 
carried out at the actual selling points (the bank branches or stall presence at retail chains) 
through signs, initiated approaching of customers and responding to customer inquiries. In 
Bulgaria and Romania, marketing is carried out through a customer service call center. 
Additionally, TBIF advertises its products by way of advertising campaigns in the press and 
on billboards.  

TBIF believes in the importance of the branding of its subsidiaries. The bank and the other 
subsidiaries in the Ukraine have been branded under the VAB brand name (except for AVIS 
Ukraine). The leasing and retail credit activities in Romania and Bulgaria are branded under 
the TBI brand name, which is among the pioneer brands in the field of off-bank financing in 
said countries. The banking, retail credit and leasing activity in Russia have been branded 
under the Sovcom Bank brand name. 

The marketing and distribution network of the leasing services is based on the connections of 
the leasing companies with the suppliers of the vehicles and equipment as well as on the 
layout of the leasing companies themselves and of the companies in the TBIF Group, through 
which the leasing company may be contacted. The companies offer a quick and convenient 
service that is customized to the specific needs of the customers.  

In the years 2009 and 2008, the TBIF Group has adjusted the volume of its activity to the 
crisis in the global economy, inter alia, by closing bank branches and selling points that were 
not economically justifiable. In 2010 TBIF returned to increasing the scope of its activities in 
Russia, hence the increase in the number of branches and selling points in this country.  For 
further details pertaining to the branches and selling points see Section 8 above.  



  

127 

8.7. Competition 

The competitors of the TBIF Group in the various countries are mostly local and international 
banks and financial institutions. The Russian and Ukrainian banking markets show a 
relatively low rate (less than 40%) of international ownership compared to the higher rates 
(about 80% and above) in the banking markets of other Eastern European countries.  

In Russia and Ukraine, 18% and 41%, respectively, of total bank assets are internationally 
owned, whereas, in Bulgaria and Romania, 82% and 85%, respectively, of total bank assets 
are internationally owned. The strength of international banking ownership is reflected in 
cases where these global banks are able to provide financing to their local subsidiaries, which 
are often cheaper than local-market financing sources. This ability translates into a 
competitive edge in the final price to the customer, especially since the banking sector enjoys 
economies of scale. As regulation becomes more western-oriented, and its implementation 
requires additional managerial and computer resources, the process of consolidation is bound 
to increase.84 

The competition in the banking and retail credit activity sector focuses mainly on the growth 
in the various types of customers (private and business), with emphasis on the creation of 
competitive differentiation with respect to business customers, which requires the 
understanding and analysis of the needs of the customer and the customizing of financing 
solutions and a basket of banking services. Additionally, the competition in this activity sector 
also relates to the sources of the banking system, particularly with respect to deposits. In this 
context, the Group places an emphasis in attractive pricing, while seeking long-term sources 
to enable corresponding uses. TBIF Group’s relative advantages in the retail credit and 
leasing sectors are its capability to supply fast and simple credit, including through receipt of 
credit authorizations at the selling points.  This service enables the TBIF Group to compete 
with other factors that may offer lower interest rates than those offered by the TBIF Group.  
In order to supply its products in the said service scheme the TBIF Group relies on its said 
business ties and on its deployment at the selling points.   

While the banks in Russia and Ukraine are competing to provide general banking services in 
both the credit products and the deposits sectors, the non-banking credit companies in 
Bulgaria and Romania compete only in the credit products sector. 

                                                 
84  The data in this section is based on central bank data in the indicated countries as of September 30, 2009. The above 

assessments regarding the acceleration in consolidation processes constitute forward-looking information, as the 
term is defined in the Securities Law, which is based on processes that have taken place in other Easter 
European markets where TBIF is not active in the banking sector, on market surveys and KFS management's 
acquaintance with the banking market and management's estimates with respect to market developments given 
the repercussions of the global economic crisis. These assessments might not be realized, in their entirety or in 
part, or might be realized in a different (even significantly different) manner than expected, due to changes in 
market trends in Central and Eastern Europe and/or changes in the policy of international entities as it pertains 
to this region, including as a result of the direct and/or indirect repercussions of the global economic crisis.  
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8.7.1. The principal methods for handling the competition are: 

8.7.1.1. Utilization of the widespread layout of branches in all countries, including the bank branches 
and a widespread network of service and selling points at leading retail chains and in a 
designated layout of branches.  

8.7.1.2. An extensive basket of services that comprehensively addresses the needs of the customer in 
each of the selling points, (including bank branches) which comprises the supply of 
“traditional” banking products, such as current accounts, mortgages and deposits, alongside 
other financial services, such as leasing and retail credit. 

8.7.1.3. Deployment of the bank branches in Russia in medium-sized and small cities in which the 
competition is relatively limited, since the major banks concentrate on the larger cities. 

8.7.1.4. The provision of an efficient and high-quality service, with emphasis on the approval of the 
extension of credit as quickly as possible. 

8.7.1.5. Development of products that are customized to the needs of the customer. These products 
primarily include various credit products, such as loans for consumption, designated financing 
for the purchase of durable goods, mortgages and a variety of credit card-based products. 

8.7.2. Presented below are several indicators pertaining to the competition in the banking sector in 
Russia and Ukraine: 85  

Country Russia Ukraine 
Company Sovcom Bank.  VAB Bank 
Partners Local entrepreneurs and managers Local entrepreneurs and managers 
Principal 
Competitors 

Sberbank VTB Gazprombank  
UniCredit Bank 

Bank Moscow 

OTP Bank 

Privatbank Raiffeisen Bank Avaloschadbank, 
Oschadbank, Svedbank UniCredit Bank 

ING Bank Ukraine 

Market Share 0.1% 0.7% 
Market Rating 78 29 

   

8.7.3. Presented below are several indicators pertaining to the competition in the retail credit activity 
sector under the TBI brand name:86_ 

Country Romania Bulgaria 
Company TBI Credit SA TBI Credit EAD 
Partners - - 
Principal 
Competitors 

Cetelem, BRD Finance, EFG retail Services 
UniCredit Consumer Financing 

BNP Paribas, Personal Finances, Unicredit 
Consumer Finance CrediBul 

Market Share Close to 10% Close to 30% 
Market Rating 5 2 

                                                 
85  The data in the table are effective for December 2010. The data regarding the market share and market rating of the 

banking activity in Russia and the Ukraine are based on the data of the Central Bank in Russia and the Ukraine, as 
presented on the following websites, respectively: www.finance.ua,www.rbc.ru 

86 The data in the table are effective for December 2010. The data regarding the market share and the market rating in 
Bulgaria and Romania are based on the assessments of the management of TBIF. 
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8.7.4. Presented below are several indicators pertaining to the competition in the leasing activity 
sector (finance and operating) in the countries in which the TBIF Group operates:87__  

Country Ukraine Romania Bulgaria 

Company VAB Leasing VIP 
(Avis) 

TBI Leasing SA TBI Leasing AD 

Partners -  Dan Vehicle and 
local entrepreneurs 

- - 

Principal 
Competitors 

Unicredit Porsche 
Leasing, JFC Eurofinance, 

Ukrtransleasing 

ING Lease 

Raiffeisen Leasing Aval 

Hypo Alpe-Adria-Leasing 

ALD, Ilta, Sixt and 
Euroleasing  

OTP Leasing 

VTB Leasing 

Alpha, Romania 

Sogelease 

BCR 

UniCredit Leasing 

Euroleasing Romania 

Raiffeisen Leasing 

EFG Leasing, Interlease,  

EDG Leasing 

Raiffeisen Leasing 

Afin Bulgaria 

UniCredit Leasing 

Immorent Bulgaria 
Market Share 2.57% 20% 1.5% 1.3% 
Market Rating 8 3 27 14 

    

8.8. Intangible Assets 

The principal trademarks that are used by TBIF are: the “TBI” brand name in Bulgaria and 
Romania; the “VAB” brand name in the Ukraine; and “Sovcom Bank” in Russia. The 
trademarks are registered in the name of the companies in the TBIF Group and owned by 
them.  

8.9. Human Capital  

8.9.1.  As of December 31 of the years 2010 and 2009, KFS and TBIF Group jointly employed  6,510 
and 6.744 employees, respectively. The decline in the number of employees in 2010 derives 
primarily from efficiency streamlining processes in Russia and the Ukraine. The head offices 
of KFS and TBIF, which are located in Amsterdam in the Netherlands, are comprised of 
employees and consultants that are engaged in management, primarily based on a cross 
section of countries.    

8.9.2. Presented below is the distribution of the employees in the KFS Group as of December 31 of 
the years 2010 and 2009 by countries and activity sectors88: 

  The 
Netherlands89 

Bulgaria Romania Russia Ukraine Total 

As at December 31, 2010 3 916 401 2,945 2,245 6,510 
As at December 31, 2010 2 911 405 3,097 2,329 6,744 

       

 

                                                 
87 The data in the table are effective for December 2010. The data regarding the market share and the market rating of 

VAB Leasing and AVIS in the Ukraine are based on the State Financing Ukrainian Union of Lessors; the data regarding 
the market share and the market rating  in Romania and Bulgaria are based on the assessments of the management of 
TBIF 

88  The above table does not include the employees of TBIH (approximately 1,900 employees), which was sold in 
November 2010. 

89 Head office employees of KFS and TBIF. This is also true of the distribution of the employees in 2009.  
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8.9.3. Benefits and the nature of employment agreements 

The conditions of employment of KFS and TBIF employees are regulated in personal 
contracts, and are determined for each employee according to his skills, education and 
position.  

8.9.4. Employee Compensation Plans 

In accordance with the stock option plan of TBIF options that are exercisable into shares of 
TBIF, representing 0.85% of the issued share capital of TBIF fully diluted.  

For further details regarding to stock option plan of TBIF, see Note 22 (4) of the financial 
statements of the company as of December 31, 2010. 

8.9.5. Agreement with the CEO of TBIF 

As of the date of this Report, a management company wholly owned by the CEO of TBIF 
(hereafter: “the Manager Company”) holds approximately 9.4% of the issued capital of TBIF. 
Under the agreement between KFS and the manager company, the manager undertakes to 
transfer 1.6% of the issued share capital of TBIF to KFS, without compensation, and this 
following funding which KFS transferred to TBIF during 2010, this transfer has not yet been 
carried out. Under the agreement between KFS and the Manager Company, the Manager 
Company has been granted a put option for the sale of its holdings in TBIF to KFS, and KFS 
has been granted a call option for the purchase of the shares of the Manager Company in 
TBIF in three equal batches over a period of 3 years ending on June 30 in each of the years 
2011, 2012 and 2013, provided that the shares of KFS and TBIF are not listed for trade. 
Pursuant to said agreement, KFS is entitled to pay the exercise price to the Manager Company 
in cash and/or in shares of Kardan NV, provided that, if at the end of one year from the 
exercise of the option, the market value of the shares of Kardan NV received by the Manager 
Company is less than the exercise price, Kardan NV will pay the difference to the Manager 
Company in cash. The exercise price of the option (put or call) will be determined on the 
basis of material transactions in the shares of TBIF in the year that precedes the date of 
exercise or according to a valuation performed on the date of exercise, but shall not fall below 
the price determined by valuations, to the extent determined, under agreements of the KFS 
Group with third parties. In the event of a change of control in KFS, the Manager Company 
shall be entitled to convert its shares into shares of KFS and to participate in the transaction 
for the change of control. Additionally, to the extent that the shares of KFS are listed for 
trade, the Manager Company shall be entitled to convert its shares in TBIF into shares of 
KFS. As of the date of the Report, such options had not been exercised.  

Under the terms of the engagement between the Manager Company and KFS, KFS has made 
available to the Manager Company non-recourse loans, amounting to approximately 16 
million Euros as of December 31, 2010 and bearing annual interest at the rate of Euribor plus 
3%. The loans are repayable (principal and interest) upon the sale of the shares of the 
Manager Company in TBIF and out of the receipts that shall be received from their sale, or 
within 18 months of the discontinuance of the CEO’s employment in TBIF. The shares of 
TBIF that are held by the Manager Company have been pledged against the loan. As at the 
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date of this report KFS is not obliged to make additional loans to the Manager Company. 
Additionally, in accordance with the said terms of engagement should the shareholders of 
TBIF be required to make available loans for TBIF for the purpose of granting loans to its 
subsidiaries the Management Company will not be obliged to partake in the said financing. 

Additionally, KFS and the Manager Company have signed an agreement pursuant to which, 
in the event that KFS should hold 50% or less of the voting power in TBIF, the Manager 
Company will vote at the general meeting of TBIF as it shall be instructed by KFS.  

8.10.  Financing 

KFS finances its activity with its equity as well as through loans (shareholders’ loans and 
bank loans). The activity of TBIF is financed through shareholders’ loans that are granted by 
KFS and through additional loans from banking institutions and others, which are primarily 
extended to subsidiaries of TBIF.   

8.10.1. Shareholders’ Loans Extended by Kardan NV to KFS and KFS to TBIF  

As of December 31, 2010, and to the date of the Report, the balance of the shareholders’ loans 
that had been extended by Kardan NV to KFS is approximately 77 million Euros. The 
aforesaid loan is for periods of 1 to 10 years and bear annual interest at the rate of Euribor plus 
2.875%[ 

As of December 31, 2010 and the date of this report the balance of the shareholders’ loan 
extended by KFS to TBIF is approximately 101 million Euros.  The payment date of this loan, 
which bears annual interest at the rate of Euribor plus 3%, has not yet been determined. 

8.10.2. The following is the data regarding average rates for loans as of December 31, 2010 and 
details regarding TBIF's composition  of loans as of December 31, 2010: 

  Currency  Balance as of 
December 31, 201 
(in million Euros) 

Average Interest 
(weighted) 

Long term loans 

EUR 62.2 5.0% 

BGN 20.5 8.0% 

RON 11.6 9.8% 

From Bank sources 

Others 2.1 9.9% 

EUR 115.7 4.5% 

USD 39.6 9.8% 

From non banking 
sources 

Others 8.2 17.0% 

Short term loans 

RUB 54.4 4.6% 

UHA 3.0 10.3% 

From banking sources 

Others 3.4 6.6% 

From non banking 
sources 

EUR 1.1 7.3% 
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8.10.3. Credit facilities and utilized credit balances  

The credit facilities available to the TBIH Group vary from time to time in accordance with 
their needs and with the agreements with the various lending parties, with some of the 
aforesaid credit facilities being secured by pledges (pledges on credit portfolios in the leasing, 
retail credit and mortgage activity sectors), while others are subject to compliance with 
covenants. 

The total credit facilities of the TBIF Group as of December 31, 2010 and to the date of this 
statement amounted to approximately 46 million Euros and approximately 48 million Euros, 
respectively (of which approximately 38 million Euros and approximately 42 million Euros is 
in respect of loans secured by pledges, respectively). The balance of the utilized credit facility 
as of December 31, 2010 and as to the date of this Report amounted to approximately 43 
million Euros and approximately 47 million Euros, respectively.  

8.10.4. The following describes the significant financial liabilities which KFS and TBIF have pledged 
in connection loans and substantial credit facilities in the banking and retail credit activity 
area: 

8.10.4.1. A loan agreement was signed with Bank Discount in December 2007, in the framework of 
which Bank Discount granted KFS credit facilities for a period 6 to 11 year, against various 
pledges as detailed below: 

KFS is not authorized to distribute dividends or to return shareholders loans to Kardan NV 
without the permission of  Discount Bank, unless a number of conditions prevail, the principal 
ones being; (1) repayment of the principal of a loan to the amount of 125 million Euros at 
least; (2) TBIF’s equity is higher than 150 million Euros, and in consideration of the financial 
covenants as detailed in this Section below; (1) KFS will comply with the financial covenants 
of TBIF according to which TBIF will maintain a ratio of total equity (including shareholders' 
loans) to the statement of financial position (balance sheet) that shall not fall below 10% of its 
assets (including shareholders loans) of minimum of 100 million Euros. In November 2010 
KFS repaid 125 million Euros of the abovementioned credit facility principal, the source of 
which was the compensation received from the sale KFS's holdings in TBIH as detailed in 
section 8.20 below. As per the date of this statement the balance of KFS's debt to Bank 
Discount is 58 million Euros. For further details regarding the abovementioned loan see 
illustration 26 in the financial statements of Kardan NV as of December 31, 2010. KFS 
intends to make an early repayment of 14 million Euros on account of the abovementioned 
loan principal. This amount will be financed by a shareholders loan from Kardan. With the 
early repayment Kardan's guarantees will be reduced, as described in section 8.10.8 below, to 
43 million Euros. KFS will not be charged a fee on account of the abovementioned early 
repayment.90          

                                                 
90  The estimations of the KFS management with regards to the abovementioned early repayment is forward looking 

information as defined in the Securities Law, which may not be realized, partially or fully, or may be realized in a 
different and even significant manner than expected including as a result of amendments to the understandings with 
Bank Discount and/or from amendments in the managements decisions regarding the early repayment.   
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For details regarding Kardan NV's commitments in connection with the aforesaid loans see 
section 14.1.7.1 below. 

8.10.4.2. Under the aforesaid loan agreements with a foreign bank TBIF has undertaken to maintain 
certain financial ratios the principles of which concern the ratio of capital and assets as 
follows: 

 a 10% higher ratio of capital versus risk weighted asset, a ratio between tier 1 capital and total 
capital that is equal to or higher than 67%, a 10% higher ratio of current assets versus total 
assets), as well as to comply with cross-default liability provisions in respect of the failure of 
subsidiaries of TBIF to comply with covenants relating to their loans.91 The balance of the 
abovementioned loan on December 31, and the date of this statement, is 10 million Euros, 
respectively. 

8.10.4.3. Under the terms of KFS and TBIF loan agreements described above, KFS and TBIF are 
permitted to repay the loans with a periodic early repayment subject to prior notice and the 
payment of a fine in the amount stipulated in the agreement. 

8.10.5. As at December 31, 2010 and proximate to the date of the report KFS, TBIF and all the 
subsidiaries of TBIF comply with all the financial terms of the loans they have taken except 
for TBIF's subsidiary in Romania regarding the loan which is not significant for TBIF and 
which at the date of this statement does not cause a non compliance of the financial conditions 
of the loans with regard to TBIF and KFS. For additional details see illustration 28 (4) of the 
Kardan NV financial statements as of December 31, 2010.      

8.10.6. Debentures - VAB Bank  

  In 2007, VAB Bank has had issued debentures in an amount of approximately 125 million 
Euros bearing interest of 10.125%. . During the first quarter of 2010 the majority of holders of 
debentures approved extension of the repayment date of the debentures, postpone it from June 
2010 to June 2014 in return for increasing the rate of interest to 10.5%. Additionally, in June 
2010 some of the holders of debentures received repayment of 10% of the balance of the 
debentures fund which they held.  The balance of the debentures as of December 31, 2010 
was approximately 66 million Euros.  As of the date of the report TBIF no longer has 
holdings in VAB Bank. For additional details regarding the abovementioned debentures see 
illustration 28 (4) if the Kardan NV financial statements as of December 31, 2010.   

8.10.7.  In 2008, the central Banks of Russia and Ukraine extended credit facilities of approximately 
88 million Euros and approximately 90 million Euros to Sovcom Bank and VAB Bank 
respectively. In the course of 2009, the aforesaid credit facility has been utilized in full 

                                                 
91  In December 2010 the foreign bank agreed that as of that date and until January 2012, events and circumstances the source of which 

is the business or legal position of VAB Bank will not be considered breaches of loan agreements.  It was also agreed with regard to 
said loan agreements that the interest rate during the said period will increase to 0.25% and that during the said period Kardan NV 
will pledge for half of the balance loan.  The above interest rates take this increase into account. For details with regard to the sale of 
VAB Bank see Section 8.14. 3 below. 

 



  

134 

8.10.8. Guarantees 

 KFS and Kardan NV have put up guarantees for TBIF in connection with the loans details in 
Section 8.10.4.2 above, Kardan NV's guarantee was given to secure half of the 
abovementioned loan's balance principal and KFS's guarantee is not for the entire amount of 
the abovementioned loan. For additional details regarding Kardan NV’s guarantee, see section 
14.1.6.3 below.   

8.10.9. In addition, Kardan NV placed a security of 50 million Euro to secure the loan from Discount 
as detailed in section 8.10.4.1 above 

8.10.10. Lien 

KFS placed a lien of 49% of the holdings in TBIF and repayment rights of the shareholders 
loan which KFS gave to TBIF.  

KFS pledged a lien of shares which at the time of the report made up 7% of TBIF capital 
shares, in connection with the VIG loan detailed in 8.30.1 below.    

For additional details regarding asset pledges in the KFS Group see note 33 (14) of the 
Kardan NV financial statements as of December 31, 2010. 

8.11.  Taxation 

Each of the companies in the KFS Group is subject to tax in accordance with the local tax 
laws of the country in which it operates. KFS and TBIF, which are Dutch holding companies, 
are subject to the tax laws of the Netherlands and to the directives of various treaties. For 
details regarding the tax laws to which KFS and TBIF are subject, see Note 44 to the financial 
statements of the company as of December 31, 2010 and section 15 below. 

8.12.  Credit Insurance 

 The retail credit activity in Romania and Bulgaria is covered by credit insurance. 

8.13. Restrictions and Control in Retail Banking and Credit Sector 

8.13.1. Banking in Russia  

The Central Bank of Russia (the Central Bank of the Russian Federation) is the body which 
oversees the banking sector in Russia and its role is defined in the Russian constitution as well 
as by a special federal law. According to the Russian constitution, the Central Bank is an 
independent entity and is solely responsible for issuing and maintaining stability of the 
national currency (ruble), determining foreign currency exchange rates and Russian monetary 
policies. 

The Central Bank is responsible for regulation between the commercial banks and the credit 
institutions in the country and within this framework they are also responsible for granting 
and revoking of licenses to operate in the credit and banking fields, determining the modes of 
operation and the accounting principles that are applicable to the sector. The Central Bank 
stipulates regulations concerning investment methods of the bank's sources including 
recruitment sources, the opening of accounts and transactions in foreign currency. In addition 
to conducting annual reviews, the Central bank determines reporting requirements for credit 
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companies and banking institutions: there are numerous types of reports with varying 
reporting dates – daily, weekly, monthly, quarterly and annual 

Commencing in 2004, a Deposit Insurance Law has been enacted in Russia, pursuant to 
which, in the event of the bankruptcy of a bank, the depositors would be compensated for 
their deposits. Commencing in 2008, every depositor is insured in a maximum amount of 
approximately 700 thousand rubles (approximately 17.5 thousand Euros).  

8.13.2.  Banking in the Ukraine - The primary regulation that applies to the banking sector is the 
National Bank of Ukraine Law and the Banking Activity Law. Additionally, the banking 
activity in this country is affected by legal acts that are stipulated by the National Bank of 
Ukraine. These legal acts pertain to issues such as the obtaining of a banking license, the 
opening of branches and divisions within the bank, the creation of provisions for doubtful 
debts, directives with respect to bank transfers in local currency, directives with respect to the 
opening of accounts in foreign currency and directives with respect to deposits. The National 
Bank of Ukraine is the primary regulatory body that is responsible for the monetary stability 
of the State and for the stability of the banking system. The National Bank implements its 
objectives on two levels: on the administrative level - the granting of licenses for the banking 
activity, the stipulation of the operative requirements of the banks, the enforcement of 
sanctions over banks that fail to meet the requirements and ongoing control of the banking 
system; and on the level of standard-setting in the banking system: determining the level of 
equity required of banks, including minimum equity and capital ratios, determining liquidity 
ratios, determining the level of provisions required in banks, determining ways of investment 
and establishing a policy with regard to interest.  

In accordance with a law from 2001, a Deposit Insurance Fund was established in the 
Ukraine, which is designated for the repayment of deposits the customers of banks that are in 
liquidation and that are unable to repay their liabilities to the depositors. The maximum 
amount of compensation is 150,000 Hryvnia (approximately 14 thousand Euros). In 
December 2008, the National Bank of Ukraine determined that banks are permitted not to 
release deposits that have not yet matured. This action is designated to stabilize the system of 
deposits in the State in view of the crisis. In April 2009, for the first time since the outset of 
the crisis, there have been signs of stability in the public’s deposits in the Ukrainian banking 
system, and in May 2009 the National Bank has permitted the release of deposits at the customer’s 

demand. 

The TBIF Group banks hold all the required licenses and comply with the local regulatory 
requirements in all significant aspects. For additional details regarding regulatory capital 
requirements applicable to TBIF see illustration 46 ( c ) of the Kardan NV financial 
statements as of December 31, 2010.  

8.14.  Material Agreements   

8.14.1.  Shareholders’ agreement - Sovcom Bank 

 In July 2007, TBIF entered into an agreement with the additional shareholder in Sovcom 
Bank (hereafter: “the Partner”), pursuant to which, in the event of disagreement between the 
parties, either of the parties shall be entitled to activate a BMBY mechanism providing that 
the disagreement pertains to the allotment of shares in Sovcom Bank to third parties, the sale 
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of Sovcom Bank or its issue the BMBY mechanism will be activated only after January 2012. 
In case of a change of control in TBIF (with the exclusion of common control), the Partner 
shall be entitled to activate the BMBY mechanism.  

 In accordance with the aforesaid shareholders agreement, the shareholders are entitled to 
appoint one Director for every 10% of bank shares that they hold.  In the case where the 
holdings are not dividable by 10%, the party holding the largest number of shares not counted 
in the 10% allotment will be entitles to appoint one additional director.  Additionally, both 
parties will appoint jointly one director.  The decisions of the board of directors are confirmed 
with a majority of 7 directors at the least. 

 As of 2012, unless both parties will decide otherwise, Sovcom Bank will have to designate a 
sum equal to 50% of the net profit or 100% of the available cash flow, the lower of the two, 
for repayment of the shareholders loan (if any) and the distribution of dividend. 

 The parties have undertaken to transfer financing to Sovcom Bank, to the extent required, in 
order to comply with the regulatory requirements for equity. Additionally, a diluting 
mechanism has been set according to which in the case that each of the parties holds 
approximately 50% of Sovcom Bank and any of the parties does not transfer his share in the 
financing, the other party shall be entitled, at his choice, to dilute the other party, or to 
activate the BMBY mechanism.      

8.14.2.  Option Agreement for the Purchase of Shares in Sovcom Bank  

 In June 2008, TBIF entered into an agreement with the additional shareholders in Sovcom 
Bank (hereafter” the Partner”), pursuant to which, commencing on January 1, 2010, the 
Partner will have an option to purchase shares of Sovcom Bank at a rate that will reduce the 
holdings of TBIF in the share capital of Sovcom Bank to 50%. In accordance with the 
aforesaid option agreement, on September 16, 2010, the acquisition by the Partner of 16% of 
the share capital of Sovcom Bank (which had been held by TBIF) in consideration of 
approximately 36 million Euros, was completed.  

 For details regarding the accounting implications relating to the exercise of said option, see 
Note 5(c) to the financial statements of the company as of December 31, 2010. 

8.14.3.  Agreement for the Sale of Shares of VAB Bank  

  During December 2010 TBIF invested approximately 52 million euro in VAB Bank by way 
of increasing capital.  Pursuant an increase in equity resulting from the aforesaid investment, 
TBIF holdings in the bank increased from approximately 71% to approximately 84% as of 
December 31, 2010.  On December 9, 2010 TBIF engaged in a series of agreements with a 
number of international companies for the sale of all of TBIF’s holdings in VAB Bank. The 
proceeds from the shares were approximately 52 million Euros, a sum equal to the sum of the 
increase in equity executed by TBIF in December 2010. The transaction was completed on 
January 28, 2011 when the shares (84%) were transferred to the buyers. For additional details 
regarding the accounting treatment of this transaction see Note 5(c) to the financial statements 
of Kardan NV. 

On December 9, 2010 TBIF signed an additional agreement with VAB Bank according to 
which it will sell its holdings in the leasing company VAB Leasing to VAB Bank in return for 
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4.5 million dollars. This transaction was completed in February 2011.  Pursuant to the 
aforesaid purchasing transactions, in Ukraine TBIF remains only with the operating leasing 
activity, carried through its holdings in VIP (AVIS)  

During the first quarter of 2011 TBIF is expected to register a net profit of 3 million Euros, 
after expenses, from these transactions92. For additional details refer to illustration 5(c) in the 
Kardan NV financial report for 31st December, 2010.   

8.14.4.  For details regarding a loan agreement with discount Bank - see Sections 8.10.4.1 above. 

8.14.5.  For details regarding an agreement with the management company that is wholly owned by 
the CEO of TBIF - see Section 8.9.5 above.  

8.14.6. For details regarding the option agreement between Kardan NV and Discount Bank see section 
8.1 above. 

8.15. Collaboration Agreements 

 In February 2008 TBIF, together with Dan Vehicle, acquired 90% of the share capital of VIP 
Enterprise Rent Foreign (“VIP”) (at a ratio of 66% to TBIF and 34% to Dan Vehicle to a total 
90%) in consideration of 10 million Euros, and which allowed the minority shareholders to 
sell the balance of their holdings (105) to TBIF and Dan Vehicle for 1.5 million Euros, so that 
the transaction reflected a value of 11.5 million Euros for VIP (subsequent to the transaction). 
According to the terms of the franchise of the Ukrainian company held by VIP relating to the 
“AVIS” brand name which had been granted by Avis Europe Holdings Limited TBIF may not 
be involved in the operating leasing of vehicles and in the rental of vehicles other than 
through “AVIS”, except in Bulgaria, Romania, Russia and Turkey. Additionally, TBIF and 
Dan Vehicle have undertaken to offer to VIP participation in any business opportunity that 
relates to operating leasing and short-term car rental activities in Eastern Europe and have 
also undertaken not to compete with the existing and future business of VIP, in those markets 
in which it was active on the date of signing of the agreements and in which it would operate 
in the future. For additional details see section 11.20.1 below.  

8.16.  Legal Proceedings 

KFS and TBIF are not party to any legal proceedings. 

8.17.  Goals and Business Strategy 

8.17.1.  The strategy of KFS Group is the creation of value for the shareholders through activity in the 
financial sector of selected countries in Central and Eastern Europe and in countries of the 
former Soviet Union. KFS aims to operate as the provider of financial services in the 
countries in which it operates, and focuses on the achievement of significant growth in the 
medium-long term.  

                                                 
92  It should be noted that in the fourth quarter of 2010 TBIF share of VAB Leasing and VAB Bank losses was 

approximately 36 million Euros. 
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8.17.2. The following principles have guided and continue to guide the KFS Group in terms of 
strategy:  

8.17.2.1. Early penetration to countries that the KFS Group has identified as having significant 
business potential. The early identification is essential for achieving the “Land Grab” effect, 
and enables the seizing of a leading status in the markets. The penetration of these markets at 
the initial stages of development is highly important, in view of the ability to obtain 
significant market shares at stages where the competition is relatively limited, through the 
creation of strong brands and the establishment of a widespread network of branches.  

8.17.3.  The development and expansion of the areas of activity of the KFS Group in the field of 
banking and retail credit in the target countries, while adjusting the activity to the condition of 
the specific market, both through the expansion of the activity of the companies in the KFS 
Group and through the establishment and acquisition of new companies in the countries in 
which the KFS Group operates.  

8.17.4.  The establishment of new ventures in the areas of activity or the acquisition of controlling 
shares in existing companies and assuming an active role in the management thereof, while 
partnering with international and local bodies (banks, funds, investment companies and local 
businesspeople). In its activity in Russia and the Ukraine, the KFS Group has, in certain 
cases, adopted a model of business partnership that is based on common control with local 
bodies. In such cases, the KFS Group customarily enters into shareholders’ agreements that 
provide for its rights, both as regarding the joint management of the company to which the 
partnership relates, as well as in connection with transactions in the shares of any such 
company. 

8.17.5.  Management by local professionals: management, employees and suppliers, alongside 
coordination, control and governance by the head offices of KFS and TBIF, which are located 
in the Netherlands.  

8.17.6.  At the head office of TBIF, management is carried out both by country and by the various 
operating sectors. 

8.17.7.  The establishment of a widespread marketing network in each of the target countries: 
branches, selling points and presence at retail chains and stores. 

8.17.8.  Creation of strong brands in the countries of operation. Obtaining of significant financing 
sources and financial resources for purposes of the continued investment activity of the Group 
and the support of the continued growth in the volumes of activity of the subsidiaries. 

8.17.9.  Assimilation of management and technological tools of Western quality in the companies of 
the KFS Group. 

The principles set forth above remained in effect even in the shadow of the crisis in the global 
economy that had affected the countries in which the KFS Group operates, and continue to 
guide the KFS Group. In the post crisis period, the Group places special emphasis on the 
strengthening of the operations in existing territories, while maintaining strategic assets 
(including branches, manpower, brands and customers) alongside liquidity.  
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8.18.  Anticipated Development in the Coming Year  

TBIF focuses on banking and retail credit activities in three countries: Russia, Romania and 
Bulgaria. It is the intention of TBIF to dedicate 2011 to focus on the existing business 
activity, and to strengthen it, alongside an examination of new business opportunities, such as 
mergers and acquisitions in the countries of the existing activity.   

8.19.  Risk Factors  

The operations of the KFS Group and TBIF are characterized by the following risk factors: 

8.19.1. Macro risks  

8.19.1.1. The crisis in the global economy and the economic condition of the markets in which TBIF 
operates - the business strategy of KFS is based on its assessments regarding market trends 
and economic trends in the countries of Central and Eastern Europe and in the countries of the 
former Soviet Union. The economic conditions in the developing markets in which KFS 
operates are difficult to predict and are characterized by fluctuations. The success and growth 
of the business of KFS depend on the economic growth in the countries and markets in which 
it operates. Economic slowdown in said countries could materially and adversely affect the 
results of KFS, as well as its changes to expand its business. In this context, the global 
financial crisis that commenced in 2008 should be noted, which had aversely affected the 
macro economic conditions in the countries in which KFS operates. The continuing effect of 
the crisis was evident in 2010, too, in the Ukraine, Bulgaria and Romania with a certain 
improvement in the macro economic conditions in Russia. The continuing effects of the crisis 
could have an adverse effect on the business of the TBIF Group, particularly as regarding 
difficulties in refinancing liabilities. Additionally, an increase in unemployment rates and a 
decrease in the purchasing power of the currency could affect the quality of the credit 
portfolios and the financial results. 

8.19.1.2. Investments in developing markets - The KFS Group operates in developing and unstable 
markets, and is therefore exposed to risks relating to the activity in developing countries, 
including social, political and military risks. Political and security instability in the countries 
in which the KFS Group operates could affect the markets in those countries and, as a result, 
materially and adversely affect the activity and operating results of KFS.  

8.19.1.3. The regulatory environment of the banking services and the financial services in Central and 
Eastern Europe and in the countries of the former Soviet Union is not developed to customary 
Western standards - The banking and other financial services industries are subject to 
legislation that has not yet developed to customary Western standards. In the markets in 
Central and Eastern Europe and in the markets of the countries of the former Soviet Union, 
the regulatory authorities and the courts are relatively inexperienced as compared to the their 
Western counterparts in the implementation of the regulations, and uncertainty exists as to 
their interpretation. Additionally, there is significant uncertainty as to the fines and penalties 
that the regulating authorities may impose under such circumstances. Changes in legislature 
aforementioned could materially and adversely affect the activity and operating results of 
KFS Group. 
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8.19.1.4. Approvals and licenses - the banking and other financial services industries are subject to 
legislation as well as to approvals and licenses from various regulatory bodies. There is 
uncertainty as to the ability of the KFS Group to obtain the required approvals and/or licenses 
and/or to retain the approvals and licenses that are required for its activity in the future. The 
process of the application for an approval and/or a license as aforesaid is time consuming. The 
relevant regulatory bodies may, at their discretion, impose additional requirements or revoke 
the approvals and/or licenses that had been granted. Non-compliance with the requirements 
for the holding of approvals and/or licenses, the violation of any of the terms of the approvals 
and/or licenses or failure to obtain the approvals that may be required in the future could 
materially and adversely affect the business of the KFS Group and make it impossible for the 
KFS Group to carry out its activities, in whole or in part, as well as entail the imposition of 
fines and penalties on the KFS Group.  

8.19.1.5. Dependence on outside financing and increase in financing expenses - Banks and credit 
companies depend on outside financing sources for their existence and development. 
Difficulties in obtaining outside financing could materially and adversely affect the results of 
the banks and the financing companies of the KFS Group, as well as their development. 
Additionally, an increase in financing expenses could affect the ability of the KFS Group to 
develop at its desirable rate and may adversely affect the financial results of the KFS Group. 
The KFS Group has invested substantial amounts over the recent years in the establishment of 
widespread marketing networks in the countries in which it operates. Insufficient financing or 
an increase in financing expenses could affect the ability of the KFS Group to utilize its 
advantages from the deployment of the marketing networks that it had established. Since the 
markets in which the KFS Group operates are rapidly developing, the inability to present 
growth in operations could mean the loss of a market share, partly or in its entirety. As to 
interest risks in the field of banking and retail credit, see Section 8.19.12.1 below. 

8.19.1.6. Operational risks - the KFS Group operates in large volumes in various areas that expose the 
KFS Group to operational risks, such as the risk of loss as a result of faulty data processing 
methods, human error, fraud and the absence of adequate control and testing procedures, 
including errors relating to the granting of loans to an entity or an individual that intends to 
defraud and not repay its debt or that may be unable to repay its debt. These errors could 
materially and adversely affect the activity and operating results of KFS Group.  

8.19.2. Industry risks  

8.19.2.1. Competition - Many of the competitors of TBIF are connected to large international bodies 
and possess financial and technical resources that far exceed those of the subsidiaries of 
TBIF, and are therefore able to devote larger resources to the development, promotion and 
sale of their products. The strengthening of TBIF’s competition could materially and 
adversely affect the activity and operating results of KFS Group.  

8.19.2.2. Credit risk - The credit portfolio is a material component of the statement of Financial 
Position of TBIF; hence, deterioration in the quality of the borrowers, the solvency of 
borrowers or the fulfillment of their obligations could materially and adversely affect the 
quality of the credit portfolio and TBIF. Additionally, since the markets in which TBIF 
operates may be subject to rapid changes, TBIF must be able to quickly respond by adopting 
an appropriate credit policy; furthermore, there is a risk that the underwriting agreements that 
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TBIF had entered into prior to such changes may not provide full protection in view of the 
changes in the ability to repay the credit. 

8.19.2.3. Risk relating to the quality of collaterals - Deterioration in the value of the collaterals that had 
been provided by TBIF borrowers against the credit taken could materially and adversely 
affect the chances of collecting the credit. In markets that experience economic slowdown, the 
value of the collaterals tends to erode and realization, when necessary, may be for a lesser 
value, which could affect the business of the TBIF Group, its financial position and its 
financial results.    

8.19.2.4. Absence of a central and accurate database regarding credit risks - Accurate testing of the 
credit risks pertaining to the loans granted by the TBIF Group in advance and with immediate 
effect is difficult, this in view of the absence of a central and accurate database regarding 
credit risks in the markets in which the TBIF Group operates. In many instances, those who 
apply to the TBIF Group for credit do not have a clear credit history and therefore, although 
the TBIF Group carries out examinations based on several techniques and reviews the credit 
repayment ability of the credit applicants, these examinations do not always present the 
complete and accurate view of the financial position of the credit applicants. Additionally, the 
TBIF Group encounters difficulties in verifying by itself data that are provided by the credit 
applicant himself in connection to his liabilities to other parties, which could extend the credit 
facility of the borrowers beyond their capability. The aforesaid could give rise to credit risks 
and could affect materially and adversely the business of the TBIF Group, its financial 
position and its financial results.  

8.19.2.5. Interest risk - The operating results of the TBIF Group could be affected materially and 
adversely by changes in the interest rates and their potential effect on the values of the assets 
and liabilities of the TBIF Group.  

8.19.2.6. Liquidity risk - The operating results of TBIF could materially and adversely affected from 
the inability of the TBIF Group to meet the liquidity needs, this in view of the uncertainty that 
exists in relation to the availability of sources and their cost, as well as in view of the risk that 
the customers of TBIF will withdraw deposits at unanticipated dates and volumes. TBIF tries 
to minimize this risk by granting loans and raising financial sources that are linked to the 
same interest calculation mechanism.  

8.19.2.7. Foreign exchange risk - Changes in the exchange rates of the various currencies in which 
TBIF conducts its business activities could affect materially and adversely its operating 
results and the erosion of its assets and equity, this as a result of changes in exchange rates 
stemming from the existing difference between the currency of the assets and the currency of 
the liabilities. 

8.19.2.8. Inflation risk - Erosion in the purchasing power of the customers of the banks or the retail 
credit companies could materially and adversely affect the debt repayment ability of such 
customers.   

8.19.2.9. Dependence on business contacts - The TBIF Group is dependent on some of its contacts with 
the operators of retail shopping centers and vehicle dealers. Damage to the business contacts 
of the Group could affect the business of the TBIF Group, its financial position and its 
financial results.  
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8.19.2.10. Results of the investments of the subsidiaries of TBIF - The operating results of TBIF are 
based among others, on the results of the investments of the subsidiaries of TBIF that operate 
in the banking sector and that invest funds in financial assets in accordance with the 
restrictions imposed by the local regulation in each of the countries in which the TBIF Group 
operates. Fluctuations and impairment in the value of said financial assets could materially 
and adversely affect the business of the TBIF Group, its financial position and its financial 
results.    

8.19.3.  Presented below are the assessments of KFS and TBIF as to the type and level of the risk 
factors that are specified above in relation to the business of KFS and TBIF:  

  

Risk Factor Degree of Influence on the Risk Factor Section 
Number in 
this Part 

 Major 
Effect 

Moderate 
Effect 

Minor 
Effect 

Macro Risks  

 Crisis in the global economy  X   

 The economic condition of the markets of Central and 
Eastern Europe and the markets of the countries of the 
former Soviet Union  

X   

 Investments in developing markets  X   

Industry risks 

 The regulatory environment of the banking and other 
financial services in Central and Eastern Europe and in 
the countries of the former Soviet Union is not developed 
to customary Western standards  

X 

 
  

 Approvals and licenses    

X 
  

 Dependence on outside financing and increase in 
financing expenses  

X   

 Operational risks X   

Banking and Retail Credit Activity Sector 

 Competition X   

 Credit risk X   

 Risk in respect of the quality of collaterals X   

 Absence of a central and accurate database of credit risks  X  

 Interest risk X   

 Liquidity risk X   

 Foreign exchange risk X   

 Inflation risk X   

 Dependence on business contacts  X  

 Results of the investments of the subsidiaries of TBIF X   

  

8.20. Insurance and Pension Activity Sector  

The activity of KFS in the insurance and pension sector is concentrated under the TBIH 
Group. TBIH is a holding company that operates in the insurance and pension sector in 
Central and Eastern Europe, in countries of the former Soviet Union and in Turkey. 

On November 28, 2011 (hereafter: “the Sale Date”), KFS sold all its holdings (40%) of TBIH 
shares to Vienna Insurance Group, a leading Austrian insurance company operating in Central 
and Eastern Europe (hereafter: “VIG”), that held 60% of the share capital of TBIH prior to 
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signing the said agreement. For additional details regarding the said sale transaction and its 
accounting implications, see section 8.30.1 henceforth and note 5(c) of Kardan NV’s financial 
statements. In light of the sale of KFS’ holdings in TBIH as stated, a summary description of 
the insurance and pension segment, regarding 2010 and up to the sale date, will be presented, 
as detailed below.     

The following is the structure of TBIF's main holdings in its subsidiary and connected 
companies, as per the date of its sale and as detailed below: 

 

Following are details regarding the activity of the TBIH Group by country: 

Bulgaria -, TBIH holds close to 93% of the  issued share capital of Doverie Pension Fund AD 
(hereinafter: “Doverie”), the leading pension fund in its field in Bulgaria, which holds three 
pension funds in Bulgaria under the Doverie brand name (two mandatory funds and a 
voluntary fund). Within the framework of the aforesaid sale transaction KFS acquired from 
VIG call options for purchasing of close to 93% OF Doverie shares. For additional details see 
Section 8.30.1 below.   

Turkey - Elementary insurance and health insurance activity. 

The Ukraine - Voluntary pension and elementary insurance activity. 

Georgia - Elementary insurance, health insurance and voluntary pension activity  

8.20.1. The Structure of the Activity Sector and Changes Occurring therein 

The pension reforms that were enacted in Eastern Europe commencing in the early 1990s 
reflect a trend of the abandonment of national insurance as a sole source of pension and a 
transition to systems that include two additional components of pension:  

Mandatory pension - A pension scheme that requires every employee to deposit monies for 
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his employees with private funds. 

Voluntary pension - A pension scheme that allows the plan holders and their employers to 
deposit monies in private funds. 

In accordance with the aforesaid reforms, the pension funds that were established, after 
having obtained the appropriate approvals from the State, are DC (defined contribution) 
funds, under which the plan holders are entitled to pension payments based on the savings 
deposited and the yield accumulated thereon over the years of employment (similarly to the 
new pension funds in Israel). The country in which TBIH was most active is Bulgaria.  The 
pension in Ukraine and Georgia was immaterial in 2010 therefore, the description in this 
report below focuses on the pension sector in Bulgaria. 

The rate of penetration of insurance (insurance expenditure divided by GNP) in Eastern 
Europe is significantly lower than the rate of insurance penetration in the West (Europe and 
the United States). The low rate of penetration is, inter alia, due to a business and consumer 
culture that originated in the Communist regime, under which insurance had been managed 
centrally and disposable income was small. May residents of Eastern Europe still consider 
insurance to be a luxury, and the consumption of the product is oftentimes motivated by legal 
requirement. The main countries in which TBIH has operated in the field of insurance are 
Turkey and Ukraine. 

8.20.2. Restrictions, legislation and regulation 

 The pension industry is, by its nature, heavily legislated, due to the need to protect the monies 
of the plan holders. There are differences in legislation between the countries in which the 
TBIH Group has operated; nevertheless, in all the countries the legislation focuses on the 
following issues: the minimum capital required for the establishment of a pension fund or a 
management company, restrictions concerning the ways of investment of the plan holders’ 
monies, the collection of management fees, reserves, taxation of deposits and withdrawals and 
transfer between pension funds. The pension funds are overseen by the Commissioner of the 
Capital Market in each of the countries. 

 The insurance industry is subject to highly extensive regulation in the countries in which the 
TBIH Group operates, although the scope of the regulation and the degree of influence of the 
regulators in some of the countries in which TBIH operates has not yet achieved the 
customary Western standards. The activity of the Group in the insurance sector is subject to 
the provisions of general law in each of the countries as well as to the directives that 
specifically apply to the insurance industry, such as: insurance laws, minimum capital, reports 
to the Supervisor of Insurance, the method of calculation of the insurance reserves etc. 
Additionally, in every country, the insurance activity is subject to supervision by the 
insurance business supervisory authority. The Supervisor is, inter alia, responsible for 
examining the activity of the insurance companies in light of the various laws, including 
minimum capital and ways of investments, as well as for granting and revoking insurance 
licenses. 
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8.20.3. Changes in the scope of activity in the sector and in its profitability 

During the first three quarters of 2010 the loss of TBIH was close to 2 million euro compared 
to a profit of 33 million Euros in 2009. The aforesaid deterioration in the financial results of 
TBIH was the result of the registration of TBIH capital gains in 2009 from the sale of 
subsidiaries in the insurance and pension sectors to VIG for a total of some 55 million Euros 
as well as additional capital gains of approximately 11 million Euro whereas in 2010 no 
capital gains were registered at all. However, there was an improvement in the operations 
results of TBIH for 2010 specifically in the results of the main holdings: Doverie and Ray.  
The Doverie pension fund registered stability in the number of members, an increase in 
managed assets and a profit of 17% and 10%, respectively,  

8.21. Success Factors in the Insurance and Pension Sectors 

The success factors of TBIH in the insurance and pension sector are mostly early 
identification of the target countries before or at the outset of a pension reform or the 
awakening of the insurance market and operating as one of the first players in the market, the 
establishment of a widespread marketing network that includes branches throughout the 
country and an extensive network of agents, creation of a strong brand the is recognizable by 
the public and that sends a message of credibility and the existence of a property management 
or professional underwriting mechanism. 

8.21.1. Principal entry and exit barriers 

In the pension activity - the principal entry barrier are the substantial investments that are 
required to obtain plan holders (acquisition costs) in a mature market (post reform). As a 
result, in developed pension markets, which have undergone a mandatory pension reform, the 
entry of new players through the establishment of a new pension fund and the seizing of a 
significant share in a mature market are uncommon. The entry of new players and the exit of 
existing players are usually affected through full or partial acquisition of existing pension 
funds.  

In the insurance activity - the more developed the insurance market, the more difficult will it 
be for new players to enter the market, due to the high cost of obtaining a market share. 
Another entry barrier is the minimum capital requirements that apply to insurance companies; 
however, these are primarily a barrier for local players.  

8.21.2. Structure of the competition  

For details regarding the structure of the competition in the insurance and pension activity 
sector, see Section 8.24 below. 

8.22. Products and Services  

8.22.1. Pension Funds in Bulgaria 

The three pension funds of the TBIH Group in Bulgaria, which are managed under the 
“Doverie” brand name, constituted the principal pension activity of TBIH. The Doverie 
pension funds hold a market share of 33%. In 2009 Doverie's profit was 3.8 million Euros and 
in 2010 it was 4 million Euros. Below are various indicators with respect to said funds as of 
December 31, 2010 
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Mandatory Voluntary  

676.8 
Total managed assets (Euros in 
millions) 

1,145,302 162.080 Number of plan holders 

5% 4.5% - 5% 
Percentage of deposit out of average 
salary 

5% 3% Management fees on deposits 
1% 10% on yield Management fees on assets 

 

8.22.2.  Below are different indicators pertaining to the aforesaid funds as of December 31, 2009:  

Mandatory Voluntary  

541.9 
Total managed assets (Euros in 
millions) 

1,128,581 162,726 Number of plan holders 

5.5% 5% - 4.5% 
Percentage of deposit out of average 
salary 

5% 3% Management fees on deposits 
1% 10% on yield Management fees on assets 

  

The above table shows that in 2010 Doverie benefited from a 25% increase in managed assets 
as a result of accumulative returns on existing assets and an accumulation of deposits from 
members depositing additional amounts into the funds during their periodic deposits. 

8.23.  Insurance companies 

8.23.1.  The activity insurance carried out by TBIH is comprised of the two following components: 

 Elementary insurance - As in Western countries, vehicles insurances constitute a substantial 
part of the elementary insurance market. In Turkey and the Ukraine, the vehicle insurance is 
mandatory. The products of the TBIH Group in the vehicle sector include compulsory vehicle 
insurance, vehicle property insurance and vehicle insurance for civilians in the territory of 
another country (green card). Additionally, the TBIH Group offers property, household, 
marine, aviation, shipping and health insurance policies. 

 Health insurance - the volume of the activity of TBIH in the field of heal insurance is 
immaterial.  
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8.24.  Distribution of the revenues from products  

Presented below are data regarding TBIH activity in 2010, (Euros in millions, these data are 
take into account the effect of the activity of TBIH on the financial statements of KFS. 

 Pension Insurance Other(*) Total 
Revenues  2.3 32.6 0.7 35.6 
Profit (loss) before Tax 0.8 0.9 (1.6) 0.2 
Tax - - (1.1) (1.1) 
Net revenues on KFS level - - 15.5 15.5 

Total effect on KFS  0.8 0.9 12.9 14.6 

     

Presented below are data regarding TBIH activity in 2009, (Euros in millions, these data take 
into account the effect of the activity of TBIH on the financial statements of KFS: 

 Pension Insurance Other(*) Total 
Revenues  4.6 58.1 - 62.7 
Profit (loss) before Tax 1.4 (9/3) 23.5 15.5 
Tax - - (1.7) (1.7) 
Net revenues on KFS level - - 15.5 15.5 

Total effect on KFS  1.4 (9.3) 31.8 23.8 

     

Presented below are data regarding TBIH activity in 2008, (Euros in millions, these data take 
into account the effect of the activity of TBIH on the financial statements of KFS: 

 Pension Insurance Other(*) Total 
Revenues 4.0 65.9 0.0 69.8 
Profit (loss) before Tax (0.7) 1.5 (6.2) (5.4) 
Tax - - (1.4) (1.4) 
Net revenues on KFS level - - 14.9 14.9 

Total effect on KFS  (o.7) 1.5 7.4 8.1 

     

Pension activity – 2.3 million Euros, 4.5 million Euros and 3.8 million Euros from pension 
income in 2008, 2009 and 2010 respectively - all originating from the Doverie pension fund. 
0.8 million Euros, 1.4 million Euro and 1.5 million Euro from profit before taxes in 2008, 
2009 and 2010 respectively – all originating from the Doverie pension fund. It should be 
noted that the 2010 data only includes the pension results for the first half of the year, the 
joint control cancellation date at TBIH. 

Insurance activity – the income from insurance activity declined gradually between 2008 and 
2010. Most of the decline originated from the sale of primary insurance activities in Bulgaria 
and Croatia in 2008 and 2009. Additionally, the income in 2010 only includes the first six 
months of the year, when joint control at TBIH was cancelled.  

The decrease in profits from the insurance sector was influenced mainly by the results of the 
RAY insurance company in Turkey which reported losses, especially in 2009.  

Other – other net income in TBIH in 2009 originated mainly from capital gain from the sale 
of TBIH subsidiaries in the field of insurance to VIG and subsidiaries in the financial field to 
third parties. Net income for KFS – originates mainly from the revaluation of the PUT option 
value which were held by KFS in connection with their holdings in TBIH. The option were 
attributed a value because of conditions which enabled KFS to realize it at a minimum price. 
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In 2010 this income also included profit from revaluation of the investment in TBIH at an 
attractive value following changes in control (passing from mutual control to control by VIG) 
in the second quarter of 2010.                    

8.25. Marketing and Distribution 

The marketing strategy of TBIH is based on marketing networks that comprise a nationwide 
deployment of branches and extensive agent networks. In most cases, plan holders are 
obtained by creating a connection between the pension funds and its agents on the one hand 
and the employers or holders of influence with the employers on the other hand. Marketing 
networks with nationwide deployment facilitate the seizing of substantial market shares. 
Additionally, TBIH has developed a locally recognizable brand in Bulgaria – Doverie - that 
successfully competes with well known international brands. In the majority of pension funds, 
TBIH has chosen to join to its activity, especially at the early stages, local partners that are 
players in the work market or in the financial market in the countries in which it operates, 
such as banks and workers’ unions. The importance of collaboration with these parties derives 
from their familiarity with the local market and their connections with employers in the 
economy.  

The marketing and distribution network of the TBIH Group is based on the employees of 
TBIH, the widespread network of branches, and the agents and brokers. The activity of the 
agents is of particular importance in the field of vehicle insurance, and the agents enjoy 
commissions for the recruitment of customers for the insurance companies.  

8.26.  Competition   

8.26.1. The competition in the activity of the pension funds in Central and Eastern Europe is against 
local players, particularly local companies that are owned by international entities. The most 
prominent players in the pension markets are financial institutions, such as insurance 
companies and banks, alongside professional unions and other local influential bodies. The 
competition focuses on the acquisition of new plan holders, this in view of pension reforms 
that were carried out in the various countries. The process of the acquisition of plan holders in 
the pension funds, in light of the pension reforms, requires substantial investments, which 
gives advantage to international bodies over local entities. Also of great importance are the 
connections of the pension fund with employers, which facilitate the recruitment of their 
employees as plan holders. In a more mature and stable market, after the pension reforms 
have been completed, the transition of plan holders between the pension funds is less 
significant and the competition is effected by way of consolidation of existing business, as 
well as the execution of efficiency measures.  

8.26.2.  Similarly to the competition in the activity of the pension funds, the competitors of the TBIH 
Group in the insurance sector in the countries of Central and Eastern Europe and the former 
Soviet Union are mainly international entities (originating in the European Union), which had 
acquired insurance businesses in said areas, but also include a smaller number of local 
entities. In certain countries, the State still holds a controlling block in insurance companies. 
The majority of competitors in the markets of the countries in Central and Eastern Europe as 
well as in Turkey are international entities that had purchased a share of the local insurance 
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companies in recent years, while in the Ukraine there is still a significant amount of locally 
owned companies. 

8.27.  Intangible Assets 

The primary trademarks that were used by TBIH in 2010 are: Doverie (pension in Bulgaria), 
Ray (insurance in Turkey), VAB (insurance and pension in the Ukraine), UIG (insurance in 
the Ukraine), GPIH and Irao (insurance in Georgia). The trademarks are registered in the 
name of the companies in the TBIH Group and owned by them.  

8.28. Suppliers 

 The insurance companies in the TBIH Group have acquired reinsurance policies for the 
purpose of minimizing the insurance risks assumed by them in most of the insurance sectors 
in which they operate as direct insurers. Through the reinsurance, the insurance companies 
shares its risks with other insurance companies, thereby minimizing its exposure. The 
protection acquired is against catastrophe risks and individual risks.  

As a rule, the share of the reinsurers in the premiums from the activity of TBIH is not high, 
since, unlike in the West and Israel, the policies set a limit for the amount of risk to the 
insured, including personal injury. Accordingly, the majority of the insurance policies of 
TBIH are XOL policies for the coverage of disasters in the property sectors, as well as 
facultative reinsurances in respect of large businesses or that were required of the company 
under local regulation. 

8.29.  Financing 

 The activity of TBIH is financed through shareholders loans form VIG.  The balance loan, 
close to the date of sale was close to 117 million euro, the loan bears an average interest rate 
of Euribor plus 3.5%. 

8.29.1.  For details with regard to the loan of total 10 million Euros KFS received from VIG see 
Section 8.30.1 below. 

8.30.  Material Agreements   

8.30.1.  Agreement for the sale of the Holdings of KFS in TBIH 

On July 22, 2010, KFS entered into an agreement for the sale of its holdings in TBIH to VIG 
which prior to the signing of said agreement had held 60% of the share capital in TBIH. In 
accordance with the agreement, KFS sold all of its holdings (40%) in the share capital of 
TBIH to VIG in consideration for a cash amount of approximately 126 million Euros, bearing 
interest from the date of signing the agreement until the actual date of transfer of the 
consideration. In November 2010, subsequent to the receipt of the regulatory approvals, the 
aforesaid sale transaction was completed with consideration of close to 127.7 million Euros.  

Additionally, in November 2010, KFS acquired from VIG, in consideration of 10 million 
Euros, a call option for the purchase of 93% of the shares of Doverie which as 
aforementioned is a Bulgarian pension fund held by TBIH. This agreement came into effect 
upon the completion of the sale transaction referred to above. The option is for a period of 5 
years at an exercise price of 150 million Euros in the first three years and 160 million Euros in 
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the two subsequent years. For details concerning Doverie see Section 8.20 above. The call 
option will allow KFS to benefit from the growth potential and the advantages of Doverie in 
Bulgaria, as the conditions in the markets continue to improve. The option consideration, as 
above, was paid by KFS in the form of a loan of 10 million Euros that was granted by VIG to 
KFS, which bears interest at the rate of Euribor +2% and is repayable at the end of 5 years or 
on the date of exercise of the option, whichever is earlier. To secure this loan, shares 
representing at the date of the report 7% of the equity of TBIF have been pledged. In the 
event that the value of the said pledged shares will be lower than 120% of the balance of the 
loan KFS will complete its undertaking to complete the pledges the total value of which will 
constitute at least 120% of the balance loan. 

Within the framework of the said agreement the parties have engaged in a non-competition 
agreement according to which KFS has undertaken not to operate directly or indirectly in 
businesses in which TBIH operates in countries in which it operates without receiving from 
VIG in advance its consent for a period of two years from the date of completion of the 
agreement.  

8.31.  Taxation 

 For details regarding the tax laws to which TBIH is subject, see Note 44 in the financial 
statements of Kardan NV as of December 31, 2010 and Section 15 below. 

8.32.  Risk Factors 

 The operations of the TBIH Group are characterized by the following risk factors: 

8.32.1.  The frequency and severity of the insurance claims are affected by outside factors - outside 
factors may affect the severity of the claims, and consequently the profitability of the 
insurance business of TBIH. For example: changes in weather conditions, particularly in the 
event of a major natural disaster, which could materially increase the number of insurance 
claims and may even affect the reinsurers and the cost of reinsurance; increase in crime could 
increase the number of insurance claims; inflationary outbreak or devaluation of the local 
currency.  

8.32.2. Insurance risks - Inaccurate pricing and actuarial calculations, both of products rates and of 
insurance reserves, could adversely affect the profitability of the policies and the business 
results of TBIH.  

8.32.3. The amount of the receipts from reinsurances may be lower than anticipated - There is 
uncertainty with respect to the assessment of the availability of the reinsurance and the ability 
to collect the reinsurance receipts. Moreover, the reinsurance does not exempt the first insurer 
from the liability to pay the insurance amounts under the insurance policies. The insurance 
companies of TBIH purchase their reinsurance policies on the international markets. The 
changes in the pricing of the risks and in the prices of the reinsurer on the market may affect 
the profitability of said companies and indirectly the profitability of TBIH.  

8.32.4. Insurance losses may exceed the insurance reserves of TBIH - This is an inherent risk of the 
insurance business, which derives from the creation of insurance reserves, particularly in 
sectors with a long-term outlook, e.g. where the claim may be received long after the policy 
has expired. The insurance reserves are calculated based on the assessments of the companies, 
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which, in retrospect, may prove to be erroneous. In such case, the amount of the reserves may 
be less than the actual loss of the companies which is expressed in the increase in expenses 
from payment of company claims. 

8.32.5. Results of the investments of the subsidiaries of TBIH - The business results of TBIH are 
partly conditional upon the results of the investments of the subsidiaries operating in the 
pension and insurance sector, which invest in financial assets. A change to the worst in the 
business results of the subsidiaries of TBIH could adversely affect on the financial results of 
TBIH. 

 Presented below are assessments of KFS and TBIH with regard to the type and degree of the 
risk factors details above on the business of TBIH:   

 

Degree of the Effect of the Risk Factor 
Section No. 
in this part 

Risk Factor 
Major Effect Moderate 

Effect 
Minor 
Effect 

 External factors  X  

 Insurance risks  X  

 Payments from reinsurance  X  

 Increase in the losses of insurance on 
insurance reserves  

 X  

 Results of the investments of the 
subsidiaries of TBIH 

 X  
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9. Description of Infrastructure Segments - Project Operations segment and 
Property Investment segment  

9.1 General 

Kardan NV is engaged in the infrastructure segment via Tahal International - a 
wholly owned subsidiary of Kardan NV - and via Tahal Group and Tahal Assets - 
wholly owned subsidiaries of Tahal International. 

Tahal Group is a leading international engineering group, specialized in project 
planning and execution for water-related infrastructure and in ownership of water-
related properties.  

Kardan NV operations in the infrastructure segment consist of two operating 
segments, which are presented as business segments on Kardan NV financial 
statements, namely:  

9.1.1 Project Operations segment: Tahal Group, via subsidiaries and affiliates, is 
engaged in providing engineering planning and supervision services for water-
sewage projects, water and sewage treatment, waste disposal, gas and agriculture, 
and is also engaged in project execution and construction in the field of water 
resources and water supply, irrigation, desalination, sewage treatment and 
purification, environmental engineering, civil engineering, sewage systems and 
agriculture. 

9.1.2 Property Investment segment: Tahal Assets is a holding company, investing in 
investment property in the water and sewage infrastructure segment, such as 
desalination plants, operating franchises for municipal water networks, 
management of collection of water and property tax for local authorities and 
maintenance of water and sewage infrastructure.  

Operations of these two segments are primarily located in Europe, Asia (including 
Israel), Africa and Latin America.   
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9.1.3 The following chart shows major holdings of Tahal Group in material subsidiaries and affiliates, as of the report date:  
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9.2 General information about Property Operations and Property Investment 
operating segments  

The Project Operations segment and the Property Investment segment shall be 
named jointly in this section: "the operating segments", unless otherwise explicitly 
noted.  

The operating segments have common attributes with regard to trends, events and 
developments in the macro-economic environment of the operating segments, as 
well as with regard to additional information about the operating segments, such 
as human resources etc. Due to similarity of attributes, the description of the 
operating segments in this chapter is presented in a unified manner, unless 
otherwise explicitly indicated.  

9.2.1 General  

The global water market, in which Tahal Group operations are focused (water 
transportation and supply, sewage treatment, desalination and water and sewage 
networks) is a constantly growing market, inter alia, due to the increasing, severe 
shortage of water for drinking and irrigation. As of the report date, the global 
water infrastructure markets are robust, and global demand continues to rise due 
to population growth and industrial expansion. Many project tenders in the water 
segment are published as a result of stimulus plans by governments around the 
world, but the major challenge is shortage of financing for projects, inter alia, due 
to restraining policies of financial institutions with regard to loan grants, and 
erosion of government credit market quality. 

There are three major factors impacting the growing need to produce water: (1) 
Climate change - water shortage is intensifying due to climate change; (2) 
agriculture - the water volume required for agricultural use is growing 
proportionately to the growth in population; and (3) urbanization - demand for 
water grows with urbanization, as more developed locations generate higher 
demand for water for household and industrial use. 

The shortage and demand are even greater in developing nations, some of which 
are in desert areas and some of which have a severe problem of access to 
drinkable water.  

Concurrently, increasing awareness for public health, in particular in view of 
increasing pollution of natural water sources, results in growing demand for high-
quality, treated drinking water - and therefore in higher demand for installation of 
drinking water treatment facilities. In addition, awareness of avoiding 
environmental pollution, on the one hand, and the need for alternative water for 
agricultural use (treated waste water) on the other hand, have resulted in 
promotion of regulation concerning waste water treatment, and therefore in 
construction of collection systems and treatment facilities for sewage as well as 
treated waste water pooling and distribution facilities. 

Tahal Group operates, primarily in the Property Investment segment, via Tahal 
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Assets to identify and maximize business opportunities in the water market in 
China. Water shortage, water pollution, migration to cities and industrial 
development in China - all are behind significant investments in the water market 
in this country. Furthermore, a report issued by Global Water Intelligence 
indicates that as a result if the imbalance due to the fact that China is home to 
21% of the global population but only has 7% of water sources, the water market 
in China is expected to grow at a 20% annual rate over coming years. Competition 
in the China market is evolving, with entry of new suppliers into the market and 
transfer of asset ownership from the Chinese Government to local and foreign 
private enterprises.  

Growth of Tahal Group operations in China and its asset holding in this country 
exposes Tahal Group to those risk factors identified with emerging markets in 
general and to those associated with evolving regulation of the business 
environment, in particular. The capacity of Tahal Group to operate in its various 
countries of operation is directly affected by the overall level of investment in 
such countries. Political stability, improved security and economy, government 
decisions with regard to resource allocation for development or promotion of 
investments and industry may, by nature, have a positive effect on projects and on 
operations of Tahal Group in such countries.  

9.2.2 Structure of operating segments  

Most of the operations in the operating segments are carried out for public entities 
(government, municipal etc.) These entities often operate by issuing tenders, and 
sometimes - by direct negotiations.  

9.2.2.1 The Project Operations segment consists of engineering consulting projects, 
engineering supervision projects, engineering planning projects, execution 
projects as well as projects combining several of these components.  

The Project Operations segment consists of four major channels: Engineering 
Division, Execution Division, Overseas Marketing Divisions and Business 
Development Division. The Engineering Division is tasked with planning and 
supervision of water and sewage projects, including overall, general and detailed 
planning with regard to wet infrastructure, including: water transportation, water 
supply, water treatment, sewage collection, sewage treatment, desalination, 
hydrology, drainage, treated waste water facilities and environmental facilities. 
The Execution Division is tasked with project execution, including procurement 
of equipment and direct and indirect services required for project execution. 
Overseas marketing is conducted by three separate geography-based divisions: 
Asia-Africa, Latin America & Caribbean and Europe. The Business Development 
Division supports the operating segment with regard to identifying opportunities 
in emerging markets, strategic cooperation with foreign entities and putting in 
place the financing, credit insurance and risk insurance package which enables 
projects to be realized, including review of financial, environmental and social 
conditions, restrictions on purchasing and exports etc.  
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For some of the contracts in the Project Operations segment, the contractor is 
required, inter alia, to arrange a financing package for the customer for this 
project, i.e. to find a commercial financial institution to provide a loan to the 
customer for this purpose. In such cases, the effective start of such a loan 
agreement is usually a suspensive condition of the contract with the customer. 

A major share of the activity in the projects segment is financed by Tahal Group 
customers using grants and/or subsidized loans from international institutions 
(mostly non-profits) which are, in some cases, related to the World Bank and its 
affiliates. 

9.2.2.2 The Property Investment segment consists of holding, management and operation 
of waste water purification and water supply facilities, operation and management 
of water systems and auxiliary infrastructure.  

 The property investments segment is characterized generally by receipt of 
financing in the form of Project Finance, i.e., in the manner of receiving Non-
Recourse loans from financial bodies or with Limited Recourse to the 
entrepreneur, whereas the main collateral of the financing bank is the cash flow 
forecasted from the asset for the period of its existence 

9.2.3 Restrictions, legislation, standards and special constraints applicable to operating 
segments 

Tahal Group operations in the operating segments is subject to regulation and 
standards in its different countries of operation in areas of water-sewage, 
environmental protection, energy, gas and agriculture - which vary from project to 
project based on project type and country. In addition, in recent years financial 
and insurance institutions who finance or insure activities in the operating 
segments, make such financing or insurance contingent on compliance with 
environmental and social guidelines, including detailed, specific reference to 
potential impact of such activity on the environment and on population near the 
project location. Thus, for example, companies operating in this segment must 
undertake certain liabilities with regard to: potential ground, water and air 
pollution, need to evacuate and/or re-settle population, employment terms of local 
employees including prohibition on child labor, health and safety. For further 
details, see section 9.23 below.   

9.2.4 Changes to scope and profitability of operating segments   

 In 2008, global financial markets significantly deteriorated - and continued to 
deteriorate in the first half of 2009, causing a global real economic crisis. Starting 
in the second half of 2009 and in 2010, a positive resurgence took place, and 
many world governments and international financing entities have been allocating 
larger budgets than before to infrastructures. The recovery evident in different 
countries accelerates economic development, with the goal of creating growing 
economies focused on activity to promote local and international industries which 
require water and sewage infrastructure. This activity is centered around industrial 
parks, some aimed at production for exportation, and demand for water with 
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reliable supply and high quality is on the increase. As for agriculture, an increase 
in food prices is evident, as well as in the need for crops used in production of 
alternative energy (bio-diesel). These increase demand for agricultural projects, 
including associated water infrastructure, and more efficient use of water usage. 
The urban segment is also seeing higher demand for water and for management of 
municipal systems. For instance, migration to cities in developing nations 
increases demand for available, safe water in cities, municipal water companies 
are becoming aware of the cost of water loss and are more aware than before of 
the need for more efficient operations and collection, acting to reduce water loss 
and to increase water consumption measurement. A project by international 
consulting firm McKenzie and by the IFC, with expert teams in natural resources 
participating, determined (in 2009) that global demand for water should increase 
from 4,500 billion cubic meters annually today to 6,900 billion cubic meters by 
2030 - an increase of 53%. The openness to including private enterprise in 
infrastructure projects in these countries is also evident, and is embedded in new 
legislation concerning tenders, procurement, private enterprise and public-private 
sector collaboration.   

9.2.5  Critical success factors in operating segments and changes there to  

 The critical success factors for Tahal Group in its operating segments are: 
knowledge and experience gained in the infrastructure field over its years in 
business, as well as its capacity to develop projects in countries with high 
potential, to obtain work, collaborate with partners in different countries in order 
to create a synergy between Tahal Group's capabilities and those of its partners 
(foreign companies), as well as access to financing sources and programs - as a 
result of Tahal Group's long standing operations in different areas around the 
world. Furthermore, Tahal Group is in constant contact with banks, financing and 
insurance entities in Israel and world wide, in order to identify sources for 
financing.   

9.2.6  Changes to suppliers and raw materials  

 Suppliers and raw materials in the operating segments vary by nature of each 
project and the country in which it is conducted. Tahal Group purchases 
equipment for projects in the operating segments (such as pumps, valves, pipes, 
power equipment, machinery and control equipment) from many suppliers in 
Israel and world wide, and has no material supplier and is not dependent on any 
supplier. For additional details see section 9.18 below. 



  

158 

9.2.7  Major barriers to entry and exit in the operating segments and changes there to   

9.2.7.1 The following are major barriers to entry into the operating segments:   

)a (  Regarding the projects segment – capability of managing large-scale, 
complex projects that require knowledge of the business environment in the 
country where the project is executed, including knowledge of local 
contractor companies and access to various government offices to obtain 
permits, etc.; the existence of cash surplus and/or accessibility to credit 
sources with scope and terms that enable to execute projects whose cash flow 
is not positive throughout the project’s performance period; and the capability 
to organize financing packages for the customer to enable him to execute the 
project (see Section 9.2.2.1 above).    

 )b(  Regarding the asset investment segment – capability of managing large-scale 
complex assets that require knowledge of the business environment in the 
country where the investment is executed, including access to various 
government offices to obtain permits required for maintaining and operating 
the asset, etc.; and the existence of a significant scope of equity capital and 
credit raising capability by way of project finance, to the extent and under 
terms required for investing in an asset, including its planning, construction 
and operation (see Section 9.2.2 above). 

 9.2.7.2 The following are major barriers to exit from the operating segments:   

(a) For the Project Operations segment, the major exit barrier are contractual 
obligations in place towards the customer and/or towards third parties (mostly 
suppliers and sub-contractors) for each project individually, as well as 
guarantees provided to secure these obligations.  

 (b) For the Property Investment segment, the major exit barriers are: equity 
invested in properties; long-term obligations towards the customer and/or 
financing entities with regard to the property (such as contractual obligations 
towards the customer based on franchise agreement or obligations towards 
banks based on loan agreements), as well as guarantees provided to secure 
these obligations.  

9.2.8  Layout of competition in operating segments and changes there to  

 Tahal Group competes with many international engineering companies and 
international companies who deliver comprehensive projects in areas of water 
infrastructure and water treatment, as well as companies with holdings in the 
infrastructure domain. Tahal Group operates in the operating segments in different 
countries around the world, facing competitors of various sizes. For details of how 
Tahal Group faces its competitors, see section 9.16 below.   
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9.3 Description of Project Operations segment 

9.3.1  Goods and services  

 Tahal Group has some 2,000 projects in areas of water-sewage, water and waste 
water treatment, waste disposal, gas and agriculture, as well as in execution and 
construction projects related to water resources and water supply, irrigation, 
desalination, waste water treatment and purification, environmental engineering, 
civil engineering, sewage systems and agriculture. Services provided by Tahal 
Group in the Project Operations segment consist of two types: execution projects 
and planning & supervision projects. Of the aforementioned total number of 
projects, 30 are execution projects and the rest - planning & supervision projects.  

9.3.1.1  Execution projects  

 Execution projects usually consist of all infrastructure project components, 
namely: planning, procurement and execution, as well as putting in place an 
export finance package, if required. On these projects, Tahal Group provides 
planning and management services, equipment procurement, equipment 
installation and civil engineering work - carried out by the Group or by 
subcontractors on its behalf. On these projects, Tahal Group is responsible to the 
customer for the project, usually as a Turn Key project. Execution projects are 
mostly in the areas of water and sewage, including water resources, water supply, 
desalination, waste water treatment and purification, sewage systems and waste 
water purification facilities as well as agriculture.   

9.3.1.2  Planning projects  

 This operating segment is the traditional one for Tahal Group, and its core 
technology area. Tahal Group provides engineering planning services, consulting 
and supervision in these areas: water supply, water treatment, sewage, dams and 
drainage, civil engineering, power, roads, environmental engineering, energy and 
gas, water resources and national planning, hydrology, water desalination, 
agriculture and irrigation.   
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9.4  B reakdown of product and service revenues  

 Below is composition of Tahal Group revenues in the Project Operations segment, 
by execution projects and planning projects in geographies where Tahal Group 
operates (EUR in millions):    

2010 2009 2008  Project type   Geography  

 Revenues  % of total 
revenues  

 Revenues  % of total 
revenues  

 Revenues  % of total 
revenues  

 Europe   33.3   29.8%   30.3   30.1%   35.4   43.5%  

 Latin America   -  0.0%   1.3   1.3%   4.4   5.4%  

 Asia and Africa   53.2   47.6%   36.6   36.4%   8.7   10.7%  

 Execution 
projects  

 Total execution 93  86.6   77.5%   68.2   67.9%   48.6   59.6%  

 Europe   4.0   3.5%   6.2   6.1%   4.5   5.6%  

 Latin America    1.9   1.7%   2.0   2.0%   2.6   3.1%  

 Asia and Africa   19.3   17.3%   24.1   24.0%   25.9   31.7%  

 Planning 
projects  

 Total planning  94  25.2   22.5%   32.3   32.1%   33.0   40.4%  

 Total   111.7   100.0%   100.5   100.0%   81.5   100.0%  

 Revenues from work by execution contract are recognized based on pro-rata 
completion, when the following conditions are met: revenues are known or may 
be estimated; collection of revenues is expected and certain; cost associated with 
execution of the work are known or may be estimated. The completion rate is 
determined based on engineering completion rate, all in accordance with generally 
accepted accounting principles.   

During the years 2008-2010 revenues from execution projects increased both 
absolutely and with regard to their relative share of the overall revenues from the 
projects sector. This increase derived from the implementation of the company’s 
strategy to increase the scope of its activity in this sector (see section 9.2.6 
below).  

The acute increase in revenues from execution projects in Asia and Africa in 2009 
compared to 2008 derives from a considerable increase in the scope of the 
execution projects in Angola and Ghana.  The moderate decrease in revenues 
from execution projects in Europe in 2009 compared to 2008 derived from the 
fact that for projects of significant scope in Rumania most of the implementation 
was completed already in 2008 thus the revenues thereof were recognized in that 
year. The decrease in revenues from execution projects in Central and South 
America in 2009 compared with 2008 derived from the completion of existing 
execution projects in 2009 and that no new execution projects were received in 
this area. 

The increase in revenues from execution projects in Asia and Africa in 2010 
compared to 2009 derived from the progress of execution projects in Ghana and 
Angola the implementation of which started in 2009. The increase in revenues 

                                                 
93  Total revenues from sales alone. 

 94 Total revenues from sales alone.   
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from execution projects in Europe in 2010 compared to 2009 derives from an 
increase in revenues from projects in Poland and Serbia. 

In 2009 there was no material change in revenues from planning projects 
compared to 2008. The decrease in revenues from planning projects in 2010 
compared to 2009 derived mainly from a decrease in the activity in Israel and the 
completion of the planning stage in a number of projects of considerable scope 
that were executed over the last years in Africa.  

9.5  Breakdown of profitability of goods and services  

9.5.1 Below is composition of Tahal Group profitability in the Project Operations 
segment, by execution projects and planning projects (EUR in millions):  

 2008   2009  2010    

 % of total 
gross 

income  

 Gross 
income  

 % of total 
gross 

income  

 Gross 
income  

 % of total 
gross 

income  

 Gross 
income  

  

 13.2%   1.4   61.2%   12.7   79.9%   19.2   Execution projects  

 86.8%   9.4   38.8%   8.1   20.1%   4.8   Planning projects *  

 100.0%   10.8   100.0%   20.8   100.0%   24.0   Total  

(*) In 2010 singular expenses and reductions were registered with regard to 
certain projects, should they not have been registered the gross profit rate would 
have been some 22%.   

9.6  Customers   

  Tahal Group operates in the Project Operations segment with many customers in 
many countries. Tahal Group customers are mostly government and local 
authorities in the different countries. The average duration of an execution project 
is from two to four years.   

9.6.1  For execution projects, the consideration payable to Tahal Group by the customer 
is either a lump sum or based on bills of material.   

 A lump sum agreement is a contract to execute work and/or provide service in 
return for a comprehensive, fixed sum. The lump sum price expresses the estimate  
of the work performer or the service provider of the quantities required to execute 
the project, such that the comprehensive price that will be paid is not dependent 
on the quantities that will be actually performed (whether they will be higher or 
lower than the estimate).  

 For agreements where consideration is based on a bill of materials, the 
consideration is determined by multiplying actual quantity as measured by pre-
agreed unit price (for example: number of valves, length of pipe etc.)   

9.6.2  For planning projects, too, the consideration payable to Tahal Group by the 
customer is based either on a lump sum or on labor employed in practice by Tahal 
Group for project execution.   

 Attributes of a lump sum agreement for a planning project are similar to those for 
an execution project as described above, and the lump sum price is based on 
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estimation of the scope of labor required to carry out the planning work.  

 For agreements where consideration is based on labor, the consideration is 
determined by multiplying the labor time units actually employed by Tahal Group 
in project execution by the pre-agreed price per labor time unit.  

9.6.3  Below is a description of customer contract attributes relating to both planning 
projects and execution projects:  

 Planning and execution projects are financed by customers based on internal 
budgeting by the customer, or based on grants and/or subsidized loans obtained by 
the customer from financing entities affiliated, in one way or another, with the 
World Bank and its affiliates, or by means of loan agreements between the 
customer and financing entities, specifically for financing of the project 
(Structured Finance).  

 The payment schedule for project execution usually consists of a 10%-15 down 
payment, payable as a condition for the contract coming into effect, or as a 
condition for start of project work (against provision of an appropriate down 
payment guarantee). Additional payments are scheduled over the project 
execution period, based on milestones and objectives agreed with the customer in 
the contract, which vary from project to project. A final payment, usually at 5%-
10% of total work value, is paid - in some projects - upon project completion and 
delivery to the client, against provision of an execution quality guarantee effective 
through the warranty period, which ranges from one to two years, and in some 
project - at the end of said warranty period.  

 In contracts with customers, Tahal Group is committed to conclude work within a 
time frame specified in the contract. Failure to meet the schedule may result in 
payment of agreed penalties to the customer on periodic basis (daily to monthly), 
and in some contracts there is a cap on total penalty payments (as percentage of 
total consideration). Such penalty rates vary from contract to contract, and may be 
in significant amounts. However, the total penalty amount paid by Tahal Group in 
recent years through the date of this report has not been material.  

 Contracts also include provisions specifying the extent of Tahal Group's liability 
to the customer. Some agreements include limitations as to the type of damage for 
which Tahal Group is liable (such as direct damage, indirect damage, loss of 
revenues / earnings etc.) and some contracts also contain a cap on total monetary 
value of this liability (as percentage of total consideration).   

 Contracts also include provisions with regard to guarantees to be provided by 
Tahal Group to the customer and conditions for realization there of.  

 In order to reduce its exposure, Tahal Group tries to sign, in as much as possible, 
back-to-back contracts with its sub-contractors, including with regard to liability 
and penalties for late delivery.    

 In many cases, contracts with customers include many provisions dictated by 
customers in project execution documents, including provisions with regard to the 
customer's right to cancel the project for reasons of convenience (i.e. not due to 
breach by Tahal Group) and the payments to which Tahal Group would be 
entitled should the customer exercise this right. Usually this entails payment for 
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work carried out by Tahal Group through project cancellation and/or with respect 
to obligations which Tahal Group undertook towards third parties through project 
cancellation. For details of risk associated there with, see sections 9.28.2.1 and  
9.28.2.2. below.   

 Tahal Group is required to provide a warranty during the repair period (usually 
one year from delivery) for projects executed by Tahal Group. To secure its 
obligations, Tahal Group usually provides to the customer a guarantee for the 
repair period (valued at 5%-10% of total project value). As of December 31, 2010, 
the balance of guarantees provided to customers for repair periods is not material.    

 A major portion of contracts with customers for project execution is in 
collaboration with ad-hoc partners, such that Tahal Group contracts a Joint 
Venture Agreement or Consortium Agreement with the partner to jointly execute 
the project, where Tahal Group and the partner assume, jointly and severally, all 
liabilities towards the customer, and each party undertakes to indemnify the other 
party in case of breach of contract vis-à-vis the customer by that party.    
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9.6.4  Below are details of material customers, the revenues from which in 2010 amounted to 10% or more of total Tahal Group revenues in 
2010, and customers from which total expected revenues amount to 10% or more of total Tahal Group revenues in 2010: 95   
 

  
  

 Customer   Contracting 
company  

 Project 
location (city 
and country)  

 Project 
type  

 Project nature  
 Project 

start 
date  

 Project 
planned 

completio
n date  

  

 Percent 
complete 96 

 As of 
December 
31, 2010  

 Total 
project 
revenue
s in 2010  
 (EUR in 
millions) 

 % of 
project 

revenues 
recognize
d in 2010  

  

 Total 
expected 

consideration 
for project 

(EUR in 
millions)  

 Tahal Group   Villages south of 
Kpong region - 
Ghana 

97
 

 Turn-
Key  

 Planning and execution of reconstruction and 
expansion of water supply system, inter alia, 
planning and construction of water purification 
plant, relocation of power lines and new water 
distribution systems.  

 October 
2009  

 October 
2012  

 45%  

 Tami   Three regions in 
Ghana - 
Kumawu, 
Konogo and 
Kuaho Ridge.  

 Turn-
Key  

 Planning, construction, expansion and upgrade 
of drinking water systems in three regions in 
Ghana.  

 October 
2010  

 October 
2013  

 6.4%  

 Ghana 
National 
Water 
Company   

 Tami   Villages north of 
Kpong region in 
Ghana.  

 Turn-
Key  

 Planning and execution of restoration and 
expansion of water supply system, inter alia, 
planning and construction of water purification 
plant, relocation of power lines and new water 
distribution systems.  

 October 
2009  

 April 2012   63%  

  
  
  
  
  
  
  

 27.8  
  
  

  
  
  
  
  
  
  

 26%  
  

  
  
  
  
  
  
  

 106.2  
  

 

                                                 
 95  Estimates included in the above table with regard to planned completion date and total revenues and consideration expected from the project constitute forward-looking 

information, as defined in the Securities Act, based on contractual obligations towards the customer, based on the experience of Tahal Group management in project 
execution, construction input cost as of the estimation date, including subcontractor prices and project-specific data. These estimates may not materialize, in whole or in part, 
or may materialize differently, including materially differently than expected, due to customer's budget constraints which may cause delay in project completion or project 
stoppage, direct and/or indirect implications of global economic deterioration and/or as a result of the realization of part or all of the risk factors detailed in section 9.28 of this 
section     

 96  Percent Complete is in accordance with revenue recognition on financial statements of the contracting company.   
97  In conjunction with this agreement, Kardan NV has committed that should the Tahal Corporations fail to meet their obligations with respect to this project, then Kardan NV 

would be obligated to execute the project 
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9.6.5  Below are details of material customer, where expected consideration from each amounts to 10% or more of total Tahal Group revenues in 
2010, where not all suspensive conditions have been met for execution of the projects due to which the stated revenue is expected to be 
receive 98 :  

 Customer   Contracting 
company and 
project type  

  

 Project 
location 
(city and 
country)  

 Project nature   Estimated 
project 

start date  

 Project duration 
(by contractual 

obligation)  
  

 Total expected 
consideration 

for project  

 Pre-conditions for project start - 
status  

 Government of 
Angola  

 Tami, Turn-
Key   

  
  

 Kimina, 
Angola  

 Water supply for drinking and 
irrigation, settlement and 
agricultural development. 
Construction of 310 farm units, 
consisting of residential home 
for the family, irrigation 
systems, agricultural 
development and poultry pen 
for each farm unit. Construction 
of logistics center for residents 
and land preparation for 
additional units. Training 
delivery to farmers during two 
years after project completion.  

  

2011   Three years   EUR 143 million  Financial closing to finance consideration 
in full.  

  
 Down payment to Tami amounting to 15% 
of total consideration (EUR 21.5 million).  

  
 As of the report date, two loan agreements 
have been signed by the Government of 
Angola and commercial banks. Provision 
of the loans subject to these loan 
agreements is contingent on pre-
conditions which have yet to be met as of 
the report date.   

  
  
  

                                                 
 98 Estimates included in the above table with regard to total expected consideration, to actual transaction closing, meeting suspensive conditions (including financial closing) and 

the timing there of, project execution start date (where the project has yet to be started), duration and estimated cost of the project, constitutes forward-looking information, as 
defined in the Securities Act, based on estimates and assessment by Tami management, based on its experience and knowledge of the customer, the operating segment, pre-
conditions of each project and challenges associated with financial closing of such complex projects. These estimates may or may not materialize, in whole or in part, or may 
materialize differently, including materially differently than expected due to political and economic changes in the relevant countries, legislation changes relevant to the 
infrastructure sector in these countries, changes to policy and/or to the economic environment in which the financing banks operate, direct and/or indirect implications of the 
global economic crisis and/or materialization, in whole or in part, of risk factors described in section 9.28 of this part.   
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9.6.6  Botswana project  

 In May 2007, Tahal Group and the Government of Botswana signed a 
memorandum of understandings (in this section:   "the MOU" for execution of a 
large-scale project involving water and agriculture in Botswana (in this section:  
 "the project"). The MOU is for a 15-year term and sets forth the general 
principles for project execution, to be composed of two components as follows:  
 (1) Constructing an infrastructure for pumping part of the water in the Zambezi 
river and transporting it to arid land in Northern Botswana for irrigation and 
development of agricultural land ("Component 1"); (2) developing agricultural 
land to where the water will be transported through the water systems that are the 
object of the first component (“Component 2”). The MOU determines that the 
cost of Component, by rough estimate, will be approximately USD 450 million 
(approximately EUR 340 million), and the extent of the investment required to 
perform Component 2 will be, by rough estimate, approximately USD 300 million 
(approximately EUR 225 million).  

Pursuant to the provisions of the MOU, Component 1 will be performed as a turn-
key project, and will be financed by the Government of Botswana, whereas the 
Tahal Corporations, alone and/or with partners, will perform the investment for 
Component 2, and the Tahal Corporations will be the entities that will plan, 
develop and operate Component 2.  

 The Tahal Corporations are acting to locate partners/investors for the project’s 
Component 2. Notwithstanding, the Tahal Group management estimates that there 
is a small chance that the project would materialize in the short and medium term, 
and at this stage it is impossible to estimate the materialization chances of the 
project in the long term, due to, inter alia, the project’s large financial scale, its 
complexity, location, the financial standing of Botswana and the uncertainty 
regarding the content of the points of agreement the sides will arrive at (if at all) 
concerning the scope of the project and additional commercial.  

Tahal Group assessment with regard to the date of completing the 
Agreement to Provide Planning Services and the chances of project 
materialization, as stated above, constitute forward-looking information, as 
defined in the Securities Act, based on assessment by Tahal Group 
management with regard to chances of materialization of the water sharing 
agreement, the ability to locate a financing entity and the geo-political and 
economic standing of the Government of Botswana. These assessments may 
not materialize, in whole or in part, or may materialize differently, including 
materially differently than anticipated, inter alia due to progress with regard 
to the water sharing agreement, locating a financing entity and as a result of 
direct or indirect implications of the deterioration in the global economic 
situation and/or due to materialization, in whole or in part, of any of the risk 
factors listed in section 9.28 below.   
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9.7  Order backlog   

9.7.1 Below is the order backlog of Tahal Group and forecast for its realization as of 
February 28, 2011 (EUR in millions):   

 Order backlog   Order backlog realization forecast for the 
balance of 2011  (starting from 1.3.2011) 

 

 Order 
backlog 
realizati

on 
forecast 
for 2012 

 Order 
backlog 

realization 
forecast for 

2013 
onwards  

 Project type   Geography  

 Total order 
backlog as of 
February 28, 

2011  
 (EUR in 
millions)  

 Percentage 
of total 
order 

backlog as 
of February 

28, 2011 

 Balance 
of first 
quarter 

(starting 
from 

1.3.11)   

 Second 
quarter  

 Third 
quarter  

 Fourth 
quarter  

 Total 
balance 

for 
2011  

(startin
g from 
1.3.11) 

  

 Europe  35.4 19% 4.5 6.1 4.8 3.7 19.1 5.1 11.2 
 Latin America    0%        
 Asia and Africa  95.2 52% 4.0 11.3 11.6 16.5 43.3 45.1 6.8 

 
 Execution 
projects  

 Total execution  130.7 71% 8.5 17.3 16.4 20.2 62.4 50.2 18.1 
 Europe  9.5 5% 5.0 1.3 1.3 1.1 4.2 2.4 3.0 
 Latin America   1.9 1% 5.0 3.0 2.0 2.0 1.3 5.0 1.0 
 Asia and Africa  40.8 22%  4.8 3.9 3.9 12.6 11.8 16.4 

 
 Planning 
projects  

 Total planning  52.3 29% 1.0 6.4 5.5 5.2 18.1 14.7 19.5 
 Total  182.9 100% 9.5 23.8 21.9 25.3 80.5 64.9 37.5 

  

9.7.2  Below is the order backlog of Tahal Group and forecast for its realization as of 
December 31, 2010 (EUR in millions):   

 Order backlog   Order backlog realization forecast for 2011  
 

 Order 
backlog 
realizati

on 
forecast 
for 2012 

 Order 
backlog 

realization 
forecast for 

2013 
onwards  

 Project type   Geography  

 Total order 
backlog as of 

December 
31, 2010  
 (EUR in 
millions)  

 Percentage 
of total 
order 

backlog as 
of 

December 
31, 2010  

 First 
quarter  

 Second 
quarter  

 Third 
quarter  

 Fourth 
quarter  

 Total - 
2011  

  

 Europe   35.8   20%   5.9   6.1   4.8   3.7   20.5   5.1   10.2  
 Latin America   -  - - - - - - - - 
 Asia and Africa   98.9   54%   9.8   11.3   11.6   16.5   49.2   45.1   4.5  

 
 Execution 
projects  

 Total execution   134.7   74%   15.7   17.4   16.4   20.2   69.7   50.2   14.7  
 Europe   9.4   5%   0.7   1.3   1.3   1.1   4.4   2.4   2.6  
 Latin America    1.9   1%   0.5   0.3   0.2   0.2   1.2   0.5   0.2  
 Asia and Africa   36.9   20%   3.9   4.8   3.9   3.9   16.5   11.8   8.5  

 
 Planning 
projects  

 Total planning   48.2   26%   5.1   6.4   5.4   5.2   22.1   14.7   11.2  
 Total   182.9   100%   20.8   23.9   21.8   25.4   91.8   64.9   25.9  
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9.7.3  Below is the order backlog of Tahal Group as of December 31, 2009 (EUR in 
millions):   

 
 Order backlog  

  
  
  

 Order backlog realization forecast for 2010  
 

 Order 
backlog 
realization 
forecast 
for 2011  

 Order 
backlog 
realization 
forecast 
for 2012 
onwards  

 Project 
type  

 Geography  

 Total order 
backlog as 
of 
December 
31, 2009  
 
 

  Percentage 
of total 
order 

backlog as 
of 

December 
31, 2009  

 First 
quarter  

 Second 
quarter 

 Third 
quarter 

 Fourth 
quarter  

 Total - 
2010  

  

 Europe   43.9   24%   6.8   9.4   6.9   7.5   30.6   13.3   0.1  
 Latin America   -  0%  - - - - - - - 
 Asia and Africa   85.4   47%   20.9   13.3   8.3   8.5   51.0   15.7   18.7  

 Execution 
projects  

 Total execution   129.3   71%   27.7   22.6   15.2   16.0   81.5   29.0   18.8  
 Europe   12.1   7%   1.8   1.6   1.2   1.4   6.0   2.3   3.8  
 Latin America    2.2   1%   0.1   0.4   0.3   0.3   1.1   1.0  - 
 Asia and Africa   37.8   21%   3.6   5.7   4.7   4.4   18.3   10.1   9.5  

 Planning 
projects  

 Total planning   52.1   29%   5.5   7.7   6.1   6.1   25.4   13.4   13.3  
 Total   181.4   100%   33.1   30.3   21.4   22.1   106.9   42.4   32.0  

 

Conditions for recognition of order for project or services by Tahal Group and its 
addition to the order backlog are (1) signed commercial contract in place; and (2) 
down payment actually received from customer. 

Estimates with regard to materialization of order backlog constitute 
forward-looking information, as defined in the Securities Act, based on Tahal 
Group management estimates with regard to materialization of obligations 
by contracted parties. These estimates may not materialize, in whole or in 
part, or may materialize differently, including materially differently than 
expected, due to non-materialization of the forecasted pace of sales from 
order backlog, due to budget constraints which would result in order 
cancellation, due to direct or indirect impact of deterioration in the state of 
global economy and/or due to materialization, in whole or in part, of risk 
factors listed in section 9.28.  

9.8 Fixed assets and property 

Tahal Group has no fixed assets and real estate that are material and are not part 
of the regular course of business except as described below.  

In February 2010, Kardan Real Estate and Tahal signed an agreement whereby 
Tahal sold to Kardan Real Estate all of its leasing rights to a building on Even 
Gvirol Street, Tel Aviv which served, through September 2010, as Tahal offices 
(in this section: "the sale agreement"). The parties also signed an agreement 
whereby Tahal rented from Kardan Real Estate, for a 5-year term (with optional 
extension for a further 5-year term), office space with an area of 5,365 square 
meters (gross), as well as additional service and parking areas at Kardan House, to 
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which Tahal relocated its offices in September 2010. The transaction contracted in 
the sale agreement is subject to several suspensive conditions, which have yet to 
be fully met as of the report date.  

9.9 Financing 

Tahal Group finances its operations by means of its own equity, approved credit 
facilities from banks as well as excess positive cash flow generated by the 
projects. Acquisitions in the Project Operations segment may possibly be financed 
by Tahal Group by means of owner's loans. The credit facilities available to Tahal 
Group vary from time to time, based on needs and on agreements with different 
financing entities, with some of these credit facilities secured by liens and some 
contingent on compliance with financial covenants.  

9.9.1 Owner's loans 

9.9.2 The balance of loans provided by Tahal International to Tahal Group amounted to 
EUR 10 million as of December 31, 2010, and EUR 10.1 million as of the report 
date. These loans are for 3-year terms and bear interest at EURIBOR + 3% p.a. 
Hereunder are details with regard to credit at variable interest rates: 

Change mechanism Range of Interest  Total credit 
as of 

December 31, 
2010 (euros 
in millions)   

Average interest rates 
close to the publication 

of the report  

LIBOR/PRIME 2.7%-7.7% 29.6  4% 

 

9.9.3 Balance of credit facilities and loans: 

 Tahal Group has credit facilities amounting in total, as of December 31, 2010 to 
EUR 33.6 million, and to EUR 32.7 million as of the date of this report. The 
balance of utilized credit facilities as of December 31, 2010 and as of the report 
date amounted to EUR 29.6 million (of which approximately EUR 22.6 million in 
loans secured by liens) and to EUR 28.2 million (of which EUR 22.3 million 
loans secured by liens), respectively. The aforesaid credit facilities bear 
Libor/Prime interest with a supplement margin of 2%-4%. 

9.9.4 Presented below is a description of the material covenants undertaken by Tahal 
Group and its subsidiaries and related companies in connection with material 
loans and credit facilities for the project activity sector:. 

9.9.4.1 Tami has undertaken to a financing banks to comply with covenants, primarily 
with respect to equity and asset ratios, as follows: 

(1) The total tangible equity of Tami (as defined in the loan agreement) shall not 
at any time fall below NIS 32 million; (2) The total basic equity (as defined in the 
loan agreement) of Tami will increase on January 1 of each year commencing on 
January 1, 2002 by 4% of the total basic equity for the preceding year; (3) The 
ratio of the total current assets of Tami to the total current liabilities of Tami will 
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be greater than 0.8; (4) The tangible equity will not, at any time, fall below 27% 
of the total borrowings and loans from financial institutions; (5) The ratio of the 
financial debt to the operating profit of Tami, as defined in the document, will be 
at all times less than 3.75 and the average ratio of financial debt to operating profit 
as per the latest three consecutive annual financial statements of Tami shall not 
exceed 3.5.  

Additionally, Tami has undertaken not to repay existing or future shareholders’ 
loans from Tahal Group without obtaining the consent of the financing bank as 
long as Tami has an unpaid balance to such bank.  Furthermore, the distribution of 
dividends by Tami is limited to a rate that shall not exceed 50% of the net income 
of Tami from operating activities as per the annual financial statements of Tami 
for the preceding calendar year.  

9.9.4.2 Additionally, Tahal Group has undertaken to comply with the following covenants 
in connection with said loans: (1) Tahal Group will remain the controlling 
shareholder in Tami; (2) The percentage holding of Tahal Group in Tami shall not 
fall below 60%, on a fully diluted basis, in the event of the sale and/or allocations 
of shares of Tami to a strategic investor, and pending the approval of the financing 
bank; (3) The percentage holding of Tahal Group in Tami shall not fall below 51%, 
on a fully diluted basis, in the event of the issuance of Tami’s shares. 

9.9.4.3 In accordance with the terms of the majority of the loan agreements or credit 
facilities, Tahal Group and its subsidiaries or related companies may make an early 
repayment of the loans and/or credit facilities under certain circumstances, subject 
to the provision of an advance notice and the payment of a penalty at the rate 
determined in the agreement.  

9.9.4.4 As of December 31, 2010 and shortly before the date of the report, Tahal Group 
and all the subsidiaries of Tahal Group are in compliance with all of the covenants 
pertaining to the credit facilities and loans received by them. 

9.9.5 Guarantees  

9.9.6 Hereunder is a description of the material guarantees the Tahal Group and its 
subsidiaries and associated companies have extended and/or were extended to 
them with regard to the material loans and credit facilities. 

9.9.6.1 Tahal Group and its investees usually provide bank guarantees to customers for 
projects to secure the following: (1) return of down payment received from 
customers; (2) meeting contractual obligations during project execution; and (3) 
repair and warranty. Tahal Group and its investees have provided such bank 
guarantees amounting in total to EUR 47.9 million and EUR 44.1 million, as of 
December 31, 2010 and as of the date of the report, respectively. Also, Tahal 
Group has undertaken to provide the financing banks a guarantee that will secure 
all of Tami’s debts and liabilities for a sum of NIS 15 million up to June 30, 2011. 
Tahal is guarantor of an unlimited guarantee at a sum that secures the different 
undertakings of Tami towards the financing banks. 
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Additionally Tahal International and Tahal Group are guarantors for guaranteeing 
Tami’ undertakings for a total sum of 100 million US Dollars. Also, Kardan NV 
has extended guarantees to guarantee the undertakings of Tami for a total sum of 
some 20 million euros valid until March 31, 2012 and for a total sum of 3.5 
million euros valid until April 1, 2014 

Tami and others have provided guarantees to the State of Israel, of unlimited 
amount, to secure obligations of an investee, Via Maris, with regard to 
compliance with terms of a franchise from the State of Israel. For details 
regarding the obligations of Via Maris, as stated, see Section 9.10.12.3 below  

9.9.7 Collateral 

 Hereunder is a description of the material collateral the Tahal Group, its 
subsidiaries and associated companies have extended and/or were extended with 
regard to the material loans and credit facilities. 

(1) General floating charge on Tami and Tahal assets and a fixed charge on their 
share capital and reputation; (2) A charge on the Tahal building in Tel-Aviv 

9.10 Description of Property Investment segment  

 Property investment operations focus on acquiring operating franchises for 
properties in the water and sewage infrastructure area, such as water treatment 
facilities, including desalination, waste water treatment, operation and 
maintenance of water networks. These investments are made by incorporating or 
acquiring special-purpose companies and ventures and by participation in tenders. 
Franchises are usually granted by long-term agreements with relevant customers. 
Investments are usually made by way of BOT agreements99 or BOO (Build 
Operate Own) agreements.100 Investments in this segment are usually financed by 
investing equity at a scale that varies from one investment to the next, and the 
balance of the investment is financed by loans from financial institutions with no 
recourse or with limited recourse. In conjunction with these operations, Tahal 
Assets strives to be partner both to construction and operation of the assets, based 
on its technology-engineering core.  

                                                 
99 (Build Operate Transfer). A BOT project is a project commissioned by a public entity (state, municipal or 

government authority) from a developer who constructs the facility at their expense an operates it during 
a pre-defined operating period (usually of 15 to 25 years), after which the developer hands over the 
facility to the public authority. In BOT projects, developer revenues are generated during the operating 
period from the commissioning entity or from users of the facility for usage there of. 

100 BOO projects are operated similarly to BOT projects, but at the end of the operating period, the facility 
and all rights there to remain with the developer. 
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9.10.1 Below is a concise description of Tahal Assets' assets: 

9.10.1.1 Waste water purification facilities  

(a) In the Property Investment segment, Tahal Assets contracts (via companies 
owned there by) franchise agreements to plan, construct and operate waste 
water treatment facilities. Pursuant to the franchise agreement, payment 
collection for operation of these facilities is usually from the municipal 
authority shich granted the franchise, and payment is calculated based on the 
volume of waste water treated and the rate per cubic meter set forth in the 
agreement. 

(b) Franchise agreements include commitments by the concessionaire whereby 
during the franchise term, the facility would be capable of treating a specified 
minimum volume of waste water, which varies from one property to the next. 
Concurrently, some of the franchise agreements include a commitment by the 
customer to provide to the treatment facility, during the franchise term, a 
minimum volume of waste water and to pay for it whether or not the 
minimum volume of waste water has been provided (Take or Pay 
commitment). Franchise agreements include a commitment by the franchisee 
that water quality, after treatment, shall not be less than stipulated by 
standards set forth in the franchise agreement, and in most cases this 
commitment by the franchisee is combined with a commitment by the 
customer that the quality of waste water provided to the facility shall not be 
less than stipulated by standards also set forth in the franchise agreement. 
Franchise agreements usually include a linkage formula for the rate per cubic 
meter, with possible components including: price of power consumed during 
facility operation, price of consumables (mostly chemicals) used in facility 
operation, water rates and other benchmarks.  
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9.10.1.2 Below are details of waste water treatment and water supply facilities:  

Property type  Geography 

Remaining 
franchise 

term 
(weighted 
average) 

Total 
guaranteed 
revenues101 

(EUR in 
millions) 

Total capacity 
as of 

December 31, 
2010 

Total expected capacity102 

Revenues 
recognized 

on 2010 
financial 

statements 
(EUR in 
millions) 

Total 
investment 

through 
December 
31, 2010 
(EUR in 
millions) 

Investment 
in 2010 
(EUR in 
millions) 

Total 
expected 

investment 
(in EUR 

millions)103 

Eight104 BOT 
franchises for 
operation of 
waste water 
treatment 
facilities 

Seven 
facilities in 
China and 
one facility 

in 
Turkey105 

 
21 years 

  
241  

 
244 thousand 
cubic meters 

per day 

375.5 thousand cubic meters per 
day in 2012 ,  

425 thousand cubic meters per day 
in 2013  

455 thousand cubic meters per day 
in 2014. 

 
 15.2  

 
 23.6  

 
 3.2  

 
 3.0  

BOO 
franchise for 
operation of 
waste water 

treatment and 
water supply 

facility. 

  
  

China 

 
30 years 
starting in 

2011 

  
-  

10 cubic meters 
per day - waste 

water 
treatment, and 

100 cubic 
meters per day 
- water supply 

Waste water treatment - 20 
thousand cubic meters per day in 
2014; 30 thousand cubic meters 

per day in 2017; water supply - 150 
cubic meters per day in 2015 and 
250 cubic meters per day in 2017. 

 
 1.4  

 
 11.9  

 
 2.6  

 
 2.0  

                                                 
101 Reflects customer commitment as to minimum waste water volume payable by the customer (whether or not provided to the facility) 
102 Expected capacity after planned expansion and investment known as of December 31, 2010. 
103 Expected investments are the investments known as of December 31, 2010and only referring to planned investments for 2011-2012. It is to be noted that. as of the date of this 

report, there is no certainty that the said investments will indeed be executed in the relevant scale and/or dates, and this is due to, inter alia, the fact that performing the 
investments as stated depends on a number of factors, including reaching points of agreement with the relevant client regarding the updating of the commitments to minimum 
amounts due to the increase in the plant’s facility, points of agreement over prices, etc. 

104 The table does not include the waste water treatment facility at Xuanhua, whose acquisition closed on January 25, 2011. This is a waste water treatment facility with a daily 
capacity of 120,000 cubic meters, under a franchise agreement for a 30-year term starting in 2011. According to the franchise agreement, the customer has committed to pay 
for a daily minimum of 80,000 cubic meters of waste water (whether or not provided by the customer), growing by 2,500 cubic meters per day, up to a maximum volume of 
120,000 cubic meters per day. The overall expected investment in the waste water treatment facility in Xuanhua is CNY 270 million (some EUR 28 million). 

105       Data for the property in Turkey included pro-rata to Tahal Assets' stake (50%) in this property. 
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9.10.1.3 Seawater Desalination Plant in Palmachim 

Tahal Corporations (indirectly) hold, through Via Maris Desalination (Holdings) 
Ltd., 27.9% of the shares of Via Maris Desalination Ltd. (hereafter: “Via 
Maris”)106, which owns a 25-year franchise for planning, financing, construction 
and operating a sea water desalination plant in Palmachim with an original 
capacity of 30 million cubic meters per year (hereafter: “Desalination Plant”). 
This is according to a B.O.O agreement, signed in 2002, and amended in 2009 in 
a manner that regulates the increase of the plant’s capacity from 30 million cubic 
meters per year to 45 million cubic meters per year (hereafter: the “Expansion”) 
the BOO agreement and its amendments will be hereafter named: “Franchise 
Agreement”). In May 2007, the construction of the desalination plant in the 
original capacity was completed and it began selling water as planned. The 
expansion was completed in July 2010. The comprehensive cost of the investment 
recorded in the Via Maris books regarding the construction of the desalination 
plant in its expanded form is approximately EUR 16 million, of which 
approximately EUR 5.7 were invested during 2010. In 2008, Via Maris' revenues 
from the project amounted to approximately EUR 18 million, in 2009 to 
approximately EUR 20 million, and in 2010 (after the expansion of the plant as 
described above) to approximately EUR 26.4 million. 

The commitments of Via Maris Desalination to the State of Israel under the 
Franchise Agreement are secured by bank guarantees linked to the Consumer 
Price Index that Tami and the additional shareholder of Via Maris provided in 
favor of the State of Israel, each party providing bank guarantees according to the 
share of its holdings. As of the date of the report, the total amount of guarantees 
provided by Tami in favor of the State of Israel as stated (including differentials 
linked to the Consumer Price Index) is approximately EUR 8 million.  

9.10.1.4 In December 2010, the franchise agreement to renew and improve the water 
systems at Corlu, Turkey was rescinded before entering into force, with the 
customer’s agreement. With the cancellation of the franchise as stated, all the 
guarantees provided to the customer by Task were returned.  

9.10.2 Operating and Managing Water Systems and Related Infrastructures 

As part of the asset investment activity segment, Tahal Assets enters into 
contractual engagement (through the companies it owns) with local authorities, 
municipal corporations and other corporations owned and/or controlled by local 
authorities (hereafter: “Municipal Bodies”), in agreements to provide 

                                                 
106  Up to the end of 2010, 27.9% of Via Maris Desalination, Via Maris Operation and Via Maris 

Construction Partnership were directly held by Tami. At the end of December 2010, a structural change in 
the manner of holdings of Tami and the additional shareholder was executed, such that Tami and the 
additional shareholder established a designated holdings company named Via Maris (Holdings) Ltd., 
which is held by Tami and the additional shareholder at a rate equal to the rate of their holdings in the Via 
Maris Corporations shortly before the structural change (i.e. 27.9% by Tami and 72.1% by the additional 
shareholder), and transferred 100% of their holdings in Via Maris Desalination and Via Maris Operation 
and 99.99% of their holdings in Via Maris Construction Partnership to it. 
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management and/or operating and/or maintenance services of water networks and 
systems and other municipal infrastructures as well as collecting compulsory 
municipal payments, as follows: (1) a franchise agreement with a municipal body 
in Turkey, for a period of 35 years (starting from 2006), to provide management, 
operating, maintenance and payment collecting services relating to the municipal 
water network which is the responsibility of the municipal body107; (2) agreements 
for periods of between 3 to 6 years with approximately 50 municipal bodies to 
provide services of reading, maintaining and replacing water meters. The 
consideration under these agreements is paid according to actual quantities and 
predefined unit prices; (3) agreements of between 3 to 6 years with approximately 
10 municipal bodies to provide maintenance services for municipal water 
networks that are the responsibility of the municipal bodies (including treatment 
of leakage). The consideration due for this activity is in lump sum; (4) agreements 
for periods of between 3 to 6 years with more approximately 100 municipal 
bodies to provide management and operating services for the collection array of 
compulsory municipal payments, including preparation of assessments, debit 
production and the actual collection. These agreements are characterized with 
consideration derived as a certain percentage of the total actual collection; (5) 
agreements for periods of between 3 to 6 years with approximately 10 municipal 
bodies for providing management services for street parking arrays, including 
painting pavements, signage, portable systems and information systems. These 
agreements are characterized with consideration derived as a certain percentage of 
the total actual collection of parking fees108.                

9.10.3 Other Activities 

Until September 14, 2010, Tahal Assets held, through the Hydro Caisan Company 
(hereafter: “Hydro”), a 50-yaer franchise for operating a hydroelectric power plant 
at the Chiriqui River in Panama with a capacity of producing 60 megawatt. On that 
date, Tahal Assets sold the balance of its holdings in Hydro to a local company in 
consideration for approximately EUR 2.5 million. Following said sale and 
considering the write-off of investments in Hydro that were executed by Tahal 
Assets prior to 2010, Tahal Assets recognized a profit in 2010 of approximately 
EUR 2.2 million due to that sale.       

                                                 
107  Tahal Assets holds this franchise through Task Water BV – a private company incorporated in the 

Netherlands, that is fully owned by Tahal Assets, which holds 50% of the issued share capital of Task Su 
Kanalizasyon Yatrim Yapim Ve Isletim A.S. (“Task”), a private holdings company that was incorporated 
in Turkey. For details of the Task shareholders agreement see Section 9.24.2 below.   

108  Tahal Assets engages in the management and operating agreements detailed in subsections (2) and (5) 
above through Milgam Municipal Services Ltd. (hereafter: “Milgam”), a private company incorporated in 
Israel, held by Tahal Assets Israel at a rate of some 87%, and the rest of the shares are held by the 
chairman of the Board of Directors of Milgam (11.9%) and an additional shareholder (1.3%). 



 

176  

9.10.3.1 A Power Plant for Producing Electricity in Kokhav HaYarden 

Tahal Assets, through Tahal Water Energy Ltd. (hereafter: “Tahal Water 
Energy”)109, engages in planning, construction and operation of a power plant 
producing electricity by way of “pumped storage”110 at Kokhav HaYarden 
(hereafter: “Power Plant”). The power plant Tahal Energy Water is planning to 
construct is expected to produce 300 megawatt of electricity. Its construction is 
expected to cost approximately USD 400 million (approximately EUR 300 
million), and is expected to last approximately three to four years.  The 
construction of the power plant will be self-financed and will also be financed by 
way of project finance, i.e. financing by external parties (such as banks and 
financial institutions), which are repaid from the cash flow of the project for 
whose construction the financing was provided.  The construction of the power 
plant is subject to directives and regulations in the field of electricity, including, 
inter alia, terms provided in a conditional license for pumped storage technology 
from the Public Utility Authority – Electricity (hereafter: “Electricity 
Authority”), granted to Tahal Water Energy, as detailed below (hereafter: 
“Conditional License”), and to terms that will be determined in a permanent 
license for the production of electricity (hereafter: “Permanent License”) at a 
later stage, pursuant to the Electricity Sector Law, 1996.  

In May 2009, Tahal Water Energy received a conditional license to construct a 
power plant of 300 megawatts. The conditional license is in effect for a period of 
six years and is subject to the fulfillment of a number of benchmarks and 
preconditions. As of the date of the report, all the benchmarks Tahal Water 
Energy had to meet up to the date of the report were fulfilled, except for receiving 
a positive connection survey (that confirms the feasibility of connecting the power 
plant to the national grid in a manner that will enable to transport the full capacity 
of the power plant on schedule as set in the conditional license ), approval by the 
National Infrastructure Committee of an outline plan that enables the construction 
of the power plant, and reaching financial closure. 

In the connection survey, conducted by the Israel Electric Corporation regarding 
the power plant and delivered to Tahal Water Energy in September 2010 
(hereafter: “Connection Survey”), it was determined that it was doubtful that 
connecting the power plant to the national grid could be achieved according to the 
timetable set in the conditional license. Tahal Water Energy submitted an appeal 
regarding the results of the connection survey to the Electricity Authority 
(hereafter: the “Appeal”), which has not yet been decided as of the date of the 
report. Due to the results of the connection survey, and their effect on the 

                                                 
109  81 % of Tahal Water Energy is held by Tahal Assets Israel and 19% are held by a third party.  
110  Electricity produced by water. The water is pumped and stored in an upper storage during times of low 

demand for electricity (nighttime hours) and channeled into the lower storage to operate electricity 
turbines during peak hours (daytime hours). Pumped storage plants are an important tool, replacing 
expensive electricity production means and enabling better exploitation and more efficient management 
of the electricity system. 
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possibility of meeting the other benchmarks of depositing the relevant outline plan 
and reaching financial closure, Tahal Water Energy requested the Electricity 
Authority to extend the dates for meeting the abovementioned benchmarks in a 
manner that will enable it to meet the terms of the conditional survey.  

In November 2009, the Electricity Authority published the tariff arrangement for a 
private electricity manufacturer operating with pumped storage technology, 
including as regards a transaction to place the complete dynamic and planning 
benefits of the power plant in favor of the Israel Electric Corporation (hereafter: 
“Fixed Availability”). This arrangement will be valid for pumped storage 
producers that will place all the unit’s fixed available capacity for the system 
manger for at least six years. Tahal Water Energy notified the authority of its 
intention to place the plant’s full capacity (300 megawatt) as part of the tariff 
arrangement for fixed availability (subject to arrival at financial closure). As of 
the date of the report, the tariff arrangement for fixed availability is limited to a 
quota of 800 megawatt, which will be provided by at least two different producers 
(hereafter: “Maximum Quota for Fixed Availability”).   

In light of the uncertainty that Tahal Water Energy will reach financial closure 
regarding the financing of the project in general and particularly before 
exhausting the said maximal quota, and in light of the abovementioned regarding 
Tahal Water Energy meeting the benchmarks, it is possible that Tahal Water 
Energy will not be one of the bodies that will be granted a permanent license. 

Up to the date of this report, Tahal Water Energy has invested sums that are 
immaterial to Tahal Assets in the power plant. 

The assessments by Tahal Water Energy related to the feasibility of the 
project, its cost and the period of its construction, the possibility that it will 
not receive a permanent license at all or before exhausting the maximal quota 
for fixed availability, are forward-looking statements as defined in the 
Securities Law and are based on assessments by Tahal Water Energy 
management. These assessments might not be realized or might be realized in 
a different, including materially different manner than expected, as a result 
of the terms of the conditional license, the existence of the maximal quota for 
fixed availability, changes in the tariff regulation provisions published by the 
Electricity Authority, changes in building costs and construction delays due 
to regulatory and other delays, the direct and/or indirect implications of 
changes in the economic situation in Israel and worldwide and/or the 
occurrence of all or a part of the risk factors detailed in Section 9.28 of this 
part. 
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9.10.3.2 Tahal Assets (indirectly) holds, through Agri111, a company registered in Greece 
which owns a factory for processing agricultural produce in Greece (hereafter: 
“Mastfood”) and a company registered in Bulgaria which owns a factory for 
processing agricultural produce in Bulgaria (hereafter: “Foodyard”). As of the date 
of the report, the Bulgarian factory is not operational and is at the stage of closure 
and sale of equipment. Until December31, 2010, Tahal Assets provided Agri with 
shareholders' loans in the amount of approximately EUR 10.8 million. The other 
shareholders, both in Agri and Foodyard, did not provide their pro-rata share in 
financing Agri and Foodyard and, as a result, and in accordance with the provisions 
of the shareholders agreements in said companies, Tahal Assets and Agri are 
entitled, respectively, to dilute the pro-rata share of the other shareholders. As of 
the date of the report, the decision of if and how to dilute has not yet been reached. 
For details with regard to the shareholders agreement in Agri see section 9.24.3 
below. 

9.11 Revenue Breakdown 

9.11.1 Following are details regarding revenues deriving from asset groups, which 
constitute 10% or more of the total revenues of Kardan N.V. from the business 
segment of asset investment:  

2010 2009 2008 Product Group 

Revenues Percentage 
of total 

revenues 

Revenues Percentage 
of total 

revenues 

Revenues Percentage  
of total 

revenues 

Plants for Sewage 
Purification and Water 
Supply 

16.4 25.4% 18.1 34.9% 8.9 20.7% 

Operating and 
Managing Water 
Systems and Related 
Infrastructures 

42.2 65.2% 28.2 54.3% 27.5 63.9% 

Other 6.1 9.4% 5.6 10.8% 6.6 15.4% 

Total 64.7 100% 51.9 100% 43.0 100% 

 

                                                 
111  Tahal Assets holds approximately 51% of Agri’s share capital. Agri holds approximately 67% of the 

share capital of Foodyard. Additionally, Foodyard holds approximately 71% of the share capital of 
Mastfood. For details of the Agri shareholders’ agreement, see Section 9.24.3 below.    
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9.11.2 Following are details of revenues112 from the asset investment segment, by 
breakdown into geographical regions:   

2008 2009 2010 

% of total 
revenues of 

the asset 
investment 

segment 

Revenues 

(in EUR 
millions) 

% of total 
revenues of 

the asset 
investment 

segment 

Revenues 

(in EUR 
millions) 

% of total 
revenues of 

the asset 
investment 

segment 

Revenues 

(in EUR 
millions) 

Geographical 
Region 

60.6% 26.1 53.4% 27.7 63.8% 41.3 Israel 

18.4% 7.9 29.1% 15.1 20.3% 13.1 China 

5.4% 2.3 6.7% 3.5 6.5% 4.2 Turkey 

15.6% 6.7 10.8% 5.6 9.4% 6.1 Greece 

100% 43.0 100% 51.9 100% 64.7 Total 

 

9.12 Order Backlog and Guaranteed Income113 

9.12.1 Following is the order backlog and guaranteed revenues from the asset and the 
forecasted realization thereof as of December 31, 2010 (in EUR million): 

Backlog Realization Forecast for 2011 Order Backlog 

 

 Order 
Backlog 

Realization 
Forecast 
for 2012  

Total 
2011 

Fourth 
quarter 

Third 
quarter

Second 
quarter

First 
quarter

Percentage  
of total 
order 

backlog as 
of 

December 
31, 2010 

Order 
backlog as 

of 
December 
31, 2010  

 

50.8 51.0 12.9 13.5 12.4 12.2 97.0% 101.8 

Operating and 
managing 

water systems 
and auxiliary 

infrastructures 

1.6 1.6 0.4 0.4 0.4 0.4 3.0% 3.2 
Sewage 

purification 
plants 

52.4 52.6 13.3 13.9 12.8 12.6 100% 105.0 Total 

 

                                                 
112  Revenues from sales alone (less equity profits and other revenues). 
113  The information detailed in the Section above regarding the various periods is divided into two tables that 

include data regarding two kinds of agreements with clients for the provision of services: (1) agreements 
that include the client’s undertaking to pay specific sums even when the customer has chosen not to use 
the services (take or pay), and these are defined as “guaranteed revenues” in the tables; (2) agreements 
where such undertaking by the client does not exist, and the payment under them is only for services that 
were actually provided to the client. According to Tahal Assets management’s decision, in case of 
revenues deriving from agreements of the second kind, the order backlog includes expected sales for a 
future period of two years only, whereas regarding guaranteed revenues the backlog relates to expected 
guaranteed revenues throughout the franchise period. It is clarified that the use of the term “guaranteed 
revenues” does not negate the possibility that the revenues will not be received eventually, due to breach 
of the provisions of the relevant franchise agreements.  
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Guaranteed 
Revenues 
starting 

from 2013 
and 

Onwards 
up to the 
end of the 
franchise 
periods 

Guaranteed 
Revenues 
for 2012 

Guaranteed Revenues in 2011 Total Guaranteed Revenues 
up to the end of the 

franchise periods as of 
December 31, 2010 

 

 

 Total 2012 Total 
2011 

Fourth 
quarter 

Third 
quarter 

Second 
quarter 

First 
quarter 

   

222.2 9.2 9.2 2.3 2.3 2.3 2.3  240.6 
Sewage 

purification 
plants114 

 

9.12.2 Following is the order backlog and guaranteed revenues of the asset and the 
forecasted realization thereof as of December 31, 2009 (in EUR millions):  

Backlog 
Realization 

Forecast 
2011 

Backlog Realization Forecast 2010 Order Backlog 
 

 

 Total 
2010 

Fourth 
quarter 

Third 
quarter

Second 
quarter

First 
quarter

Percentage 
of total order 
backlog as 

of December 
31, 2009  

Total 
order 

backlog 
as of 

December 
31, 2009 

 

25.5 29.2 6.9 7.7 6.8 7.8 93.1% 54.7 

Operating and 
managing 

water systems 
and auxiliary 

infrastructures 

2.1 2.0 0.5 0.5 0.5 0.5 6.9% 4.1 

Sewage 
purification 

plants 
27.6 31.2 7.4 8.2 7.3 8.3 100% 58.8 Total 

 

Guaranteed 
Revenues 
starting 

from 2013 
and 

Onwards 
up to the 
end of the 
franchise 
periods 

Guaranteed 
Revenues 
for 2012 

Guaranteed Revenues in 2011 Total Guaranteed Revenues 
up to the end of the 

franchise periods as of 
December 31, 2010 

 

 

 Total 2012 Total 
2011 

Fourth 
quarter 

Third 
quarter 

Second 
quarter 

First 
quarter 

   

222.2 
9.2 9.2 2.3 2.3 2.3 2.3  240.6 

Sewage 
purification 

plants115 

 

                                                 
114  Task Su data consolidated in a proportionate consolidation of 50%. 
115  Task Su data consolidated in a proportionate consolidation of 50%. 
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Guaranteed 
Revenues 

starting from 
2012 and 

onwards up to 
the end of the 

franchise 
periods 

Guaranteed 
Revenues 
for 2011 

Guaranteed Revenues for 2010 Total Guaranteed 
Revenues up to the 
end of the franchise 

periods as of 
December 31, 2010 

 

 

 Total 2011 Total 
2010 

Fourth 
quarter

Third 
quarter

Second 
quarter

First 
quarter

   

231.2 
9.4 3.2 0.8 0.8 0.8 0.8  243.8 

Sewage 
purification 

Plants 

  

The assessments regarding the order backlog and the information in the 
above tables regarding the guaranteed revenues are forward-looking 
information, as defined in the Securities Law, based on the assessments of the 
Tahal Assets Group management regarding the fulfillment of the 
commitments by parties with which it has engaged. These  assessments might 
not be realized, fully or partially, or might be realized in a different, 
including materially different manner than expected as a result of budgetary 
constraints that could lead to the cancellation of orders, as a result of breach 
of undertakings included in the franchise agreements, as a result of the direct 
and/or indirect impact of the world economic crisis and/or the realization of 
all or some of the risk factors detailed in section 9.28 of this part. 

9.13 Insurance 

The Tahal Corporations have obligations to guarantee the quality of the services 
they provide. The Tahal Corporations are insured by professional liability 
insurance. The limits of the warranty were raised in July 2010 from USD 10 
million (approximately EUR 7.15 million) to USD 15.0 million (approximately 
EUR 10.7 million) per claim, and for the period of the insurance. The Tahal 
Corporations’ excess insurance stands at a total of USD 75,000 (approximately 
EUR 54,000) per claim. In 2010, the Tahal Corporations did not make a provision 
for deductible amounts in connection with claims, as no claims were submitted 
against the Company. 

Additionally, Tahal Assets has various insurance policies according to the type of 
business of the subsidiaries. The companies are insured with property insurance, 
engineering insurance, revenue loss insurance, product liability insurance, 
employer’s insurance and others. 

9.14 Financing 

Tahal Assets usually finances its activity by receiving shareholders loans, and 
performs its asset investments through designated subsidiaries. The asset 
investment by the subsidiaries is usually financed by project financing.  



 

182  

9.14.1 Shareholders loans 

The balance of loans Tahal International had provided Tahal Assets stood at 
approximately EUR 56.4 million as of December 31, 2010, and approximately 
EUR 57.2 million as of the date of the report. Said loans are for periods of 3 years 
and bear an annual interest rate of euro LIBOR +3%. 

9.14.2 Hereunder are details with regard to the average interest rates and effective 
interest rates for loans as of December 31, 2010 and details about the credit 
composition and rates of Tahal Assets as of December 31, 2010  

 Currency Balance as of 
December 31, 

2010 
(euros in 
millions) 

Average 
interest rate 
(weighted) 

Effective 
interest rate 

Long term loans 
NIS 6.9 4.6% 4.6% 
USD 22.4 4.5% 4.5% 
EUR 5.3 5.5% 5.5% 

Banking 
sources 

CNY 25.1 5.9% 5.9% 
 

9.14.3 Balance credit facilities and loan: 

Tahal Assets has credit facilities amounting in total, as of December 31, 2010 to 
some EUR 19 million, and to some EUR 19 million as of the date of this report. 
The balance of utilized credit facilities as of December 31, 2010 and as of the 
report date amounted to some EUR 9.2 million and to some EUR 14.6 million  
respectively (all the credit facilities as of December 31, 2010 and the date of the 
report are secured by liens).  The aforesaid credit facilities bear Libor/Prime 
interest with a supplement margin of 0.1%. 

9.14.4 Hereunder is a description of the material financial undertakings which Tahal 
Assets and its subsidiaries and associated companies are liable for with regard to 
the material loans and credit facilities for the project operations segment. 

9.14.4.1 Tahal Assets Israel has undertaken to an Israeli bank to comply with 
covenants, primarily with respect to equity and asset ratios, as follows: 

During the period of the loan (1) the total equity capital of Milgam shall not fall 
below NIS 34 million; (2) the ratio of total equity capital to the total of the balance 
sheet of Milgam shall not fall below 30%; (3) the total equity capital of Milgam 
shall not, at any time, fall below the total debts to banks; and (4) The ratio between 
the total debts and liabilities of Milgam to financial institutions and the EBITDA 
shall not exceed 4. 

Additionally, Tahal Assets Israel has undertaken towards the bank that all the 
amounts it shall receive from Milgam whether as a dividend, management fees or 
by any other distribution shall be transferred only to the account of Tahal Assets at 
the bank, that is charged to the bank, to secure the repayment of the debt of Tahal 
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Assets Israel to the bank. This undertaking shall not apply to amounts Tahal Assets 
Israel will receive from Milgam a total of up to NIS 3 million (approximately 0.6 
million euros) a year provided that the aforementioned amounts shall be transferred 
to Tahal Assets Israel only after the full yearly payment of the capital of the loan 
with its supplemented interest in accordance with the payoff schedule of the debts 
to the bank. 

Additionally, Tahal Assets Israel has made an undertaking to the banks as aforesaid 
to maintain the direct control in Milgam 

9.14.4.2 Tahal Assets has undertaken to an Israeli bank to comply with covenants, 
primarily with respect to equity and asset ratios, as follows: 

(1) The total equity (including shareholders’ loans) of Tahal Assets shall not fall 
below 45 million euros; (2) The ratio of the total equity (including shareholders’ 
loans) of Tahal Assets to the net asset value of Tahal Assets shall not fall below 
25%; (3) Any financing or other loan granted to Tahal Assets by its shareholders, 
up to an amount of 20 million euros, shall be subordinated to the debts of Tahal 
Assets to the bank; (4) Tahal Assets shall not make any distribution or payment 
out of its profits or equity, including the payment of dividends, interest, 
management fees or any other payment to its shareholders, unless it is in 
compliance with and fully meets its obligations to the bank, without any arrears, 
and also provided that the payment of such amounts by Tahal Assets will not 
cause the breach of its undertakings to the bank. 

For details regarding the undertakings of Kardan NV in connection with loans 
granted to Tahal Assets, see Section 14.1.6.3 below. 

9.14.4.3 Task Dilovasi116 has undertaken to various banks to comply with covenants, 
primarily as follows: 

(1) The ratio of the free cash flow to debt shall not fall below 1.2:1; (2) The ratio 
of debt to EBITDA of Task Dilovasi shall not exceed 4.5:1 during the period from 
January 1, 2012 to December 31, 2013 and 3.5:1 thereafter; (3) The ratio of debt 
to equity in the consolidated balance sheet of Task Dilovasi shall not exceed 
1.8:1; (4) The ratio of debt to equity in the consolidated balance sheet of Task Su, 
the parent company of Task Dilovasi, shall not exceed 3:1. 

                                                 
116  Task-Arbiogaz Dilovasi Atik Su Aritma Tesisi Yapim Ve Isletim AS, a company held at a rate of 75% by 

Task Su Kanalizasyon Yatirim Yapim Ve Isletme AS (“Task Su”), which is held at a rate of 50% by 
Tahal Assets (through Task Water BV) 
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9.14.4.4 Furthermore, other subsidiaries of Tahal Assets have made various undertakings to 
financing banks, primarily with respect to: (1) The subordination of shareholders’ 
loans; (2) The prohibition of the distribution of a dividend in the event that the 
balance of cash is less than the amounts required to repay the annual principal and 
interest that are payable by the company in the following year and/or subject to 
compliance with the various covenants; (3) Prohibition of transactions with 
interested parties in an aggregate monetary volume of 1 million euros a year. 

In accordance with the terms of the majority of the loan agreements or credit 
facilities, Tahal Assets and its subsidiaries or related companies may make an 
early repayment of the loans and/or credit facilities under certain circumstances, 
subject to the provision of an advance notice and the payment of a penalty at the 
rate determined in the agreement. 

9.14.5 Guarantees 

 Hereunder is a description of the material guarantees Tahel Assets and its 
subsidiaries and associated companies have extender and/or were extended to 
them, with regard to material loans and credit facilities. 

Tahel Assets and its associated companies habitually extend guarantees to banks 
to secure the undertakings of Tahal Assets. Tahal Assets and its associated 
companies have extended as aforesaid guarantees for the total sum of 10.5 million 
euros as of December 31, 2010 and as of the date of the report. 

9.14.6 Collateral 

 Hereunder is a description of the material collateral Tahal Assets, its subsidiaries 
and associated companies have extended and/or were extended to them with 
regard to the material loans and credit facilities.  

(1) A first degree, singular and exclusive charge on all of Milgam shares (some 
87%);  a charge on the shares of Tian He by Tri River117; (2) mortgaging the land 
on which the Tianhe water supply and industrial sewage treatment plant will be 
constructed; (3) mortgaging the buildings that are being built as part of the plant, 
which will be converted to mortgages of the completed buildings after receiving 
the government’s approval of completion of the construction; and (4) pledging 
rights of collection from customers Tianhe has engaged with (5) a pledge on the 
shares of Task Dilvoasi; (6) pledging rights of Task Dilvoasi, in accordance with 
the B.O.T. type of franchising agreement it owns for a period of 29 years for the 
planning, erection and operation of a sewage purification plant in Turkey; and (7) 
a charge over Tianjin118 rights to receipts from the six sewage purification plants 
that it owns. 

                                                 
117  Tian He is a company fully owned by (indirectly) by Tahal assets who holds a BOT type franchise for a 

period of 30 years for the operation of a facility for the supply of water and treatment of industrial waste 
water in China. 

118  Tianjin  is a company Tahal Assets (indirectly) hold 88.15% thereof.  
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Common Issues of the Project Activity Segment 
and the Asset Investment Segment 

9.15 Marketing and Business Development 

Marketing activity, as well as project management and searching for investments, 
is performed in the Tahal Corporations by geographical responsibility division 
according to continents (Europe, America and Asia-Africa).  

Some of the projects and investments are initiated by the Tahal Corporations, 
which identify the necessity of the project to the customer or the investment to the 
Tahal Corporations, as the case may be, conduct financial feasibility studies, and 
sometimes organize the financing solution for the project or the investment. 

The Tahal Corporations’ main success factors are active marketing through the 
identification and initiation of projects in countries with the potential of obtaining 
projects, joining partners in different countries in order to create synergy between 
Tahal’s capabilities and those of its partners (foreign companies), financing and 
leverage resulting from independent sources of the Tahal Corporations, ability and 
access to financing sources and programs. 

In addition, the Tahal Corporations maintain continued relations with banks and 
financing and insurance institutions in Israel and worldwide in order to locate 
financing sources for projects. 

The Tahal Corporations are not dependent on one person or entity with regards to 
marketing. 

9.16 Competition 

  Considering the diversity and variety of the business segments in which the Tahal 
Corporations operate, which are expressed in all of these: (a) diversity in the 
business segments (projects and asset investment); (b) difference in the nature of 
the activity of the project (planning, supervision, performance or a combination of 
the above) or the asset (from the acquisition of existing and operating assets to 
planning, constructing and operating new assets); (c) difference in the project’s or 
asset’s type of activity (water-sewage, treating water and sewage, burying waste, 
gas and agriculture, operating and maintaining municipal water systems, and 
more); (d) difference in the degree of complexity and the financial scale of the 
projects and assets; and (e) difference in the geographical location, the scope of 
the competition is almost unlimited and cannot be characterized..The Tahal 
Corporations cannot estimate the number of their competitors and/or their position 
in the market or their own position among their competitors.   

  Tahal Corporations deal with their competitors by maximizing their efficiency; 
using advanced and innovative technologies; active marketing through location 
and initiation of projects and investments; joining partners in different countries 
and access to financing sources and programs, which enable them to offer 
financial solutions to their customers. 
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9.17 Human Capital  

9.17.1 The Tahal Corporations’ organization is based on their activity being divided into 
the two business segments. In the project activity segment, the internal division is 
geographical (Europe, Latin America, Israel and Asia-Africa). Another division is 
operating in the Tahal Corporations, parallel to the geographical division, dealing 
with all the aspects of project performance. In the segment of asset investment, 
each company is managed by its own management, in addition to the management 
and headquarters' departments of Tahal Assets.  

9.17.1.1 As of December 31, 2009, 924 employees were employed in the project activity 
segment, compared to 877 employees as stated as of December 31, 2010. As of the 
date of this report, there was no material change in the number of employees 
employed in the project activity segment. 

Following are details of the human capital operating in the projects segment, 
according to the organizational structure: 

Number of Employees Geographical Region 

December 31, 2010 December 31, 2009 

   

Asia Africa 518 552 

Europe 341 350 

South and Central America 18 22 

Total 877 924 

 

9.17.2 As of December 31, 2009, 984 employees were employed in the asset investment 
segment, compared to 1,249 employees as stated as of December 31, 2010. As of 
the date of this report, there was no material change in the number of employees 
employed in the asset investment segment. 

Following are details of the human capital operating in the asset investment 
segment, according to the organizational structure: 

Number of Employees Geographical Region 

December 31, 2010 December 31, 2009 

Israel 922 657 

China 251 251 

Turkey 37 27 

Greece 39 49 

Total 1,249 984 

The increase in the number of employees in Israel stems from the expansion of the 
activity of the subsidiaries. 

9.17.3 The Tahal Corporations invest resources in training employees through 
professional training courses, in-house training, studies for advanced degrees and 
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language courses. 

9.17.4 Benefits and the Nature of Employment Agreements 

The terms of employment of the employees of the Tahal Corporations are 
arranged part in personal agreements and part in a collective agreement. The 
terms of the employees employed by personal agreements vary from employee to 
employee, and are determined for each employee according to his qualifications, 
education and position. 

According to unique collective labor agreements that were signed on August 1, 
2006 and January 1, 2001 between Tami and Tahal and the General Federation of 
Workers in Israel, the Trade Union Division of the General Federation of Workers 
in Israel, and the National Employee Committee of Tahal and Tami (hereafter: the 
“Collective Agreements”), 139 Tahal and Tami employees (as of December 31, 
2010 and as of the date of the report) are permanent employees. The collective 
agreements regulate, inter alia, work procedures, work conditions including 
payments and various benefits, allocations and deductions, dismissal and 
retirement procedures (including the determination of a mechanism to settle 
disputes in cases in which the workers’ committee oppose the dismissal), basic 
rights and obligations, managing discipline offences, workers’ rights at retirement 
(increased compensation or early application), and various conditions relating to 
employees that are sent to work overseas on behalf of the Tahal Corporations.  

The labor agreements with the other employees are personal work agreements, 
and are determined for each employee according to his qualifications, education 
and position. The employees’ personal agreements regulate the terms of the 
salary, vacation, convalescence, severance pay, sick leave, contribution fees to 
funds and additional benefits.  

9.17.5 Employee Remuneration Programs 

9.17.5.1 According to the program for options of Tahal International shares, 1,253 options 
exercisable into 1,253 shares of Tahal International which shall constitute 
approximately 6.5% of Tahal International’s issued share capital, allocation by full 
dilution, were granted to managers of the Tahal Corporations as follows: 

(a) 578 options that constitute approximately 3% of the issued share capital of 
Tahal International, after allocation by full dilution, were granted to the 
chairman of Tami’s Board of Directors who also serves as a member of the 
Supervisory Board of Tahal International. 

(b) 578 options that constitute approximately 3% of the issued share capital of 
Tahal International, after allocation by full dilution, were granted to Tami’s 
CEO who also serves as chairman of the Management Board of Tahal 
International. 

 (c) 97 options that constitute approximately 0.5% of the issued share capital of 
Tahal International after allocation by full dilution were granted to an 
additional offeree.  
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For additional details regarding Tahal International’s option program see note 
22(5) of the Kardan NV financial statements of December 31, 2010.  

9.17.5.2 In December 2010, the KWIG HK119 Company approved an employee stock option 
plan, within which the directors, officers, employees and subsidiaries of KWIG HK 
will be allocated 2,000 options realizable into KWIG HK shares, which constitute 
4% of KWIG HK’s issued share capital after the allocation.  

 (a)  As of the date of the report, KWIG HK has allocated 1,600 options, which 
constitute 3.4% of KWIG HK’s issued share capital after the allocation, 
according to the following: 

 (b)  1,330 options, constituting 2.8% of KWIG HK’s issued share capital after 
the allocation, were granted to the KWIG HK management. 

 (c)  270 options, constituting 0.6% of KWIG HK’s issued share capital after the 
allocation, were granted to other employees of the company. 

 For additional details regarding KWIG HK’s option plan, see note 22(5)  of the 
Kardan NV financial statements of December 31, 2010.  

9.18 Suppliers and Sub Contractors 

The Tahal Corporations purchase equipment and materials for the projects and 
asset investment segments (such as pumps, valves, piping, electrical appliances, 
instrumentation and control systems) and auxiliary services (service, training, 
manufacturer’s liability and so on) from various suppliers, and are not dependent 
on any specific supplier or any one product. 

In general, the equipment and materials that the Tahal Corporations purchase from 
their suppliers are adapted to the projects they perform and the assets they operate, 
both from the aspect of the nature of the equipment and the aspect of the 
quantities purchased, and they do not maintain a stock of equipment and 
materials.  

Additionally, the Tahal Corporations usually enter into agreements with 
subcontractors, in various fields, for the purpose of executing the projects and/or 
operating the assets, and are not dependent on any specific contractor. 

 The contractual engagements with the suppliers and sub contractors are, as far as 
possible, under back to back terms with the terms of the contractual engagements 
of the Tahal Corporations with their customers, in order to reduce the exposure of 
the Tahal Corporations to the various customers to a minimum. These terms 
include the extent of the consideration, terms of its payment, supply or work 
performance modes, the place and the preconditions required, securities for the 
performance of the transaction, liability terms and insurance, terms regarding 
examinations and suitability tests, and terms of liability for the supplied products 
and materials and performed works.    

                                                 
119  KWIG HK is a company fully owned by Tahal Assets which holds the facilities in China.  
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For details of the risks for the Tahal Corporations due to said engagements with 
suppliers and sub contractors, see Section 9.28.13 of this part. 

9.19 Working Capital  

9.19.1 Customer Credit 

The customer credit policies of the Tahal Corporations vary from project to 
project. The Tahal Corporations act on a number of levels in order to minimize 
investment in working capital and exposure to customer payments. In certain 
projects, the Tahal Corporations operate under a system in which they receive 
down-payments from customers to avoid exposure (about 10% or more of the 
value of the project). In projects that include acquisition and equipment supply, 
the Tahal Corporations aspire to receive letters of credit from the customers to 
secure the payment. Actual average credit days for customers in 2010 were 110 
days. Average credit days for customers according to the agreements in 2010 were 
90 days. 

Regarding Tahal Assets, the customer credit policy varies between the companies. 
In companies with franchise agreements for construction and/or operating 
desalination or sewage purification plants, the major customers are governmental 
authorities and the customer credit average is therefore low. In comparison, in 
companies that collect from end-consumers, the customer credit average is higher 
and in practice stands at an average of 120 days in 2010.    

9.19.2 Supplier Credit 

As part of the policy of the Tahal Corporations to reduce investment in working 
capital, the Tahal Corporations aspire to increase the number of credit days for 
suppliers. In addition, where possible, the Tahal Corporations aspire to engage 
with suppliers in back to back agreements to their agreements with the customers. 
The Tahal Corporations perform significant purchase and supply of equipment to 
projects through letters of credit, with due dates later than the agreed date of 
receipt of payment from the customer. The average number of credit days for 
suppliers in 2010 was 80. 

Regarding Tahal Assets, the supplier credit policy varies between the companies. 
The companies strive to achieve a supplier credit average that will be higher than 
the customer credit average, in order to maintain a cash flow capability that will 
contribute to the current operation of the business. The supplier credit average 
during 2010 stood at approximately 90 days.  

9.19.3 The difference between the credit days’ average in practice and the credit days’ 
average according to the agreements and the credit days’ average for suppliers 
stemmed from arrears of payments, mainly of clients in Europe, Africa and Israel.  

In Tahal Assets, the difference between the credit days’ average of the customers 
and the suppliers stems mainly from the Milgam Company that won many 
collection tenders in local authorities in 2010, which led to a customer credit 
average that was higher than average. 
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9.20 Financing 

Tahal International finances its operation mainly through shareholders loans 
which it receives from the parent company, Kardan N.V. Most of the shareholders 
loans are required to finance Tahal Assets. Tahal International is examining 
possibilities of diversifying its financing sources, including through raising capital 
from private bodies as detailed below. 

9.20.1 Shareholders Loans 

 In July 2010, Kardan N.V. capitalized EUR 41,463,500 of the shareholders loan it 
had provided to Tahal International into share capital of Tahal International, by 
allocating 5,662 shares of EUR 1.00 par value each Tahal International to Kardan 
N.V. 

As  of December 31, 2010, and as of the date of the report, the balance of loans 
Kardan N.V. provided to the Tahal Corporations stood at approximately EUR 
42.3 million and EUR 42.7 million, respectively. The said loans are for periods of 
3 years and they bear an annual interest rate of Euro LIBOR +3%  

9.20.2 FIMI Loan  

In July 2010, Tahal International and Kardan N.V. entered a contractual 
engagement with an investment fund named FIMI Tahal 2010 Investment LP 
(hereafter: “FIMI”) (hereafter: the “Agreement”) respectively. 

Under said agreement, FIMI granted Tahal International a loan in the amount of 
USD 25 million on August 2, 2010. Additionally, Tahal International was granted 
the right to receive another loan in the sum of USD 25 million, which can be 
realized up to August 1, 2011 (hereafter: the “Additional Loan”), subject to the 
fulfillment of a number of conditions that were determined in the agreement. As 
of the date of the report, Tahal International has not yet realized its right to receive 
the additional loan. The said loans will be repaid within 4 years from the closing 
date and will bear an annual interest rate of LIBOR +3%, which will be paid every 
six months starting from the closing date.   

Under the agreement, Tahal International undertook financial covenants as 
follows: (1) Tahal International’s total equity capital (including shareholders 
loans), according to its consolidated and audited quarterly reports, shall not fall 
below EUR 75 million; (2) Tahal International’s total equity capital (including 
shareholders loans) on the basis of company-alone, according to its company-
alone quarterly reports, shall be at least at 40% of its total assets; (3) Tahal Assets’ 
total equity capital (including shareholders loans), according to its consolidated 
and audited quarterly reports, shall not fall below EUR 45 million and shall be at 
least 25% of its total assets, all according to the consolidated and audited quarterly 
reports of Tahal Assets; (4) the Tahal Corporations’ total equity capital (including 
shareholders loans), according to their consolidated and audited quarterly reports, 
shall not fall below EUR 30 million; (5) the EBITDA of the Tahal Corporations, 
in every given quarter, under their consolidated and audited quarterly reports, 
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shall not be less than EUR 7 million; (6) the EBITDA of the Tahal Corporations, 
in every given quarter, under their consolidated and audited quarterly reports, 
shall not be less than 0 in case their EBITDA was lower than 0 in each of the two 
quarters that preceded the given quarter; (7) the total financial interest bearing 
debt of the Tahal Corporations to the banks and other financial institutions, under 
their consolidated and audited quarterly reports, shall not exceed EUR 50 million.     

Additionally, Tahal International committed to FIMI to refrain from distributing 
dividend to the Tahal International shareholders as long as Tahal International has 
a debt to FIMI under the agreement and subject to Tahal International’s right to 
distribute up to 25% of its distributable profits under the conditions set in the 
agreement, unless it received FIMI’s approval in advance. Furthermore, Tahal 
International undertook that for as long as it is in debt to FIMI, it shall not change 
the nature of its business, provide credit to its shareholders nor repay shareholders 
loans and/or pay interest relating to various loans (except for those detailed in the 
agreement), unless it had received FIMI’s consent in advance.   

Concurrently, Tahal International granted FIMI rights to purchase shares of Tahal 
International in a sum amounting to the total loans that will be provided to Tahal 
International by FIMI in practice (hereafter: the “Rights”). According to the value 
of Tahal International reflecting the lower of: (1) 250 million dollars, with an 5% 
increase per annum, subject to making certain adjustments, as detailed in the 
agreement; or (2) in the case of a “sale event” (public issuance and or sale of the 
control in Tahal International (including by merger) and/or sales of the majority of 
its assets), a value that reflects a 25% discount on the value of Tahal International 
according to which the aforesaid sale event was done. The aforesaid rights will 
expire within 4 years of the date of closing or at the date of occurrence of the 
“sale event”, according to the earliest. In case of an exercise of rights, FIMI will 
be permitted to sell the Tahal International shares she is entitles to as part of the 
sale event.  

Additionally, acceptable arrangements were set among shareholders, and they 
shall apply in case FIMI realizes the rights to purchase Tahal International shares 
as stated. Inter alia, Kardan N.V. was granted first offer, Bring-Along with regard 
to the FIMI shares, and FIMI was given Tag-Along rights. Said arrangements will 
be cancelled in case Tahal International’s shares will be issued to the public 
(IPO), or on the date on which FIMI shall cease to hold shares or rights to shares 
of Tahal International, according to the earliest.  

Furthermore, Kardan N.V. was granted a Call option to buy back up to 60% of the 
rights as stated from FIMI, against payment of the relative part of the loans, under 
conditions as detailed in the shareholders agreement. The Call option is 
exercisable for a period of six months starting on February 1, 2013 or at an earlier 
date in case of an occurrence of a “sale event” as detailed in the agreement. For 
additional details of the stated rights see, included by way of referral, an 
immediate report published by Kardan N.V. on July 15 2010 regarding the signing 
of the Tahal-FIMI fund agreement (reference number: 2010-01-555486) (the 
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Securities Authority Report Site (www.magna.isa.gov.il). 

9.20.3 The total securities Kardan N.V. has provided to the Tahal Corporations, as of 
December 31, 2010, stands at approximately EUR 54 million. 

9.21 Taxation  

 As of December 31, 2010, Tami has carry-forward losses from previous years, 
which on December 31, 2010 totaled approximately USD 1.3 million 
(approximately EUR 1.0 million), which were created in previous years from 
current operations. In 2010, Tami had losses that have not yet been utilized in the 
amount of approximately USD 4.6 million (approximately EUR 3.4 million).  
Tahal has carry-forward losses from previous years which on December 31, 2010 
totaled approximately USD 3.1 million (approximately EUR 2.3 million). In 2009, 
Tahal had accumulated profits in the amount of approximately USD 1.9 million 
(approximately EUR 1.4 million). Thus, as of December 31, 3020 Tahal with have 
accrued loss total of USD 1.2 million (some EUR 0.9 millions). 

  Tami and Tahal have received final tax assessments for 2006. 

 For additional details see note 44 to the financial statements of Kardan NV as of 
December 31, 2010 and also section 15 below 

9.22 Environmental Quality and Additional Quality Standards 

9.22.1 Tahal Corporations' policy regarding the management of environmental risks, the 
implementation and supervision of said policy, and the measures taken by Tahal 
Corporations to reduce environmental risks are as follows: Tahal Corporations 
acts in accordance with the Kardan NV cross-company code of conduct. 
Furthermore, in recent months Tahal Corporations has formulated a sustainable 
company environmental policy that is relevant for all the Group's activities: 
planning, implementation, purchasing, asset acquisition and operations. The 
activities are examined for their environmental and social aspects on the basis of 
questionnaires that have been compiled especially for the activities. The 
questionnaires will be incorporated into the tender committees and the purchasing 
committees in order to shed light on the extent of the environmental and social 
risk of the venture/project, if any.  

 In addition, Tahal Corporations holds ISO 9001-2008 Certification, which is an 
Israeli and international standard. In the past year, the Tahal Corporations Haifa 
branch was certified for ISO 14001-2004 and ISO (OHSAS) 18001-2007 
(occupational health and safety management). The Tahal Corporations head office 
in Tel Aviv is currently in the final stages of being certified for both of these 
standards. Certification for environmental standards at Tahal Corporations 
branches around the world is carried out according to requirements and needs. 
Today Tahal Romania and EKOWARK hold EN(ISO) 14001-2009 environmental 
certifications. Tahal Corporations has an integrative quality management system 
based on ISO 9001-2008, ISO 14001-2004 and                        
ISO (OHSAS) 18001-2007. Tahal Corporations activities are subject to 
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environmental quality standards and laws in the various countries where it 
operates, and Tahal Corporations acts in accordance with those standards and 
laws. Tahal Corporations conducts environmental and social impact surveys both 
by itself and by means of companies that operate in the countries where the 
project is implemented, and everything is done according to the demands by the 
customer and the local environmental protection ministry and/or according to the 
requirements of the funding bodies and the foreign trade credit insurance bodies in 
accordance with the laws of the country in which the activities are carried out and 
in accordance with the customary IFC directives by the development funding 
bodies and commercial funding bodies. Sometimes, insofar as required, Tahal 
Corporations creates a plan for environmental and social monitoring actions 
during the project setup period, and insofar as requested by the relevant interested 
parties. In many countries, the customer requires approval from the environmental 
protection ministry for the impact surveys, and in such cases Tahal Corporations 
presents its findings and obtains the necessary approval before it operates. 

Tahal Corporations acts in accordance with the laws and environmental quality 
standards that apply in the countries where it operates. 

9.22.2 The laws and environmental quality standards that are relevant to Tahal 
Corporations' projects and main assets include laws and standards regarding the 
prevention of soil and water pollution, the quality of drinking water and treated 
effluents, the burial of sludge at designated sites, and the preservation of 
biological diversity.  

9.22.3 In addition, Tahal Corporations acts in accordance with the ISO 9001 
international quality standard and occupational health and safety standards 
regarding all the projects it implements, and the assets in which it invests, and in 
all the countries where it operates, in accordance with the laws of each country 
and every relevant sphere of operation. 

9.22.4 Tahal Corporations is not exposed to environmental risks that have a significant 
impact on the Group. In all its activities, it carries out the actions that are 
necessary to ensure compliance with the relevant regulations. We do not see any 
significant repercussions for Tahal Corporations' activities in terms of its capital 
investments, profit or competitive status. Tahal Corporations is at the forefront of 
the know-how and activities related to the subject as compared with other 
companies that operate in its field of activity. Tahal Corporations is not facing any 
legal or environmental administrative proceeding. 

9.22.5 Tahal Group operates in every material way in compliance with the laws and 

environmental sustainability standards applicable in countries where it is active. 

9.23 Restrictions and Supervision  

Tahal Corporations' activities are subject to regulation and standardization in the 
various countries where it operates in the spheres of water-sewage, environment, 
energy, gas and agriculture. Among other things, Tahal Corporations is subject to 
general requirements and various laws, including tender laws, environmental 
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quality laws, land laws, planning and building laws, health and safety laws, local 
labor laws, private enterprise laws, and laws governing private and public 
collaboration. Tahal Corporations operates according to the project 
implementation regulations in each of the countries where it implements one 
project or another. Tahal Corporations operates according to engineering 
standards as required in the implementation of planning projects and all-inclusive 
projects, and in accordance with the legislation and standardization provisions in 
each of the countries where it implements projects. 

9.24 Material Agreements and Cooperation Agreements 

Tahal Corporations forms business partnerships in projects in Israel and abroad 
with both Israeli and foreign companies, and is a party to the establishment of 
joint business ventures for the purpose of participation in tenders in accordance 
with the required format and threshold conditions for the various projects it 
implements. 

9.24.1 Milgam Shareholders Agreement 

Under an agreement between the chairman of the Milgam Board of Directors 
(hereafter: "the chairman of the Board of Directors") and Tahal Assets Israel 
and Milgam, the chairman of the Board of Directors has a Put Option to oblige 
Tahal Assets Israel Ltd. to purchase 11.9% of Milgam's issued share capital being 
held by the chairman of the Board of Directors at a price of NIS 37.8 per share as 
long as he (or his lawful transferee) holds the aforementioned shares. 
Additionally, the abovementioned agreement between the chairman of Milgam, 
Tahal Assets Israel and Milgam includes the chairman of the board of director;s 
right to participate in every sale of Tahal Assets Israel shares in Milgam. In 
addition, the articles of association of Milgam include,right of first refusal in 
every case of a transfer of shares in Milgam and the right of the majority of 
shareholders to oblige the minority of shareholders to join the bring along ssales 
transaction in case the majority of Milgam’s shareholders sell all their holdings. 
For details of Tahal Assets activity performed through Milgam see Section 9.10.2 
above. 

In addition, Milgam has an option unlimited in time to purchase from an 
additional shareholder who holds approximately 1.3 of Milgam's share capital at a 
price of NIS 25.52 per share. 

9.24.2 Task Shareholders Agreement 

Tahal Assets holds, through Task Water BV – a private company incorporated in 
the Netherlands, which is fully owned by Tahal Assets, which holds 50% of the 
share capital of Task Su Kanalizasyon Yatrim Yapim Ve Isletim A.S. (hereafter: 
“Task Su”). The balance of Task Su shares are held by a third party (hereafter: 
the “Partner”). Under the shareholders agreement between the parties, decisions 
of the general meeting and the management board require unanimous agreement 
of all the shareholders and directors of Task Su. Additionally, the said 
shareholders agreement includes restrictions on transferability and pledging of 
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shares, which requires the agreement of both parties, and rights of first refusal and 
tag-along right of both parties.  

9.24.3 Agri Shareholders Agreement 

 Tahal Assets holds 51% of the share capital of Agri. The balance of Agri’s shares 
is held by third parties (hereafter: the “Partners”). Under the Agri shareholders 
agreement, the shareholders have a right of first refusal and a tag along right. 
Decisions regarding daily management of Agri, including dividend distribution, 
can be made by Tahal Assets without need of the partners consent.  According to 
the shareholders agreement in Agri, Tahal Assets has the right to appoint two 
directors in Agri of the four, including the Chairman of the board of Directors 
who holds the casting vote in decisions that require the approval of the Board of 
Directors. The aforesaid agreement grants the partners with a veto right with 
regard to certain decisions including, a material change in the business activity of 
Agri, the sale of all of its asset, transaction of interested parties and the sale of all 
of its holdings in Tahal Assets to a third party.  

9.24.4  For details with regard the FIMI loan agreement see section 9.20.2 above. 

9.25 Legal Proceedings 

Tahal Group is party, to legal proceedings that are immaterial.   

9.26 Objectives and Business Strategy 

Tahal Corporations' strategy consists of the following principles: 

Continued expansion of the activity scopes in the activities of the projects, 
primarily by means of projects that include management, planning, purchasing, 
setup, and sometimes organization of the financing solution for the customer (e.g. 
projects in a turnkey format), which will join Tahal's activities in the area of 
engineering and supervision services. 

Expanding the activities in the area of investment in assets through the acquisition 
of infrastructure assets in the areas of water and sewage with a significant yield 
rate over a long period of time. 

9.27 Development Forecast for the Coming Year 

During the coming year, Tahal Corporations is expected to continue its activity 
growth including attempts to expand its activities in areas that have experienced a 
slowdown in recent years. In the asset sphere, the company expects to expand its 
activities mainly in Asian. The company also has several business opportunities in 
Central America, which it is examining, but these have not yet ripened into a 
decision. 

Assessments of Tahal Group with regard to growth and expanding its activity 

is forward looking information is forward looking information, as defined in 
the Securities Law which is based on the experience and acquaintance of 
Tahal Group of its areas of activity. The aforesaid assessments may not be 
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realized, in whole or in part, or may be realized other than expected, even 
materially so, including as a result of changes in countries where Tahal 
Group operates, changes in the market conditions including because of the 
direct and/or indirect implications of the crisis in the global economy and/or 
the realization of all or part of the risk factors detailed in section 9.28 to this 
chapter. 

9.28 Risk Factors 

Tahal Corporations' activities are characterized by the following risk factors: 

9.28.1 Macro Risk Factors  

9.28.1.1 The Global Economy - A recession and slowdown in the growth rate in the 
developing countries is liable to negatively impact the company's growth rate. 
Tahal Corporations, the value of its assets, its results, the amount of its capital, the 
ability to realize assets, the state of its business, and Tahal Corporations' ability to 
fulfill its financial obligations in which it has committed itself to loans and to raise 

funds and financing packages for projects and for holdings in the asset investment 
sphere (including for the matter of financing terms) are exposed  to negative 
repercussions of the macro factors in the short, medium and long term. In 
addition, infrastructure development projects, both in the project activity area and 
the asset investment area, require significant capital. In light of the aforesaid, the 
slowdown in the global economy is liable to adversely effect Tahal Corporations' 
business results and/or development since the Group might not be able to raise the 
required capital for the aforementioned projects or the capital it raises will be at 
financing terms that are inferior to those of the past. 

9.28.1.2 Investments in developing markets characterized by political instability - Tahal 
Corporations operates in emerging and developing markets in Asia, Africa and 
central Eastern Europe, and is therefore exposed to risks stemming from activities 
in developing countries (including political risks, regulatory risks, military risks, 
and local economy risks). Political and security instability in countries where 
Tahal Corporations operates (including nationalization of assets by Authorities 
and various regulatory changes) is liable to adversely impact markets in those 
countries, and, as a result, negatively impact Tahal Corporations' activities, 
including financing and the activity results. With their activity in China, the Tahal 
Corporations are exposed to a market in which the government is highly involved 
in the economy in general and particularly in the water and infrastructures market. 
The exposure includes, inter alia, the risks of changes in regulations such as 
regulations that regulate the activity of foreign companies, regulations regarding 
the environment, and others. Additionally, the activity requires dealing with 
bureaucracy and there is need of many approvals during the business activity.  

9.28.1.3 Cancellation of existing projects due to financing difficulties on the part of 
customers/suppliers/subcontractors - The global economic crisis, as specified in 
section 9.2.4 of this section, has harmed the results and assets of suppliers and 
subcontractors used by Tahal Corporations in setting up projects. At the same 
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time, the policy of local and state authorities in relation to infrastructure 
investments has also undergone a change and is liable to change again even in the 
future, inter alia, concomitantly with a decrease in infrastructure investments. As 
a result of this, Tahal Corporations' customers are liable to cancel projects whose 
implementation has already begun, and especially projects that have not yet been 
set up and/or tenders for which Tahal Corporations has prepared. Moreover, even 
the termination of activities by a few subcontractors simultaneously is liable to 
affect timetables and increase Tahal's expenses as a result, and, in extreme cases, 
cause project cancellations. Such cancellations are liable to have a negative 
impact on the Tahal Corporations' business, financial position and activity results. 

9.28.2 Industry Risk Factors 

9.28.2.1 Performance risks - Infrastructure construction and development projects are 
subject to various performance risks, including the inability to complete the project 
within the timeframe, budget, guidelines and standards established in the specific 
agreement; delays in completing the stages established in the agreement for 
implementation and completion of the project, which is liable to entail additional 
financing costs, delays in payments remitted by the project customers; the 
establishment of a pretext for canceling the project implementation agreement; 
non-receipt of a suitable financing package for implementation of the project under 
convenient terms for the purpose of completing the project; the inability to receive 
the expected return on investments if the assumptions that were included in the 
forecasts for the project fail to materialize; unforeseen site and geological 
conditions, which are liable to cause a situation in which the project site is 
unsuitable for implementation; and delays involving non-completion of the 
acquisition of private land ownership rights that are necessary for project 
implementation by the customers. Each of the aforementioned risks is liable to 
adversely impact the Tahal Corporations' business, financial position and financial 
results. 

9.28.2.2 Limited bargaining power - In most cases, Tahal Corporations' customers that are 
party to agreements for the implementation of infrastructure construction and 
development projects are government corporations or governments, and Tahal 
Corporations has limited ability to bargain and set conditions regarding standard 
clauses in agreements with these bodies. Therefore, many conditions that are 
prescribed as part of the documents for implementing the project are advantageous 
to the project customers and are liable to negatively impact Tahal Corporations, its 
business, financial position and financial results. For example, infrastructure 
development agreements are liable to include provisions whereby the customer has 
the right to cancel the project without any reason, subject only to advance notice. 
Although project implementation guarantees are common in the agreements to 
which Tahal Corporations is party, they are typically unconditional and forfeitable 
upon demand by the customer. Regarding projects implemented by Tahal 
Corporations in a B.O.T. format with governmental bodies, Tahal Corporations has 
extremely limited bargaining power in relation to the conditions governing 
collection of the commission for its infrastructure services and in relation to the 
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rate for said commission. Collection of the commission and the rate thereof are 
usually the responsibility of the government corporation (customer) and expose 
Tahal Corporations to the aforementioned risks. 

9.28.2.3 Tahal Corporations' income as a factor dependent upon the winning of tenders - 
Tahal Corporations' income stems primarily from the fact that it wins project 
implementation tenders. These projects are ordered primarily by government 
corporations and are financed by governments or international and multinational 
financial institutions. It is difficult to predict if or when Tahal Corporations will 
win new tenders for the implementation of additional projects since potential 
agreements entail long and complex price quotations as well as selection processes 
that are liable to be affected by various factors, including changes in the current or 
future market conditions, financial arrangements, regulatory approvals and 
environmental repercussions. Since the revenue from the implementation of 
infrastructure construction and development projects is an integral part of Tahal 
Corporations' income, its activity results and cash flow might materially change 
from time to time as a result of the date on which it wins the tender. Moreover, 
Tahal Corporations is dependent on its ability to maintain business ties in order to 
obtain agreements for the implementation of additional projects. Due to the nature 
of the agreements obtained by Tahal Corporations, the Group is sometimes 
required to invest large sums in projects even before it receives from the customer 
an advance payment or other payments that are enough to cover its expenses. 
Delays in customer payments are liable to force Tahal Corporations to invest 
additional sums in project advancement. Moreover, infrastructure construction and 
development projects are liable to be the object of political processes. A delay in 
transferring the land for project implementation are liable to cause Tahal 
Corporations additional expenses due to an increase in raw material prices to a 
level beyond that which was anticipated. Delays on the part of the countries 
ordering project implementation are liable to harm the financing packages required 
for said implementation, which, in turn, are liable to harm Tahal Corporations' 
ability to complete the projects within the timeframes established for same. If the 
customer fails to fulfill its financial obligations to Tahal Corporations and/or when 
the customer delays or cancels the project or fails to act to complete same, after 
Tahal Corporations has already made significant investments to advance said 
project, there is liable to be an adverse impact on Tahal Corporations, its financial 
position and its financial results. 

9.28.2.4 Competition - Tahal Corporations operates in a competitive environment in which 
its competitors are international engineering and construction companies or local 
branches of said companies. Tahal Corporations' ability to submit proposals and 
win tenders for the implementation of large infrastructure development projects 
depends on its ability to implement large projects while demonstrating solid 
engineering capabilities vis-à-vis the implementation of complex technological 
projects and financial robustness and/or access to capital resources. In many cases, 
when it comes to large infrastructure construction or development projects, Tahal 
Corporations might not independently fulfill the threshold conditions of the tender. 
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Therefore, another important factor that impacts Tahal Corporations' financial 
position and financial results is its ability to connect and collaborate with other 
companies in joint ventures or by way of joint financing. If Tahal Corporations 
does not succeed in establishing collaboration with other companies, it is liable to 
miss the opportunity to submit a proposal and compete for a tender for the 
implementation of the aforementioned projects. Some of Tahal Corporations' 
competitors are larger than Tahal Corporations and have superior funding sources, 
and are liable to have a higher savings rate and operational efficiency. These 
competitors might present, be it through a merger or growth, a more reliable 
merger and/or cheaper solutions than Tahal Corporations. As a result of this, Tahal 
Corporations might win fewer tenders. Competitors with superior financing 
capabilities to those of Tahal Corporations might win tenders on their own and/or 
attract partners for the establishment of a joint venture with greater ease than Tahal 
Corporations. There is no certainty that Tahal Corporations will be able to continue 
competing effectively with its competitors in the future. A failure to compete 
effectively is liable to adversely affect Tahal Corporation's business, financial 
position and financial results. 

9.28.3 Financing requirements - The possibility of implementing infrastructure 
development projects or investing in assets sometimes depends on capital and 
financing requirements and the provision of guarantees. Tahal Corporations' 
financing sources might not be adequate for it to implement the projects or the 
asset investments. If Tahal Corporations chooses to finance the projects or the 
asset investments by way of loans, such a move is liable to increase its financing 
expenses, and even subject its activities to additional restrictions that are liable to 
limit its ability to implement additional projects in the future. Moreover, there is 
no certainty that Tahal Corporations will succeed in increasing its financing to the 
amount that it regards as desirable in terms of timing and terms. Tahal 
Corporations' inability to obtain the financing required for implementing the 
projects or investing in assets is liable to cause delays in the implementation 
thereof, abandonment of existing projects, and a failure to take advantage of 
business opportunities in the future. 

9.28.3.1 Approvals and licenses - The Tahal Corporations' activities are subject to certain 
approvals, licenses and permits in accordance with law and standardization 
provisions. Applications for said approvals, licenses and permits must be submitted 
at the appropriate stages. Delays in obtaining the approvals and/or licenses are 
liable to cause an increase in expenses due to an increase in building material 
prices, and said expenses cannot be passed on to the customer, which are liable to 
significantly impact Tahal Corporations' ability to transport equipment and 
workers. There is no certainty that the relevant Authorities will provide Tahal 
Corporations with the required approvals and/or licenses, or renew them on time. 
Such delays on the part of the relevant Authorities are liable to cause a delay in the 
receipt of financing, a delay in the receipt of loans at certain interest rates, and 
noncompliance with project completion timetables. As a result of this, Tahal 
Corporations will be unable to carry out its business plans. The inability to obtain 
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the aforementioned approvals and/or licenses is liable to cause material harm to 
Tahal Corporations' activities. Approvals from regulatory bodies are sometimes 
subject to many factors, some of which are liable to even bring about significant 
expenses. In addition, approvals for similar matters are liable to be required by 
both the national and local authorities. If Tahal Corporations fails to fulfill the 
aforementioned requirements and/or if the relevant regulatory body claims that 
Tahal Corporations is not fulfilling the aforementioned requirements, Tahal 
Corporations will not be able to start or continue implementing those projects. 

9.28.3.2 Delays in completing the current projects - Failure to meet the agreed timetables 
are liable to constitute a pretext for a demand for payment of agreed compensation 
or punitive damages and lead to a forfeiture of security or performance guarantees. 
A delay in completing construction projects are liable to also lead to additional 
expenses in the construction project over and above the original estimated 
expenses, thereby causing harm to profitability and losses. Although most of the 
projects that have been implemented by Tahal Corporations in the area of 
infrastructure construction and development as well as additional construction 
projects were completed within the established timeframes, there is no certainty 
that Tahal Corporations will be able to complete its current and future projects 
within the established timeframes. The on-time completion of these projects is 
subject to various performance risks along with other factors, including financing 
guarantees and government approvals for these projects. When Tahal Corporations 
implements infrastructure development projects or receives notification that it has 
won a tender for the implementation of such a project, the agreements or letters of 
notification also require that Tahal Corporations perform a financial close up to the 
date specified in the relevant concession agreement, otherwise it is liable to lose the 
project. Delays are also liable to cause a rise in costs and lower returns on capital 
investments and reduce profits as well as a failure to meet the loan payment 
schedule. 

9.28.3.3 Investment risks in turnkey agreements - Some of the projects implemented by 
Tahal Corporations are implemented at a fixed price and/or with payment in 
advance. Among the terms included in the agreements for the implementation of 
said projects, Tahal Corporations undertakes to provide project planning, 
purchasing and implementation at a fixed price. The actual expenses incurred by 
Tahal Corporations are liable to differ from those that it estimated and serve as a 
basis for its proposal, and that, among other things, is in light of the following 
factors: unanticipated changes in the project plans; inaccurate plans and technical 
information provided by the project customer; planning and construction 
conditions; the state of the site and geological conditions, which cause construction 
delays and a possible rise in expenses; the customer's inability to obtain approvals 
from environmental protection Authorities and others for project implementation; 
delays in obtaining the equipment and materials required for project 
implementation; an increase in the cost of the equipment required for construction 
purposes; delays stemming from weather conditions; subcontractors' failure to 
fulfill their obligations. Under certain agreements, Tahal Corporations has agreed 
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to implement projects for the consideration established in the bill of quantities. 
Although the additional expenses involved in project implementation may not be 
imposed on Tahal Corporations in full, Tahal Corporations is liable to bear risks 
involving costs that deviate from those which are specified in the bill of quantities. 
Unanticipated expenses or implementation delays are liable to cause a rise in costs. 
The aforementioned changes are liable to harm the profitability of the project, and, 
depending on the size of the project, are liable to also cause significant harm to 
Tahal Corporations' activity results. 

9.28.3.4 Insurance risks, liability and compensation claims - Agreements for infrastructure 
development and construction projects are subject to various risks, including 
political, regulatory and legal risks that are liable to affect the ability to implement 
projects; changes in government policy and regulatory policy; delays in project 
implementation; the consumers' willingness and ability to pay for infrastructure 
services; an increase or decrease in construction material costs; engineering and 
design flaws; defective equipment; faulty installation or defective operation of 
equipment; labor market unrest; terrorism or war; weather conditions or natural 
disasters; industrial accidents; economic changes in the overall environment in the 
country where the project is being implemented. While Tahal Corporations is 
insured against accidents during project implementation, there is no certainty that 
all the aforementioned risks are properly covered by the insurance policies, that 
lawsuit damages for said pretext will not be paid from Tahal Corporations' 
resources or that Tahal Corporations will succeed in insuring itself against said 
risks with a reasonable insurance policy in the future. Natural disasters are liable to 
significantly harm Tahal Corporations' activities, property and in the relevant 
environment for the project. Although Tahal Corporations believes that it has 
proper insurance coverage, such coverage might not suffice under certain 
circumstances. Moreover, insurance claims are generally subject to amortizations, 
exclusions and limited coverage. Tahal Corporations is liable to bear damages for 
which it is not insured. Moreover, the insurance receipts might not cover the cost of 
the claim and Tahal Corporations is liable to absorb significant losses due to the 
receipt of insurance receipts that are insufficient, which could materially affect its 
financial results and activities. Tahal Corporations is liable to be exposed to claims 
whose cause of action is flaws in planning and/or the manner in which it provides 
its services during the project warranty period. Actual or claimed flaws in 
equipment or implementation are liable to lead to allegations, accountability, costs 
and expenses related to loss of life, bodily injury, damage to property or 
equipment, and a suspension of project implementation. 

9.28.4 Financial exposure due to the organization of financing packages - Regarding 
projects in which Tahal Corporations is a party to the organization of the 
financing packages for customers, there is financial exposure due to the financing 
banks' recourse against Tahal Corporations in the event of a breach of the terms of 
the financing agreements. 

9.28.5 Tax exposure - Calculation of the Tahal Corporations' tax liabilities involves the 
interpretation and application of laws and various tax treaties. Tahal Corporations 
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consummates transactions in various countries. Accordingly, Tahal Corporations' 
activities are subject to the tax laws of the various countries. Tahal Corporations 
has calculated its tax liabilities based on its understanding of the application of the 
laws and treaties. Nonetheless, the tax authorities are liable to interpret or apply 
relevant laws and treaties in a manner that will lead to further tax liabilities. 

9.28.6 Unique Risk Factors 

9.28.6.1 Performance risks - In light of the anticipated significant increase in the scope of 
implementation projects (e.g. the projects in Angola and Ghana, as specified in 
Paragraphs 9.6.4 and 9.6.5 below), Tahal Corporations is liable to face risks 
stemming from deviations or errors in the pricing of project costs, as said 
deviations or errors are liable to cause significant financial losses, at a larger scope 
than in the past. Said deviations are liable to stem from engineering errors, pricing 
errors, a rise in raw material prices, labor input prices or logistical problems that 
were previously unforeseen and/or unknown. All these are liable to cause Tahal 
Corporations to fail to meet timetables and supply a low-quality product/service 
due to the lack of suitable manpower in the countries where it operates. 

9.28.6.2 Performance risks in light of the joint activity frameworks - In agreements that 
Tahal Corporations has obtained on the basis of a partnership in the form of a joint 
venture or joint financing, Tahal Corporations is liable to bear, jointly and 
severally, the responsibility for the fulfillment of the obligations undertaken by its 
partners in the joint venture or joint financing. As part of Tahal Corporations' 
construction business, a delay or failure on the part of a partner to fulfill its 
obligations on time is liable to cause a delay in remittance of a payment owed to 
Tahal Corporations, the imposition of further obligations on Tahal Corporations, or 
cancellation of the agreement. As part of Tahal Corporations' infrastructure 
development business, lenders are liable to require commitments and securities, 
jointly and severally, from Tahal Corporations and its financing partners, which 
could cause, inter alia, the following results: nonpayment of share capital 
investments, a deficit in the capital required for project completion and/or an 
increase in the anticipated construction expenses; an occasional deficit in the 
operating and maintenance expenses; a deficit in the reserves designated for debt 
repayment or in the sums that will be needed to make interest payments. The 
inability of the partners in Tahal Corporations' joint projects to continue 
implementing the project in light of legal or financial difficulties are liable to cause 
Tahal Corporations, in light of its obligation, jointly and severally, with its venture 
partners, to make additional investments and/or carry out additional services to 
ensure the provision of the project services. Regarding B.O.T. projects, Tahal 
Corporations is liable to be required to withdraw capital resources from the 
construction activities or from external sources in order to fulfill its obligations, 
jointly and severally, to the lenders. In light of the aforesaid, the joint liability, 
jointly and severally, is liable to negatively impact Tahal Corporations' business, 
financial position and activity results. 
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9.28.6.3 Investment risks - The investment activities are chiefly based on leveraging on the 
part of Tahal Corporations. Since the investment activities are carried out primarily 
in developing countries, which are characterized by rapid growth in the 
infrastructure sphere, on the one hand, and risks stemming from activities in 
developing countries (e.g. political, regulatory, military and local economy risks), 
on the other hand, there is an investment return risk.                                                                          

9.28.7 Hereunder is a table in which Tahal Corporations ranks the impact of the 
aforementioned risk factors on its business: 

Impact  

Low Medium High Risk Factors 

 Macro Risk Factors 

X   The global economic crisis 

 X  
Investments in developing markets characterized 
by political instability 

 X  
Cancellation of existing projects due to financing 
difficulties on the part of 
customers/suppliers/subcontractors 

 Industry Risk Factors 

 X  Performance risks 

 X  Limited bargaining power 

  X 
Tahal Corporations' income as a factor dependent 
upon the winning of tenders 

 X  Competition 

 X  Financing requirements 

X   Approvals and licenses 

 X  Delays in completing the current projects  

 X  Investment risks in turnkey agreements 

X   Insurance risks, liability and compensation claims 

 X  
Financial exposure due to the organization of 
financing packages 

 X  Tax exposure 

 Unique Risk Factors 

 X  Performance risks 

 X  
Performance risks in light of the joint activity 
frameworks 

 X  Investment risks 
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10. Description of the Vehicle Sale and Related Services Sector  

10.1 General  

Kardan NV is engaged in the vehicle sale sector through an indirect holding in UMI, a private 
company that was incorporated in 1993, pursuant the laws of the state of Israel. Kardan NV 
holds 73.67% of the issued capital and voting rights of Kardan Israel, which holds the entire 
issued capital of Kardan Motors Ltd., which in turn holds 90% of the issued capital of Taldan 
Motors Ltd. (“Taldan”). Taldan holds 45% of the issued capital of UMI. As of the date of the 
Report, Kardan NV holds (indirectly) 29.8% of the issued capital of UMI.  

The other shareholders of UMI are: Hamizrach Holding Company (1984) Ltd. (“Hamizrach 
Company”) (45%) and a subsidiary of General Motors (“GM”), General Motors Overseas 
Distribution Corporation (“GMODC”) (10%). For details regarding the UMI shareholders’ 
agreement, see Section 10.17.1 below.  

10.1.1 UMI’s holding structure is shown in the chart below120: 

 

  

                                                 
120  This chart does not include immaterial subsidiaries held by UMI.  
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10.1.2 UMI operates in two sectors:  

Vehicle sale sector - Import and marketing of vehicles made by GM, as well as import and 
marketing vehicles made by Isuzu, Opel and Saab.  

Related and other services - Import and marketing of spare parts for vehicles that it imports; 
providing maintenance and repair services for the vehicles that it imports through 5 authorized 
garages owned by UMI (including the central garage) and through 52 authorized garages 
operated by franchisees; purchasing used vehicles from customers buying new vehicles and the 
sale of the used vehicles to third parties (trade-in), elementary insurance (mainly for vehicles 
sold by UMI); and finance leasing (“the related services sector”). Within the framework of 
the description of the vehicle sale and related services sector, only vehicle sale activity, spare 
parts import and marketing activity and trade-in activity will be described. The rest of UMI’s 
activities in the related services sector are not material to Kardan NV. 

10.2 General Information Regarding the Vehicle Sale Sector 

10.2.1 General  

As of the date of the Report, UMI markets and sells the following brands of GM vehicles: 
“Chevrolet”, “Buick” and “Cadillac” (which are manufactured in GM plants in North America 
and Korea). UMI also markets and sells vehicles made by “Opel” and “Isuzu” (which are 
manufactured in Europe and Thailand, respectively). Although UMI also holds a franchise for 
the import into Israel of cars made by Saab, UMI did not actually import or markets cars made 
by Saab in 2010, in light of there being no demand in Israel for such cars. Following GM’s 
decision to cease manufacturing and marketing this brand, with effect from February 2010, 
UMI ceased to import and market the aforementioned brand of vehicles,. The discontinuation 
of the import and marketing of the aforementioned brand of vehicles has not had a material 
effect on the financial results of UMI.  

With effect from 2012, UMI will cease to import and market the Opel brand of vehicles, as a 
result of Opel’s decision not to renew UMI’s franchise agreement for a further period beyond 
December 31, 2011 in light of the joint decision between GM and UMI to focus on core brands 
(Chevrolet, Buick, Cadillac and Isuzu) and following UMI's future launches that present 
Chevrolet and Buick models which correspond to the Opel model. For further details, see 
Section 10.11.4 below.  

In addition, UMI - together with Infrastructure Construction Equipment Company Ltd. 
(“Infrastructure Company”) in equal shares - holds Universal Truck Israel Ltd. (“UTI”)121, 
which imports and markets light trucks made by Isuzu into Israel. UTI has an exclusive 
franchise to distribute Isuzu trucks in the Czech Republic, Slovakia and Hungary. As of the 
date of the Report, UTI had completed the standardization processes in the three countries 

                                                 
121  As agreed between UMI and Infrastructure Company, a shareholders’ agreement was signed between the 

parties in 1995, pursuant to which, inter alia, a mechanism was prescribed for the appointment of an 
additional ad-hoc director for the purpose of voting on matters regarding which no decision had been reached 
due to a split vote by UTI’s board of directors. The aforesaid shareholders’ agreement also prescribes that 
each of the parties will have a right of first refusal in the event of the other party selling its holdings in UTI. 
UMI consolidates the financial results of UTI according to the proportionate consolidation method. 
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mentioned and had already begun small-scale marketing in the Czech Republic, while in 
Slovakia and Hungary UTI is still engaged in establishing the marketing infrastructures.  

10.2.1.1 Effects of the global economic crisis on UMI and GM  

Toward the end of 2008, there was a significant worsening in the global financial markets and 
this continued into the first half of 2009. This caused a real economic crisis throughout the 
world, which in turn led to a decline in vehicle sales globally and in Israel. From the second 
half of 2009 and during 2010, a trend of recovery took place in the Israeli economy, which has 
led to an increase in vehicle sales in Israel and to an increase in UMI’s sales. To the best of 
UMI's knowledge, based on publicly-available information, as a result of the aforementioned 
global economic crisis, GM has begun implementing a number of streamlining measures, 
including ceasing to manufacture non-profitable brands (which in any case were not imported 
to Israel by UMI, due, inter alia, to their not being suitable for the Israeli market) and focusing 
on strong profitable brands. The brands on which GM has focused as a result of the aforesaid 
efficiency measures (Chevrolet, Buick and Cadillac) are brands that are, inter alia, suitable for 
the Israeli market. This is particularly the case in relation to the global Chevrolet brand, which 
includes a broad spectrum of models, with a special emphasis on small economical family 
models that match the tastes of the Israeli consumer, who tends to prefer compact models with 
an engine capacity of 1.4-1.6 liters and an automatic gearbox. Such vehicles constitute 
approximately 50% of the Israeli vehicles market – a preference which, in the opinion of UMI, 
is likely to gain strength given the rise in fuel prices in Israel during the initial months of 2011.  

UMI's management assesses that the efficiency measures taken by GM, as described above, are 
likely to lead to an increase in UMI's revenues in 2011, compared to 2010. 

The aforementioned assessments with regard to the effect of the measures described 
above on UMI, and in particular the assessments of UMI’s management with regard to 
the increase in its revenues in 2011 and an increase in the supply of cars suitable for the 
Israeli market, as described above, are forward-looking information, as defined in the 
Securities Law, which are based on publicly-available information regarding GM’s 
activity focusing on the manufacture of particular models, the assessments of UMI’s 
management based on its familiarity with the vehicles market in general and with the 
tastes of the Israeli market in particular. The aforementioned assessments might not 
materialize, in whole or in part, or may materialize differently, including materially 
differently, from what is expected, due to changes in GM policy, changes in the factors on 
which such assessments are based, changes in the state of the market and changes in 
customer tastes in Israel and/or the materialization of all or part of the risk factors set 
forth in Section 10.20 below.  

In the spare parts import and marketing sector, UMI imports and markets original spare parts 
made by the GM Opel and Isuzu group for vehicles that it manufactures. The import and 
marketing of the aforementioned spare parts is conducted pursuant to agreements with the 
vehicle manufacturers. As of the date of the Report, UMI is conducting negotiations with Opel 
regarding the continued supply of spare parts for Opel vehicles, even after the import and 
marketing of Opel vehicles ceases at the end of 2011, as detailed in Section 10.11.4 below. 
UMI is unable to assess what will be the outcome of the aforesaid negotiations following the 
global economic crisis and the financial situation in Israel, it has begun to be noticed that 
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customers are tending to buy substitute spare parts instead of original spare parts (which are 
dearer than the substitute spare parts) and that they are also deferring non-urgent servicing of 
their vehicles and/or are deferring work relating to the appearance of their vehicles. With effect 
from the second half of 2009 and also during 2010, in parallel with the recovery in all sectors 
of the Israeli economy from the global economic crisis, there has been a noticeable trend 
indicating a recovery in the spare parts import and marketing sector, which has resulted in a 
3% increase in UMI's 2010 sales in this sector. 

10.2.2 Structure of the activity sector and changes that have occurred therein  

The sales volume of new vehicles (weighing up to 4 tons) on the Israeli vehicles market 
amounted to 216,430 new vehicles in 2010, compared to approximately 172,000 new vehicles 
in 2009.122  The Israeli vehicles market consists of the primary market, which is the market for 
new cars most of which are sold by the vehicle importers operating in Israel, and the secondary 
market, which focuses on the trade in used vehicles.  One of the most noticeable characteristics 
of the Israeli vehicles market is the government’s far-reaching involvement therein. This is 
expressed through the high rates of tax (purchase tax of up to 112% on the CIF price 123of 
vehicles from Europe and the USA and 127% on vehicles from Asia, including excise duties 
and VAT), as well as through standardization and ever more stringent regulation intended to 
reduce the centralization of the Israeli vehicles market. In addition, the sales volume of 
vehicles in Israel is also affected by the economic situation in Israel. These factors, together 
with the relatively low purchasing power of the Israeli consumer, Israel's geographical 
isolation, the lack of local production that limits the competitive arena, and the high sales 
segment of the leasing companies, creates a market which is highly sensitive to price on the 
one hand, but which has low price volatility on the other hand. For further details regarding the 
effects of the situation on the Israeli economy and the changes in statutory provisions that 
affect the Israeli vehicles market, see Sections 10.1.6 and 10.2.4 below. 

The vehicles market is also affected by, inter alia, fuel prices (diesel, gas and gasoline), which 
may affect vehicle purchase volumes and the vehicles market makes (the type of vehicle 
sought by potential customers). Higher fuel prices cause consumers to shift to smaller vehicles, 
with lower fuel consumption, and to even change to vehicles powered by alternative energies 
(e.g., hybrid, electric and fuel cells). The vehicles market may also be affected by the tastes of 
the different customers and their preferences, against the background of technological 
innovations, price and tradability. The rise in fuel prices in 2010 led, as stated, to a 
strengthening in the preference of the Israeli consumer for small vehicles with lower fuel 
consumption.  

Two main types of customers exist in the Israeli vehicles market: on the one hand, private 
customers and small business customers, who buy single vehicles, and, on the other hand, 
institutional customers, e.g., leasing companies, car rental companies and the Government 
Vehicles Administration124. Approximately 60% of the primary market segment for private 

                                                 
122 Excluding heavy trucks - based on licensing data disseminated by the Israel Vehicle Importers Association  
123  The price of the goods supplied to the borders of the state of Israel, including cost, insurance premiums and 

freight necessary to that point. 
124 The Government Vehicles Administration is the entity responsible for vehicle purchases and maintenance for 

all government ministries and their dependent units. 
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vehicles in Israel is accounted for by purchases by leasing companies. For details regarding the 
reform in the method for calculating the vehicle usage value and the effects thereof, see Section 
10.16.4 below.  

UMI imports and markets spare parts for vehicles that it imports, mainly for the authorized 
garages that it owns (5 garages including the central garage) and for the authorized garages run 
by various franchisees (52 garages). A trend of less centralization and greater competition is 
evident in the spare parts import and marketing sector. For details regarding the consent order 
issued by the Antitrust Commissioner, pursuant to which vehicle owners are also permitted to 
have their vehicles serviced and repaired during the warranty period at non-authorized garages, 
and pursuant to which garage owners are permitted to buy spare parts from any supplier and 
are not obliged to buy the spare parts from the importer of the vehicle, see Section 10.16.12 
below. In addition, UMI markets spare parts to independent distributors and to private 
customers, such as: spare parts stores, non-authorized garages, etc.  

10.2.3 Restrictions, legislation, standardization and other constraints to which the activity sector is 
subject  

10.2.3.1 The material regulatory changes in the Israeli vehicles sector in 2010 are as follows: the 
coming into effect of the Control over Commodities and Services Order (Import of Vehicles 
and Provision of Vehicle Services) (Amendment), 5770-2010, which allows, for the first time 
in Israel, the parallel import of vehicles. The vehicle sale sector has also been affected by new 
regulations that already went into effect in August 2009, the aim of which was to create 
economic incentives for the reduction of pollution ("the Green Taxation"), by means of a 
taxation system whereby the vehicle usage value is calculated as a percentage of the vehicle’s 
price to the consumer (“Linear Usage Value”), and by means of a requirement whereby all 
private and commercial vehicles imported into Israel must be equipped with an Electronic 
Stability Program (“ESP”).  

For further details regarding restrictions and control in the Israeli vehicles sector, see Section 
10.16 below.  

10.2.4 Changes in the scope of activity in the sector and in its profitability  

10.2.4.1 Sale of vehicles 

(a) To the best of UMI’s knowledge, more than 60% of all vehicle sales in Israel in recent 
years were to institutional customers. UMI’s management estimates that more than 70% of 
the sales in the main market segments (small vehicles and compact vehicles) in recent years 
were made to leasing companies. On the one hand, these transactions reduce the inventory 
financing costs, since storage times of vehicles sold through leasing transactions are 
shorter; on the other hand, the discount rates granted in these transactions reduce 
profitability.  

(b) The volume of vehicle sales, overall and to leasing companies in particular, is affected by 
the economic situation in Israel and a number of additional parameters (including political 
and security-related ones). For details regarding the ramifications of the economic crisis 
and the growth trend in the Israeli vehicles market, see Section 10.2.1.1 above. In 2010, 
UMI sold 14,430 vehicles, compared to 13,976 and 17,035 vehicles in 2009 and 2008, 
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respectively. The fall in sales in 2009 (approximately 18%), compared to 2008, was due to 
the overall decline in sales on the Israeli vehicles market, resulting from the global 
economic crisis, its ramifications on the Israeli domestic market and ceasing to market a 
number of leading models. Starting in the second half of 2009, a trend of economic 
recovery began in Israel, which led to an increase in sales across the entire vehicles market, 
and consequently to higher sales for UMI. This trend continued in 2010 and led to higher 
sales in the Israeli vehicles market generally, and in UMI's sales in particular, with the sales 
in 2010 being approximately 25% and 3% greater, respectively, than in 2009. In addition, 
the launch of the Chevrolet Cruze in May 2009 led to growth in UMI's sales from the 
second half of 2009 and contributed to UMI increasing its market share in the family sedan 
segment from 4.7% and 6.1% in 2008 and 2009, respectively, to 6.2% in 2010, with the 
Cruze taking fifth place in the list of best-selling family sedans in Israel in 2010.   

(c) The difference in the percentage increase in UMI's sales (3%) compared to the sales of the 
entire Israeli vehicles market (25%) in 2010 was mainly due to the temporary suspension of 
importing and marketing the Chevrolet Aveo model – the leading vehicle in the small cars 
segment and the best seller in 2008 among all the vehicles imported by UMI 
(approximately 13%), which accounted for a quarter of all vehicles sold by UMI in 2009 
and which provided an answer to the Israeli market's preference for small vehicles – a 
preference that UMI estimates is likely to increase in light of the rise in fuel prices in Israel 
during the initial months of 2011. The aforesaid suspension of marketing the Aveo was 
imposed on UMI due it not having an ESP – Electronic Stability Program, as required by 
Israeli law for all private vehicles with effect from January 1, 2010. For details regarding 
the launch of new vehicles in 2011, see Section 10.3.3 below. In light of the aforesaid, 
UMI’s management anticipates further sales growth during 2011, due to the expected 
resumption of vehicle marketing in this segment.  

The aforementioned assessments with regard to UMI’s sales growth in 2011, the effect 
on UMI of the measures described above and the increase in the supply of cars 
suitable for the Israeli market, as described above, are forward-looking information, 
as defined in the Securities Law, which are based on publicly-available information 
regarding GM’s activity focusing on the manufacture of particular models, the 
assessments of UMI’s management based on its familiarity with the vehicles market in 
general and with the tastes of the Israeli market in particular. The aforementioned 
assessments might not materialize, in whole or in part, or may materialize differently, 
including materially differently, from what is expected, due to changes in GM policy, 
changes in the factors on which such assessments are based, changes in the state of the 
market and changes in customer tastes and/or the materialization of all or part of the 
risk factors set forth in Section 10.20 below.  

(d) During 2010, there was a slight decline in the level of profitability in the spare parts sector 
due, inter alia, to the effect of competition in the sector on price levels and to the rise in 
exchange rates. Total revenues from the spare parts sector rose by approximately 3% in 
2010, compared to 2009, mainly due to the increase in the number of vehicles sold by UMI. 
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10.2.5 Technological changes that could have a material effect on the activity sector  

Recent years have seen the launch of hybrid vehicles in Israel. These vehicles combine a 
gasoline engine with an electric motor, which results in lower gasoline consumption. UMI's 
management assesses that the introduction of hybrid vehicles onto the Israeli market will not 
have a material effect on the financial results of UMI in the coming years; this is due, inter alia, 
to the fact that the prices of these vehicles are significantly higher than the prices of the 
vehicles that compete with them, which are sold by UMI.  

In addition, the Ministry of Transport last year gave approval to a small number of companies 
in Israel to import electric vehicles that are powered by means of energy stored in a 
rechargeable battery. To the best of UMI’s knowledge, as of the date of this Report, the electric 
vehicle sector is still at the experimental and testing stage and such vehicles are not yet being 
launched commercially in Israel. UMI's management assesses that the introduction of electric 
vehicles onto the Israeli market will not have a material effect on the financial results of UMI 
in the coming years; this is due, inter alia, to the fact that the prices of these vehicles are 
significantly higher than the prices of the vehicles that are sold by UMI and also to the fact that 
the electric vehicle sector globally and in Israel is still in its early stages and has not yet 
formulated solutions and infrastructure for recharging the electric vehicles, which is an 
essential element.  Furthermore, GM is considered to be one of the leading players in the 
development of alternatively-powered vehicles and is already the first to have brought out an 
electric extended-range family sedan, which is manufactured and marketed in the United States 
under the Chevrolet Volt brand name. UMI intends to import some of these vehicles into Israel 
during 2011 for experimental purposes and to launch them from 2012.  

UMI's assessments with regard to the effect of the introduction of hybrid vehicles and 
electric vehicles onto the Israeli market and with regard to UMI's intention to import and 
market Chevrolet Volt vehicles into Israel during 2011-2012 are forward-looking 
information, as defined in the Securities Law, which are based on the assessment of 
UMI’s management, its familiarity with the vehicles market in general and with the 
hybrid and electric vehicles market in particular. These assessments might not 
materialize, in whole or in part, or may materialize differently, including materially 
differently, from what is expected, due to a significant change in the prices of such 
vehicles, a change in the technology relating to the vehicles’ activation, changes in the 
policy of the Ministry of Transport, a change in the commencement date for the 
commercial marketing of electric cars, changes in demand on the Israeli market and also 
changes in the commercial agreements with GM regarding the import and marketing of 
Chevrolet Volt models in Israel.  

10.2.6 Critical Success Factors  

UMI’s management believes that the factors listed below are the critical success factors in its 
fields of activity:  

10.2.6.1 Existence of an extensive product line – As of the date of the Report, UMI markets a range 
of 13 different vehicles, compared to other vehicle importers that offer a limited number of 
vehicle models. For details regarding new models to be launched by the Company during 2011, 
see Section 10.3.4 below.  
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10.2.6.2 Quality of relations with GM – UMI is the only Israeli vehicle importer in which the 
manufacturer of the vehicles marketed by it has a holding. The aforesaid holding, which is 
expressed through a senior representative of GM being a member of UMI’s management 
board, ensures the best matching of models from the manufacturer’s range to the tastes of the 
Israeli market, as well as competitive transfer prices and optimal planning of medium and long-
term marketing operations.  

10.2.6.3 Marketing and branding – A nationwide, professional marketing network and high branding 
of vehicle models among customers. 

10.2.6.4 Effect of globalization on GM – in recent years, GM has started to manufacture more and 
more global vehicle models in which parts originating from various plants and locations 
worldwide are installed. This is in light of the increased specialization of production factors in 
diverse places throughout the world. Global production gives GM a competitive advantage 
over other automobile manufacturers in manufacturing vehicles using higher-quality 
components and competitive prices.  

10.2.6.5 Range of spare parts – UMI maintains a considerably larger spare parts range than the spare 
parts ranges maintained by its competitors in the GM spare parts sector; the range consists of 
both original spare parts and also substitute (non-original) spare parts. The range is made up of 
various types of spare parts, such as: service parts, mechanical parts, electrical parts and body 
and accident parts.   

10.2.6.6 Service and availability – UMI operates an advanced, modern warehouse and an independent 
distribution system, which supplies spare parts to the garage network at frequencies of from 
twice to six times a day. 

10.2.6.7 Competitive prices – UMI constantly monitors market prices and sets consumer prices giving 
due consideration to market prices. 

10.2.7 Changes in the suppliers system in the activity sector 

For details regarding the termination of the franchise for the import and marketing of vehicles 
made by "Opel" and the cessation of the import and marketing of spare parts for this make of 
vehicle, see Section 10.11.4 below. 

10.2.8 Principal entry and exit barriers  

The main entry barrier in this sector is financial strength, which is required in light of the high 
financial transaction volumes involved in importing new vehicles into Israel. Pursuant to the 
order that was approved by the Economic Affairs Committee of the Knesset in February 2010, 
and that took effect in April 2010, as described in Section 10.16.1 below, and importer is 
required to provide a NIS 8,000 thousand bank guarantee and to also have capital equity of 
NIS 10,000 thousand, as a condition for receiving an import license.  

UMI's management assesses that there are no significant exit barriers in the vehicles market. 

10.2.9 Structure of the competition in the activity sector and changes that have occurred therein 

The vehicles sector in Israel is considered to be an extremely competitive sector. To the best of 
UMI’s knowledge, as of the date of the Report, 18 importers are active on the Israeli vehicles 
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market (vehicles weighing up to 4 tons), importing 42 different brands of vehicle. All the 
world's major vehicle manufacturers are represented on the Israeli market, by their secondary 
brands in most cases. Most of the competition in the sector is between 7 importers who 
together have a share of approximately 80% of the Israeli market in vehicle importing and 
marketing. The competition in this sector is largely focused on brand and vehicle models, price 
and payment terms and service quality.  

The automobile spare parts sector is an extremely competitive sector, in which a considerable 
number of players are active. The competition in this sector is largely focused on the prices of 
the spare parts.  

For further details regarding competition in this activity sector, see Section 10.7 below. 

10.3 Products and Services 

10.3.1 In the vehicle sale sector, the vehicles imported and marketed by UMI are as follows: private 
and commercial vehicles from the Chevrolet, Buick and Cadillac brands, which are 
manufactured by GM (family sedans, SUVs, commercial vehicles, light trucks, executive 
sedans and luxury sedans), vehicles (private and luxury sedans) manufactured by Opel and 
Saab and pickup trucks manufactured by Isuzu. In January 2010, UMI launched a new Buick 
executive sedan model – the “LaCrosse”, which was the best-selling executive sedan in Israel 
in 2010.  

In May 2009, UMI launched a new vehicle model, the Chevrolet Cruze, which belongs to the 
family sedan market segment, the largest segment (approximately 48%) of the Israeli vehicles 
market.125The Chevrolet Cruze is a model suited, inter alia to the tastes of the Israeli market, 
which includes, among other things, a 1.6 liter engine, an automatic gearbox, a complete safety 
package, sumptuous fittings and generous interior space. The Chevrolet Cruze was ranked in 
fifth place in the 2010 listing of the best selling family sedans in Israel.  

In the fourth quarter of 2010, UMI reintroduced the Cadillac brand with the launch of a new 
crossover vehicle (a private vehicle with the characteristics of a SUV), the Cadillac SRX. 
During that quarter, the Cadillac SRX was the best selling vehicle in the luxury crossover 
vehicles category in Israel.  

10.3.2 Details of delivered vehicles (in units) in 2010, 2009 and 2008 are presented below:   

Brand 2010 2009 2008 
Chevrolet 10,333 11,847 13,917 

Buick 1,196 416 679 
Hummer 2 73 53 
Cadillac 134 92 135 

Opel 890 167 388 
Saab - - 1 
Isuzu 1,875 1,381 1,862 
Total 14,430 13,976 17,035 

    

The drop in the quantity of Chevrolet vehicles delivered in 2010 is mainly due to the temporary 

                                                 
125  The data are based on official licensing data for the whole of 2010, published by the Israel Vehicle Importers 

Association.  
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suspension of importing and marketing the Chevrolet Aveo model. For further details, see 
Section 10.2.4.1 above. 

The growth in the quantity of Opel vehicles delivered in 2010 is mainly due to the 
aforementioned temporary suspension of importing and marketing the Chevrolet Aveo model, 
since the Opel models answer the preference of the Israeli consumer for relatively small 
vehicles.  

2010 saw an increase in Isuzu sales; Isuzu leads the Israeli pickup trucks market by a 
substantial margin, both in the volume of sales and also in market share. In addition, with 
effect from January 2010 which was when the Buick “LaCrosse” was launched, there has been 
a marked increase in Buick sales in Israel, both in the volume of sales and also in market share.  

The aforementioned increase in Cadillac sales is due to the re-launch of the Cadillac brand by 
means of the new crossover vehicle (a private vehicle with the features of a SUV) - the 
Cadillac SRX, as described in Section 10.3.1 above. 

The aforementioned decrease in Hummer sales is due to the manufacture and marketing of the 
brand having been discontinued by GM, as described in Section 10.2.1 above. 

For further details regarding the changes in the volume of sales in the years 2008-2010, see 
Section 10.2.4 above.  

10.3.3 Details of vehicles (in units), split by vehicle categories, delivered in 2010, 2009 and 2008 are 
presented below: 

Category 2010 2009 2008 
Family sedans 8,270 8,965 10,271 

SUVs 683 720 1,204 
Commercial vehicles 383 851 1,051 

Executive sedans 1,619 1,323 1,836 
Luxury sedans 1,330 508 811 

Vans and pickup trucks 2,145 1,609 1,862 
Total 14,430 13,976 17,035 

  

In 2010, 2009 and 2008, approximately 55%, 64% and 61% of vehicle sales, respectively, were 
to institutional customers, and approximately 45%, 36% and 39% of the sales, respectively, 
were to private customers.  

UMI assesses that the steep decline in commercial vehicle sales in 2010, compared to 2009, is 
due to the manufacture and marketing of the Chevrolet Uplander having been discontinued in 
2010, as a result of this model having reached the end of its life, and to the reduced deliveries 
of the Chevrolet Savannah, which was in short supply as a result of the manufacture of the 
diesel model of this vehicle having ceased for six months of this year. In addition, the steep rise 
in luxury vehicle sales in 2010, compared to 2009, is due to the launch of the Buick LaCrosse 
in January 2010. 

During 2011, UMI expects to launch 7 new Chevrolet models: the Silverado 2500 (pickup/light 
truck), the Spark (a mini-car and the first of its kind for Chevrolet in Israel), a new global 
hatchback in the compact cars segment, the Cruze Hatchback (family sedan), the Orlando (a 
compact mini-van) and the Camaro (a sports car). Furthermore, in January 2011, UMI 
launched an improved version of the Chevrolet Cruze, which comes with a more powerful 
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engine, an improved automatic gearbox and additional fittings. During 2011, UMI is also 
expecting to launch a new Buick model (the Buick Regal – a premium executive sedan) and a 
new Cadillac model, the CTS Coupe.  

The expected launch, as described above, is forward-looking information, as defined in 
the Securities Law, which is based on the assessments of UMI’s management and 
agreements formulated with the automobile manufacturers. The aforementioned 
assessment might not materialize, in whole or in part, or may materialize differently, 
including materially differently, from what is expected, due to changes in the timetable 
for the vehicles global launch and/or their launch in Israel, changes in agreements with 
the automobile manufacturers, a change in the exchange rate, a change in customer tastes 
and/or the materialization of all or part of the risk factors set forth in Section 10.20 
below. 

10.3.4 The spare parts sector - As stated, UMI supplies original spare parts made by GM, Opel and 
Isuzu, as well as substitute (non-original) spare parts. UMI stocks a range of spare parts. The 
range is made up of various types of spare parts, such as: service parts, mechanical parts, 
electrical parts and body and accident parts.  

In 2010, UMI’s sales of spare parts rose by approximately 3%, compared to 2009, as a result of 
growth in the volume of activity in this sector, which is largely attributable to the increase in 
the number of vehicles, for which the spare parts are intended, imported by UMI into Israel.  

10.4 Segmentation of Product Revenues 

10.4.1 Details of the revenues derived from product groups, constituting 10% or more of UMI's total 
revenues, are presented below:  

2010 2009 2008 

Brand Amount 
(NIS in 

thousands) 

Percentage 
of UMI’s 

total 
revenues   

Amount 
(NIS in 

thousands) 

Percentage 
of UMI’s 

total 
revenues   

Amount 
(NIS in 

thousands) 

Percentage 
of UMI’s 

total 
revenues   

Chevrolet 1,128,532 48% 
  

1,200,380 61.1% 
  

1,307,749 56.9% 

Isuzu126 268,979 11.5% 182,082 9.3% 240,995 10.5% 
Buick 245,490 10.5% ----- ----- ----- ----- 

10.4.2 Data with regard to the segmentation of UMI's revenues by vehicle models, the revenues from 
which account for 10% or more of UMI's total revenues, are presented below:  

2010 2009 2008 

Vehicle type127 
Amount 
(NIS in 

thousands) 

Percentage 
of UMI’s 

total 
revenues   

Amount 
(NIS in 

thousands) 

Percentage 
of UMI’s 

total 
revenues   

Amount 
(NIS in 

thousands) 

Percentage 
of UMI’s 

total 
revenues   

Chevrolet Cruze* 542,099 23.1% 342,414 17.4% - - 
Chevrolet Aveo 49,280 2.1% 214,800 10.9% 323,057 14.1% 
Isuzu D-Max 268,979 11.5% 182,082 9.3% 240,995 10.5% 
Buick LaCrosse 230,761 9.8% ----- ----- ----- ----- 

 (*) The Chevrolet Cruze was launched in Israel in May 2009.  

                                                 
126 The data for 2010, 2009 and 2008 do not include light trucks marketed by UTI.  
127  The Chevrolet Cruz and Aveo models belong to the family sedan and compact segments, respectively. The Isuzu D-

Max model belongs to the commercial vehicle segment.  
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10.5 Customers  

UMI’s customers in the vehicle sale sector are private customers and institutional customers, 
e.g., leasing companies, car rental companies and the Government Vehicles Administration. In 
2010, approximately 45% of UMI's total sales were to private customers and approximately 
55% were to institutional customers. In 2009, approximately 36% of UMI's total sales were to 
private customers and approximately 64% were to institutional customers. 

The engagement with both private and institutional customers is an engagement by means of a 
standard contract that includes standard terms for a contract of this kind, while transactions 
with institutional customers customarily include quantity discounts and special credit terms, 
according to transaction volumes.  

The major customers of UMI in the field of spare parts sector are the authorized garages. In 
addition, UMI sells spare parts to independent distributors and to private customers.  

UMI is not dependent on any individual customer or on any group of customers and there is no 
individual customer whose percentage of UMI's total sales exceeds 10%.  

10.6 Marketing and Distribution  

UMI’s marketing and sales activity in the vehicle sale sector is conducted both directly by 
UMI, through 3 showrooms that it operates, and also through 16 authorized distributors, who 
operate showrooms in 15 cities throughout Israel. UMI has entered into marketing agreements 
with each of the authorized distributors. The principles of the agreements with the authorized 
distributors, regulating their activity, have been approved by GM, and any change in these 
agreements (including their cancellation and extension) is subject to the consent of GM, as is 
also the appointment of any new distributor. In accordance with UMI's marketing policy, all 
showrooms are operated according to uniform criteria, which were formulated by UMI’s 
management, jointly with GM. In return for fulfilling their obligations, UMI pays commission 
to the authorized distributors for vehicle sales, provided that the price of the vehicle is paid to 
the Company in full and that the vehicle is delivered to the customer. In accordance with the 
terms of UMI's engagement with the aforementioned distributors, all the distributors undertake 
not to sell and market the vehicles of other importers. Additional provisions have also been 
prescribed to regulate the distributor's liability for the vehicles delivered to him for the purpose 
of marketing and selling. The engagement with the distributor is for an indefinite period, 
although each of the parties may terminate it by giving written notice to that effect to the other 
party three months prior to the date on which it intends to terminate the engagement. 
Moreover, UMI is entitled to immediately cancel the agreement, without any prior notice and 
without warning, upon the occurrence of any of the causes specified in the agreement. 

UMI also has trade-in activity. Within the framework of this activity, UMI allows its customers 
to buy a new vehicle from the whole range of vehicles that it markets, and at the same time to 
sell their used to vehicle to UMI's trade-in department. Within the framework of the trade-in 
activity, UMI’s customers can also buy all types of used vehicles, which were bought by UMI 
as part of this activity, while benefiting from the availability of vehicles that answer certain 
quality criteria, such as: a fully detailed vehicle history, vehicle enhancement and 
comprehensive quality control prior to the purchase. The aforementioned trade-in activity 
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serves UMI, inter alia, as a marketing tool that provides potential customers with an incentive 
to buy the new vehicles that are marketed by UMI. 

The advertising activity of UMI focuses on advertising the different brands in newspapers, 
radio and television, and also on additional advertising activities. UMI's public relations 
activity includes both sales promotion of the different brands and also sales promotion of UMI 
in general. UMI’s sales promotion and advertising expenses amounted in 2010, 2009 and 2008 
to approximately NIS 44,953 thousand, NIS 30,780 thousand and NIS 38,249 thousand, 
respectively. UMI also initiates special sales promotion campaigns from time to time which 
promise discounts on a range of vehicles, special credit terms, additional accessorizing of the 
vehicle and/or the granting of more convenient terms.  

The marketing and distribution activity of UMI in the spare parts sector is conducted both 
directly and through the authorized garages and also by means of 10 authorized distributors. 
UMI does not carry out any active marketing activity in this sector. Nevertheless, from time to 
time, UMI introduces discounts and conducts promotions in order to retain its customers. UMI 
has an independent distribution network in the spare parts sector, which is able to provide a fast 
and convenient service to customers and which gives UMI an advantage over its competitors.   

10.7 Competition 

10.7.1 The Israeli vehicle market (vehicles weighing up to 4 tons) is characterized by a high level of 
competition for all types of vehicles (compact models, family sedans, SUVs, etc.). Some 18 
vehicle importers currently compete in the market and each represents one or several particular 
vehicle manufacturers; of the above number, there are 7 major importers who together have a 
market share of approximately 80% in this sector. As assessed by UMI's management and 
based on announcements of the Israel Vehicle Importers Association, UMI was ranked seventh 
among the Israeli vehicle importers in 2010, with a market share of approximately 6.3%. As 
assessed by UMI, the launch of an improved Chevrolet Cruze in January 2011 and the 
anticipated launches of the Chevrolet Spark (a mini-car and the first of its kind for Chevrolet in 
Israel) and additional models are expected to result in an increase in UMI's market share (for 
details, see Section 10.3.3 above).  

The aforementioned assessment with regard to UMI's expectation of maintaining its 
ranking and even increasing its market share in the family sedan market segment, as 
described above, is forward-looking information, as defined in the Securities Law, and it 
is based on UMI’s sales volume in 2010, including sales of the Chevrolet Cruze during 
2010, on UMI's sales forecast for 2011 in the various market segments, including the 
family sedan market segment, and on the total vehicle sales in the market. The 
aforementioned assessment might not materialize, in whole or in part, or may materialize 
differently, including materially differently, from what is expected, due to changes in 
product pricing by competitors, material changes in exchange rates, changes in customer 
tastes, a delay in the marketing of new vehicle models and/or the materialization of all or 
part of the risk factors set forth in Section 10.20 below.  

In 2010, 2009 and 2008, UMI's market share stood at 6.3%, 7.8% and 8.8%, respectively, of 
total vehicle sales.  

To the best of UMI’s knowledge, its main competitors and their market share in 2010 are: 
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Delek Motors (importers of Mazda and Ford) – 19.4%, Colmobil (importers of Mercedes, 
Hyundai and Mitsubishi) – 18.4%, Champion Motors (importers of Volkswagen, Audi, Seat 
and Skoda) – 10.9% and Union Motors (importers of Toyota and Lexus) – 10.5%.  

UMI takes steps to contend with competition by means of effective advertising, maintaining a 
positive image and constantly monitoring the changing preferences of consumers in order to 
match the vehicle models imported by UMI and the prices thereof to the requirements of the 
Israeli consumer. 

10.7.2 Factors affecting the competitive status of UMI are:   

10.7.2.1 A wide range of products – UMI markets a wide range of products, thereby ensuring high long-
term competitiveness.  

10.7.2.2 The primary manufacturer, GM, whose vehicles are marketed by UMI, adapts the products it 
manufactures to the varying tastes of customers and for real-time changes in the market. 
Accordingly, the recent period marks a transition to the manufacture of global cars (cars with 
the same name throughout the world, which are made in parallel in a number of locations 
around the world, using identical components), which are smaller and more economical and are 
suited to the tastes and needs of the Israeli market.  

10.7.2.3 Nationwide marketing and professional service network.  

10.7.2.4 Activity in the trade-in sector.  

10.7.3 Import and marketing of spare parts 

The spare parts sector is characterized by intense competition and numerous players in the 
market. Competition in this sector has intensified in recent years, including 2010, resulting in a 
downward trend in prices, mainly due to a consent order published by the Antitrust 
Commissioner (see Section 10.16.12 below).  UMI competes against local suppliers of 
substitute (non-original) spare parts and against a small number of importers, importing 
original spare parts, purchased from overseas suppliers. UMI’s main competitors are: 
“Autoline”, “Ezraco Halafim”, “Zoko”, “Montecchio”, “Super Body”, “Super Helek” and 
“Bitan Spark”. UMI is unable to assess its market share in this sector or the market share of its 
competitors.  

UMI contends with the competition in the spare parts sector by maintaining a considerably 
wider spare parts range than the spare parts ranges maintained by its competitors, which 
includes both original and substitute (non-original) spare parts; expansion of the suppliers 
network; applications to manufacturers to reduce prices so as to be able to offer customers 
cheaper prices and various special offers; expansion of UMI’s distribution network, which 
enables numerous deliveries of spare parts to customers each day – more than any of its 
competitors; relocation to a new, larger spare parts warehouse, which allows a wider range of 
products to the kept in stock, meaning that their availability is enhanced, and installation of 
control and command systems which enable spare parts delivery in the minimal time; giving 
discounts to garages for placing centralized orders; and entering spare parts delivery 
agreements with leasing companies and vehicle fleet operators. UMI’s management assesses 
that, despite the intense competition in the spare parts market, its revenues from this sector will 
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not be materially affected due to its having developed methods for contending with the 
competition (see above).  

The aforementioned assessments with regard to UMI's profitability not being affected is a 
forward-looking statement, as defined in the Securities Law, which is based on UMI's 
spare parts sales volume in recent years and the factors referred to above with regard to 
how UMI contends with competition in the sector. This assessment might not materialize, 
in whole or in part, or may materialize differently, including materially differently, from 
what is expected, due to changes in the competition in this sector, including enhanced 
competing methods adopted by competitors of UMI, changes in product pricing by 
competitors, changes in the economic and security situation in Israel and/or the 
materialization of all or part of the risk factors set forth in Section 10.20 below. 

10.8 Fixed Assets, Real Estate and Installations  

10.8.1 Details relating to the material properties at which UMI operates are presented below:  

Site Location Title to the 
property 

Area and 
characteristics 

 General features 
and remarks 

UMI's offices 
(UMI House), 
showroom, garage 
and trade-in site 

Rishon 
Lezion 

Partially 
owned 
(24.5% of 
the total 
rights in the 
property 
are owned 
by UMI) 

The Company owns 
10,000 square meters of 
constructed space that are 
spread over four floors. 
The Company also owns 
2,000 square meters of 
parking space that serves 
the Company’s employees 
for the purposes detailed 
in this section. The 
Company’s has title to the 
specific parts described 
rather than an undivided 
interest in the property.  

The premises include 
offices, commercial 
halls and 
showrooms, a spare 
parts warehouse and 
a service garage. 
Used for 
administrative 
purposes and for the 
marketing and sale of 
vehicles  

Logistics center Modiin 
Region 
Industrial 
Park 

Leasehold Some 17,000 square 
meters, including some 
8,000 square meters of 
constructed space. The 
constructed space is 
spread over a two-floor 
building. There is also 
parking containing several 
dozen parking spots.  

Includes a spare parts 
warehouse used for 
marketing, selling 
and storage of spare 
parts 

Commissioning 
and delivery 
center, bonded 
storage facility and 
spare parts 
warehouse 

Reem Park Leasehold 
 

Some 85,000 square 
meters, including some 
5,000 square meters of 
constructed space. The 
constructed space consists 
of two buildings, one with 
a single floor and the 
other having two floors.   

Used for storage of 
vehicles and for 
commissioning 
vehicles for delivery 
to customers. 

 

Showroom, garage 
and spare parts 
warehouse 

Hadera Owned Some 5,000 square 
meters, including some 
2,000 square meters of 
constructed space. The 
constructed space consists 

Used for the 
marketing, servicing 
and sale of vehicles 
and spare parts. 
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Site Location Title to the 
property 

Area and 
characteristics 

 General features 
and remarks 

of a single two-floor 
building, customer 
parking and a trade-in 
parking lot.  

For further details regarding UMI's real estate, see Note 12 to UMI's financial statements , 
which are attached to this Report. 

10.9 Intangible Assets 

UMI owns the trademarks for the UMI name and logo, which are registered in Israel. UMI 
also holds a license to use the trademarks of GM, by virtue of the marketing franchise 
agreements that UMI has entered into with the vehicle manufacturers, for the purpose of 
operating under the franchise agreements, including vehicle advertising and sales promotion. 
The usage right is not exclusive and does not entail royalty payments to the manufacturers. 
UMI has been given the right to grant usage rights to marketers of vehicles, subject to first 
obtaining the approval of the automobile manufacturers.  

10.10 Human Capital  

10.10.1 On December 31, 2010 and 2009, UMI employed 362 and 330 employees, respectively. In 
addition to its permanent employees, UMI engages the services of an immaterial number of 
employees from manpower placement firms, from time to time, as needed. The growth in the 
size of the workforce results from the expansion of UMI's trade-in department and its delivery 
site.   

A breakdown of UMI's employees as of December 31, 2009 and 2010 is presented below:  

 December 31, 2009 December 31, 2010 
Head office, finance 

and management 32 33 

Marketing division (*) 133 158 

Service division (**) 165 171 

(*) The marketing division employees are employed at head office, marketing and sales, the delivery 

site and the trade-in department. 

(**) The service division employees are employed in customer service, at the central garage and at the 

spare parts warehouses. 

10.10.2 Benefits and nature of employment agreements  

10.10.2.1 The conditions of employment for UMI's employees are governed by personal contracts, and 
are determined for each employee in accordance with his qualifications, education and 
position. The personal agreements of employees set out the terms of their salary, vacation, 
recuperation, severance pay, sick days, contributions to funds and additional benefits. All 
UMI's employees earn a monthly salary, except for marketing and sales employees, whose 
salary consists of a fixed element and an element that varies according to the volume of sales at 
the showrooms where they work. From time to time, as decided by UMI’s management and 
subject to the approval of the Board of Directors, bonuses are paid to the employees.  
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For details regarding the options that are convertible into UTI shares, which were granted to 
UTI’s CEO, see Note 23 to UMI's financial statements as of December 31, 2010.  

10.10.2.2 UMI is a member of the Tel-Aviv-Jaffa Chamber of Commerce (“Chamber of Commerce”) 
and accordingly is subject to the provisions of all collective agreements to which the Chamber 
of Commerce is a party. Consequently, UMI is obliged, inter alia, to allocate provisions for 
pension for all its employees, by virtue of the general collective agreement in the import, 
export, trade and services sectors, signed in 1977 (and updated in 1983 and 1987 and extended 
by an Extension Order in May 1984). UMI is also subject to the obligation to make provisions 
for severance pay for all its employees by virtue of an Extension Order from January 1, 2008, 
which extends the provisions of the general collective (framework) agreement on 
comprehensive pension insurance in Israel, signed on November 19, 2007, according to the 
provision rates and dates specified in the aforesaid Extension Order, as updated from time to 
time. UMI makes all the aforementioned provisions according to the terms of the agreements 
and the aforesaid Extension Orders.  

10.10.2.3 As of December 31, 2010, UMI has fully provided for the severance pay of its employees. For 
further details, see Note 14 to UMI's financial statements as of December 31, 2010. 

10.10.3 Training and guidance 

UMI initiates regular training activities and marketing seminars for UMI sales personnel and 
employees of the authorized distributors, in order to maintain a high and uniform service level 
at UMI's showrooms. UMI also initiates technical training for garage employees. 

10.11 Suppliers 

 UMI has entered into franchise agreements, to exclusively import and market in Israel, with the 
following parties: GMODC ( Chevrolet vehicles and Cadillac and Buick vehicles, including 
spare parts), GM KOREA (formerly GMDAT) (only spare parts for some of the Chevrolet 
models), Isuzu Motors Limited (Isuzu vehicles, made in Thailand/Japan, including spare parts), 
Adam Opel Aktiengesellschaft (Opel vehicles, including spare parts) and Saab Automobil AB 
(In 2010 and through the date of this Report, the Company did not market, and is still not 
marketing, vehicles made by Saab due to the lack of demand in Israel for such vehicles). For 
details regarding the risk of non-renewal of the agreements, see Section 10.20.3.1 below.  

10.11.1 GMODC franchise agreement 

According to the agreement with GMODC (which is the marketing arm of GM) that was 
signed on August 12, 1993, which grants UMI the right to import and market in Israel vehicles 
manufactured by GM (all the Chevrolet, Cadillac and Buick vehicles) including the spare parts 
for these vehicles, GMODC reserves the right to involve itself in the business management of 
UMI, in the event that UMI and/or any of its authorized distributors fail to meet the regional 
and general marketing plans agreed with GMODC each year. In addition, according to the 
August 2008 extension of the agreement with GMODC, GMODC may replace the agreement 
with a new agreement, in accordance with market conditions and at GMODC's demand. In the 
aforesaid agreement, UMI has undertaken, inter alia, not to represent or market other vehicles 
apart from those manufactured by GM, unless it receives prior consent in writing to do so. As 
at the date of signing the aforesaid agreement, all the vehicles marketed by UMI were 
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manufactured by GM or by it's wholly or partially owned subsidiaries (including vehicles 
manufactured by Saab, Isuzu and Opel). Vehicles manufactured by Isuzu (formerly a partially 
owned subsidiary of GM that has been sold, though the import of this manufacturer’s vehicles 
and spare parts continues as before) and vehicles manufactured by Saab (formerly a wholly 
owned subsidiary of GM that has been sold, though the import of this manufacturer’s vehicles 
has ceased) subsequently ceased to be manufactured by GM, although the import of the 
aforesaid vehicles took place the whole time with the knowledge and in full view of GMODC. 

The agreement includes standard causes for cancellation, as well grounds for termination of the 
agreement in the event of transfer of at least 20% of the voting rights by either of the parties to 
the agreement being sufficient cause. This agreement will remain in force through August 31, 
2013 and does not have an automatic renewal mechanism. When either party to the agreement 
has cause for cancellation, he is required to give the other party 90-days’ written notice of this 
and the opportunity to rectify the cause. The agreement also stipulates that changes, as defined 
in the agreement, with regard to UMI's ownership and management, resulting from the sale of 
UMI shares to a third-party, require that a detailed application be made to the manufacturer and 
that its written approval be obtained in advance. Should such a change take place without first 
obtaining written approval, this will constitute due cause for the revocation of the agreement. 
In addition, the manufacturer has been granted the right to terminate the agreement in other 
circumstances specified in the agreement, inter alia, in the event of UMI failing to obtain a 
particular license or permit, which is crucial for its operation under the agreement.  

Within the framework of the agreement, UMI has undertaken to hold a sufficient quantity of 
inventory to answer customers’ needs. Pursuant to the agreement, GMODC is entitled to set 
the terms of the warranty for the customers of UMI.  

The agreement does not include a mechanism for determining the selling price of the vehicles 
and spare parts. In practice, informal consultations take place between GMODC and UMI in 
setting the price; however, UMI is not bound to conduct such consultations.  

In addition, UMI is required to meet certain standards that are prescribed in the agreement (e.g., 
financial strength, level of service, etc.). The franchise agreement also commits GMODC to 
indemnify UMI for amounts it spends on vehicle repairs and spare parts during the warranty 
period (for details regarding the warranty granted to consumers, see Section 10.12.1 below).  

UMI has a material dependence on GMODC, which is its main supplier. For details regarding 
the ramifications of the aforesaid dependence on UMI’s business, see Section 10.20.3.1 below. 
Furthermore, UMI has a certain dependence on GMODC from the aspect of the supply of the 
original spare parts for the vehicles manufactured by the latter, although, as assessed by UMI, 
even if GMODC were to cease supplying the original spare parts for its vehicles, UMI would 
still be able to buy these spare parts from other distributors elsewhere in the world, even 
thought this might be at a slightly higher price.  

The aforementioned assessment with regard to the dependence of UMI on GMODC from 
the aspect of the supply of the original spare parts for the vehicles manufactured by the 
latter, and UMI’s assessment that it would be able to buy these spare parts from other 
suppliers elsewhere in the world are forward looking information, as defined in the 
Securities Law, which is based on the scope of the original spare parts imported by UMI 
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in recent years and on UMI’s familiarity with the original spare parts market. This 
assessment might not materialize, in whole or in part, or may materialize differently, 
including materially differently, from what is expected, due to changes in UMI’s relations 
with GMODC, changes in the prices of the original spare parts for vehicles manufactured 
by GMODC, changes in GMODC’s work procedures with distributors of the spare parts 
manufactured by it throughout the world, changes in the economic and security situation 
in Israel and/or the materialization of all or part of the risk factors set forth in Section 
10.20 below. 

The percentage of UMI's purchases from GMODC in 2010 was 80% of UMI's total purchases 
in 2010.  

10.11.2 Franchise agreement with GM KOREA (formerly GMDAT) 

The franchise agreement with GM KOREA was signed on February 25, 2005 and is 
automatically renewed every year. The agreement relates solely to spare parts for a number of 
Chevrolet models. The principal terms of the franchise agreement with GMODC, as described 
in Section 10.11.2 above, also apply to this agreement; however, when either party to the 
agreement has cause for cancellation, he is required to give the other party 30-days’ written 
notice of this and the opportunity to rectify the cause. Within the framework of the franchise 
agreement, UMI is prohibited from distributing the spare parts supplied to it by GM KOREA 
outside the borders of Israel. GMODC has also undertaken to indemnify UMI for amounts 
spent on repairing the spare parts during the warranty period and also for expenses on legal 
proceedings incurred by UMI in connection with the products of GM KOREA.  

UMI has a certain dependence on GM KOREA from the aspect of the supply of the original 
spare parts for the vehicles manufactured by the latter, although, as assessed by UMI, even if 
GM KOREA were to cease supplying the original spare parts for its vehicles, UMI would still 
be able to buy these spare parts from other distributors elsewhere in the world, even thought 
this might be at a slightly higher price. 

The aforementioned assessment with regard to the dependence of UMI on GM KOREA 
from the aspect of the supply of the original spare parts for the vehicles manufactured by 
the latter, and UMI’s assessment that it would be able to buy these spare parts from other 
suppliers elsewhere in the world are forward looking information, as defined in the 
Securities Law, which is based on the scope of the original spare parts imported by UMI 
in recent years and on UMI’s familiarity with the original spare parts market. This 
assessment might not materialize, in whole or in part, or may materialize differently, 
including materially differently, from what is expected, due to changes in UMI’s relations 
with GM KOREA, changes in the prices of the original spare parts for vehicles 
manufactured by GM KOREA, changes in GM KOREA’s work procedures with 
distributors of the spare parts manufactured by it throughout the world, changes in the 
economic and security situation in Israel and/or the materialization of all or part of the 
risk factors set forth in Section 10.20 below.  
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10.11.3 Franchise agreement with Isuzu Motors Limited 

The franchise agreement with Isuzu Motors Limited was signed on July 1, 2006 and is 
automatically renewed every year. This agreement governs the import and marketing of some 
of the Isuzu vehicle models and spare parts manufactured by it.  

The main terms of the agreement are the same as the agreement with GMODC, as described in 
Section 10.11.1 above, and include a 30-day advance notice mechanism in the event of a breach 
and the opportunity for the party in breach to rectify it. The agreement also includes provisions 
making it possible for each of the parties to terminate the agreement without cause, subject to 
giving six months’ advance notice.  

The agreement prescribes that the price of the products will be set through coordination 
between Isuzu and UMI, with Isuzu being allowed to alter the price by giving advance written 
notice to UMI, if such a change is necessitated in light of a change in the expenses of Isuzu. 

10.11.4 Franchise agreement with Adam Opel Aktiengesellschaft  

UMI also has an agreement with Adam Opel Aktiengesellschaft, which is valid from November 
8, 1996 through December 31, 2011, for the import and marketing of Opel vehicles and spare 
parts in Israel.  

The main terms of the agreement with GMODC also appear in this agreement, although this 
agreement contains a mechanism for setting the selling price, which according to the agreement 
is set by Opel (although in practice the selling price is set by UMI alone), as well as a right of 
first refusal granted to Opel in the event of UMI wishing to sell the equipment and inventory in 
its possession, within the framework of which UMI must offer Opel the same sale terms as it 
offers a third party interested in acquiring these assets.  

Within the framework of the franchise agreement, Opel has undertaken to indemnify UMI for 
amounts spent for expenses on legal proceedings incurred by UMI in connection with the 
products of Opel. 

With effect from 2012, UMI will cease importing and marketing the brand of vehicles 
manufactured by Opel in light of the following factors: Opel’s decision not to extend UMI’s 
franchise agreement  for additional periods when it expires on December 31, 2011; UMI’s and 
GM’s joint decision to focus on core models (Chevrolet, Cadillac, Buick and Isuzu); and 
UMI’s program of future launches , which presents Chevrolet and Buick models that 
correspond to Opel models. In practice, UMI intends to market the inventory of Opel vehicles 
that it holds, which is expected to be sold by the end of the first quarter of 2011. UMI does not 
intend to order new vehicles beyond the aforementioned inventory. To the best of UMI’s 
knowledge, Opel has signed a franchise agreement with a competitor of UMI for marketing 
Opel vehicles in Israel, effective from January 2011. In addition, as of the date of the Report, 
UMI is conducting negotiations with Opel regarding the continued supply of spare parts for 
Opel vehicles, even after the import and marketing of Opel vehicles ceases at the end of 2011. 
UMI is unable to assess what will be the outcome of the aforesaid negotiations. 

10.11.5 In addition, UMI has entered into agreements with service providers, including maritime and 
land transportation companies, which transport the vehicles from the countries of manufacture 
to Israeli ports and from there to UMI's storage facilities in all parts of Israel. UMI has no 
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dependence on transportation suppliers. Land transportation (from the port to UMI's bonded 
warehouse) is usually performed by Ta’avura Cement Containers Ltd., which has trucks 
suitable for transporting vehicles, at prices agreed between the parties from time to time. UMI's 
management assesses that, were UMI's business activity with this company to terminate, it 
would not have a material effect on UMI's operations. 

10.11.6 The spare parts imported by UMI are brought to Israel by means of maritime and air 
transportation, and are delivered by UMI to the garages and warehouses in Israel. Within the 
framework of the franchise agreements with the parties referred to in Section 10.11 above, the 
manufacturers of the vehicles that UMI imports and markets in Israel also supply it with 
original spare parts, accessories and other items, during the period specified in the agreements 
(and also subsequent to ending the systematic import of the vehicles into Israel by UMI). UMI 
also purchases, imports and markets, in material volumes, substitute spare parts, accessories 
and other items from additional Israeli and overseas manufacturers, that are not vehicle 
manufacturers. As of the date of the Report, UMI has no dependence on any of the 
aforementioned manufacturers.  

10.12 Working Capital  

10.12.1 Sale of vehicles 

Inventory-holding policy for finished products  

UMI usually purchases vehicles for inventory according to its forecast of expected demand. 
The vehicles that UMI holds in inventory are intended for immediate delivery. The majority of 
the vehicles delivered by UMI are delivered from inventory. In light of the implementation of 
the statutory provisions pertaining to the registering of the date on which the vehicle was 
introduced on the road, since April 2008, UMI has made arrangements aimed at reducing its 
vehicle inventory immediately prior to the conclusion of one year from the date of manufacture 
of the vehicles (see Section 10.16.7 below), and maintains strict control over the various 
vehicles and models ordered for inventory. 

UMI's number of day's inventory averaged 92 days in 2010, compared to 144 days in 2009. 
The reason for the significant gap between the two figures referred to above is related to the 
high inventory data, with the exceptional inventory level reached by the Company being due to 
the economic crisis described in Section 10.2.1.1 above, as a result of which the Company 
experienced a build-up of inventory at the end of 2008 and in the first half of 2009, which it 
found extremely difficult to sell.  

Product warranty provision policy  

UMI provides a warranty for all the vehicles it sells, covering the repair of certain faults should 
such faults occur in the vehicle during the warranty period, as defined in the warranty 
certificate that UMI gives the customer. The warranty period corresponds to the warranty 
period given to UMI by the vehicle manufacturers, which is intended to indemnify UMI for 
expenses incurred during the warranty period. The warranty period is usually defined as a 
period of three years, or until the purchased vehicle has logged one hundred thousand 
(100,000) kilometers, whichever is the earlier, except in the case of the warranty on Opel and 
Saab models where the warranty is for two years. Pursuant to the agreements that UMI has 
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entered into with the various vehicle manufacturers, the manufacturers indemnify UMI for 
expenses incurred by UMI for the repair of vehicles during the warranty period. The repair 
service for vehicles during the warranty period is provided, inter alia, by the central garage, 
which is operated by UMI and by authorized garages acting on its behalf. UMI pays the 
amount due for such repairs to the authorized garages, pursuant to agreements UMI has entered 
into with the authorized garages. For details regarding restrictions imposed under a Consent 
Order pursuant to the Restrictive Business Practices Law, 5748-1988 ("Restrictive Business 
Practices Law") in connection with the stipulation that the warranty is valid only when service 
is provided by authorized garages, see Section 10.16.12 below. 

Credit policy  

Credit to customers – UMI does not normally grant credit to private customers, other than to 
business customers who purchase a considerable number of vehicles. Credit to business 
customers is granted for different periods, in accordance with the terms agreed with each 
customer separately. During 2010, UMI granted credit to leasing companies that amounted to 
an average of 110 days – the same as for 2009. As of the date of the Report, there is a 
downward trend in the credit granted by UMI to the leasing companies and UMI is taking care 
to obtain collateral for the repayment of the credit it grants, particularly to these customers.  

Credit from suppliers – During 2010, the average credit received by UMI from its suppliers 
was approximately 40 days from the date of signing the bill of lading – the same as for 2009.   

The gap between the credit period from suppliers and the credit period to customers in 2010 is 
primarily due to the market's and the leasing companies' need to receive credit for a longer 
period. 

10.12.2 Import and marketing of spare parts  

Inventory-holding policy  

UMI holds spare parts inventory intended for the normal supply of spare parts as required by 
law. In addition, pursuant to the franchise agreements with the vehicle manufacturers, UMI is 
required to hold sufficient spare parts inventory to meet customer's requirements for routine 
repairs within the framework of the warranty.   

Product warranty provision policy  

UMI provides a full warranty on spare parts installed in vehicles it sells for a period ranging 
from three months to one year (depending on the product and the manufacturer) or until the 
vehicle in which the spare parts are installed has logged 6,000-20,000 kilometers (depending 
on the product), whichever is the earlier. Pursuant to the agreements that UMI has entered into 
with some of the spare parts manufacturers, these spare parts manufacturers indemnify UMI 
for expenses incurred by UMI during the warranty period. The warranty period granted by 
UMI does not necessarily correspond to the warranty period granted by the spare parts 
manufacturers. Nevertheless, in cases where UMI grants a longer warranty period than the 
period granted by the spare parts manufacturers, these manufacturers reduce UMI's spare parts 
purchase prices, thereby usually offsetting excess expenses incurred by UMI for a longer 
warranty period. GM does not provide a warranty to UMI for the spare parts supplied by GM 
to UMI. GM provides UMI with minor reimbursement for such expenditure. 
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UMI has a goods return policy that permits the return of some of the spare parts in their 
original packaging within two weeks of the date of their supply. 

Credit policy  

Credit to customers – The payment terms for UMI's business customers averaged 70 days as 
of December 31, 2010, compared to 75 days in 2009. Usually, UMI does not grant credit to 
private customers.  

Credit from suppliers – As of December 31, 2010, the average credit received by UMI from 
suppliers in Israel and overseas was 60 days – the same as for 2009.  

10.13 Financing  

10.13.1 UMI finances its activity by means of bank financing from banking institutions that extend it 
loans and “on-call” credit lines.  

10.13.2 Presented below are data regarding average interest rates and effective interest rates with 
respect to the outstanding loans as of December 31, 2010, as well as details regarding the 
composition and rates of UMI’s credit as of December 31, 2010: 

 
Linkage 

mechanism 

Balance as of 
31/12/2010 

(NIS in millions) 

Average 
interest 

(weighted) 

Effective 
interest 

Long-term loans 
Linked  62,617 1.468% 1.477% From banks  
Fixed  36,629 3.477% 3.523% 

Short-term loans 
From banks Variable 215,464 3.053% 3.097% 

10.13.3 Presented below are details of the credit and loans at variable interest: 

Change 
mechanism 

Interest 
range 

Interest amount  
as of 31/12/2011 

(NIS in thousands) 

Average interest rate 
immediately prior to the 

date of the Report 
Prime 3%-3.1% 215,464 3.45% 

 

10.13.4 Credit facilities and utilized credit balances  

The credit facilities available to UMI vary from time to time in accordance with its needs and 
with the agreements with the various lending parties, with some of the aforesaid credit facilities 
being secured by pledges, while others are subject to compliance with financial covenants.  

The total of UMI's credit facilities as of December 31, 2010 and as of the date of this Report 
amounted to approximately NIS 700,000 thousand. The balance of the credit facility that had 
been utilized as of December 31, 2010 and as of the date of the Report amounted to 
approximately NIS 314,710 thousand and NIS 270,000 thousand, respectively.  

10.13.5 Presented below is a description of the financial covenants to which UMI has committed 
relating to its material loans and credit facilities in the vehicle sale and related services activity 
sector:  
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(1) At no time is UMI’s total tangible capital to fall below a rate of 25% of the total assets in its 
consolidated statement of financial position (balance sheet); (2) at no time is UMI’s total 
tangible capital to fall below NIS 300,000 thousand; (3) the holdings in UMI of each of 
Hamizrach Company and Taldan are not to fall below a rate of 35%; (4) UMI is not to carry 
out a merger with another corporation without obtaining prior, written consent thereto from the 
banking institutions; except for investments in an amount that is to be agreed from time to time 
and provided that the investment is in a corporation engaged in UMI’s activity sectors; (5) 
under certain conditions, UMI has undertaken not to pay its shareholders any amount on 
account of loans (as defined in the agreements) and/or dividends, without obtaining prior, 
written consent from the banking institutions.  

10.13.6 As of December 31, 2010 and shortly before the date of the Report, UMI is in compliance with 
all the financial covenants relating to the loans it has taken.  

10.13.7 Guarantees 

For details regarding the guarantees provided by UMI and UTI to third parties, see Note 23E to 
UMI's financial statements as of December 31, 2010. 

10.13.8 Collateral 

In order to secure UMI’s obligations to banking corporations with respect to the loans and 
credit facilities described above, UMI has recorded a floating charge in an unlimited amount on 
all its assets and a fixed charge on its unpaid share capital and goodwill.  

10.13.9 For details regarding the pledge on shares of UMI and Taldan Motors given by Kardan Israel 
to secure a loan granted by the Bereshit and Hadas funds and Mizrahi Bank to Kardan Israel 
and also regarding the financial undertakings relating to UMI’s activity given by Kardan Israel 
within the framework of loans taken from Mizrahi Bank and from the Bereshit and Hadas 
funds, see Section 14.1.8 below.  

10.13.10 For further details regarding the amount of credit received from banks, as of December 31, 
2010, including details regarding pledges, guarantees and undertakings to comply with 
financial covenants, see Note 23 to UMI's financial statements.  

10.14 Taxation  

For details regarding the tax laws to which UMI is subject, see Note 22 to the financial 
statements as of December 31, 2010. 

10.15 Environmental Protection  

For details regarding the Green Taxation method and its ramifications for UMI, see Section 
10.16.3 above.  

In addition, UMI is subject to the provisions of the Tire Disposal and Recycling Law, 5767-
2007. Pursuant to the provisions of the aforesaid law, UMI is subject to obligations regarding 
the disposal of tires (including meeting tire disposal targets in accordance with the quantity of 
tires that it imports) and the way that the tires are stored, as well as various reporting 
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obligations regarding the import of tires and their disposal to the party responsible for the 
implementation of the aforesaid law. UMI has entered into an agreement with a third party for 
the disposal of the aforementioned tires, in accordance with the quotas defined in the aforesaid 
law, and monitors and keeps records in conformity with the provisions of the aforesaid law. 
UMI’s expenses in 2010 with respect to the tire disposal obligation imposed upon it pursuant to 
the provisions of the aforesaid law, are not of a material scope. 

10.16 Restrictions and Control Applying to the Activity Sector  

The vehicle sector in Israel is a sector in which the government is deeply involved and it is 
highly regulated and controlled. The material regulatory changes in the vehicle sector in Israel 
are presented below, together with details of just the main and material statutory provisions to 
which UMI is subject in the vehicle sale sector: 

10.16.1 On April 7, 2010, the Control over Commodities and Services Order (Import of Vehicles and 
Vehicle Services) (Amendment), 5770-2010 (“the Import and Services Order”) went into 
effect. Pursuant to the aforesaid order, the import to Israel is permitted of passenger vehicles, 
weighing not more than a total of 3.5 tons, of the same make and the same standardization as 
imported by the direct importer, as well as by means of entering into an agreement with an 
authorized agent of the vehicle manufacturer who meets certain terms that are stipulated in the 
order (“Parallel Import”). Pursuant to the order, a parallel importer will not be permitted to 
import more than three different vehicle brands. The provisions of the order prescribe, inter 
alia, conditions for the import of vehicles by an importer, which include conditions to ensure 
the financial soundness of the importer (including providing a NIS 8,000 thousand bank 
guarantee and also having equity capital of NIS 10,000 thousand) and his obligation to provide 
a maintenance infrastructure and warranty for the vehicles after their import to Israel. The 
provisions of the order also permit the import of vehicles manufactured in the United States 
that conform to US standardization and that, as of the date of the Report, are not marketed in 
Israel. 

UMI’s management assesses that parallel import will not have a material effect on its business 
results, inter alia, because – in its estimation – parallel importers will not succeed in buying the 
vehicle models that are most common in Israel and that constitute the major market segments, 
at better prices and/or at better terms than those at which the importers buy the vehicles from 
the various manufacturers due, among other reasons, to the fact that vehicles imported to Israel 
have to comply with European standardization and have to be customized for the Israeli market 
(automatic vehicles fueled by gasoline, as opposed to diesel). The costs of having the vehicles 
comply with European standardization are higher for a parallel importer than for the vehicle 
manufacturer with whom UMI has an exclusive agreement. As of the date of the Report, UMI 
is unaware of parallel importers operating on the Israeli market, except in the case of Opel 
vehicles. For further details, see Section 10.11.1 above. 

The aforementioned assessment with regard to the effect of parallel imports on UMI's 
business results, as described above, is forward looking information, as defined in the 
Securities Law, which is based on the assessment of UMI’s management that parallel 
importers will find it difficult to locate material inventory of vehicles that constitute the 
major Israeli market segments at competitive prices. The aforementioned assessment 
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might not materialize, in whole or in part, or may materialize differently, including 
materially differently, from what is expected, due to a change being made in the 
aforementioned legislation, the success of parallel importers in buying material inventory 
of the vehicle models that are most commonly marketed in Israel and that constitute the 
major market segments and/or the materialization of all or part of the risk factors set 
forth in Section 10.20 below. 

10.16.2 Purchase tax: Vehicles imported to Israel are subject to purchase tax at various rates: 83% for 
private vehicles and 72% for commercial vehicles and for vehicles weighing more than 3.5 
tons (trucks are not subject to purchase tax). The gradual reduction of the purchase tax rates on 
new vehicles, which upon completion in 2010 was meant to be applied at a uniform 72% tax 
rate on vehicles weighing up to a total of 4.5 tons, was canceled in 2009. As assessed by UMI's 
management, the aforesaid change in purchase tax is not expected to materially affect UMI. 

The aforementioned assessment with regard to the effect of the change in purchase tax on 
UMI's business results, as described above, is forward looking information, as defined in 
the Securities Law, which is based on assessments by UMI’s management, based on its 
familiarity with the Israeli vehicle market and with the effects of the aforesaid changes in 
purchase tax on the volume of sales on the Israeli vehicle market. The aforementioned 
assessment might not materialize, in whole or in part, or may materialize differently, 
including materially differently, from what is expected, due to trend changes on the 
Israeli vehicle market and the reaction of consumers to the effects of the purchase tax 
rates in this sector and/or the materialization of all or part of the risk factors set forth in 
Section 10.20 below.  

10.16.3 The Green Taxation: In August 2009, a new tax system went into effect, the aim of which is to 
create economic incentives to reduce environmental pollution (“the Green Taxation”). As part 
of the Green Taxation, a green index has been created (“the Green Index”) that ranks vehicles 
by their level of pollution, which is determined according to a weighting of the public costs of 
polluting emissions, and the purchase tax is set in accordance with this ranking. As part of the 
aforementioned reform, it has been prescribed , inter alia, that the pollution ranking of vehicles 
will be noted on the vehicle license and vehicle importers will be required to state the pollution 
data and the fuel consumption of every new vehicle that goes on sale. Accordingly, with effect 
from November 2009, purchase tax is imposed on new vehicles at the rate of 83%, with there 
being a set reduction based on the degree of benefit for the vehicle, according to the Green 
Index (a tax benefit of up to a maximum of NIS 15,000); reduced purchase taxes are also 
imposed on hybrid and electric vehicles. The Green Taxation will mainly raise the prices of 
luxury sedans, while the impact on the prices of family sedans is not material. The Spark and 
Aveo models that are to be launched by UMI during 2011 are relatively “green” models, with 
small engines, which are expected to also benefit from the Green Taxation.  

10.16.4 Vehicle usage value: Starting in January 2010, a method is being applied whereby the usage 
value of a vehicle is calculated as a percentage of the vehicle’s price to the consumer (“Linear 
Usage Value”). This method is being applied only to new vehicles sold from January 1, 2010. 
The usage value in 2010 has been set at 2.04% of the vehicle’s price to the consumer for 
vehicles with a price of up to NIS 130,000 and at 2.48% of the vehicle’s price for vehicles with 
a price in excess of NIS 130,000. With effect from 2011, the usage value will be 2.48% of the 



 

230 

vehicle’s price to the consumer for all vehicles and will be up to a ceiling of NIS 478,000. To 
the best of UMI’s knowledge, application of the Linear Usage Value method could result in 
employees, who in the past waived a fixed monthly component of their gross salary in return 
for receiving a company car from their employer, will reevaluate whether it is more worthwhile 
economically to opt for the aforesaid waiver, rather than to accept a company vehicle; it is 
likely that a portion of them will opt not to take advantage of this benefit. As of the date of the 
Report, the change in the method of calculating the vehicle usage value has not materially 
affected the financial results of UMI. UMI's management assesses that the aforementioned 
continuing rise in the usage value is likely – in the medium term – to lead to a decline in the 
volume of demand for operating leases, and could accordingly lead to a decline in leasing 
companies’ vehicle purchases, on the one hand, and to employees changing over to buying 
vehicles directly, which would offset some of the effects of the decline in leasing companies’ 
vehicle purchases, on the other hand. As of the date of the Report, UMI is unable to estimate 
the extent of the impact on its business results. 

The aforementioned assessment with regard to the decline in the medium term in the 
level of demand for operating lease vehicles and consequently the fall in the volume of 
leasing companies’ vehicle purchases and, on the other hand, employees changing over to 
buying vehicles directly and its impact, as described above, is forward-looking 
information, as defined in the Securities Law, which is based on an estimation of the 
economic viability of accepting a company vehicle and on the volume of vehicle purchases 
by leasing companies and private customers in Israel. The aforementioned assessment 
might not materialize, in whole or in part, or may materialize differently, including 
materially differently, from what is expected, due to changes in the usage value according 
to the linear method and/or the materialization of all or part of the risk factors set forth 
in Section 10.20 below. 

10.16.5 With effect from January 2010, all private and commercial vehicles imported to Israel must be 
equipped with an Electronic Stability Program (“ESP”), which prevents accidents due to 
skidding, crashes and rollovers, by means of automatic wheel braking. For details regarding the 
impact of the temporary suspension of importing and marketing the Chevrolet Aveo model due 
to it lacking such an ESP system, see Section 10.2.4 above. 

10.16.6 Control over Commodities and Services Order (Import of Vehicles and Vehicle Services), 
5739-1978: The order regulates several obligations that apply to a vehicle importer. The order 
stipulates, inter alia, that an importer is entitled to sell an imported vehicle only pursuant to a 
permit issued by the Vehicles and Maintenance Services Department. UMI holds the permit 
required to sell imported vehicles. The order requires the vehicle order form and purchase 
contract to be signed or confirmed in writing by the importer, when the vehicle is sold by an 
entity authorized by the importer. The order sets conditions for granting a license to import 
vehicles (the said license is usually granted for a period of one year) and the issue of the said 
license is contingent on the importer providing the vehicle with maintenance services through 
service garages, including a central service garage. For details regarding an amendment to the 
order that took effect in April 2010, see Section 10.16.11 below.  

10.16.7 The Traffic Regulations: The Traffic Regulations stipulate that a vehicle may not be registered 
and no license may be issued for it, unless the Licensing Authority has inspected and certified 
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the prototype of that type of vehicle and unless a certificate, issued by an authorized laboratory, 
or any other required certificate, has been submitted to the Licensing Authority, certifying that 
the vehicle conforms to the prototype of that type or model. 

The Traffic Regulations (Amendment No. 3), 5768-2007 provides for the cancellation, with 
effect from April 1, 2008, of the requirement to register the year of manufacture (model year) 
for new vehicles, and the only record now required is the date such vehicles were introduced 
on the road. It was further provided that a condition for registering a vehicle as of the date it 
was introduced on the road is that less than 12 months must have passed since the date of 
manufacture thereof, apart from certain exemptions set forth in the regulations. According to 
the above Regulations, if one year has passed since the vehicle manufacture date and the 
vehicle has not yet been sold, UMI must perform the vehicle licensing process and register the 
vehicle under its own name. When such a vehicle is sold, it will be considered to be second-
hand. In order to avoid selling the car as second-hand, which lowers the price and value of the 
vehicle, UMI has prepared accordingly, such that UMI’s computers warn marketing 
representatives shortly before the conclusion of the 12-month period, and UMI has made it a 
practice to provide larger incentives to sales personnel for sales of this type of vehicle.  

10.16.8 Vehicle standardization – The Standardization Department of the Vehicles Department at the 
Ministry of Transport defines, every year, the changes that have been made in the mandatory 
requirements applied to different types of vehicles for the following year’s models. The 
Department indicates which amendments are required by the European standardization and 
which are the special requirements for conformance with the Israeli standardization, which is 
based primarily on European and American standardization requirements. Standardization 
requirements focus mainly on vehicle safety, passenger and pedestrian protection and air 
pollution. 

10.16.9 According to a Ministry of Transport procedure, which was determined pursuant to the 
authority vested in the Ministry of Transport under Section 18 of the Import and Services 
Order, an importer is required to report to the customer, prior to vehicle delivery, every defect 
in the vehicle, other than in the circumstances specified in the procedure. The procedure further 
provides that consumers will be entitled to refuse acceptance of a new vehicle they purchased 
if the commercial value of the vehicle has fallen by a total rate of 3.5% or more, with the 
exception of a decrease in value due to painting, in which case consumers may refuse 
acceptance of the vehicle if the value of the vehicle has fallen by a total rate of 6% or more. 
Should the customer choose to accept the damaged vehicle, despite its reduced value, the 
importer must compensate the customer with the amount that the value has been reduced and 
provide the customer with a commitment to repurchase the vehicle under the terms specified in 
the procedure.  

Details of just the main and material statutory provisions to which UMI is subject in the spare 
parts importing and marketing sector: 

10.16.10 Production and Trade Order: UMI’s operations in the spare parts import and marketing field 
subject it to the Supervision of Consumer Goods and Services Order (Production and Trade of 
Traffic Products), 5743-1982 (“Production and Trade Order”), which applies, inter alia, to 
trade in vehicle spare parts. The Production and Trade Order prescribes mandatory licensing by 
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the qualified authority at the Ministry of Transport for production of and trade in traffic 
products (spare parts). The license is granted for one year and the Director of the Vehicles and 
Maintenance Services Department at the Ministry of Transport may renew or deny renewal of 
the license. UMI holds the aforesaid license. The Production and Trade Order requires that a 
warranty be provided on the aforesaid spare parts for a period of not less than three months or a 
distance of 6,000 kilometers, whichever is the earlier. Moreover, the Production and Trade 
Order also stipulates that a traffic product may not be sold at a price exceeding the price to the 
consumer, as defined in the order.  

10.16.11 Import and Services Order: UMI is subject to the Supervision of Consumer Goods and 
Services Order (Vehicle Import and Provision of Service), 5739-1978 (“Import and Services 
Order”), which requires a vehicle importer to maintain an inventory of traffic products 
(assemblies, instruments, parts, spare parts, including liquid or solid materials used in the 
repair or maintenance of the vehicle, and also an accessory that is used, or can be used, to 
ensure the proper operation of the vehicle, or for its safety or for the comfort of its user, 
including any product that is legally required to be part of the vehicle’s equipment) at the 
quantity recommended by the vehicle’s manufacturer or at the quantity indicated by inventory 
flow during the last twelve months, or as prescribed by the Director of the Vehicles and 
Maintenance Services Department at the Ministry of Transport. The Import and Services Order 
also prescribes that a vehicle importer will deliver every traffic product, for each of the vehicle 
models it imports, not later than seven days from receipt of the order; however, if the importer 
can prove that he used every means at his disposal to order the product, from any source 
capable of supplying the product at that time, and that the delayed delivery was out of its 
control, the product may be delivered to the customer within 14 days from the order date. 
Pursuant to the amendment to the Import and Services Order that was approved by the 
Economic Affairs Committee of the Knesset in February 2010 and that took effect in April 
2010, additional obligations have been imposed on the importer, including an obligation to 
market traffic products through at least one sales outlet, an obligation to supply traffic products 
for an imported vehicle within at least 7 days of its sale to the consumer, an obligation to 
supply traffic products within a set time, etc. 

10.16.12 Consent Order by the Antitrust Tribunal: UMI’s activity is also regulated by a Consent Order, 
issued by the Antitrust Tribunal, in its ruling pursuant to Section 50B of the Restrictive 
Business Practices Law. This order, which went into effect in April 2003 and expired in April 
2008, prohibited a vehicle importer from placing restrictions on the service garage in any 
matter related to spare parts purchase, but the importer could still require the service garage to 
use spare parts meeting quality and compatibility requirements. The importer is also entitled to 
require the garage to use spare parts of a certain type (e.g., original spare parts) when the 
service is provided under warranty and the importer bears at least 90% of the cost of this 
service, or when the service is provided under a recall event (when the importer invites all 
vehicle owners of the model in which defects were found to bring their vehicle to its service 
garages for repair), for which the importer assumes full responsibility. In addition, a vehicle 
importer may not stipulate conditions for the validity or applicability of a vehicle warranty that 
requires the vehicle owner to have his vehicle serviced at a service garage or to use specific 
parts, except in instances where the importer or the vehicle manufacturer bears 90% or more of 
the payment for such service (or 50% or more, if the service is provided for certain specified 
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assemblies). With respect to the vehicle warranty, the order also prescribes that, inter alia, the 
importer must provide a vehicle warranty in accordance with the provisions of the law (two 
years) or more or in accordance with the warranty granted by the manufacturer, as a regional or 
global policy, and that every additional warranty period must be priced separately and offered 
to the customer separately from the vehicle price.  

Due to the expiration of the aforementioned Consent Order in April 2008, the Restrictive 
Business Practices Authority (“the Antitrust Authority”) announced in October 2007 the 
initiation of a comprehensive examination of the vehicles import, spare parts and service 
garages sector and the major importers of vehicles in Israel were required to submit 
information and data to the Antitrust Authority regarding their activity in vehicle imports, 
spare parts sales and garage services. To the best of the Company’s knowledge, the Antitrust 
Authority, prior to the expiration of the order, commenced discussions regarding a new order, 
during the course of which a number of issues were raised that would make things harder for 
the vehicle importers (for example, prohibiting monopoly holders from granting discounts to 
"loyal" purchasers who regularly buy from it or maintenance agreements under which every 
vehicle buyer receives maintenance from the importer from whom he bought the vehicle), 
although the Company does not know when, if ever, this order is likely to take effect. Upon the 
expiration of the aforementioned order, the Antitrust Authority sent out a notice to the vehicle 
importers stating that, despite the expiration of the aforementioned order, the Antitrust 
Authority expects the vehicle importers to continue operating in accordance with the order as if 
it was still in effect. UMI, to the best of the Company's knowledge, as well as the rest of the 
Israeli vehicle importers, is operating in accordance with the notice from the Antitrust 
Authority, and has even notified the Antitrust Authority that it intends to continue acting in 
accordance with the aforementioned order despite its expiration.  

UMI has been granted the licenses and approvals referred to in this Section, and these are valid 
as of the date of the Report.  

10.17 Material Agreements  

10.17.1 UMI shareholders’ agreement  

10.17.1.1 On July 21, 1993, all of UMI's shareholders entered into an agreement that sets forth the 
various provisions regarding the management of UMI, including provisions relating to the 
appointment of directors (Taldan and Hamizrach Company have the right to appoint three 
directors each and GMODC has the right to appoint one director); the taking of certain 
decisions requiring a special majority of the directors (at least four directors, and at least one 
director on behalf of each shareholder) and certain other decisions requiring a unanimous vote 
of all the shareholders at the general meeting. The GMODC was given a veto right on 
decisions relating to changes in the senior management of UMI; furthermore, it was 
determined in the agreement that in a situation where one of UMI’s shareholders requests to 
sell his shares to a third party, the other shareholders are granted a right of first refusal to 
acquire his shares; in addition, shareholders are obliged to refrain from transferring their UMI 
shares to a third party, unless that party is approved by GMODC and joins the agreement as a 
party thereto. 

In a situation where any of UMI’s shareholders is in breach of any of the material provisions of 
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the aforesaid agreement or in a situation where the control in Taldan or Hamizrach Company is 
transferred to another (except permitted transfers, as defined in the agreement), a sanction is 
prescribed in the agreement whereby, under the aforesaid circumstances, the aforementioned 
other shareholders will have the right (which, in the event of a material breach, is subject to the 
decision of GMODC) to compel him to sell them his holding at a price to be determined 
according to a formula specified in the agreement (“the Selling Price”). The Selling Price may 
be significantly lower than the value of the shares; furthermore, GMODC has the right to 
require the other shareholders (in accordance with their holding rates) to acquire all the UMI 
shares held by GMODC, at the Selling Price.  

Since the holdings rate of the current controlling shareholders of Kardan NV (in this Section, 
“the Control Group”) has fallen to approximately 44% and since, as stated, the agreement 
provides that the transfer of control over any of the shareholders of UMI gives the other 
shareholders the right to acquire the shares of that shareholder, it is necessary to obtain the 
consent of the other UMI shareholders to decrease the holdings of Karan NV’s Control Group. 
The aforesaid consent has been granted and has been extended from time to time, subject to 
Taldan remaining under the effective control of the Control Group, to the directors currently 
serving on behalf of Taldan on UMI's board of directors remaining unchanged and to the 
Control Group resuming control (50.01%) of Kardan NV or Kardan Israel not later than 
December 31, 2011. The Control Group has notified Kardan NV that it will take steps to 
comply with the aforesaid conditions.  

10.17.2 Management and consulting services agreement 

In 2001, UMI entered into separate agreements with each of its shareholders for management 
and consulting services. Pursuant to these agreements, UMI pays its shareholders for the 
aforementioned management and consulting services, pro rata to their holdings, at an overall 
(for all the shareholders) annual rate of 5% of the nominal annual pre-tax income, with the 
addition of a fixed amount of NIS 2,800 thousand, linked to the CPI for December 2001 
(currently NIS 3,444 thousand). Pursuant to the aforementioned agreements, the amounts of the 
management fees payable to the shareholders, as described above, will together not exceed an 
annual amount of approximately NIS 10,000 thousand, linked to the CPI for December 2001 
(currently NIS 12,300 thousand). It should be noted that, in accordance with the consultancy 
agreement between UMI and Mr. Yosef Greenfeld, as described in Section 21 ((10) per 
regulation of Part D of the Periodic Report, the amounts payable to Telromit Ltd., a company 
wholly owned (100%) by Mr. Yosef Greenfeld, are set-off against the amounts payable to 
Kardan Israel pursuant to the aforementioned agreements. Pursuant to the aforementioned 
agreements, approximately NIS 4,855 thousand was paid to Kardan Motors and Kardan Israel 
in 2010. The aforementioned agreements are for an indefinite period.  

Likewise, on September 21, 2010, UMI entered into an agreement with Reytalon Ltd., a 
company wholly owned (100%) by Avner Avraham Schnur, for the provision of consultancy 
and management services. For further details, see Section 10.2.7 of Part D of the Periodic 
Report. 
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10.17.3 Loan agreement between UMI and Kardan Securities Ltd. 

On August 30, 2010, a loan agreement ("the Loan Agreement”) was signed between UMI and 
Kardan Securities Ltd. (“the Borrower”), a private company wholly owned by Kardan Israel, 
whereby UMI will grant the borrower a loan in a total amount of NIS 50,000 thousand, bearing 
unlinked interest at the rate of 3.5% per annum, which will accrue from the time that any 
amount on account of the loan is withdrawn. The Borrower will be able to withdraw amounts 
on account of the loan through September 1, 2011. The loan is to be repaid by January 1, 2012. 
As of December 31, 2010, UMI has made NIS 12.5 million available to the borrower on 
account of the loan facility. Within the framework of the Loan Agreement, the borrower and 
Kardan Israel have undertaken to record a first-ranking fixed charge in favor of UMI on the 
shares of a company and/or companies held by either of them directly or indirectly, whose 
value and/or market value, as the case may be, is equal to the amount of the principal of the 
loans to be granted by UMI to the borrower on the date of providing the aforesaid collateral. 
As of December 31, 2010, in order to secure the repayment of the loan, Kardan Israel had 
pledged 382,837 Dan Vehicle shares whose market value reflected 100% of the loan balance 
on the date the pledge was provided. Pursuant to the agreement, the Borrower and Karan Israel 
will be entitled, with the consent of UMI, to exchange the aforesaid collateral for alternative 
collateral as specified in the agreement. It was also agreed that, should the value of the 
collateral provided to secure the loan or its market value, as the case may be, fall below 90% of 
the loan balance, the Borrower and/or Kardan Israel will provide additional collateral, thereby 
resulting in UMI holding collateral with a value of 100% of the loan balance. Moreover, if the 
value of the collateral provided to UMI with respect to the loan should exceed 110% of the 
loan balance, then collateral will be released by UMI, thereby resulting in the balance of the 
collateral left with UMI constituting 100% of the loan principal balance on that date. Upon any 
amount being repaid on account of the loan, such collateral will be released as to result in the 
balance of the pledged collateral being maintained at 100% of the loan principal balance. On 
March 6, 2011, the Borrower repaid the balance of the aforesaid loan in the amount of NIS 
12,711 thousand (including interest) and the charges relating to the aforesaid loan were 
removed.  

10.17.4 For details regarding the franchise agreements entered into by UMI, see Section 10.11 above. 

10.18 Legal Proceedings  

For details of the material legal proceedings, to which UMI is a party, see Note 23A to UMI’s 
financial statements attached to the financial statements of Kardan NV as of December 31, 
2010. 

10.19 Goals and Strategy  

UMI intends to maintain its status as a leading company in vehicle marketing in Israel and to 
improve its market position, by selling vehicles to the private sector, business sector and 
leasing companies and by improving and expanding the various services that UMI provides to 
the owners of the vehicles it imports. 

10.20 Discussion of Risk Factors 

UMI’s operations are characterized by the following risk factors: 
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10.20.1 Macro risks 

10.20.1.1 Fluctuations in exchange rates: Fluctuations in the exchange rates of the currencies used by 
UMI to purchase the vehicles it markets may affect the shekel prices of new vehicles for 
customers in Israel, as well as the prices of UMI vehicles in comparison to the prices of 
competing vehicles, and consequently on the demand for vehicles marketed by UMI. UMI is 
exposed to liabilities linked to foreign currency, mainly related to credit from suppliers.  

10.20.1.2 Economic situation in Israel: The sales volume of vehicles in Israel is affected by the 
economic situation in Israel and by a number of additional parameters (for example: the 
political and security situation). Private vehicles are a consumer product, the demand for which 
is affected, inter alia, by households’ standard of living. A decline in economic activity in 
Israel, a credit crunch in the Israeli economy, a decrease in households’ standard of living and 
increased unemployment could adversely affect the number of vehicles sold by UMI to private 
and institutional customers (including the leasing companies), and consequently could 
adversely affect its business results. The economic situation in Israel may have persistent, 
significant adverse effects on UMI’s business results, its liquidity, the value of its equity 
capital, its business position and its ability to secure financing for its ongoing activity.  

10.20.2 Industry risks  

10.20.2.1 Development of parallel importing: In April 2010, the Control over Commodities and 
Services Order (Import of Vehicles and Vehicle Services) (Amendment), 5770-2010 went into 
effect; this amendment permits parallel importing. For details, see Section 10.16.1 above. The 
parallel import reform will allow the entry of new competitors into the sector, which could 
result in greater competition, particularly in certain market segments, such as luxury sedans 
and executive sedans.  

10.20.2.2 Changes in regulatory arrangements: Changes in regulatory arrangements, e.g., regulation 
of competition in both the vehicles sector and also the related services sector (import and 
marketing of spare parts and accessories for vehicles), changes in the government taxation 
policy, or changes in the policy relating to the vehicle’s classification as a sedan or a 
commercial vehicle for tax purposes, may lead to changes in the structure of the market in 
which UMI operates, by changing the demand for a vehicle of a certain size or type, or the 
demand for vehicles manufactured in certain countries. Such a situation could cause a certain 
degree of harm to the business results of UMI.  

10.20.2.3 Licenses and permits: UMI operates as an importer of vehicles into Israel, subject to licenses 
and permits. The revocation of the licenses and/or permits and/or a change for the worse in 
their terms could have a material adverse effect on the sales of UMI and on its financial results.  

10.20.3 Special risks  

10.20.3.1 Dependence on the franchise agreements and on GM: Most of UMI’s revenues are derived 
from the import and marketing of vehicles and spare parts manufactured by GM (for details 
regarding the scope of sales of GM-manufactured vehicles and the percentage thereof out of 
UMI’s total revenues, see Section 10.4 above); consequently, UMI is has a material 
dependence on continued relations with GM. The non-renewal of the aforesaid franchise 
agreement, for any reason whatsoever, including a situation where GMODC no longer holds 
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shares in UMI, would have an extremely material adverse effect on UMI and on its business 
results. The non-renewal of the franchise agreement with Isuzu, for any reason whatsoever, 
including with regard to the spare parts for which UMI has a dependence on GM, would have a 
material adverse effect on UMI and on its business results in both the short and medium term.  

10.20.3.2 Inventory holding: The import and sale of vehicles involves maintaining a large inventory, 
which could lose value due to model year obsolescence (resulting, inter alia, from marketing 
models of a later year of manufacture), technological improvements, regulation, serious 
financial harm to or bankruptcy of the vehicle manufacturer, changes in foreign currency 
exchange rates, etc., and could thus adversely affect the business results of UMI. 

10.20.4 In accordance with UMI’s assessment, the table below presents the risk factors detailed above, 
classified according to the degree of the effect of each risk factor on UMI’s business, divided 
by risk types:  

Degree of the Effect of the Risk Factor 
Minor 
Effect 

Moderate 
Effect 

Major Effect
Risk Factor  

   Macro Risks  
 X  Fluctuations in exchange rates   
 X  Economic situation in Israel   
   Industry risks  

X   Development of parallel importing  
 X  Changes in regulatory arrangements   
  X Licenses and permits   
   Special risks for UMI  
  X Dependence on marketing agreements 

and on GM 
 

X   Inventory holding   
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11. Description of the operating lease and short-term car rental segment 

11.1. Kardan NV is active in the field of operating lease and short-term car rental through its 

indirect holdings in Dan Vehicle and Transportation D.V.T. Ltd (hereinafter – "Dan 

Vehicle"), which was established and incorporated in 1986 in Israel as a private 

company.  In May 1993, the shares of Dan Vehicle were listed for trading on the Tel-

Aviv Stock Exchange and since then Dan Vehicles is a public company as the term is 

defined in the Companies Law, 1999.  Dan Vehicle holds a franchise from Avis Europe 

Plc.128 (hereinafter - “Avis Europe”), which permits it to use the Avis brand name in 

Israel, its work methods and computer systems related to car rentals as set forth below in 

this report. It should be noted, that on March 28, 2011, Dan Vehicles published a report 

summoning a general meeting of shareholders and on the agenda, inter alia, conversion of 

the name of Dan Vehicles, to "Kardan Vehicles Ltd."or any similar name to be approved 

by the registrar of companies. 

As of the reporting date, Kardan NV held 73.67% of the issued and paid-up share capital 

of Kardan Israel, which holds the entire (100%) issued and paid-up share capital of 

Kardan Emed Properties Ltd, which holds 50% of the issued and paid-up share capital of 

Emed. As of the date of the report, approximately 50% of Emed shares were held by Dan 

Public Transportation Company Ltd and Nahor Ltd129  (hereinafter – "Dan ") as well as 

by some 900 Dan shareholders130. As of the date of the report, Emed, inter alia, held 

54.25% of the issued and paid-up capital of Dan Vehicles. In addition, Kardan Israel 

directly held an additional 14% of the issued and paid-up capital of Dan Vehicles131. 

Following significant disagreements and a severe conflict between Dan and Kardan Emed 

Properties in connection with the implementation of certain sections of the shareholders' 

agreement in Emed, on January 2011, an agreement was signed between Kardan Israel 

and Emed, pursuant to which Kardan Emed Properties would acquire all the shares of 

Dan Vehicles which are held by Emed in exchange for 336 million NIS. The completion 

of the transaction was dependent on and intertwined with the completion of another 

agreement, which was signed on that occasion, whereby Dan Public Transportation 

Company Ltd would acquire all Emed shares held by Kardan Emed Properties in 

exchange for  approximately 361 million NIS. Under the above agreements the two 

parties were supposed to mutually waive all claims against each other. . Upon the 

completion of the said transactions, on March 10, 2011, Kardan became the sole 

controlling shareholder of Dan Vehicle. As of the date of publication of the report, 

Kardan Israel holds 54% of the issued and paid-up share capital of Dan Vehicle through 

                                                 
128   To the best of Dan Vehicle' knowledge, Avis Europe is a public company whose shares are traded on the 

London Stock Exchange plc, and holds the license to exclusively use the Avis brand name. To the best of 
Dan Vehicle's knowledge, the said license includes the right to make use the Avis trademark, the Avis car 
rental system and the Wizard software program until 2036 across Europe, the Middle East, Africa and 
Asia. 

129   Private companies that as of the date of the report held some 22.7% of the capital and voting rights in 
Emed. 

130  These shareholder held as of the date of the report some 27.3% of the capital and voting rights in Emed. 
131      During August and October of 2010, Kardan Israel acquired 1,286,469 Dan Vehicle shares (making up 

8.2% of the Dan Vehicles issued paid-up shares in exchange for the sum of approximately 42 million 
NIS. 
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Dan Emed Properties (a company fully owned by Kardan Israel) and 14% of the issued 

and paid-up capital of Dan Vehicle directly (68% in total). Upon the completion of the 

said transactions, Kardan Israel is anticipated to register a loss to the sum of 15 million 

NIS, in its financial statements, which is due mainly to the fact that Dan Vehicle shares 

which were which were in Kardan Israel holding, on the eve of the signing of the 

agreement, were represented at the time of the conclusion of the transaction, at their 

market value, and not at the value of the transaction, which was higher than market value 

upon conclusion of the transaction, 

As of the date of publication of the report, Kardan NV holds approximately 73.67% of 

Kardan Israel's issued and paid up share capital and indirectly 50% of the issued and 

paid-up capital of Dan Vehicle. 

It should be noted that as of December 30, 2010, Dan Vehicle reported that pursuant to an 

external audit report that it received and presented before Dan Vehicle's audit committee, 

gave cause for apparent suspicions with regard to improper personal conduct of the 

former Chairman of the Board of Directors of Dan Vehicle, with regard to the submission 

of his personal expenses returns to Dan Vehicles, for a scope of thousands of NIS in the 

years 2009-2010. As of January 12, 2011, the former Chairman of the Board of Directors 

announced his resignation from his office as Chairman of the Board of Directors in light 

of the transaction for the transfer of the control in Dan Vehicles as detailed in this section 

above. The Board of directors heard the explanations of the outgoing Chairman of the 

Board of Directors with regard to the report of the external auditor and under the 

circumstances decided that there is not reason to pursue the matter any further. 
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11.2. The chart below presents Kardan's holding structure as of the date of publication of 

the report 
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11.3. The  operating segments of Dan Vehicle: 

Short-term car rental – In this segment, Dan Vehicle rents out various private and 

commercial vehicles in Israel, to Israeli customers and tourists, for varying periods of 

time (up to one year) and at varying rates and at the end of the rental period sells the 

vehicles. 

Operating leases – In this segment, Dan Vehicle leases various types of private and 

commercial vehicles in Israel to customers that belong primarily to the business sector, 

for varying periods of time (usually three years), for a fixed monthly payment.  Under the 

operating lease method, the customer receives a service package from Dan Vehicle that 

includes a vehicle, garage services, licensing, compulsory insurance, accident or theft 

insurance coverage, a replacement vehicle, roadside services and service by which the 

vehicle is taken for servicing by one of a pool of drivers.  At the end of the lease period, 

Dan Vehicle sells the vehicle.   

11.4. In addition to the above segments, Dan Vehicle has secondary business segments, which, 

separately or together, do not constitute a material business component of Dan Vehicle.  

These activities include, inter alia, the sale of vouchers for overseas car rental, a travel 

agency, a used car trade-in dealership and a financing lease business.  

11.5. General information on the operating lease and short-term car rental business 

11.5.1. Structure of the operating segments and changes therein 

Dan Vehicle offers its short-term car rental customers a wide range of self-drive vehicles 

for customer selection, available for varying periods of time ranging from one day to one 

year for short-term rental and from 12 months to 48 months (usually for a period of 36 

months) of operating leasing.  Dan Vehicle’s fleet of vehicles is comprised of private and 

commercial vehicles, mostly manufactured in recent years  and from a wide range of 

imported models.  Dan Vehicle’s customers of short-term car rental are split between 

private (Israeli and tourist) customers and business customers.  The duration of use by 

private customers varies between one day and one month, while duration of use by 

business customers is usually longer, ranging from one week to one year.  While private 

customers mostly use private vehicles, business customers use both private and 

commercial vehicles.  Dan Vehicle’s operating lease customers are mainly business 

clients. Under the operating lease method, the customer receives a service package from 

Dan Vehicle that includes a vehicle, garage services, licensing, compulsory insurance, 

accident or theft insurance coverage, a replacement vehicle, roadside services and service 

by which the vehicle is taken for servicing by one of a pool of drivers.  At the end of the 

lease period, Dan Vehicle sells the vehicle.   

The car rental and operating lease activities are carried out under the Avis International 

Brand Name. The Avis car rental and leasing system is based, among others, on uniform 

methods of operation, employee training, advertising and marketing services, uniformity 

in the exterior design of its branches and billboards and in its Internet sites, credit card 

issuance, insurance coverage, accounting and a central computer system, which is based 

on a unique software program called Wizard. The agreement relating to the use of the 
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Wizard software program is separate from the franchise agreements, which are set out in 

section 11.25 below, and the payment in respect thereof is a function of several rental 

leases. Dan Vehicle is not dependent on the Wizard program. The Avis system also 

includes granting licenses to use the Avis trademarks in certain regions and licenses to 

use the Avis system and Avis trademarks and act as Avis' agent to receive car rental 

orders worldwide. 

It should be noted that significant synergy exists between Dan Vehicle’s two primary 

fields of operation, short-term car rental and operating leases.  The short-term car rental 

and operating lease fields use numerous common systems, such as purchase, licensing, 

insurance, sales and marketing, maintenance, operation and service and others.   Dan 

Vehicle’s operating strategy over the years has been to perform its various operations 

while taking advantage of the synergy and economies of scale.   

11.5.2. Legislative restrictions, regulation and special constraints applicable to this segment 

The short-term car rental and operating lease segment is subject to regulation in areas 

such as mandatory licenses for self-drive rentals and car leasing, mandatory third-party 

insurance of the vehicles for damage caused by rented vehicles, restrictions regarding 

rental objectives and the method of drawing up rental agreements. In addition, Dan 

Vehicle is subject to regulation concerning the sale of its used cars. For additional details 

on restrictions and supervision applicable to Dan Vehicle's business activities, see section 

11.24 below.  

It should be noted that on December 31, 2009, the Income Tax Regulations (Value of 

Vehicle Usage) (Amendment), were published, as part of the plan to promote the “Green 

Taxation”. Within the framework of the New Regulations, it is provided that the Usage 

Value of a company car will be determined, with effect from January 2010, as a 

percentage of the new vehicle’s price to the consumer. As of the date of the report, Dan 

Vehicle estimates that the aforementioned continuing increase in Usage Value will affect 

activity in the operating leases field, although it is currently unable to estimate the extent 

of diminished demand for operating leases and the degree of impact on the company's 

profitability. For additional details, see Section 11.24.2 below. 

11.5.3. Changes in the volume of activity and its profitability 

During 2010, there was stability in demand for car rentals. At the same time, due to the 

entry of new car rental agencies and the expansion of activity by long-standing 

competitors, the increase in competition has led to erosion in car rental prices. 

As of the second half of 2009, amid the recovery from the global economic crisis and the 

increase in available financing resources at low interest rates, there has been a decline in 

operating lease prices. The current period in the leasing market is characterized by 

available financing resources, heightened competition and stability in the size of the 

operating lease market. 
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11.5.4. Developments in the markets of the operating segments or changes in customer 

characterization 

Given the apparent stability in the size of the operating leasing market and the availability 

of its financing resources, additional products have been developed in the leasing market, 

such as financing leasing for private customers, leasing for shorter periods, etc.  

11.5.5. Critical success factors in the segment of operation and changes therein 

The critical success factors in the operating segment are: Financial soundness, demand for 

car rental services by customers from different sectors, servicing the operating lease fleet 

of Dan Vehicle, demand for leasing services by companies and businesses, a calm 

security situation and economic stability, economies of scale (in the short-term car rental 

and operating lease area companies with a high volume of activity, large purchasing 

power and extensive branch network), brand strength and reputation, operational 

flexibility and efficient use of the vehicles in the rental and leasing fleet, customer 

diversification in order to reduce dependence on a single customer, risk diversification 

and ability to sale the cars at the end of the leasing period, among others, due to Dan 

Vehicle's reputation and credibility. 

11.5.6. Changes relating to the suppliers of this segment 

The parallel import reform was designed to cancel the exclusivity of car importers in this 

area. This change could have implications on the competition between importers and the 

price of new and used vehicles. In addition, one of the salient trends of the past few years 

is the connection between leasing companies and car importers, which are the main 

suppliers of leasing companies. Several groups in the vehicle market engage in both 

imports and car rental and leasing. 

11.5.7. Main entry and exit barriers of the operating segment and changes therein 

The short-term car rental and operating lease segment has high entry barriers: the need to 

purchase a fleet of new vehicles at a high capital investment, the establishment of a 

servicing and branch network with nationwide coverage, the need for investment in the 

brand and advertising.  This field of operation has barriers to exit which are limited to the 

ability to sell the fleet of vehicles at a reasonable price. The main exit barrier in the 

operating lease segment is the need to terminate contracts with existing customers or 

transfer them to other leasing companies. 

11.5.8. Alternatives to the products of the operating segment and changes therein 

Rental activities and leasing activities are alternative activities in some areas.  A business 

customer can choose between renting for a period of 3 years (an operating lease) at 

discounted rates and with a commitment for the duration of the agreement period, and 

renting for shorter periods, at higher variable rates, but without any long-term 

commitment. In Dan Vehicle's estimation, taking into account the fact that it is active in 

both the leasing and rental sectors, the aforesaid does not have a material impact on Dan 

Vehicle. It should be noted that another alternative product to operating lease is the 
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management of a car fleet, which is directly owned by the customer. In Dan Vehicle's 

estimation, there is no significant change in the extent of use of the aforesaid product. 

11.5.9. Structure of competition in the operating segment and changes therein 

There are numerous competitors in the short-term car rental segment, some of which are 

companies operating an international brand, while others operate a local brand.  

Competition focuses primarily on rates and levels of service. Dan Vehicle's methods to 

cope with the competition are maintaining a high level of service by creating a 

differentiation of quality between the company and its competitors and reinforcing the 

Avis international brand, at fair prices. Dan Vehicle does not anticipate material changes 

in its share in the short-term rental market. 

Dan Vehicle’s estimation regarding absence of material change in its share in the 

short-term car rental market, as aforesaid, is forward-looking information, as 

defined in the Securities Law, which is based on Dan Vehicle's estimations regarding 

its business potential and current information in Dan Vehicle's database as of the 

reporting date. This assessment may not materialize, in whole or in part, or may 

materialize differently, including materially differently from what is expected. The 

main factors that could affect this assessment are the entry of new competitors into 

the market, changes in Dan Vehicle's work plans and/or the realization of all or part 

of the risk factors set forth in Section 11.30 below. 

There are numerous competitors in the operating lease segment. Some are companies that 

engage solely in operating leasing activities and other engage in both operating leasing 

and short-term rental such as Dan Vehicle. The operating lease market is controlled by a 

small number of large companies. For additional details on the competition in Dan 

Vehicle's operating segment, see Section 11.12 below. 

11.6. Description of short-term car rental and operating lease services 

Short-term car rental: Dan Vehicle offers a range of car rental services to various types 

of customers by means of a new and varied fleet of vehicles, for varying periods of time 

and varying rates.  Dan Vehicle’s rates are based on vehicle type, size and duration of the 

rental. Dan Vehicle’s rates are affected, inter alia, by seasonality, competition 

considerations and Dan Vehicle’s costs, and are updated from time to time.  Dan Vehicle 

advertises its prices to its customers through the Avis International system, the Internet 

and travel agents in Israel and abroad.  Dan Vehicle has ‘walk-in’ rates for Israeli 

customers and tourists and rates for business customers.  

Operating lease: The operating lease arrangements which Dan Vehicle offers to its 

customers enable the customer to lease vehicles for periods ranging between 12 and 48 

months (generally for a period of 36 months), at a fixed monthly payment.  Garage 

services, licensing, accident or theft insurance coverage, a replacement vehicle, roadside 

services and towing, vehicle accessories and a service by which the vehicle is taken for 

servicing by one of a pool of drivers are all included within the framework of the leasing 

services that Dan Vehicle offers.  
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The rental fees that Dan Vehicle collects from its customers are a derivative of a number 

of parameters: the purchase cost of the vehicle and the cost of the additions to the vehicle, 

the length of the lease, the interest rate, the value of the depreciation, the basket of 

ancillary services offered to the customer and the mileage quota allocated to the 

customer.  VAT is added to the leasing fees. Dan Vehicle requires collateral from the 

majority of its customers, in accordance with the degree of risk involved in the 

transaction with them.  As of December 31, 2010, Dan Vehicle holds collateral 

amounting to approximately NIS 74 million. It should be noted that Dan Vehicle does not 

anticipate material changes in its share in the operating lease market. 

Dan Vehicle’s estimation regarding absence of material change in its share in the 

operating lease market, as aforesaid, is forward-looking information, as defined in 

the Securities Law, which is based on Dan Vehicle's estimations regarding its 

business potential and current information in Dan Vehicle's database as of the 

reporting date. This assessment may not materialize, in whole or in part, or may 

materialize differently, including materially differently from what is expected. The 

main factors that could affect this assessment are the entry of new competitors into 

the market, changes in Dan Vehicle's work plans and/or the realization of all or part 

of the risk factors set forth in Section 11.30 below. 

11.7. Breakdown of revenues and profitability 

11.7.1. Presented below are details of Dan Vehicle’s revenues (consolidated) from short-term 

rentals in NIS millions, and as a percentage of Dan Vehicle’s total revenue, the amount of 

gross profit (consolidated) in NIS million and the gross profit margin in 2008, 2009 and 

2010:  

 2010  2009  2008 

Short-term rental income (NIS million) 354.4  341.6 360.4 

% of total income 21.9%  21.1%  22.3% 

Gross profit (NIS million) 60.7  50.9 67.7 

Gross profit margin 17.1%  14.9% 18.8 

 

11.7.2. Presented below are details of Dan Vehicle’s revenues (consolidated) from operating 

leasing in NIS millions, and as a percentage of Dan Vehicle’s total revenue, the amount 

of gross profit (consolidated) in NIS million and the gross profit margin in 2008, 2009 

and 2010:  

 2010 2009 2008 

Revenue from operating leasing (NIS 
million) 

1,261.9  1,288.2 1,261.1 

% of total income 77.7%  79.4% 78.0% 

Gross profit (NIS million) 208.5  204.6 198.3 

Gross profit margin 16.5%  15.9% 15.7% 
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11.8. New products 

The launch of new products in the short-term car rental and operating leasing does not 

involve significant development expenses. It should be noted that recently Dan Vehicle 

renewed its financing leasing activities which, as of the date of this report, are not 

material to Dan Vehicle.  

11.9. Customers 

11.9.1. Short-term car rental: 

11.9.1.1. Business customers: Business customers rent vehicles on a daily, weekly or monthly 

basis.  This category includes regular customers who rent vehicles for periods ranging 

from one day to one month, such as replacement vehicles for insurance companies and 

garages, replacement and interim vehicles for operating lease companies.  This category 

also includes regular customers who rent vehicles for periods ranging from one month to 

one year.  In this case, Dan Vehicle’s activity is similar in nature to operating lease 

activities, without the need to commit to a three-year rental period.  This activity is 

unchanging throughout the year and is not seasonal.  This activity accounts for 

approximately 40% of the volume of Dan Vehicle’s operations in the short-term car rental 

field. 

11.9.1.2. Private Customers: Private customers rent vehicles primarily on a daily or weekly basis.  

Customers from the private sector are divided into Israeli customers (primarily ‘walk-in’ 

customers and customers from the ultra-Orthodox sector) and foreign tourists (primarily 

from the U.S.A. and Europe).  The business from these customers is characterized by 

seasonality (for additional details see Section 11.13 below).  Rental by private customers 

is characterized by higher rates than rental by business customers.  This activity accounts 

for approximately 60% of the volume of Dan Vehicle’s operations in the short-term car 

rental field.  

11.9.2. Operating leasing: 

11.9.2.1. Dan Vehicle’s customers in the operating leasing sector are from the business sector, 

primarily companies from all sectors of the economy, who require vehicles for business 

use and as company cars for their employees, which are provided as part of the terms of 

employment.  Most of the customers are concentrated in the central region of Israel.  The 

customers have between one and 1,400 vehicles.  Dan Vehicle’s customer portfolio is 

broad and diverse.  As of December 31, 2010, Dan Vehicle had 1,664 operating leasing 

customers. 

11.9.3. Dan Vehicle is not dependent on a single customer or a small number of customers the 

loss of which could materially impact Dan Vehicle's activities. 

11.10. Sales and marketing 

Dan Vehicle’s sales and marketing activity is performed by the following means: sales 

promoters and representatives of Dan Vehicle’s branches, who approach the various 

segments of the market, marketing and sales activity through a U.S subsidiary that acts as 

a travel agent executing car rental orders in Israel (in its short-term car rental segment); 
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travel agents and tourism wholesalers in Israel and abroad (in the short-term car rental 

segment); participation in tenders and bids conducted by customers from different sectors 

(in its operating lease segment); advertising in newspapers, on billboards and on buses, 

radio, television and the Internet; sponsorship of events and organizing events for 

customers; and Avis International’s marketing channels and reservation centers (in its 

short-term car rental segment).   

Dan Vehicle does not have exclusive sales and marketing agreements and does not have a 

material dependence on any of its marketing channels.  

11.11. Order backlog  

11.11.1. In the short-term car rental segment, it is customary to receive orders shortly before the 

supply to the customer. Even though orders are received from customers, it is the general 

custom not to charge a customer for cancelling an order so long as the cancellation was 

done prior to the planned rental. In the operating lease segments, it is the general custom 

not to charge a customer for canceling an order, so long as the cancellation is done before 

the vehicle is supplied to Dan Vehicle.  Accordingly, such orders cannot be viewed as 

binding orders that have not yet been recognized as revenue in Dan Vehicle’s financial 

statements. 

11.11.2. The table below presents a breakdown of Dan Vehicle's income from signed lease 

contracts as of December 31, 2010: 

Period Estimated income from signed 
contracts in NIS thousand as of 

December 31, 2010 

2011 463.2 

2012 316.5 

2013 105.0 

2014 0.3 

Total 885.0 

 

11.12. Competition 

11.12.1. Short-term car rental: Dan Vehicle’s short-term car rental operation is characterized by 

high competition, which is likely to affect Dan Vehicle’s operating results.  In Dan 

Vehicle’s estimation, dozens of short-term car rental companies operate on the market 

and four of which (S. Shlomo Vehicle, Eldan, Hertz and Budget), together with Dan 

Vehicle, are the leading players in the field and account for the majority of activity 

therein.  Except for Dan Vehicle and S. Shlomo Vehicle, other companies are private and 

therefore Dan Vehicle does not have accurate data with respect to their volume of activity 

and market share. Competition in this field pertains to price and levels of service, while 

the branch at the airport has particular importance with respect to its service to tourists.  

The principal methods that Dan Vehicle employs to cope with competition is to maintain 

a high standard of service, while creating a qualitative separation between itself and its 

competitors and strengthening the Avis International brand name, while maintaining 
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reasonable prices. Dan Vehicle does not anticipate significant changes in its share in the 

short-term car rental market. For additional details see Section 11.5.9 above. 

11.12.2. Operating Leasing: According to data from a sectoral survey published by Business Data 

Israel Ltd. (“BDI”) in January 2010, the number of vehicles that are leased under 

operating leases amounted to approximately 190,000 vehicles in 2009. In Dan Vehicle's 

estimation, there has not been a material change in the scope of operation in the sector 

and in the breakdown of market shares. There are a number of companies operating in the 

sector, five of which account for the majority of activity in the field – Dan Vehicle, S. 

Shlomo Vehicle, Albar, Eldan and Hertz.  The competition in this field pertains to price 

and levels of service.  The principal methods that Dan Vehicle employs to contend with 

competition is to maintain a high standard of service, while creating a qualitative 

separation between itself and its competitors and strengthening the Avis International 

brand name, while keeping reasonable prices. In accordance with the results of the survey 

published by DBI as aforesaid, the breakdown of market shares in line with the 

companies' sales turnover is as follows: Dan Vehicle (16%); S. Shlomo Vehicle (26%); 

Albar (14%); Eldan (14%); Hertz (7%) and others (23%). 

11.13. Seasonality 

A portion of the short-term car rental activity is seasonal.  Demand by non-regular 

customers for car rental services increases during the Jewish and Christian holiday 

seasons and in the summer.  In general, the third quarter is seasonally the busiest quarter 

as it incorporates the summer vacation and the Jewish holidays in September. This is 

followed by the second and first quarter due to the Passover holiday. The fourth quarter is 

last because of the winter season. Sometimes there are changes in the volume of quarterly 

activity, because Jewish holidays are based on the Hebrew calendar, whereas the quarters 

are based on the Gregorian calendar. This activity is also affected by the political-

security-economic situation, and an unsettled security situation and/or economic 

instability which leads to decreased demand.  Rentals in the business customer field are 

less affected by seasonality.  

11.14. Fixed assets 

11.14.1. Dan Vehicle’s fleet of vehicles is its principal asset.  As of December 31, 2010, the fleet 

of vehicles for short-term rental numbered approximately 6,500 vehicles, mainly 2009-

2010 models.  As of December 31, 2009 and 2008, Dan Vehicle’s fleet of short-term 

rental vehicles numbered about 5,750 vehicles and 6,300 vehicles, respectively.  The 

short-term rental fleet is divided into 16 groups, of which eight are private car groups and 

eight are commercial car groups. The average age of the fleet of vehicles for short-term 

rental was 17.0 months as of December 31, 2010, compared to 19.0 months as of 

December 31, 2009 and compared to 18.3 months as of December 31, 2008.   

11.14.2. As of December 31, 2010, the fleet of vehicles for operating lease numbered 

approximately 23,800 vehicles, mainly 2008-2010 models, As of December 31, 2009, it 

numbered approximately 25,600 vehicles and as of December 31, 2008 about 27,400 

vehicles.  Models of Group 2 vehicles account for approximately 80% of the total fleet of 

vehicles.  Dan Vehicle customarily orders vehicles for its leasing fleet only against orders 
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from its customers. Dan Vehicle owns its fleet of vehicles. For details on restrictions 

concerning the pledging of Dan Vehicle's assets, see Section 11.21.7 below. 

11.14.3. Below is a description of the method used by Dan Vehicle to manage the systems shares 

by its short-term rental fleet and operating leasing fleet. The shared systems are: car fleet 

purchase, maintenance, insurance and licensing and car sales, as set forth below: 

11.14.3.1. Purchase of vehicles from car importers 

Dan Vehicle purchases the fleet of vehicles, which it uses for both short-term rental and 

operating leases, from a range of Israeli vehicle importers.  In 2010, Dan Vehicle 

purchased 10,400 cars which, to the best of Dan Vehicle's knowledge, accounted for 

4.8% of total deliveries of new private and commercial vehicles. Due to the volume of its 

vehicle purchases, Dan Vehicle receives discounts from the vehicle importers and credit 

terms ranging from cash payments to 150 days.  Dan Vehicle purchases vehicle models 

that are highly tradable on the used car market, with an emphasis on the anticipated value 

of the vehicle at its disposal date.  In 2010, Dan Vehicle had two principal suppliers: 

Delek Motors Ltd., importer of Mazda and Ford and Colmobil– Colmotor Group, 

importer of Hyundai and Mitsubishi from whom it had purchased some 61% of the total 

of vehicles that Dan Vehicle purchased in 2010. In 2009, Dan Vehicles purchased from 

the aforesaid suppliers 61% and in 2008, 57% of the total vehicles that Dan Vehicles had 

purchased during those years. 

The vehicles purchased are from different vehicle categories, whereas the category, with 

the highest number of vehicles purchased, is the category of vehicles with a 1600 cc 

engine and automatic gear.  Dan Vehicle’s principal considerations in purchasing vehicles 

are the economic conditions at the time of purchase (such as the discount rate, credit 

terms, buy-back commitment and so forth); Dan Vehicle’s estimation of the vehicle’s 

anticipated degree of tradability on the used car market upon being sold at the conclusion 

of the rental period.  In the leasing market, the customer’s preference for a particular type 

of model is also taken into account.  

In light of the fierce competition between vehicle importers, the wide range of car models 

suitable for vehicle fleets and the fact that Dan Vehicle does not have-long term 

agreements for the purchase of imported vehicles, it is Dan Vehicle’s opinion that it has 

the ability to rapidly change the purchase mix in accordance with the considerations set 

forth above and with no material additional cost. The consumer price of vehicles in the 

different groups is very similar. In addition, there is a wide variety of models in the 

different categories that provide Dan Vehicle with flexibility to select the various models. 

Dan Vehicle has no material dependence on any of its suppliers, this being due – in its 

opinion – to making purchases of new vehicles from alternative vehicle importers, 

without any material cost increment.  Nevertheless, in light of the aforesaid and due to the 

fact that Dan Vehicle purchases 61% of its vehicles from two suppliers, it has a certain 

degree of dependence on these suppliers.   
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11.14.3.2. Vehicle fleet maintenance 

Vehicle maintenance is divided into mechanical maintenance of the various vehicle 

systems and accident and breakdown damage repair. Mechanical maintenance is usually 

performed at the importer’s garage network.  Dan Vehicle has entered into centralized 

agreements with the majority of vehicle importers, for the maintenance of all its vehicles 

from both its short-term rental and leasing fleets, at the importers’ garage networks.  

Dan Vehicles does not insure its vehicles under a comprehensive insurance policy.  

Accident and breakdown damage repair is performed under contract with spare parts 

suppliers, bodywork garages, glazier suppliers and other suppliers. In the event of a 

serious accident (which is not a total loss, as defined by law), Dan Vehicle evaluates the 

economic viability of repairing the damage.  Should a repair not be deemed to be 

economically  viable, Dan Vehicle sells the damaged vehicle in its current condition.  

11.14.3.3. Licensing and insurance of vehicle fleet 

As mentioned above, Dan Vehicle is required to purchase compulsory insurance, third 

party insurance and licensing for all its vehicles.  Dan Vehicle does not procure 

comprehensive insurance for the vehicles it owns due to economic considerations which 

are based, inter alia, on the vehicle fleet size versus insurance premium costs.  Dan 

Vehicle examines the aforementioned policy on a periodic basis.  Based on the aforesaid 

examinations over the years, non-insurance continues to be worthwhile and Dan Vehicle 

continues its aforementioned policy.  As part of these examinations, Dan Vehicle checks 

the number of its vehicles that have been stolen.  In 2010, 2009 and 2008, 96, 71 and 125 

of Dan Vehicle’s vehicles were stolen, respectively, which represents between 0.2% and 

0.4% of the average size of the entire vehicle fleet.  

11.14.3.4. Vehicle sales 

Vehicles are sold from both the short-term car rental fleet and the operating lease fleet 

under the Avis brand name, through Dan Vehicle’s 17 nationwide sales centers that are 

adjacent to branches of Dan Vehicle.  Purchasers of vehicle are primarily from the private 

sector, and the remaining purchasers are used car dealers.  Dan Vehicle prepares the 

vehicles for sale under the management and supervision of its technical department.  Fleet 

vehicles are sold at a price that is slightly less than the Yitzchak Levy Blue Book price.  

In 2010, Dan Vehicle sold 11,208 vehicles from its fleet of rental and lease vehicles.  

11.14.4. Dan Vehicle's facilities 

Dan Vehicle has more than thirty facilities throughout the country, which are used for 

both short-term rental and operating lease activities.  These facilities include, inter alia, 

management headquarters (Bnei Brak), logistical/operation headquarters (in Lod and in 

Rehovot), rental and service branches and vehicle sales centers. Dan Vehicle uses most of 

the facilities for its activities by virtue of letting agreements. 

It should be noted that Dan Vehicle rents the management headquarters in Bnei Brak and 

the Ramat Gan branch from Emed, while its Holon branch is rented from Dan Public 

Transportation Company Ltd. These rentals are made at market prices and under ordinary 
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commercial conditions. Subsequent to the balance sheet date, as set forth in Section 11 

above, an agreement was signed between Kardan Israel and Emed, pursuant to which, 

inter alia, Emed has undertaken to allow Dan to continue renting the management 

headquarters in Bnei Brak and the Ramat Gan branch for an 18-month period from the 

date of the said agreement, under current rental conditions. Dan Vehicle has the right to 

terminate the rental agreements after 15 months and Emed has the right to terminate the 

rental agreement for the Ramat Gan branch by providing a six-month advance notice if it 

has sold the property or received a building permit in respect thereof. 

Total rental fees paid by Dan Vehicle in 2010 amount to NIS 15.1 million compared to 

NIS 10.6 million in 2009. 

11.15. Research and development activity 

Dan Vehicle has no research and development activity in respect of which expenses and 

liabilities are recognized in the financial statements. 

11.16. Intangible assets 

Dan Vehicle has franchise agreements to use the Avis brand name and car rental system 

in Israel and abroad as specified in Section 11.5 above and in Section 11.25 below. In 

addition, Dan Vehicle uses software programs.  
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11.17. Human capital 

11.17.1. The chart below presents Dan Vehicle's organizational structure close to the date of the 

report: 
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11.17.2. Below is Dan Vehicle's staff roster by departments: 

 Number of employees as of: 

 31.12.2010 31.12.2009 31.12.2008 

Senior management 7  6 6 

Operations and service division 540  528 528 

Finance division 66  65 63 

Customers division 34  30  29  

Car sales division 66  70  59  

Legal counseling, headquarters 
and human resources 

34  36  33  

Various departments 63  64 63 

Total 810  799 781 

  

11.17.3.  Training 

Dan Vehicle conducts training programs for its employees and among others, sends 

professional staff to conferences and seminars. Dan Vehicle encourages its employees to 

pursue academic studies in areas close to their professional expertise and sometime 

participates in the financing of these studies. The scope of employees' academic study 

financed by Dan Vehicle is immaterial.  

11.17.4.  Employee compensation plan, benefits and employment agreements 

Employee compensation plan – Sales personnel and employees of the branches receive 

incentives from time to time in accordance with the level of sales, in addition to their 

basic salaries. Employment agreements – Dan Vehicle is a member of the Tel-Aviv-Jaffa 

Chamber of Commerce, and as such, it is subject to general collective agreement No. 

7010/77. Dan Vehicle enters into employment contracts with its employees pursuant to 

the provisions of the law and the collective agreement. 

11.17.5. Loans to employees 

Dan Vehicle from time to time extends loans to its employees in accordance with 

company regulations, taking into account the wages and seniority of the employee. As of 

the date of this report, Dan Vehicle has not granted any loans to controlling shareholders 

and interested parties, except for a loan for an immaterial amount of NIS 125,000 to the 

CEO of Dan Vehicle, as specified in Section 11.17.6.2. below, which is expected to be 

repaid in a lump sum in April 2011. The outstanding balance of loans to employees at 

December 31, 2010 was NIS 1,415,000 compared to NIS 1,500,000 at December 31, 

2009. The aggregate amount of the said loans is immaterial to Dan Vehicle. 
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11.17.6. Senior management 

At December 31, 2010, Dan Vehicle had 7 senior management members (a general 

manager and six vice presidents) compared to 6 senior management members at 

December 31, 2009 (a general manager and five vice presidents). 

Senior management members are employed under personal agreements. Senior officers, 

except for the CEO of Dan Vehicle, are given annual bonuses, which comprise several 

monthly salaries (between three and five), determined by Dan Vehicle's CEO and the 

Chairman of the Board of Directors based on Dan vehicle's performance. 

11.17.6.1. Subsequent to the balance sheet date, the Board of Directors of Dan Vehicle (following 

the Audit Committee approval) approved the granting of 671,811 options exercisable into 

671,811 ordinary shares of Dan Vehicle of NIS 1 par value each  (hereinafter – "the 

options"), unregistered, with no consideration, to senior officers in Dan Vehicle (who are 

not directors and/or controlling shareholders in Dan Vehicle), under Dan Vehicle's stock 

option plan dated March 14, 2011 (hereinafter – "the option plan for 2011"). The 

options shall each be exercisable, at an unlinked exercise price of NIS 32.59 per share or 

on a Cashless Exercise basis all subject to the terms of the options plan for 2011. . The 

options will be allotted in accordance with Section 102 of the Income Tax Ordinance 

under the capital gains tax track. The options include vesting conditions, such that 50% of 

the options are exercisable two years after the grant date, 25% of the options are 

exercisable three years after the grant date and the remaining options (25%) vest four 

years after the grant date. The options are exercisable up until 6 years from the date of 

allotment. The allotment of the options is subject to the signing of appropriate agreements 

by the offerees as well as, income Tax approval of the plan, and stock exchange approval 

of registration for trading the exercised options..  

11.17.6.2. Subsequent to the balance sheet date, on March 22, 2011, the board of directors of Dan 

Vehicle (after receiving the approval of Dan Vehicle's audit committee dated March 13, 

2011) approved an update to the remuneration of Dan Vehicle's CEO and to the terms of 

his employment as follows: 

(a) Increasing his monthly wages from NIS 65,000 gross to NIS 75,000 gross effective 

as of March 1, 2011; 

(b)  An annual bonus for 2010 in the amount of NIS 400,000, of which a total of NIS 

65,000 was paid in August 2010. It was further decided to discontinue the use of the 

bonus formula for the CEO that was authorized at the start of his term of office, 

which was based on a formula that is no longer consistent with financial conditions 

in the market, and to provide an explanation to the revised calculation on an annual 

basis; 

(c)   The award of 234,353 unregistered options, under the Dan Vehicle's stock option 

plan for 2011 and in accordance with its conditions, as detailed in Section 11.17.6.1 

above. The award of the said options was approved by the board of directors of Dan 

Vehicle on March 14, 2011 following approval of the auditing committee as of 

March 13, 2011.(d) Related conditions: payment for academic law studies in the 
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amount of NIS 27,000 per one academic year, for a period of three and a half years; 

use of company car in the value of NIS 260,000 (based on the Yizthak Levi Vehicle 

Car Price List) and the granting of a loan of NIS 125,000, to be repaid on April 1, 

2011. 

11.17.6.3. It should be stated that the member of the audit committee and board of directors of Dan 

Vehicle affirmed, among others, that the terms of employment of the CEO, as set forth 

above, are reasonable, fair and consistent with the contribution of the CEO of Dan 

Vehicle, taking into consideration the size and scope of activity of Dan Vehicle.  

11.17.6.4. On March 13, 2011 and March 14, 2011, the Auditing Committee and the Dan Vehicle 

Directorate approved, respectively, Dan Vehicles agreement with the Chairman of the 

Board of Directors of Dan vehicle, in accepting the service of the acting Chairman of the 

Board, in exchange for monthly remuneration of 53 thousand NIS. This agreement is to 

be subject to the approval of the general assembly of Dan Vehicle shareholders which is 

to take place on May 3, 2011. 

11.18. Suppliers 

Dan Vehicle’s principal suppliers that provide service for its entire activities are the 

vehicle importers from which the company buys its vehicles, as described in Section 

11.14.3.1 above, garages, spare parts suppliers, auto protection and audio suppliers, the 

insurance company that insures its vehicles and other suppliers.  In addition, Dan Vehicle 

has suppliers in the area of auto accessories, advertising, communications companies, 

computers, office equipment and others. In 2010, Dan Vehicle's acquisitions from 

suppliers totaled NIS 1.3 billion, in 2009, NIS 1.2 billion and in 2008, NIS 1.4 billion. 

Dan Vehicle is not materially dependent on any of its suppliers and selects its suppliers 

on the basis of quality and price criteria.  As described in Section 11.14.3.1 of this part, 

Dan Vehicle has two principal suppliers from among vehicle importers, upon which Dan 

Vehicle is dependent to a certain degree.   

11.19. Working capital 

11.19.1. Credit policy 

Dan Vehicle extends credit to its business customers for a period of up to 90 days, in 

accordance with the type of customer and in accordance with the contract with them. 

Private customers generally pay in cash or by credit card. The average credit period for 

customers in 2010 was 35 days, compared to 38 days in 2009. The average balance of 

credit extended in 2010 amounted to approximately NIS 157 million, compared to 

approximately NIS 176 million in 2009. 

11.19.2. Suppliers credit 

Dan Vehicle receives credit from its suppliers for periods of up to 150 days. The average 

credit period from suppliers was 81 days in 2010, compared to 71 days in 2009. The 

average balance of supplier credit in 2010 was approximately NIS 340 million, compared 

to approximately NIS 260 million in 2009. 
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11.19.3.  Dan Vehicle has negative working capital which results from the fact that its liabilities in 

its statement of financial position (balance sheet) are divided into current liabilities and 

long-term liabilities, while its principal assets (the fleet of vehicles) are presented in its 

statement of financial position (balance sheet) under long-term assets, despite the fact that 

a portion thereof is to be disposed of in the coming year. In addition, in accordance with 

accounting principles, future revenues from operating lease agreements (which are 

comprised, inter alia, of the customer financing component) are not recorded under 

current assets (firm off–balance-sheet commitments); these future revenues are recorded 

against the repayment of the expected liability. Therefore, despite the fact that Dan 

Vehicle’s statement of financial position (balance sheet) shows negative working capital, 

as referred to above, Dan Vehicle estimates that there is no reasonable concern that it will 

not meet its current and anticipated commitments in the years subsequent to the balance 

sheet date. Dan Vehicle’s management has reviewed its commitments against possible 

sources of financing, taking into consideration extreme situations. The possible sources of 

financing are based, inter alia, on future payments by customers under leasing 

agreements, on projected future revenues from vehicle sales and a possible reduction in 

the size of the vehicle fleet, insofar as necessary, in order to increase liquidity and repay 

liabilities. 

11.20. Investments 

11.20.1. Joint venture to acquire a short-term rental and leasing business under the Avis brand 

name: on June 29, 2007, the General Meeting of Dan Vehicle approved in principle the 

grant of EUR 15 million for a joint venture for the acquisition of leasing and short-term 

rental business in Eastern Europe under the Avis brand name together with TBIF 

Financial Services B.V. (TBIF) – a foreign company wholly-owned by Kardan NV as 

specified above in Section 9.1 of the Chapter - Description of the Fields of Financial 

Services (hereinafter – "the Joint Venture").  As part of the joint venture, on November 

1, 2007, Dan Vehicle and TBIF entered into an agreement with a third party to acquire 

90% of the ownership and control of a Cypriot company called TBIF DAN Leasing Ltd 

for a consideration of EUR 10 million (Dan Vehicle's share is EUR 3.4 million) 

(hereinafter, respectively: "the agreements" and "the Cypriot company"). Accordingly, 

as of the reporting date, Dan Vehicle holds 30.6% of the ownership and control of the 

Cypriot company and TBIF holds 59.4%. The Cypriot company has 100% ownership and 

control of the owner of the Avis franchise for short-term rental and operating lease in 

Ukraine (hereinafter – "Avis Ukraine"). Pursuant to the agreement, the Joint Venture was 

granted an option to acquire the remaining 10% of the shares of the Cypriot company and 

the third party was granted an option to sell the Joint Venture the remaining 10% of the 

shares, up to June 30, 2011, for an additional EUR 1.5 million (Dan Vehicle's share is 

EUR 0.51 million). On July 23, 2010, the Joint Venture received the third party's notice 

of its intent to exercise its option to sell the remaining shares. The Joint Venture, on its 

part, informed the third party of its consent to exercise the option to sell the remaining 

shares but at the same time made an offset claim and demand for compensation in respect 

of a false representation by the third party at the time of acquiring its shares. The parties 

are exchanging letters on the matter. On March 4, 2008, Dan Vehicle signed a framework 

agreement to provide a shareholders’ loan to Avis Ukraine in an amount of EUR 3.4 
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million. The loan agreement stipulated that the loan would be extended over a period of 

two years from the date of the agreement and that the loan would bear interest at the rate 

of LIBOR + 3.5% per annum and be repaid until March 31, 2013. Until December 31, 

2010, Dan Vehicle granted Avis Ukraine under the said agreement a total of NIS 6 

million. As of the balance sheet date, the balance of the loan including interest and 

exchange rate differentials was NIS 7 million. On January 20, 2011, Dan Vehicle signed 

an agreement to extend a $500,000 loan to Avis Ukraine. The loan will be repaid over a 

period of three years from the date of the agreement and bear an interest of 10% per 

annum. At the end of 2008, the global economic crisis in general and its impact on 

Ukrainian economy, has led Dan Vehicle’s management to review the investment in Avis 

Ukraine and to record a provision for impairment in value of NIS 5.6 million.  Additional 

impairment tests were carried out at the end of 2009 and at the end of 2010 and 

accordingly, an impairment reversal of NIS 2.1 million was recorded in 2009 and a NIS 

1.5 million impairment reversal was recorded in 2010, in order to reduce the investment 

to its recoverable amount. As of December 31, 2010, the balance of Dan Vehicle’s 

investment in Avis Ukraine amounted to NIS 16.7 million. 

11.20.2. Auto Italy:  On March 13, 2011 and March 14, 2011, the Auditing Committee and the 

Dan Vehicle Directorate approved Dan Vehicle entering the agreement, according to 

which Dan Vehicle would acquire 50% of Auto Italy A.L.Ltd (hereinafter "Auto Italy") 

issued and paid-up capital, a private company that owns a franchise to import  Ferrari and 

Masserati cars to Israel, in exchange for 10 million NIS (hereinafter in this Section the 

"agreement" or the "understanding"). The said agreement is subject to approval of the 

Dan Vehicle general assembly of shareholders which is to take place on May 3, 2011. 

Pursuant to the agreement, Dan Vehicle will be given the option to acquire between an 

additional 10%-25% of the Auto Italy capital shares, at a preagreed price as of six months 

after conclusion of the transaction and up until a year after that date, pursuant to the 

approval of Ferrari and Masserati manufacturer. Further it was agreed that Dan Vehicle 

will grant Auto Italy the services of the Chairman of the board of Directors and CFO 

services for the sum of 20 thousand NIS monthly, and that the controlling owner of Auto 

Italy as of this time, will be appointed CEO of Auto Italy. The parties agreed on a 

dividend distribution policy to the rate of 30% of Auto Italy's appropriate revenue 

distribution, commencing in the second year of the agreement between the parties.  

Pursuant to the conditions of the agreement, should Auto Italy not be issued an import 

license by the ministry of transportation, Dan Vehicle will be permitted to cancel the 

agreement. It should be noted that Dan Vehicle placed corporate banking liens in favor of 

Auto Italy of an insubstantial sum for Dan Vehicles. Before the agreement, in a 

memorandum regarding the agreement detailed above, a rental lease agreement between 

Auto Italy and Kardan Real Estate was signed, regarding the real estate areas which Auto 

Italy would lease for its activities, as detailed in the rental lease, for sums that are not 

substantial to Dan Vehicle. It should be clarified that this rental lease and the agreement 

with Dan Vehicles regarding investment in Auto Italy are not in any way connected to 

each other. 
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11.21. Financing 

11.21.1. Dan Vehicle has financial liabilities to banks and the capital market, as follows: 

11.21.1.1. Bank credit – As of December 31, 2010, Dan Vehicle’s outstanding bank credit 

amounted to approximately NIS 518 million compared to NIS 268 million as of 

December 31, 2009. The loans were taken for various periods of time, from daily loans 

(on-call) up to long-term loans (up to three years).  The linkage terms for the bank credit 

are ‘shekels and unlinked’, ‘shekels and CPI-linked’ or ‘shekels and variable interest’.  

The short-term credit gives Dan Vehicle flexibility to adjust the size of its vehicle fleet 

and the liabilities relating thereto to the seasonality that characterizes the sector.  As of 

December 31, 2010, Dan Vehicle has as total of NIS 6 million in bank deposits.  

11.21.1.2. Non-bank credit – As of December 31, 2010, Dan Vehicle’s outstanding non-bank credit 

amounted to NIS 777 million compared to NIS 1,054 million as of December 31, 2009.  

Since 2003, Dan Vehicle has secured funds from non-bank sources in order to diversify 

its financing sources.  The raising of funds was carried out by means of a private offering 

of debentures (Series B and C) and the issuance of marketable debentures (Series D, E, F 

and G).  All debentures are rated (A+/Stable) by Maalot and (A2) with a stable outlook 

by Midroog.  Dan Vehicle raises funds from non-banking sources by way of the issuance 

of debentures, without any specific securitization of cash flows from customers.  In 

August 2009, Dan Vehicle published a shelf prospectus on the basis of its periodic report 

for 2008 and its financial statement as of March 31, 2009. Dan Vehicle has not yet 

received any proceeds from the offering held under the shelf prospectus.  

11.21.2. The average interest rate and the effective interest rate 

The table below presents the average interest rates and effective interest rates on bank 

loans and non-bank loans, effective as of December 31, 2010: 

Average interest rate Range   

Linked Fixed Linked Fixed 

Bank credit 1.56% 5.03% 1.39%-4.1%  3.75-7.2%  

Non-bank credit 5.05% - 4.5%-5.3%    

 
11.21.3. Floating rate loans 

The table below lists floating rate loans, which Dan Vehicle received in 2010, 2009 and 

2008: 

Years 
Change 

mechanism 
Prime interest 

range 

Amount of the 
loan in NIS 

million at end of 
period 

Interest rate close to 
the date of 

publication of the 
reports relative to 
the Prime interest 

2010 Prime 2.5% to 3.3% 22 None 

2009 Prime 0.5% to 1.25% None None 

2008 Prime -0.6% to -0.5% 118 0.5% to 1.25% 

 



  
 

259 

11.21.4. Credit covenants 

11.21.4.1. In accordance with Dan Vehicle's undertaking in favor of eight (8) banks in Israel, the 

overall amount of Dan Vehicle’s total equity is not to fall below 15% of its total assets.  If 

the total equity falls below 15%, the banks reserve the right to call for the immediate 

repayment of the loans.   

11.21.4.2. Dan Vehicle has given an undertaking to the said banks for restrictions on the distribution 

of dividend, which are conditional on the ratio between Dan Vehicle’s total equity and its 

total assets, as set forth below: 

(a) If the ratio of total equity to total assets is between 15%-17%, Dan Vehicle will be 

entitled to distribute a dividend at the rate of 25% of its annual net income; if the 

ratio of total equity to total assets lies in the range of 17%-19%, Dan Vehicle will 

be entitled to distribute a dividend at the rate of 50% of its annual net income; if 

the ratio of total equity to total assets exceeds 19%, Dan Vehicle will be entitled to 

distribute a dividend at the rate of 70% of its annual net income.  As of 

December 31, 2010, Dan Vehicle’s total equity to total assets ratios stands at 

22.8%.  Dan Vehicle is in compliance with the aforementioned covenants.   

(b) Dan Vehicle has given an undertaking to the debenture holders, pursuant to which 

in cases where Dan Vehicle fails to comply with any condition or obligation 

incorporated in the debenture, which the trustee will view as a material violation of 

the rights of the debenture holders, such as appointment of a receiver, default on 

payment to the debenture holders, demanding immediate payment of Series C 

debentures, etc, the trustee may call the debentures for immediate repayment. In 

addition, the holders of Series C debentures are entitled, inter alia, to demand 

immediate repayment of the debentures on the following conditions: (1) if Dan 

Vehicle’s rating from Maalot should be downgraded to a rating of BBB or less; (2) 

if Dan Vehicle should cease to be a public company, as the term is defined in the 

Companies Law, 1999.  As of December 31, 2010, and as of the date of publishing 

the report, Dan Vehicle is in compliance with all the terms of the debentures.  

11.21.5. Credit received between the date of the financial statements and close to the date of 

publication of this report: 

Below are the amounts of loans received in the period between January 1, 2011 and 

March 22, 2011 (close to the date of publication of the report): 

 Interest rate Amount in NIS million 

Credit linked to the short-term prime rate 3.43% * 42  

Loan at a CPI-linked interest – long-term 1.95%  50 

* Constitutes an average interest rate for on-call loans, which Dan Vehicle receives from 

time to time for short periods of time.  

11.21.6. Credit facilities 

Dan Vehicle has unsecured credit facilities which, as of December 31, 2010, amounted to 

NIS 700 million. Dan Vehicle has utilized a total of NIS 517 million from these credit 
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facilities. Dan Vehicle generally does not pay for unused credit facilities, which are not 

secured. 

11.21.7. Charges 

On September 16, 2009, the process of creating first-ranking fixed charges was 

completed.  As part of this process, Dan Vehicle reached an agreement with the banks 

that finance its activities for the cancellation of their right to a negative pledge on all the 

vehicles owned by Dan Vehicle against the creation of first-ranking fixed charges in favor 

of each bank on a portion of the vehicles owned by Dan Vehicle and on the contractual 

rights with respect to and associated with the aforesaid vehicles.  The total value of the 

vehicles pledged in favor of each bank is determined based on an agreed pricing scale and 

in accordance with the credit facility from each bank.  As of the date of the report, Dan 

Vehicle had approximately 8,800 pledged vehicles, representing approximately 29% of 

the fleet of vehicles that it owns.  The remaining vehicles of Dan Vehicle, which have not 

been pledged, are free of any negative pledge and can be pledged, at Dan Vehicle’s 

discretion, in favor of any financing party, including Dan Vehicle’s suppliers, vehicle 

importers, its shareholders and any other party, at the discretion of Dan Vehicle, for the 

purpose of securing financing for Dan Vehicle in any manner whatsoever and without 

limitation as to amount, provided that Dan Vehicle’s total indebtedness to any financing 

party at any time shall not be less than 60% of the overall value of the vehicles pledged to 

that financing party.   

Despite the creation of a fixed charge on the said vehicles (hereinafter – "the pledged 

vehicles") in favor of the banks, Dan Vehicle is entitled to make any use of the pledged 

vehicles, which is required during the ordinary course of business, as well as grant, in 

respect of the pledged vehicles, rights to third parties, including the right to acquire the 

vehicles free of any lien, charge, encumbrance and third party right, provided that at any 

time vehicles shall be pledged to any bank, whose cumulative value will not fall below 

the minimum amount agreed to with the bank. 

As long as no event has occurred, which entitled to bank to demand immediate repayment 

of the secured amounts, Dan Vehicle shall not be subject to any restriction in connection 

with its rights pursuant to the lease agreements and/or rental agreements signed with its 

customers, and it may take any action in accordance with these agreements and/or refrain 

from taking any action in accordance with these agreements, except for the pledge and/or 

assignment of rights in respect of the said lease agreements and/or rental agreement to 

any third party. 

11.21.8. Credit rating 

On January 24, 2010, Maalot affirmed the company's (A+) credit rating and revised its 

rating outlook from negative to stable. The rating affirmation is based on Dan Vehicle's 

leading position in the Israeli leasing market, customer diversification which reduces 

business risk, profitability and capital ratios which have been above average for years. At 

the same time, the exposure to regulatory changes that occurred recently and those 

planned in the near future, and the continued reduction in the car fleet, are risk factors. 

The upgraded rating forecast stems from diminished concern about an increase in returns 
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and a decline in liquidity and financing pressures. On February 24, 2011, Maalot 

reaffirmed Dan Vehicle's A+ bond rating with a stable outlook. It should be noted that on 

June 9, 2010, Dan Vehicle informed Midroog Ltd of the termination of its engagement 

with it and that Dan Vehicle's issued debentures will no longer be subject to Midroog's 

surveillance. It is to be clarified that the debentures issued by Dan Vehicle continue to be 

watched by Maalot. 

11.21.9. Raising additional funds 

In 2011, Dan Vehicle is examining options for raising capital from banking and non-

banking sources, for the operation of its ongoing business, additional investment 

opportunities and the refinancing of its debt. As such, Dan Vehicle notified that it is 

considering issuing debt. At the same time, as of the reporting date, the nature of such 

issuance has not been determined and Dan Vehicle has not made any decision on the 

matter. 

11.22. Taxation 

11.22.1. Tax laws applicable to Dan Vehicle 

The Income Tax Law Adjustments for Inflation– 1985 – In accordance with the law, for 

taxation purposes the results are measured after adjustment to changes in the Consumers 

Price Index. Dan Vehicle was assessed for tax in accordance with this law with the tax 

rates that apply to the revenues of Dan Vehicle. On February 26, 2008, the Knesset (the 

Israeli parliament) passed an Income Tax law (adjustments due to inflation) (Amendment 

2) (limitation of the application period) 2008 (hereinafter: “The Amendment”). In 

accordance with the amendment, the applicability of the Adjustments law will expire in 

the 2007 tax year, and as of the 2008 tax year the provisions of this law will no longer 

apply, except the transition provisions aimed at preventing any distortions in the tax 

calculations.  

On July 25, 2005, the Knesset passed a law for the amendment of the Income Tax 

Regulation (No. 147) 2005, that affirmed, inter alia, a progressive decrease in the rate of 

corporate income tax of up to 25% for the tax year 2010 onward, and also that any real 

capital gain will be charged a tax rate of 25%. 

On July 14, 2009, the Knesset passed the Economic Efficiency Law (legislation 

amendments for implementing the economic plan for the years 2009 and 2010) 2009, that 

affirmed, inter alia, an additional immediate decrease of the corporate income tax rate of 

up to 18% for the 2016 tax year onward. In accordance with the aforesaid amendments, 

the corporate income tax rates applicable for the 2009 tax year onward are as follows: for 

the tax year 2009 – 26%, for the tax year 2010 – 25%, for the tax year 2011 – 24%, for 

the tax year 2012 – 23%, for the tax year 2013 – 22%, for the tax year 2014 – 21%, for 

the tax year 2015 – 20%, for the tax year 2016 onward the applicable corporate income 

tax rate of 18%. 

The ongoing taxes and differed tax balances as at December 31, 2010 are calculated in 

accordance with the new tax rates according to the amendments aforesaid. 
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11.22.2. Tax assessments 

11.22.2.1. On June 17, 2008, the Tel-Aviv District Court conferred validity of a court judgment to a 

settlement agreement between Dan Vehicle and the Israel Tax Authority, relating to the 

2001-2004 tax years, with respect to which years the Income Tax Authority had issued 

Dan Vehicle with orders and an assessment requiring Dan Vehicle to pay an amount of 

approximately NIS 59 million before interest and linkage differences. In accordance with 

the agreement, Dan Vehicle paid an amount of NIS 14.75 million with respect to the 

years 2001-2004, plus interest and linkage differences of NIS 3.1 million. Concurrently, 

Dan Vehicle was allowed additional expenses for tax purposes in the 2005-2007 tax years 

at the level of the additional income in accordance with the agreement. Pursuant to the 

agreement, neither party admitted the claims of the other party, and nothing in the 

settlement agreement requires either of the parties to act in accordance with the principles 

of the agreement in the future. Accordingly, Dan Vehicle has final tax assessments up to 

and including the tax year ended December 31, 2004 (the 2004 tax year). 

11.22.2.2. Income Tax Assessments – On December 27, 2010, Dan Vehicle received a copy of the 

tax assessments for the years 2005-2008, drawn by the tax assessor according to his best 

judgment. The apparent tax supplements, according to the assessments are of a total NIS 

110 million (including interest and linkage as of December 27, 2010). According to the 

arguments of the aforesaid assessments, it is the standpoint of income tax that Dan 

Vehicle may not be permitted to apply section 96 to the Income Tax Law (New Version) 

1961. The legal advisors of Dan Vehicle are of the opinion that Dan Vehicle is entitled by 

law to apply the provisions of the aforesaid section. Thus, Dan Vehicle disagrees with the 

standpoint of Income Tax and has the intention to act in every legal manner to object to 

the set assessments.  Dan Vehicle wishes to clarify that even if it will be obliged to pay 

the aforesaid apparent tax supplement, in full or in part, it will have no material influence 

on its profit and loss statements, as this pertains to differences in timing that will be 

expressed mainly in the section on deferred taxes. Additionally the legal advisors of Dan 

Vehicle believe that Dan Vehicle has sufficient provisions. Nevertheless, this may 

influence the cash flow of Dan Vehicle.  As of March 2011, Dan Vehicle submitted an 

objection to the income tax assessment. 

As of December 31, 2010, Dan Vehicle had a cumulative business loss for tax purposes 

aggregating approximately NIS 151 million, carried forward to future years. As of 

December 31, 2009, Dan Vehicle had a carryfoward tax loss totaling approximately NIS 

140 million, including with respect to the settlement agreement with the Tax Authority, 

as described in Section 11.22.2.1 above. Dan Vehicle recorded deferred taxes with 

respect to these carryforward tax losses, to the extent that a taxable income is expected in 

the future against which the aforesaid losses can be realized. 

11.23. Environmental risks and the management thereof 

Dan Vehicle provides car rental and leasing services, the use of which by its customers 

could be detrimental to the environment. At the same time, Dan Vehicle does not regard 

the self use of its vehicles by customers as an environmental risk, which is likely to have 

a material impact on Dan Vehicle. 
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Dan Vehicle purchases its cars from licensed importers. To the best of Dan Vehicle's 

knowledge, these cars are in compliance with the provisions of the law, including 

environmental standards and directives of the Ministry of Transportation. In addition, 

Dan Vehicle continually maintains its vehicles to the highest industry standards in 

accordance with importers' instructions. Therefore, Dan Vehicle believes that it is in 

compliance with the provisions relating to the environment. It is further stated that the 

pollutant emission from Dan Vehicle's car fleet is tested annually, during the annual 

license testing. As of the reporting date, Dan Vehicle or its related companies did not 

receive any application in connection with a legal or administrative proceedings relating 

to the environment.  

To the best of Dan Vehicle's knowledge, it is Avis' policy to invest hefty resources in the 

prevention of pollution and the reduction of toxic gas emissions worldwide by planting 

trees (to date more than 300,000 trees were planted globally), assisting projects in the 

area of recycling and reduction of carbon emissions, inclusion of low-emission vehicles 

in its fleet, among others. 

Dan Vehicle carried out a series of activities that give environmental protection and 

prevention of air pollution a prominent place and value. Dan Vehicle planted the “Avis 

wood” in the north of Israel, consisting of 3,000 trees (the trees for the wood were 

donated by Dan Vehicle and by its customers that want to be a part in this activity), it 

planted an additional wood consisting of 1,000 trees, incorporated in its car rental and 

leasing fleet hybrid vehicles, and executed a series of procedures in its offices to increase 

the awareness of its employees to recycling, decrease the consumption of paper, preserve 

energy and others. In the course of 2010, Dan Vehicles held a day of planting in 

collaboration with the JNF (Jewish National Fund) at the Ben-Shemen forest, for Tu-

Bishvat, and also conducted activities for the rehabilitation of the Carmel forests damaged 

in the huge forest fire, an activity in which Dan Vehicles donated hundreds of trees on 

behalf of senior officials in the economy during the course of the Israel Business 

Conference and through the Facebook page of Dan Vehicle.  During the course of 2011, 

Dan Vehicle expects to continue this line of activity and to conduct a series of additional 

activities to sustain the environment and promote environmental protection through its 

employees and customers 

11.24. Legislative Restrictions and constraints applicable to the operating segment 

11.24.1. Dan Vehicle is required to maintain a license for self-drive car rental pursuant to Section 

5 of the Supervision of Goods and Services Order (Tour Shuttles, Special Shuttles and 

Car Rental), 1985 (hereinafter – "control order"). Dan Vehicle is also required under the 

control order and under the directive of the Traffic Supervisor dated March 1, 1989 to 

insure its vehicles under third party property insurance for damage caused by rented 

vehicles. The control order further provides that no vehicle may be rented for the purpose 

of transporting passengers for payment, and it is prohibited to transport passengers in 

rented cars for payment. In addition, an obligation exists to prepare a rental agreement in 

the form approved by the Traffic Supervisor. In the sale of used vehicles Dan Vehicle 

acts in accordance with the Used Car Sale Law (Entitlement to Information and Proper 

Disclosure), 2008. In the maintenance activities carried out by Dan Vehicle for its car 
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fleet, the company is in stringent compliance with the relevant provisions of the law, 

including in accordance with the Limited Use and Registration of Actions in Used Car 

Parts (Theft Prevention) Law 1998 and its regulations.  

11.24.2. Changes in tax laws: 

11.24.2.1. Changes to the taxation of new vehicles, taxation of the usage value of employees’ use of 

company vehicles and changes in corporate tax rates, as described below, may affect the 

operations of Dan Vehicle and the value of its assets. Usage value of company car: A 

substantial portion of vehicles under operating leases are given to company employees as 

“company cars”, constituting a benefit for the employee. A portion of employees is 

required to relinquish a fixed monthly component which is deducted from the gross 

wages in return for the aforementioned benefit. The employee pays tax for the company 

car on the basis of the benefit value as determined by the Israeli Tax Authority (“the 

Usage Value”). On December 31, 2007, the Income Tax Regulations (Value of Vehicle 

Usage) (Amendment), 2007 were published (hereinfter: “the regulations”). Pursuant to 

the aforesaid regulations, the vehicle usage value is being raised, commencing from 

January 2008 and until the tax year that commences in January 2011, in gradual rates. 

These regulations are relevant to vehicles registered with the Licensing Office until 

December 31, 2009. 

11.24.2.2. On December 31, 2009, the Income Tax Regulations (Value of Vehicle Usage) 

(Amendment), 2009 were published, as part of the plan to promote the “Green Taxation” 

(“the New Regulations”). Within the framework of the New Regulations, it is provided 

that the Usage Value of a company car will be determined, with effect from January 

2010, as a percentage of the new vehicle’s price to the consumer (“Linear Usage Value”) 

continue to apply to vehicles registered through December 31, 2009. With the 

implementation of the aforementioned regulations, it is anticipated that employees, who 

in the past waived a fixed monthly component of their gross salary, will re-evaluate 

whether it is more worthwhile economically to opt for the aforesaid waiver, rather than to 

accept a company vehicle. It is anticipated that a portion of them will opt not to take 

advantage of this benefit. As of the date of the report, Dan Vehicle estimates that the 

aforementioned continuing increase in Usage Value will affect activity in the operating 

leases field, although Dan Vehicle is currently unable to estimate the extent of decreased 

demand for operating leases and the extent to which continued implementation of the 

aforementioned plans will affect its profitability. 

11.24.2.3. Change in taxation on new vehicles: In September 13, 2005, an order was published 

providing for a gradual reduction of purchase tax on vehicles over a period of five years, 

commencing with December 2005, from 95% down to 72%.  In June 2009, The Minister 

of Finance and the Minister of Environmental Protection announced a government policy, 

whose main aim is to create economic incentives to reduce environmental pollution (the 

“Green Taxation”). Within this framework, a “green index” has been created that ranks 

vehicles by the level of pollution, which is determined according to a weighting of public 

costs of polluting emissions, and the purchase tax is set in accordance with this ranking. 

Instead of purchase tax at rates pursuant to the 2005 Order, as described above, purchase 

tax is imposed, with effect from August 1, 2009, at the rate of 90%, with their being a set 
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reduction in the tax based on the degree of benefit for the vehicle, according to the Green 

Index. Reduced purchase taxes are also imposed on hybrid and electric vehicles. In 

November 2009, the Finance Committee of the Knesset (the Israeli parliament) passed the 

Green Taxation reform, which includes the purchase tax changes, pursuant to which the 

basic rate of purchase tax will be reduced from 90% to 83%, with this being countered by 

the cancellation of the tax benefit granted to vehicles equipped with an Electronic 

Stability Program system. Dan Vehicle estimates that in the long-term, the purchase tax 

change will not materially affect demand in the sectors in which it operates. 

11.24.3. To the best of Dan Vehicle's knowledge, Dan Vehicle is in compliance with all the 

legislative restrictions, standards and other constraints applying to its field of operation. 

11.24.4. Business licenses 

Dan Vehicle has an office license for self-drive car rental and license for car leasing by 

virtue of section 5 of the Control Order. Dan Vehicle renews this license annually. 

19 of Dan Vehicle's facilities have valid business licenses that are provided in accordance 

with the Business Licensing Law, 1968 (hereinafter – "the business licensing law"). The 

business license has a permanent validity or is valid for fixed periods. 11 additional 

facilities are at the stage of renewal/receipt of license under this law and 4 additional 

facilities are inspected to see whether they require a business license. In Dan Vehicle's 

opinion, if no business licenses are obtained for the said branches as requested and/or if 

Dan Vehicle is forced to vacate the facilities without a valid business permit, this will not 

have a material impact on Dan Vehicle's operation.  

11.24.5. Quality control 

Dan Vehicle was granted the ISO 9001-2008 quality management standard in 1998. 

11.25. Material agreements 

Dan Vehicle operates the Avis franchise in Israel and the Avis method, in accordance 

with the agreements set forth below:  

11.25.1. The licensee agreement from March 30, 1987, including addendums thereto. The licensee 

agreement (as amended in the addendum to the agreement, the latest of which is from 

August 1999) grants Dan Vehicle a license to use the Avis method and the Avis 

trademarks in Israel, including in the occupied territories, from November 1, 1986 

through December 31, 2016.  As of March 6, 2011 the Board of Directors of Dan Vehicle 

decided to exercise its option to extend the period of the agreement by an additional five 

years (i.e., through December 31, 2016), and has advised Avis Europe as to the exercising 

of the option.  To the best of its knowledge, Dan Vehicle has not breached nor does it 

intend to breach the licensee agreement. Dan Vehicle has undertaken to work in 

accordance with the Avis method, and the rules and regulations thereunder.  Dan Vehicle 

has also undertaken to allow Avis Europe, without prior notice, to supervise and inspect 

that the Avis method is being complied with.  In consideration for granting the license, 

Dan Vehicle has undertaken to pay monthly royalties (license fees) to Avis Europe, 

which are calculated on Dan Vehicle’s revenue turnover.  As from January 1, 2000, the 
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monthly license fees that Dan Vehicle had to pay to Avis Europe with respect to 

operating lease activities were at a rate of 1.5% of its revenue and the license fees with 

respect to short-term rental activities ranged between 4%-6% of its revenue as follows: 

2000-2003 – 4%; 2004-2007 – 5% and 2008-2016 – 6%. In 2010, Dan Vehicle paid Avis 

Europe royalties totaling NIS 22,532,000. 

11.25.2.  The General Sales Agency Agreement from March 30, 1987, including addendums 

thereto: Dan Vehicle has been appointed as Avis Europe’s exclusive general sales agent 

in Israel for the purpose of receiving bookings from customers who are interested in using 

Avis’s vehicle rental services throughout the world. This is pursuant to an agency 

agreement dated March 30, 1987, as extended in the addendum to the agreement dated 

August 19, 1999.  The period of the agreement is identical to the period of the 

aforementioned licensee agreement and has been extended in accordance with the license 

agreements detailed above.  The agency agreement will terminate in the event of the 

above-described licensee agreement being terminated.  Dan Vehicle has undertaken to 

perform car rental sales promotion and marketing to overseas customers coming to Israel, 

to deal with all such car rental bookings and to issue payment vouchers to these 

customers. 

11.25.3. For details regarding the agreements for acquisition of the control of Dan Vehicles and 

the end of the partnership between Kardan Emed Properties and Dan regarding their 

Emed holdings, see Section 11.1 above.  

11.26. Cooperation agreements 

Dan Vehicle is not a party to strategic alliances and to the best of its knowledge has no 

entitlement pursuant to any strategic alliances. 

11.27. Legal proceedings 

For details on legal proceedings which involve Dan Vehicle, see note 33c of Kardan NV's 

financial statements. 

11.28. Objectives and business strategy 

Dan Vehicle periodically reviews its business strategy and updates it in line with 

development in the business and economic environment in which it operates. Following 

the trend of recovery from the global economic crisis, which began in late 2009 and 

continued in 2010, the stabilization of demand for short-term rental services, on the one 

hand, and the availability of financing sources, on the other hand, Dan Vehicle is taking 

steps to preserve its market share and to increase it, by means of maintaining and 

improving the quality of its customer portfolio, keeping pricing at a reasonable level and 

managing risks in accordance with Dan Vehicle’s policy, given the growing competition 

in its business segments.  All this is done in a manner that enables Dan Vehicle to 

maintain the high standard of service that it provides to its customers and to meet its 

financial obligations.   
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In 2011, Dan Vehicle is examining options for raising capital from banking and non-

banking sources, for the operation of its ongoing business, additional investment 

opportunities and the refinancing of its debt.  

In Dan Vehicle's opinion, its inclusion in the Kardan Group, which has domestic and 

international operations in various areas, will strengthen Dan Vehicle and create new 

business opportunities in Israel and abroad. 

Dan Vehicle will continue to conduct professionally and generate as much value as 

possible to its shareholders, while preserving its status as the leading service provider in 

the leasing and rental market. Dan Vehicle will take measures to reinforce the strong ties 

with its customers, suppliers, the capital market, the banks, while placing an emphasis on 

business development and exploring new investment opportunities, which are synergetic 

to its operations.   

11.29. Forecasts for development in the year ahead 

Dan Vehicle plans to act in accordance with the principles of upgrading its customer base, 

customer preservation, proper pricing and risk management in line with the company's 

policy, to maintain company profitability and the high level of service that Dan Vehicle 

invariably offers, while continually examining the changing economic reality. Dan 

Vehicle plans to maintain its market share, its volume of activity and car fleet and from 

time to time examines relevant business opportunities.  

Dan Vehicle’s development forecasts and the dates related to the realization of Dan 

Vehicle's objections, as aforesaid, are forward-looking information, as defined in the 

Securities Law, which is based on Dan Vehicle's estimations regarding its business 

potential, Dan Vehicle's intentions and strategies and its work plans as of the 

reporting date. This assessment may not materialize, in whole or in part, or may 

materialize differently, including materially differently from what is expected. The 

main factors that could affect this assessment are the entry of new competitors into 

the market, changes in Dan Vehicle's work plans and/or the realization of all or part 

of the risk factors set forth in Section 11.30 below. 

11.30. Risk Factors 

11.30.1. Macro-economic and sector-specific risk factors 

11.30.1.1. Economic downturn in Israel 

The economic downturn of the Israeli economy may lead to a decrease in demand for 

short-term car rental services and for operating leases.  The economic downturn may also 

cause a decline in demand for used vehicles and a fall in the prices of used vehicles, a 

consequence that would affect the value of Dan Vehicle’s fleet of vehicles.  In addition, 

the economic downturn may cause a credit crunch, which would impair the ability of 

leasing and rental companies to finance their activities, and which might affect the ability 

of customers to fulfill their commitments.  
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11.30.1.2. Deterioration in Israel's security situation 

Any deterioration in the security situation in Israel might have an adverse impact on the 

arrival of tourists from overseas in Israel, and adversely affect demand for short-term car 

rentals.  

11.30.1.3. Reduction of taxation on new vehicles 

The price of used and new vehicles is connected.  As a result of the high level of the tax 

component in the cost of the vehicle fleet, a change in the rate of taxation on the purchase 

of new vehicles changes the price of the new vehicle and, consequently, also affects the 

price of the used vehicle.  Such a change causes an increase/decrease in the value of Dan 

Vehicle’s vehicle fleet.  In Dan Vehicle’s opinion, it is not possible to efficiently hedge 

the value of the vehicle fleet against changes in the tax laws.  Dan Vehicle estimates that 

down the line the change in the purchase tax as set forth in Section 11.24.2.3 above will 

not have a material impact on demand in the sectors in which it operates.  

11.30.1.4. Increase in vehicle theft 

The leasing company’s fleet of vehicles is not, for the most part, insured against theft and, 

accordingly, an increase in the number of vehicle thefts could affect their results. 

The table hereunder displays the number of vehicle thefts in Israel for the Years 2005* - 

2010 

Year Number of Thefts in 
Thousands 

2005 34 

2006 33 

2007 30 

2008 25 

2009 20 

2010 19 

*  Monthly statistical report – Thefts, The ETGAR Unit, Israel Police 

The table hereunder displays the number of thefts of Dan Vehicle vehicles and their 

monetary value for the years 2008, 2009 and 2010: 

Year Thefts 

 Number of Units NIS Millions 

2008 125 8.6 

2009 71 5.5 

2010 96 5.9 

 

11.30.1.5. Raising the usage value of employees’ company cars 

Raising the value in use as described in Sections 11.5.2. and 11.24.2 above is expected to 

affect Dan Vehicle's activity in the operating leasing segment, although at this stage Dan 
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Vehicle is unable to estimate the extent of the decrease in demand for operating leasing 

and the impact of implementing the value in use methods on its profitability. 

11.30.1.6. Supervision and restriction of the rates of discounts from importers 

Supervision and restriction could affect the rates of the discounts that are provided to 

leasing and rental companies by the importers of vehicles and could affect Dan Vehicle’s 

profitability.  

11.30.1.7. Credit risk 

Credit risk is the risk of a financial loss that would be caused to a leasing or rental 

company if a customer fails to meet its contractual obligations, and it pertains primarily 

to the debit balances of customers.   

11.30.1.8. Liquidity risks 

Liquidity risk is the risk that a leasing or rental company will not be able to meet its 

financial commitments as they fall due.  

11.30.2. Dan Vehicle’s unique risk factors  

11.30.2.1. Brand dependence 

Impairment of Avis’s international brand name could affect Dan Vehicle’s profitability. 

In addition, in the event that the license and franchise agreements with Avis were to be 

cancelled for any reason whatsoever, this could have a negative impact on Dan Vehicle’s 

business.  

11.30.2.2. Impairment in the value of Dan Vehicle’s vehicle fleet 

Changes in the prices of new vehicles and, consequently, changes in the prices of second-

hand vehicles have an impact on the value of the vehicle fleet.  Dan Vehicle examines its 

fleet of vehicles every year in the following manner:  

(a)  By making an evaluation of the market value of the fleet of vehicles and comparing 

it to the carrying value of the fleet, as reflected in the accounting records.  The 

market value of the fleet is assessed in accordance with the Yitzchak Levy Blue 

Book price for used vehicles, less the appropriate discount on the price as per the 

price list.  Dan Vehicle has found that the market value of the fleet is higher than 

the carrying value of the fleet as reflected in the accounting records;  

(b)  By reviewing the economic depreciation rate in vehicle sale transactions that were 

executed in the period of the report.  Dan Vehicle has found that the rate of 

economic depreciation does not exceed the rate of the accounting depreciation, 

which is included in the accounting records. 

On the basis of the above examination, and in accordance with generally accepted 

accounting principles, Dan Vehicle’s management believes that there is no need to 

include in its accounting records an allowance for impairment in the value of the car 

rental fleet.  Dan Vehicle continues, on an ongoing basis, to examine the market value of 

its fleet of vehicles against their carrying value in its financial statements.  The value of 
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the vehicle fleet designated for sale is written down to market value on an ongoing basis, 

in the event that its carrying value is higher than that value.  

11.30.2.3. Foreign currency exchange risks 

Most of Dan Vehicle’s revenues are linked to the Israeli consumer price index and some 

of it are linked to or denoted in dollars.  Changes in the foreign currency exchange rates 

result in a change in the shekel consideration received from customers in transactions that 

are denoted in or linked to dollars.  In addition, a change in the foreign currency exchange 

rates could affect the price of new vehicles and, consequently, affect the value of the fleet 

that is designated for rental, as previously explained.  Dan Vehicle has no liabilities in 

foreign currency.  Dan Vehicle examines the need for foreign currency hedging from time 

to time.  

11.30.2.4. Interest/inflationary risks 

Dan Vehicle’s financial debt at fixed interest rates is partly linked to the consumer price 

index, and partly not linked and a portion of its debt bears a variable interest.  A change 

in the basis for the variable interest rates would lead to a change in the interest rate for 

that debt, something that finds expression under the financing expenses section.  Loans 

that bear fixed rates of interest expose Dan Vehicle to the risk of a change in the interest 

rate with respect to the fair value.  Dan Vehicle monitors the changes in the interest rates 

that are paid on the raising of credit and at the same time it updates the interest that is 

included in the costing of new leasing transactions.  Changes in the inflation rate have an 

impact on the effective interest rates on loans at fixed interest rates that are linked to the 

CPI.  Since the majority of Dan Vehicle’s liabilities are linked to the CPI, changes in the 

inflation rate affect Dan Vehicle’s profitability and its future cash flows.  Nevertheless, 

most of Dan Vehicle’s leasing agreements with its customers are CPI-linked.  As part of 

implementing its exposure mitigation policy, Dan Vehicle carries out hedging 

transactions against the CPI from time to time.  

11.30.2.5. Credit risk 

Dan Vehicle routinely monitors its customers’ debts.  In order to minimize the credit risk, 

Dan Vehicle collects a number of monthly payments in advance from its business 

customers in the leasing field at the beginning of a transaction, which serve as a guarantee 

for performance of the agreement, including the monthly payments.  In addition, Dan 

Vehicle requires, wherever possible, guarantees from its business customers in the short-

term rental and operating leasing segments.   

Dan Vehicle’s private customers pay by credit card for short-term rentals and the 

payments are thus guaranteed for the most part.  The total amount of Dan Vehicle’s 

customers’ debts is spread over a large number of customers.  Dan Vehicle does not have 

a single customer that accounts for more than 5% of its revenue.  A provision for doubtful 

debts is recorded in Dan Vehicle’s financial statements, which in the opinion of Dan 

Vehicle’s management, adequately reflects the losses inherent in the debts whose 

collection is doubtful.  
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11.30.2.6. Liquidity risk 

Dan Vehicle’s policy for the management of its liquidity is to ensure, as far as possible, 

that it will always have sufficient liquidity to meet its liabilities as they fall due, in 

ordinary circumstances and in times of distress, without suffering undesirable losses.  

Dan Vehicle finances its operations by raising funds from both the capital market and 

from 6-8 different banks.  Dan Vehicle does not fully utilize its bank facilities and retains 

an unutilized bank facility as a matter of policy.  Dan Vehicle takes measures, where 

necessary, to adjust the size of the vehicle fleet in order to meet its commitments.  

11.30.3. Table Summarizing the Risk Factors: 

 Extent of the Effect of the Risk Factor on 
the Activity of Dan Vehicle 

 Major Effect 
Moderate 

Effect 
Minor 
Effect 

Macro-economic and sector-specific risk 
factors    

Economic downturn globally and in Israel  X   

Deterioration in Israel's security situation  X  

Reduction of taxation on new vehicles  X  

Increase in vehicle theft   X 

Raising the usage value of employees’ 
company cars 

X   

Supervision and restriction of the rates of 
discounts from importers 

 X  

Credit risk  X  

Liquidity risks X   

Dan Vehicle’s unique risk factor    

Brand dependence X   

Impairment in the value of Dan Vehicle’s 
vehicle fleet 

X   

Foreign currency exchange risks  X  

Interest/inflationary risks  X  

Credit risk  X  

Liquidity risk X   

Loss/theft of vehicles   X 
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12. Others 

Details of the holdings of Kardan NV in companies that are included in the others 

segment as at December 31, 2010 follow:  

Name of held 
company 

Holding 
rate in 
percent 

Sum of 
investment in 
held company 
as indicated in 

books of 
Kardan NV 

(in millions of 
Euros) 

Market 
value of 

the 
investment 

in held 
company 

(in millions 
of Euros) 

Contribution to 
profit (loss) from 
ordinary actions 
attributed to the 
shareholders of 

Kardan NV 
(in millions of 

Euros) 

Description of the activity of the held company

Kardan 
Technologies (*) 

45.92% 1. 0.9 0.5 

Its material activity is holding of rights in a 
partnership, which holds a portfolio of three (3) 
companies that are active in the technology 
field. 

Kardan 
Communication 

73.85% (9) - 5.8 
Holding company for various companies in the 
technology and communications sector. 

El-Har 26.5% 3 - 0.2 

Provision of executing contractor services in 
construction projects for residential buildings, 
public buildings and industrial and commercial 
buildings. 

Mikdan 
Management and 
Maintenance 
Ltd. 

21.22% 0.2 - 0.2 

Management and maintenance of buildings and 
providing consultation and accompaniment 
services for developers in the stages of planning 
and construction of projects in all matters 
related to the management and maintenance of 
properties mainly in Israel as well as in Central-
Eastern Europe. 

SFDI Ltd. 73.67% (2.8) -  (0.7) 

Importing and marketing of a range of domestic 
electrical appliances (white line and blue line), 
mainly made by Whirlpool, Bauknecht and 
Sanyo, and import and marketing of domestic 
electrical appliances bearing the Bellers brand 
name.  
By means of Kardan Sachar Ltd. (Kardan 
Trade) and Electrodan Ltd. Subsidiaries. The 
agreement with Kardan Trade to import and 
distribution of Bauknecht and Whirlpool 
products ended on December 31 2010 and was 
not renewed by the manufacturer. As a result, 
Kardan Trade is no longer a distributor of these 
products in Israel. Kardan Trade is examining 
continued activities. There is no material impact 
anticipated on the company as a result of 
cessation of the franchise agreement. Following 
cessation of distribution as said, Problems and 
disputes arose in connection with the service 
provider for Kardan Trade products. Kardan's 
management is doing the utmost to find 
solutions to service issues. 

Radio Kol Chai 
Meshadrim 
Be’emuna Ltd. 

51.57% (0.7) -  

Holder of a concession from the Second 
Television and Radio Authority for radio 
broadcasts to the religious public in the central 
and Jerusalem region. 

Kardan 
Agricultural 
Implementations 
Ltd. 

73.6% (0.4) - - 
Owns rights to renumeration due to research 
cooperation with the Volcani Centre. 

(*) Not including holdings of 22.6% via Kardan Communications 

- Less than 100,000 Euros.
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Chapter D: Additional details 

13. Human Capital 

13.1 General 

13.1.1 In accordance with Dutch law, Kardan NV has a two-tier management layer, composed of 
a management board, which effectively manages the regular activity of Kardan NV and a 
supervisory board, which supervises the policy and course of business of Kardan NV. 

13.1.2 The headquarters of Kardan NV in Amsterdam, the Netherlands, has four management 
board members, including the chairman of the board of directors, the chief financial 
officer (CFO) and the chief operating officer (COO), who manage the daily activity of 
Kardan NV. In addition the headquarters has a financial department, a legal department 
and a secretariat. On December 31, 2010, the headquarters of Kardan NV in Amsterdam 
consisted of 19 employees. 

13.1.3 The headquarters is responsible for indicating the strategy of the Kardan NV Group and 
supervises its manner of application. The headquarters deals with locating and initiating 
business opportunities and manages the activity of the Kardan NV Group overseas and 
the regular activity of the headquarters of the Kardan NV Group. The employees of the 
headquarters of Kardan NV also provide services to the headquarters of other companies 
in the Kardan NV Group. In addition, Kardan NV receives, through Kardan Israel, 
services concerning the relations of Kardan NV with the capital market in Israel and with 
the financial bodies in Israel, including services in the finances field and legal services, in 
view of the fact that the shares of Kardan NV are also listed for trading on the Tel Aviv 
Stock Exchange. See Section ___ of part D of the report for details about the service 
agreement between Kardan NV and Kardan Israel. 

13.1.4 The companies that are active in the Kardan NV Group are managed by independent 
headquarters. See description within the description of the fields of activity of Kardan NV 
for details about the human capital in the material companies. It is noted that designated 
employees are also employed by Kardan N.V. in the headquarter offices of Kardan N.V. 
in Amsterdam, and they provide services to some of the Group’s companies as part of 
agreements for provision of service. 

13.1.5 The employees of the headquarters of Kardan NV in Amsterdam are employed through 
personal employment agreements in which their terms of employment are regulated in 
accordance with their function, education, experience and skills. The personal agreements 
of the employees regulate their wage, holiday, and other benefits pursuant to the Dutch 
Labor Laws. 

13.1.6 The activity of Kardan Israel is managed through headquarters located in Tel Aviv, and 
they are responsible for managing its daily activities. On December 31 2010, Kardan 
headquarters included 28 employees As of the date of this report 27 employees are 
employed at the headquarters. Some of the Kardan Israel employees provide services to 
companies in the Kardan Israel Group and Kardan NV for which payment is received. 
Kardan Israel employees are employed on personal work agreements regulating their 
working conditions in accordance with their position, education, experience and abilities. 
The employees' personal agreements regulate their salary conditions, vacation days, 
health conditions, severance pay, sick days, fund allocations and additional benefits. 
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13.2 Highlights of the compensation policy of Kardan NV 

 A description of the highlights of the compensation policy of Kardan NV as adopted by 
the general meeting in May 2009 and amended and approved by the general meeting in 
May 2010 follows: 

13.2.1 Principles of wage payment 

 The supervisory board will recommend to the general meeting the wage of each of the 
members of the management board, based on the proposal of the compensation 
committee. This proposal will be worded after consultation with the chairman of the 
management board and will be within the limits of the wage policy approved by the 
general meeting.  

 The compensation that will be awarded to the members of the management board of 
Kardan NV will have three components: (1) regular salary (2) short term variable salary 
and (3) long term variable salary 

13.2.2 Total salary 

 The total salary will be in the salary range regularly employed at Kardan NV. When the 
supervisory board recommends to the general meeting the wage of the members of the 
management board, it will put forth an analysis of the possible results of variable wage 
components and their effect over the total salary of the members of the management 
board. 

13.2.3 Fixed salary 

 The supervisory board will aim to recommend a fixed salary level that will correspond 
with the common level in companies that are similar to Kardan NV. The fixed salary 
component will be determined by comparison to similar functionaries in the group of 
companies that have similar characteristics to those of Kardan NV. Within these 
companies, companies that fulfill, inter alia, the following criteria, will be appointed: 
domicile in the Netherlands, of an international character, of a size similar to Kardan NV 
and whose securities are listed for trade (in the Netherlands and/or elsewhere).  

 In addition, the fixed salary component will also be affected by the complexity, order of 
magnitude and risks involved in the activity of Kardan NV, and by personal factors such 
as the education level and experience level of the functionary. The supervisory board will 
consider each year any circumstances that justify reexamination of the fixed salary 
component. 

13.2.4 Variable salary 

 The level and structure of the variable salary component will be determined, inter alia, 
based on the results, share performance and based on non-monetary indices, which are 
relevant to creating long term value for Kardan NV. The variable wage component may 
be granted based on compliance with personal or collective objectives. These objectives 
will be determined each year by the supervisory board based on a recommendation of the 
compensation committee. The collective objectives will take into account the annual 
increase in the net asset value of Kardan NV and the increase in the net before tax profit. 
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13.2.5 Short term variable salary 

 The short term variable salary component will be paid as a bonus for each calendar 
year132. The maximum short term variable salary component for each calendar year will 
be limited to 50% of the fixed annual salary component, but in cases of exceptional 
achievements, the supervisory board will be allowed, pursuant to a suggestion of the 
compensation committee, to recommend awarding a higher sum, which in any case will 
not exceed 75% of the fixed salary component.  

 The awarding of a short term variable salary component and its size will be determined 
by fulfillment of the collective objectives (70%) and fulfillment of personal objectives 
(30%). However, the supervisory board, based on a proposal of the compensation 
committee, is allowed to recommend the awarding of a short term variable salary 
component at a rage that is equal to a third of the maximum short term variable salary 
component, at its discretion, irrespective of the fulfillment of the collective or personal 
objectives.  

13.2.6 Long term variable salary 

 The long term variable salary component will be paid every three years, for the three 
calendar years preceding its date of awarding. The long term variable salary component 
may be awarded by way of granting shares of Kardan NV. Such granting of shares will be 
based on the achievement of the objectives as stated above. The value of the shares that 
will be awarded will be to a maximum sum that constitutes 50% of the fixed annual 
salary component that has been given during the three calendar years for which this 
component is being paid. The awarding of shares and their volume will be determined by 
fulfillment of the collective objectives (70%) and fulfillment of personal objectives 
(30%). 

 Shares that are granted for the first time133 will be subject to a two year blocking period 
during which the granted shares will be held by Kardan NV. No additional blocking 
period will apply to the granting of additional shares (after the first granting) if on the 
date of granting, a management board member has served in his function for at least five 
years. 

13.2.7 With the approval of the supervisory board, a member of the management board may 
receive part of this salary component in cash, as long as the cash component does not 
exceed 50% of the long term variable wage component. See this section below for details 
on the share plan. 

                                                 
132  Because the salary of management board members of the company must be approved within the general meeting of 

the company, the members of the management board will be paid the short term variable salary component only after 
its approval by the annual general meeting of the company, for the previous calendar year. 

133  To the extent that this is decided by the management board and approved by the general meeting, the first granting of 
shares (in accordance with the compensation policy adopted in 2009 and the share plan adopted in 2010) will be 
performed for the first time in 2012 for the years 2009 to 2011. 
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13.2.8 Compensation plans 

13.2.8.1 Option plan for employees and directors 

(a) In September 2006, the supervisory board of Kardan NV adopted a plan for 
allocating up to 1,194,875 options134, exercisable into up to 1,194,875 ordinary 
shares of € 0.2 par value each of Kardan NV ("the Option Plan"), to the members of 
the management board of Kardan NV and to a number of employees of Kardan NV 
and subsidiaries of Kardan NV (hereinafter together – "the Offerees" and each 
individually "the Offeree"). 

(b) In accordance with the Option Plan, concerning the Offerees opting to do so, the 
allocation was made in accordance with the provisions of Section 102 of the Income 
Tax Ordinance (New Version) 1961 ("the Income Tax Ordinance") and to the 
extent required, Kardan NV applied to the tax authorities with a request to apply to 
these Offerees the provisions of Section 102 of the Income Tax Ordinance in a 
capital gains track. Options that were allocated in accordance with the provisions of 
Section 102 of the Income Tax Ordinance were deposited with a trustee and are 
blocked for a period of twenty four months from the date of the allocation of the 
options and their deposit with a trustee, who is holding them in trust for the relevant 
offerees, within Section 102 of the Income Tax Ordinance in a capital gains track, 
and subject to the other conditions of the Option Plan.  

(c) In accordance with the Option Plan, the options have been allocated to the Offerees 
free of charge, and the exercising price was 90% to 100% of the closure price of the 
share of Kardan NV on the Euronext stock exchange, or on the Tel Aviv Stock 
Exchange for Offerees who are residents of Israel ("the Exercising Price"). In any 
case of consolidation or splitting of the capital stock of Kardan NV, the distribution 
of dividends, bonus shares and/or the issue of rights and any other distribution that is 
made within the term of the Option Plan, the number of options allocated and/or the 
Exercising Price, as relevant, may be adjusted by Kardan NV in a manner that it 
considers fair and reasonable, including by way of allocation of additional options. 

(d) In accordance with the Option Plan, the Offerees are entitled to exercise a third of 
the number of options that has been allocated to them at the end of the first year from 
the allocation date, a third of the number of options at the end of the second year 
from the allocation date and a third of the amount of options at the end of the third 
year from the allocation date. The options will expire at the end of the earlier 
between five years from their date of allocation or 15 days from the date of 
conclusion of the work between the Offeree and Kardan NV. (The supervising board 
of directors is entitled to extend the said 15 day period at its discretion). Pursuant to 
the option conditions, if the connection is terminated between any of the offerees and 
Kardan NV before the conclusion of the exercise period, that oferee will be entitled 
to exercise those options he owns, as long as their eligibility date already applies. 
The foregoing is subject to the provisions in the Option Plan concerning exercising 

                                                 
134 On May 22, 2008, the supervisory board and the management board of Kardan NV adopted a resolution to increase 

the number of the options pursuant to this plan by 250,000 options, from 1,194,875 to 1,444,875 options. This 
resolution was approved by the general meeting of the shareholders of Kardan NV on June 19, 2008. 



 

 277

of the options in the case of the work between the Offeree and Kardan NV ending 
under special circumstances135. 

(e) Within 15 days of the day of giving a notice of exercising of the options by the 
Offeree, the supervisory board of Kardan NV will decide, at its discretion, as to the 
manner of exercising of the options in one of the following ways: (1) allocation or 
transfer of the full number of shares stemming from the options that have been 
exercised in exchange for payment of the Exercising Price for each of the options; 
(2) allocation or transfer of shares, at the value of the difference between the market 
value of the Kardan NV share on the exercising date and the Exercising Price 
multiplied by the number of options that the Offeree has exercised plus the par value 
of the allocated shares, in exchange for their par value; (3) payment in cash to the 
value of the difference between the market value of Kardan NV on the date of 
exercising and the Exercising Price multiplied by the number of options that the 
Offeree has exercised (except to offerees that were granted options in accordance 
with Section 102 of the Income Tax Ordinance, to whom the cash bonus component 
cannot be paid).  

(f) Dutch Law applies to the options plan. For details on the Exercising Price that was 
set for the options thus allocated for the eligible periods and dates and the value of 
the benefit see the chart below and See Note 23 of the financial statements of Kardan 
NV of December 31, 2010. 

(g) In view of the Shares Plan coming into effect, that was approved by the general 
meeting of Kardan NV on May 26, 2010, as described below, which will replace, 
when the time comes, the options plan for employees for 2006, Kardan NV will not 
allocate additional options pursuant to this option plan136 (except in the case of 
consolidation or splitting of capital, distribution of dividends, bonus shares and/or 
issue of rights and any other distribution that is made in the Option Plan period, 
within which the number of options allocated to the Offerees will be adjusted until 
the effective date of the share plan, including by allocation of additional shares). It is 
clarified that the Option Plan will remain in effect concerning options that have been 
granted thereby, as long as these options have not been exercised / expired. 

                                                 
135  See the company’s reports for October 23 and 29, 2006 and of June 2, 2008 (references number: 2006-01-116998, 

2006-01-120085 and 2008-01-156843, respectively) for details on the option plan and its terms, including terms of 
exercising in special circumstances. 

136  Today there are 20,548 unallotted options. 
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(h) A summary of data on the options granted in accordance with the options plan follows:  

Exercised in Expiration year Date of 
granting 

Number of 
options 

Offerees 

2007 2008 2009 2010 2007 2008 2009 2010 

Balance of 
options on 

statement date

Maturation 
dates 

Expiration 
date 

Exercising price 

November 2, 
2006 

716,927 

4 members 
of the 
management 
board at the 
time 

- - - - - 104,103137 105,000138  507,824 
November 2, 
2011 

December 5, 
2006 

382,400 
10 employees 
of the Kardan 
Group 

11,933 - - - 35,900 31,866 39,801 - 262,900 

As at the date 
of the 
statement, the 
options have 
matured in 
full December 5, 

2011 

For Israeli offerees – 90% of 
the closure price of the share 
of Kardan NV on the Tel 
Aviv Stock Exchange for 
November 2, 2006 (NIS 
46.512) (subject to 
adjustments), for non-Israeli 
offerees – 90% of the 
closure price of the Kardan 
NV share on the Euronext 
on that date (8.568 Euros) 
(subject to adjustments).139 

April 1, 2008 

 
150,000 

A member 
of the 
management 
board 
 

- - - - - - - - 150,000 April 2013 

May 30, 2008 175,000 

A member 
of the 
management 
board 

- - - - - - - - 175,000 

On three 
occasions 
from 2009 
and 2011 

May 2013 

Concerning 175,000 of the 
options – 90% of the closure 
price of the Kardan NV 
share on the Euronext on 
May 30, 2008 (9.216 Euros) 
(subject to adjustments) and 
for 150,000 of the options – 
90% of the closure price of 
the Kardan NV share on the 
Euronext on April 31, 2008 
(6.615 Euros) (subject to 
adjustments) 

Total 1,424,327 - 11,933 - - - 35,900 135,969 39,801 105,000 1,095,724 - - - 

 

                                                 
137  The offeree waived the options due to ending of the work between the offeree and the Company. 
138  The options expired due to the ending of the engagement between the offeree and the Company. 
139  The exercising price was adjusted following a dividend distribution on July 2007 to a sum of NIS 45.868 for offerees who are residents of Israel and 8.4527 to Offerees who are not residents of 

Israel.  
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The expenditure that is included in the financial statements for 2010 for the said options totaled 

at approximately 0.3 million Euros. The balance of the expenditure that will be imputed in the 

statement on the total profit in the upcoming years totals at approximately 0.2 million Euros. 

See Note 23B of the financial statement for further details on the options. 

13.2.8.2 The Share Plan 

(a) For the purpose of compensation through a long term variable component (in accordance 

with the compensation policy that has been adopted by the general meeting of Kardan 

NV), Kardan NV has adopted a shares plan, which was approved by its general meeting 

on May 26, 2001 (above and hereinafter: "the Shares Plan") and took effect on the 

same date. The Shares Plan is intended to provide an incentive to the management board 

and other certain key employees at Kardan NV Group ("the Offerees")140.  

(b) The body in charge of applying the Shares Plan is the management board of Kardan NV, 

but in all matters relating to granting to members of the management board themselves, 

the body responsible for application is the supervisory board. It is clarified hereby that 

each allocation of shares to members of the management board in accordance with the 

Shares Plan is subject to prior, final approval of the general meeting, as stated below. 

(c) Kardan NV is permitted to offer the offerees a granting at any time starting from May 

26, 2010. The granting will not entitle an offeree and will not prevent him from 

participating in any other plan operated by Kardan NV or by any associated company of 

Kardan NV, as may change from time to time.  

(d) The granting mechanism pursuant to the Shares Plan is as follows: 

(1) The chosen offeree will receive a granting notice, which he will have to approve by 

his signature within 60 days; the notice has to suit the tax arrangements regarding 

offerees that are residents of Israel and offerees that are not residents of Israel, and 

therefore two versions of the granting notice are attached to the shares plan: one 

version is intended for offerees who are residents of Israel, and a second version is 

intended for offerees who are not residents of Israel; 

The granting date will be specified in the granting notice, among others. 

(2) Concerning granting to members of the management board: After the 3 year 

performance measurement period ("the Evaluation Period") elapses,141 the 

compensation committee will check whether the members of the management board 

have fulfilled the objectives that have been set for them. The compensation 

committee will deliver its recommendations to the supervisory board in accordance 

with their degree of fulfillment of objectives and the supervisory board will 

determine the number of shares to be allocated to each member of the management 

board, in accordance with the sum that will be due to the Offeree as stated in the 

                                                 
140   In the Shares Plan, “the Offeree” is defined as a “participant”. 
141  In the Shares Plan, the “Evaluation Period” is defined as “the performance measurement period”.  



 

 280

granting notices,142 this sum being divided into the "average share price", as 

defined in the granting notice143, as long as the number of shares that will be 

allocated to each member of the management board will not exceed the maximum 

quantity set for the First Measurement Period (as defined below)144. The allocation 

of shares to each of the members of the management board to the quantity set as 

above will be put forward for the approval of the general meeting of Kardan NV. It 

is clarified that the examination of fulfillment of the objectives be ascertained by the 

supervising board of directors and setting the share quantity to be allocated to other 

offerees who are not members of the management board will be done by the 

management board and will not be brought forth for approval by the general meeting 

of Kardan NV. It is further clarified that the First Evaluation Period will begin on 

January 1, 2009 ("the First Measurement Period"). 

(3) At the end of the entire Evaluation Period, after the quantity to be allocated to each 

offeree in accordance with his fulfillment of the objectives is determined, subject to 

the receipt of the approval of the general meeting to execute the allocation to the 

members of the management board, new shares in the capital stock of Kardan NV 

will be allocated to the members of the management board and shares will be 

allocated to additional offerees, which have received granting notices in accordance 

with the shares plan, against payment of the par value of the allocated shares. 

Kardan NV will extend to the Offerees a loan for payment of the par value of the 

allocated shares.  

(4) The allocated shares, which are defined in the shares plan as "unreleased shares" 

will be held in custody by Kardan NV for the Offerees.145 

(5) Through to the date of release of the unreleased shares, the Offeree will not be 

entitled to receive dividends that will be distributed for the unreleased shares. Such 

dividends will be held by Kardan NV for the Offerees.  

(6) Until the unreleased shares are released – the Offeree will not be allowed to exercise 

voting rights stemming from them.  

The unreleased shares will be released, i.e. will be transferred to the Offerees and 

may be traded on the stock exchange, at the later of the following (i) the end of the 

Evaluation Period (ii) on the day on which the Offeree has accrued 5 years of work 

at the company, which will be counted from January 1, 2009. 

(7) Concerning the First Allocation in accordance with the Shares Plan ("the First 

Allocation"), the shares will be released after an additional period of two years from 

the end of the First Measurement Period (i.e. the shares will be released two years 

                                                 
142  The sum that will be due to the Offeree indicated in the granting notice is effectively the long term variable salary 

component, which is equal to 50% of the average fixed annual salary of that management board member during the 
Evaluation Period. 

143  “The Average Share Price” will be calculated as the average daily closing prices of the share (on the Euronext) during the 
Evaluation Period until the share issuing date. 

144  See this section below concerning the maximum quantity determined for each board member. 
145  For Israeli offerees, there may be another blocking mechanism, in accordance with Section 102 of the Income tax Ordinance, 

as elaborated in the share plan. 
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after January 1, 2012). Concerning the following allocations that will be made, 

shares that will stem from these allocations (which are possible once every three 

years in accordance with the shares plan) will be released after the end of the 

Evaluation Period (subject to the approval of the granting by the general meeting of 

Kardan NV, as long as it pertains to members of the management board), on the 

condition that the Offeree has completed a continuous employment period of 5 years 

at Kardan NV, which will be counted from January 1, 2009. 

(8) As a rule, at the time of conclusion of the employer-employee relations between the 

Offeree and Kardan NV: (i) the rights that were granted concerning the shares that 

have yet to be allocated will expire (ii) the rights of the Offeree concerning shares 

that have been allocated and have not yet been unblocked (i.e. they are still 

"unreleased" shares) will expire with the exception of those cases in which the 

offerree is a 'good leaver' As defined by the share plan. 

(9) Subject to the articles of incorporation of Kardan NV (hereinafter: "the Articles of 

Kardan NV"), in the case of splitting of shares, consolidation of shares, 

restructuring of capital, issue of rights, issue of bonus shares or an offer of rights or 

any capital reduction, sub-distribution of capital, merger or other change in the 

capital of Kardan NV (including any change of the currency in which the shares are 

quoted) or in the case of replacement of shares or a change in the control of Kardan 

NV that in the opinion of the supervisory board is significant and not of a temporary 

nature, the granting will be adjusted in a manner that in the opinion of Kardan NV is 

fair and reasonable, or it will take any other reasonable measure that in the opinion 

of the supervisory board is suitable for causing the granting to be similar to the 

granting as would be the case prior to the occurrence of the event. 

(e) The share rate that will be maintained in the capital of Kardan NV for the period ending 

on December 31, 2011 (assuming that the actual allocation may be performed after this 

date) will not exceed 2% of the issued capital stock of Kardan NV for May 6, 2010, 

constituting 2,219,538 shares. For all members of the management board, a maximum 

rate of two thirds of the said quantity of shares will be maintained. In accordance with 

the above, members of the management board serving at Kardan NV at the said will be 

entitled to receive within the share plan a maximum quantity of 295,938 shares for the 

First Measurement Period146. For the members of the management board, the definition 

of the objectives that they must reach, as well as the parameters for the maximum 

incentive that they will receive, are in accordance with the general principles of the 

compensation policy and its manner of application by the compensation committee and 

the supervisory board of Kardan NV. Concerning other key employees who are not 

members of the management boards, the objectives will be determined by the 

management board in the form of general execution objectives.  

                                                 
146  The supervising board of directors, based on the recommendation of the remuneration committee, decided that Mr. Alon 

Shelnek, who retired from his position as a member of the managing board of directors in January 2011, is entitled to the 
amount of 2/3 of 295,938 said shares, on condition that all goals have been achieved. 
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(f) For offerees who are residents of Israel, the granting will be performed in accordance 

with the provisions of Section 102 of the Income Tax Ordinance, in accordance with the 

capital gains track. All of the additional conditions that are required in accordance with 

Section 102 (including selection of the trustee and so on) will be determined by the 

supervisory board. 

(g) Subject to the Articles of Kardan NV, the supervisory board may, upon a request from 

the management board, amend any of the rules of the Shares Plan and/or of the granting 

notice, inter alia in order to consider changes in legislation, to receive or maintain tax 

benefits, owing to issues pertaining to control of the currency or due to legal, accounting 

or regulatory issues, concerning Offerees and/or the group. No amendment, waiver or 

replacement of the Shares Plan or of rules or regulations for the management of the 

Shares Plan will be made if it will have an adverse effect over any of the existing rights 

of offerees other than with their consent, except if such an amendment is required for the 

purpose of complying with applicable laws or regulations. Notwithstanding the 

provisions in this chapter, material changes in the rules of the Shares Plan will be 

submitted for the approval of the general meeting. 

 The actual allocation of shares will be subject to receipt of all of the approvals required 

in Israel and in the Netherlands, including the approval of the Tel Aviv Stock Exchange 

for listing the allocated shares for trading. 

 See immediate statements that Kardan NV published on April 29, 2010 and on May 26, 

2010, which are included by way of reference, whose reference for publication are 

01463389-2010  and 496443-01-2010 , respectively, for further details on the amendment 

to the compensation plan of Kardan NV and concerning the shares allocation plan 

13.2.9 Option Plan for Kardan Israel Managers 

On the 24th August, 2010 the Kardan Israel Board of Directors authorized a private proposal, 

after approval by the Kardan Israel Audit Committee (in contact with offerees who are related to 

the controlling shareholders), with a options allocation program for 19 Kardan Israel managers 

and employees. The following are the main points of the program: in accordance with the 

program 1,500,000 options which can be exercised up to 1,500,000 regular shares of Kardan 

Israel which after having been exercised will constitute 1.85% of the issued and paid up share 

capital and voting rights of Kardan Israel (approximately 1.77% with full dilution). The options 

were allocated to most of the employees under the conditions of section 102 of the capital track 

income tax ordinance. The options can be exercised in two portions in a way that two thirds 

(2/3) of the options allocated to each offeree will be able to be exercised two years from the date 

they were allocated, and one third (1/3) will be able to be exercised three years from the date 

they were allocated (subject to the conditions of section 102). The options are granted at no cost 

while the exercise price is determined as 6 New Israeli Shekels. Furthermore, acceptable 

conditions in this type of program regarding the adjustment of the exercise price and/or the 

number of shares which are to be issued were determined in the program (as part of the 

protection mechanism for the offerees during the exercise period). On the 12th October, 2010 

Kardan Israel updated the exercise price of the options which were granted to two company 

employees who are related to the controlling shareholders so that the exercise price per share 

was to be 7 New Israeli Shekels instead of 6 New Israeli Shekels. On the 17th October the 



 

 283

Kardan Israel general assembly approved the transaction with the controlling shareholder 

regarding the granting of options to the two offerees who are related to the company's 

controlling shareholders. The approval of Kardan Israel's general assembly is not required for 

the other offerees.  

14. Financing 

14.1.1 Kardan NV finances its activity through bank loans, through capital that has bee raised from 

non-banking sources through debenture issuance and through flows from held companies 

(including from dividends and from realization of holdings) 

 See Notes 11, 24, 25, 28, 29 and 32 of the financial statements for details on financing for 2010.  

14.1.2 Loans that have been extended to Kardan NV 

Data concerning the balance of the loans that were extended to Kardan NV and their respective 

interest rates as at December 31, 2010 follows:  

 
Average interest 

(weighed) 
Effective interest 

Debt balance (principal, interest and 
linkages) as of December 31, 2010 

Long term loans    

From banking sources 3.58% 2.39%- 3.79%  

From non-banking sources 
(negotiable debentures) 

5.35% 5.08%-5.59%  

 

14.1.3  Details about credit and loans of variable interest as at December 31, 2010 follow:147 

Change mechanism Interest range 
Sum of credit 
(in millions 
of Euros) 

Interest range at the time of the 
statement 

Euribor Euribor + 1.25%-8% 1,406 Euribor + 1.25%-6.6% 

Libor Libor + 1.12% – 8.5% 123 Libor + 1.12% – 9.5% 

Bubor Bubor + 2.86%-7% 7 Bubor + 2.85%-7% 

Robor Robor + 3.5% – 7% 12 Robor + 3.5% – 7% 

POC(*) POC x 1.1 26 POC x 1.1 

Consumer Price Index in Israel Index + 3%-0.75% 25 Index + 0.75%-3% 

The consumer price index 5.5% – 2.7% 123 5.5% – 2.9% 

Wibor Wibor + 0.9% – 2% 280 Wibor + 0.9% – 2% 

 

 (*) Chinese Prime 

   

 

                                                 
147  Robor – Romanian Interbank Offered Rate; Bubor – Hungary Budapest Interbank Offered Rate; CHF Libor – Swiss franc 

Libor; Sofibor – Sofia Interbank Offered Rate. 
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14.1.4 Following are the main details of the material financing agreements of Kardan NV: 
 

Terms of loan 

The lender 

Debit balance 
(principal, interest 

and linkage 
differentials) on 

31st December, 2010 
(millions of Euros) 

Interest rate 
and linkage 
conditions 

Principal 
repayment 

date 

Interest 
repayment 

date 

Collateral 
Financial and other liabilities and causes for calling for 

immediate repayment 
Comments / early 

repayment 

(a) 
Banking 
corporation 

3.3 
Fully paid after the 

Balance date 

Euro Libor 
+2.5% 

April of 
2007-2011 

Each quarter 
in 

2007-2011 

Kardan NV has pledged to 
the benefit of the bank by 
first degree fixed charge 
shares of KFS, constituting 
approximately 29% of the 
issued share capital.  

Kardan NV has undertaken, inter alia, towards the bank, as 
follows: to maintain from December 31, 2009 to January 1, 
2011 a tangible equity capital ratio (equity capital plus 
shareholders loans with deduction of deferred costs, 
intangible assets, treasury stock, and debt issued by the 
company to an interested party) for the statement of the 
financial status (balance sheet of the company) of 25%; from 
January 2, 2011, the said ratio will be 28%; its total capital 
will be not less than 180 million dollars; Kardan NV will not 
pledge all of its assets; KFS will continue to hold at least 
50.01% of the shares of TBIF clean of any charge; continue 
to hold at least 51% of the shares of KFS clean of any 
charge (in addition to the shares pledged to the bank); not to 
guarantee the liabilities of third parties, except its 
subsidiaries and related companies; not to dilute its holding 
of KFS without the consent of the bank; that the total loans 
of KFS will not exceed 300 million Euros, not including 
loans from Kardan NV, and a sum of 350 million Euros in 
total.  

Fully repaid after 
the balance sheet 
date 

(b) 
Banking 
corporation 

8.2 
Fully paid after the 

Balance date 

Euro Libor 
2.63%+ 

February of 
2009-2013 

Every six 
months in 
2008-2013 

Kardan NV has pledged to 
the benefit of the bank by 
first degree fixed charge 
shares of KFS, constituting 
approximately 29% of the 
issued share capital. (The 
same KFS shares pledged in 
favor of the loan mentioned 
in Section 14.1.4(a) above. 

Kardan NV has undertaken, inter alia, towards the bank, as 
follows: to maintain from December 31, 2009 to January 1, 
2011 a tangible equity capital ratio (equity capital plus 
shareholders loans with deduction of deferred costs, 
intangible assets, treasury stock, and debt issued by the 
company to an interested party) for the statement of the 
financial status (balance sheet of the company) of 25%; from 
January 2, 2011, the said ratio will be 28%; its total capital 
will be not less than 180 million dollars; Kardan NV will not 
pledge all of its assets; KFS will continue to hold at least 
50.01% of the shares of TBIF clean of any charge; continue 
to hold at least 51% of the shares of KFS clean of any 
charge (in addition to the shares pledged to the bank); not to 
guarantee the liabilities of third parties, except its 
subsidiaries and related companies; not to dilute its holding 
of KFS without the consent of the bank; that the total loans 

Fully repaid after 
the balance sheet 
date 
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Terms of loan 

The lender 

Debit balance 
(principal, interest 

and linkage 
differentials) on 

31st December, 2010 
(millions of Euros) 

Interest rate 
and linkage 
conditions 

Principal 
repayment 

date 

Interest 
repayment 

date 

Collateral 
Financial and other liabilities and causes for calling for 

immediate repayment 
Comments / early 

repayment 

of KFS will not exceed 300 million Euros, not including 
loans from Kardan NV, and a sum of 350 million Euros in 
total. 

(c) 
Banking 
corporation 

3.6 
Fully paid after the 

Balance date 

Euro Libor 
+2.5% 

February and 
August of 
2009-2013 

February and 
August of 
2009-2013 

To secure the loan, Kardan 
NV pledged to the benefit of 
the bank negotiable shares of 
Kardan Israel at a rate of 
120% of the debit balance. In 
accordance with an 
understanding between the 
parties, if the value of the 
surety drops below 110% of 
the debit balance or exceeds 
145% of the debit balance, 
shares will be pledged or 
released from the charge, so 
that the surety will constitute 
120% of the debit balance.  

Within the loan agreement, Kardan NV warranted, inter 
alia, that the total capital attributed to the shareholders of 
Kardan NV would not be less than 25% of the total 
statement on the financial state (company balance sheet); the 
total tangible capital will not be less than 10% of the total of 
the statement on the financial status (consolidated balance); 
Kardan NV and the companies under its control will remain 
in control of Kardan Israel. 

Fully repaid after 
the balance sheet 
date 

(d) 
Banking 
corporation 

30 Euro Libor 
2.4%+ 

50% of the 
principal – 

annual 
installments 

in 
2014-2018; 
50% of the 
principal in 

2019 

Once every 
six months in

2009-2019 

 Within the loan agreement, Kardan NV has warranted, inter 
alia, that: (1) Kardan NV will hold at least half of the 
controlling measures of GTC Holding; (2) from December 
31, 2009 to June 30, 2011, the total capital attributed to the 
shareholders of Kardan NV will be not less than 260 million 
Euros or 27% of the total of the financial statement of 
Kardan NV (solo balance sheet), whichever the higher; (3) 
from July 1, 2011, the total capital attributed to the 
shareholders of Kardan NV will be not less than 290 million 
Euros or 30% of the total of the financial status of Kardan 
NV (solo balance sheet), whichever the higher; (4) the ratio 
between the total capital including rights that do not grant 
control of Kardan NV in its consolidated statements and the 
consolidated statement on the financial status will not be less 
than 12%; (5) Kardan NV will be rated by Ma’alot or 
Midroog; (6) if the Kardan NV rating drops to BB (Ma’alot) 
or below, sureties will be provided to secure the loan; (7) if 
the rating of the debenture of Kardan NV drops below 
+CCC, the bank may demand immediate repayment of the 
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Terms of loan 

The lender 

Debit balance 
(principal, interest 

and linkage 
differentials) on 

31st December, 2010 
(millions of Euros) 

Interest rate 
and linkage 
conditions 

Principal 
repayment 

date 

Interest 
repayment 

date 

Collateral 
Financial and other liabilities and causes for calling for 

immediate repayment 
Comments / early 

repayment 

loan; 8) The shares of Kardan NV will continue to be traded 
on the Tel Aviv Stock exchange throughout the loan period; 
(9) A violation by Kardan NV of its undertakings towards 
the banks, financial institutes or its debenture holders, 
according to the terms of those agreements, will be 
considered as a default event of this loan (cross default) 

(d) 
Banking 
corporation 

6.7 
Will be fully paid off 
on March 31, 2011 

Euro Libor 
+2.85% 

Quarterly 
installments 

in 2009-2014

With the 
payments of 
the principal 

Kardan NV has pledged to 
the benefit of the bank shares 
of Kardan Israel, to a value 
of 125% of the debit balance. 
In addition, it has been 
summarized that if the value 
of the said surety drop below 
100% of the debit balance or 
exceeds 150% of the debit 
balance, additional shares 
will be pledged or released, 
so that the value of the surety 
will constitute 125% of the 
debit balance.  

Kardan NV has warranted within the loan agreement, inter 
alia, that at the end of each quarter, its minimal capital will 
be the higher out of 115 million Euros or 30% of the assets 
in the statement on the non-consolidated financial statement 
of Kardan NV. The bank is allowed to call the loan for 
immediate repayment if the rating of Kardan NV drops 
below BBB- (Ma’alot) or an equivalent rating. 

The loan will be 
repaid in full on 
March 31, 2011 

(f) 
Negotiable 
debentures 
(series A) 

297.7 
For details regarding 
fence transactions in 

connection with 

Linked to the 
consumer 

price index 
for January 

February of 
2013-2016 

February of 
2008-2016 

- The following events will constitute causes for calling the 
debenture for immediate repayment: (1) if the debentures 
cease being rated by a rating company for a period 
exceeding 30 days (2) if another debenture of Kardan NV or 

See footnote for 
details on hedge 
transactions 
concerning the 

                                                 
148  For the purpose of comparing debenture payment with flow sources of Kardan NV, Kardan NV has entered hedge transactions with four different Israeli banks in order to protect the full sum of 

debentures, pursuant to which on the date of these transactions, the banks will pay Kardan NV the necessary linked NIS flow needed for pay off of the debentures, and on the other hand, Kardan 
NV will pay the banks a parallel flow in Euros, with set interest at a rate of between 5.3844% and 5.64%. In order to secure the said transactions, Kardan NV has placed in lien, cash deposits of 
various insignificant sums. In June 2010, Kardan NV released on of the above hedge transactions in exchange for approximately 81 million Euro so that as of the end of the period of the report, 
hedge transactions are securing approximated 77% of the total sum of the debentures (Series A) 

149  or pairing the debenture payments to the flow sources of Kardan NV, Kardan NV works with four different Israeli banks on hedge transactions for protecting the full sum of the debentures, 
whereby from the date of executing the transactions, the banks will pay Kardan NV the linked shekel flow that is required for repayment of the debentures, while Kardan NV will pay the banks a 
parallel flow in Euros at fixed interests ranging from 5.3844% to 5.64%. For securing the said transactions, Kardan NV has pledged cash deposits to various sums that are not material. In June 
2010, Kardan NV permitted one of the said hedge transactions in exchange for about 18 million Euros to the effect that as at the end of the period of the statement, the hedge transactions protect 
approximately 80% of the sum of the debentures. 
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Terms of loan 

The lender 

Debit balance 
(principal, interest 

and linkage 
differentials) on 

31st December, 2010 
(millions of Euros) 

Interest rate 
and linkage 
conditions 

Principal 
repayment 

date 

Interest 
repayment 

date 

Collateral 
Financial and other liabilities and causes for calling for 

immediate repayment 
Comments / early 

repayment 

debentures see 
footnote148 

2007 plus 
4.45% 

another debt of Kardan NV to the bank to a volume of 10 
million dollars at least is called for immediate repayment. 

debentures149. 
 

(g) 
Negotiable 
debentures 
(series B)150 

335.4 
For details regarding 
hedge transactions in 

connection with 
debentures see 

footnote 151 

Linked to the 
consumer 

price index 
for December 

2006 plus 
4.9% 

February of 
2014-2020 

February of 
2009-2020 

- The following events will constitute causes for calling the 
debenture for immediate repayment: (1) if the debentures 
cease being rated by a rating company for a period 
exceeding 30 days (2) if another debenture of Kardan NV or 
another debt of Kardan NV to the bank to a volume of 50 
million dollars at least is called for immediate repayment. 

See footnote for 
details on hedge 
transactions 
concerning the 
debentures152. 

 

                                                 
150 Within the merger between Kardan NV and GTC RE, on December 16, 2008, Kardan NV issued to the holders of the debentures (series B) of GTC RE on the effective date for the purpose of 

the merger, NIS 1,333,967,977 par value of debentures (series B) of Kardan NV, instead of their holdings in of the debentures (series B) of GTC RE, under conditions that were identical (mutatis 
mutandis) to the conditions of the debentures (series B) of GTC RE. 

151  Following the issue of the debentures instead of the debentures (series B) of GTC RE, GTC RE assigned to Kardan NV its rights and duties towards two banks in Israel concerning hedge 
transactions that GTC RE had executed, whereby the banks would pay Kardan NV the linked shekel flow required for repayment of the debentures (series B) while Kardan NV would pay the 
banks a parallel flow in Euros at fixed interests whose rate ranged from 5.94% to 7.06%. To secure the exposure in the transactions, Kardan NV pledged cash to sums that are not material and 
shares of GTC Poland. In June 2010, Kardan NV permitted one of the said hedge transactions in exchange for about 11 million Euros to the effect that as at the end of the period of the statement, 
the hedge transactions protect approximately 85% of the sum of the debentures  

152 Following the issue of the debentures instead of the debentures (series B) of GTC RE, GTC RE assigned to Kardan NV its rights and duties towards two banks in Israel concerning hedge 
transactions that GTC RE had executed, whereby the banks would pay Kardan NV the linked shekel flow required for repayment of the debentures (series B) while Kardan NV would pay the 
banks a parallel flow in Euros at fixed interests whose rate ranged from 5.94% to 7.06%. To secure the exposure in the transactions, Kardan NV pledged cash to sums that are not material and 
shares of GTC Poland. In June 2010, Kardan NV permitted one of the said hedge transactions in exchange for about 11 million Euros to the effect that as at the end of the period of the statement, 
the hedge transactions protect approximately 80% of the sum of the debentures. 
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Concerning the financing agreements and the loans above, as at December 31, 2010 and at 

around the time of the statement, to the best of its knowledge, Kardan NV is fulfilling its said 

financial undertakings (based on its financial statements for December 31, 2010). 

14.1.5 Rating of the debentures 

The Company has two series of negotiable debentures that are held by the public, debentures 

(series A) and debentures (series B). 

As at the date of the statement, the rating of the two debenture series, (series A) and (series B) 

of Kardan NV is (BBB+). 

On April 31, 2010, Ma’alot announced the introduction of a new rating of the debentures of 

Kardan NV, which were then rated by Ma’alot at A- with a negative rating forecast, to a credit 

watch list, with adverse consequences. The main considerations that Ma’alot indicated were the 

increase in the leverage of the value of the portfolio per net debt compared to the previous rating 

date and a relatively high level of uncertainty as to the economic conditions in the main activity 

markets of Kardan NV, leading to an increase in the business and financial risk level of Kardan 

NV. 

On May 6, 2010, Ma’alot announced the reduction of rating of the debentures of Kardan NV 

from (A-) to (BBB+) and its withdrawal from the credit watch list. The rating forecast was 

negative. The main considerations for the new rating that Ma’alot indicated are Ma’alot’s 

evaluation of the quality of the asset portfolio of Kardan NV, which is affected by the low 

liquidity level of the shares of the key holdings and a low credit quality of the material holdings 

mainly from activity in developing countries. 

On December 3, 2010, Ma’alot published a statement listing the main considerations for the 

new rating that was given for the debentures of Kardan NV. In the said statement, Ma’alot 

indicated that the rating that was given reflected, inter alia, the expectation of Ma’alot, that 

Kardan NV would maintain an LTV (ratio of net debt (plus guarantees to subsidiaries) to its 

estimated portfolio value) that would not exceed 50%, except an overrun for brief periods. 

On January 25, 2011, Ma’alot announced the ratification of the (BBB+) rating for the 

debentures of Kardan NV and a change of the rating schedule to stable. The main considerations 

that Ma’alot stated were that the sale of assets to high volumes strengthened the liquidity and 

financial flexibility of Kardan NV. 

14.1.6 Guarantees 

14.1.6.1 Kardan NV has extended guarantees to the benefit of third parties for the liabilities of 

companies in the Kardan group stemming from various loans. The balance of the guarantees 

totals, as at December 31, 2010 and around the date of the statement, at approximately 112 

million Euros and at approximately 111 million Euros, respectively. In addition, Kardan NV is 

extending execution guarantees for various projects that are being conducted by subsidiaries and 

related companies, whose estimated volume as at December 31, 2010 stood at approximately 10 

million Euros.  

14.1.6.2 For giving guarantees to the benefit of third parties as stated above, Kardan NV usually charges 

a commission of 0.2% to 0.5% out of the loan sum or out of the nominal value of the guarantee, 
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in accordance with the covenants between Kardan NV and the company to which the guarantee 

was extended. The commissions are usually paid each quarter.  

14.1.6.3 Details on material guarantees that were extended by Kardan NV are as follows:  

In April 2008, Kardan NV extended a bank guarantee of 50 million Euros for securing the 

repayment of a credit facility to a total volume of 50 million Euros that was extended to KFS by 

Israel Discount Bank Ltd. (hereinafter: "Discount Bank") for a period of 11 years (as at the date 

of the statement, the facility has been utilized in full). See Section 9.13.1[D] of this part for 

details on financial liabilities that Kardan NV has assumed concerning this guarantee. See 

section 14.17.2 of this part.  

In December 2008, Kardan NV extended guarantees that were unlimited concerning loans 

which at the date of the report totaled the sum of29 million dollars (approximately 22 million 

Euros for securing repayment of loans that were granted by the bank to Tahal Assets and to its 

associated companies. See Section 14.1.7.3 of this part for details on financial liabilities that 

Kardan NV has assumed concerning this guarantee. Additionally, Kardan NV extended 

guarantees securing the obligation to the Tami Group to the sum of approximately 20 million 

Euro, valid up until March 31, 2012 and for the sum of 3.5 million Euro, valid till April 1, 2014. 

The total of Kardan's extended guarantees to the Tahal Group as of December 31, 2010 is 54 

million Euros. 

See Note 33b of the financial statements for details. 

14.1.7 Financial liabilities 

In addition to the financial liabilities stipulated in the table in Section 14.1.4 above, Kardan NV 

made the following financial undertakings: 

14.1.7.1 Concerning a loan to a sum of 173 million Euros, which GTC Holding received from Discount 

Bank (see Section 7.24.3 of this part), Kardan NV undertook to fulfill various financial criteria, 

including: (1) From December 31, 2009 to June 30, 2011, the total capital attributed to the 

shareholders of Kardan NV would not be less than the higher out of 260 million Euros or 27% 

of the total of the statement of the financial status (solo balance sheet) of Kardan NV; (2) from 

July 1, 2011, the total capital attributed to the shareholders of Kardan NV would not be less 

than the higher out of a sum of 290 million Euros or 30% of the total of the statement of the 

financial status (solo balance sheet) of Kardan NV; (3) the ratio between the total tangible 

capital of Kardan NV in its consolidated statements and the total of the consolidated statement 

on financial status will not be less than 12%; (4) Kardan NV will have control of not less than 

51% of GTC Holding If GTC Holding holds less than 40% of GTC Poland and also loses its 

ability to direct the activity of the corporation, or if it holds less than 25%153, the debt will be 

called for immediate repayment. As at December 31, 2010, GTC Holdings had utilized 

approximately 173 million Euros out of the said facility. In January 2011, 8 million Euros were 

repaid out of the said facility, so that the balance of the loan stands, as at the date of the 

statement, at 165 million Euros. As at December 31, 2010, at about the time of the statement, 

Kardan NV is fulfilling the said undertakings (based on its financial statements for December 

                                                 
153  Through to December 31, 2010, the required holding rate was 30%, in late 2010, and before the sale of the shares of GTC 

Poland, the holding rate was amended to 25%. 
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31, 2010). In accordance with the agreement with Bank Discount, GTC Holdings is anticipated 

to repay 2 million Euro of this loan, on March 31, 2011. 

Kardan NV estimates regarding the said early repayment constitute forward-looking 

information, as defined in the Securities Law, based on assessment by Kardan NV. These 

intentions may not materialize, in whole or in part, or may materialize differently, 

including materially differently than expected, including as a result of agreements with 

Bank Discount and/or management decision changes regarding early repayment 

Concerning the guarantee for securing repayment the loans extended to KFS by Discount Bank 

the balance of which totaled 58 million Euros as at December 2010 (see Section 14.1.6.3 of this 

part), Kardan NV undertook towards Discount Bank to hold at least 51% of the control of KFS, 

clear of any charge, and act so that the liabilities of Kardan NV would be rated by Ma’alot or 

Midroog and that Kardan NV will continue to be obligated to report in accordance with the 

Securities Law in Israel. In addition, in accordance with the loan agreement with KFS, 

(following new understandings between Kardan NV and Discount Bank of December 2009, 

following the merger of Kardan NV with GTC RE), as long as the guarantees that Kardan NV 

gave for loans are in effect, the following financial stipulations will be in effect: (1) As of 

December 31 2009 and up until June 30, 2011, the total capital attributable to Kardan NV 

shareholders will be no less than the higher between a total of 260 million Euro or 27% of the 

reported total of the Kardan NV financial statement (solo balance); (2) As of July 1, 2011, the 

total capital attributable to Kardan NV shareholders will be no less than the higher between a 

total of 200 million Euro or 30% of the reported total of the Kardan NV financial statement 

(solo balance); (3) that Kardan NV's inclusive ratio between the total tangible capital (equity 

including minority interests) in the consolidated reports and the total consolidated financial 

statement will not be less than 12% and if the liability of Kardan NV is rated by Ma’alot at 

(BB+) or lower, or will be rated by Midroog, rate (Ba1) or lower it was stated that if Kardan NV 

stopped being required to make reports in accordance with the securities laws in Israel all for the 

period of 21 days, the loan would be called for immediate repayment. As at December 31, 2010, 

at about the time of the statement, Kardan NV is fulfilling its said financial undertakings (based 

on its financial statements for December 31, 2010) and there is no cause for calling the loan for 

immediate repayment. In accordance with the understanding with Bank Discount, KFS is 

anticipated to repay 15 million Euro of this loan, on March 31, 2011.  

Kardan NV estimates regarding the said early repayment constitute forward-looking 

information, as defined in the Securities Law, based on assessment by Kardan NV. These 

intentions may not materialize, in whole or in part, or may materialize differently, 

including materially differently than expected, including as a result of agreements with 

Bank Discount and/or management decision changes regarding early repayment 

14.1.7.2 Concerning the guarantee for securing the repayment of loans to a sum of 29 million dollars 

(approximately 22 million Euros) that were granted by a bank to Tahal Assets and to two of its 

associated companies, as stated in Section 14.16.3 above, Kardan NV has undertaken to fulfill 

various financial criteria whose main points are detailed in Sections (1) to (3) to section 14.1.7.1 

of this section above: (Kardan NV’s control of all the controlling means of Tahal Assets, and 

KWIG HK and the corporations controlled by it, shall be maintained. As at December 31, 2010, 

the aforesaid companies have utilized the full credit facility above (approximately 22 million 
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Euros). As at December 31, 2010, at about the time of the statement, Kardan NV is fulfilling the 

financial criteria (based on its financial statements for December 31, 2010). 

For additional details, see note 33A of the financial statements.  

14.1.8 Additional material financing agreements that are not mentioned within the fields of activity of 

Kardan NV. 

Following are financing agreements taken by Kardan Israel that are material to Kardan NV: 
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Loan terms 

Lender 

Debt balance (principal, 
interest and linkage 
differentials) as of 
December 31, 2010 

(million shekels) 

Interest 
rate and 
linkage 
terms 

Principal 
repayment 

date 

Interest 
repayment 

date 

Securities 
Financial covenants and major causes for 

calling for immediate repayment 
Notes/ early repayment 

(a) 
Mizrahi 
Tefahot Bank 

96.6154 Prime +2.7% 

(also see 
footnote 

313) 

Three equal 
annual 

payments 
starting from 

30.6.2011 

Biannual 
payments, 

starting from 
30.12.2009 

First ranking fixed charge: 

40.5% of UMI’s shares held by 
Taldan; 

90% of Taldan’s shares held by 
Kardan Motors; 

(together: "Charged UMI 
shares")155; 

The rights of Taldan Motors 
pursuant to the UMI 
shareholders agreement (see 
Section 9.5.1 of this part; 

Receipts received by Kardan 
Israel/Kardan Motors from 
UMI including charge over a 
trust account in which receipts 
from UMI which Kardan Israel 
subsidiaries are entitled to, are 
received (as far as a breach 
event shall not occur, 
management fees in a 
maximum annual amount of 
NIS 10,000 thousand will be 
released from the charge). 

The charge over the pledged 
UMI shares is of equal rank to 
the charge registered on these 

Financial covenants: 

(1) The total tangible equity of Kardan Israel 
(solo) shall not be less than 35% of the total assets 
(solo) with deduction of cash. 

(2) The total tangible equity of Kardan Israel shall 
not fall below NIS 300,000 thousand. 

(3) The ration of financial debt to total company 
only tangible capital shall not exceed 1.5.  

Major causes for immediate repayment: (1) if the 
total tangible equity of UMI falls below 25% of 
the consolidated statement of financial position of 
UMI; (2) if the total tangible equity of UMI shall 
fall at any time below NIS 300,000 thousand; (3) 
if UMI performs a merger/change in 
control/capital dilution/capital increase without 
the bank’s approval; (4) if a change occurs in the 
control of Kardan Israel; and (5) if the loan 
granted to Kardan Israel by the Bereshit and 
Hadas Funds as detailed in Section 14.1.8.(b) here 
will be called for immediate repayment.  

The bank was allocated with 312,000 
options convertible up to 312,000 
ordinary shares of Kardan Israel at a 
realization price of NIS 7.54 (linked)156. 
In fact, shares will be allocated at the 
value of the benefit component only, in 
addition to the par value, as opposed to 
payment of only the par value. As of the 
date of the report, the said options have 
not been realized. 

Kardan Israel undertook to repay, by 
immediate repayment, 40% of the loan 
principal in case GM starts producing 
vehicles that bear the brand name 
"Chevrolet", in case UMI will not be 
able to purchase any more vehicles from 
the GM group or if a liquidation order is 
served for GM. Additionally, it was 
agreed that 50% of any dividend or 
management fees that will be received 
from UMI will serve to repay the loan 
principal and interest.  

                                                 
154  During the period of the report, part of the loan principal was repaid under the repayment terms. In November 2010, the said loan was extended by approximately NIS 10,000 thousand so that 

the loan balance for that date returned to NIS 100,000 thousand, the original loan sum.  
155  Kardan Israel and the Director of Kardan Israel, indirectly hold the full issued capital of Taldan (Kardan Israel has 90% holdings and the Director has the balance). Taldan has holding of 45% of 

UMI shares. In order to place the UMI shares in lien as said, Kardan Israel reached an agreement with the director, enabling the lien of UMIO shares without prejudicing the director's rights. 
Additionally, the director has granted the right to Tag Along in the event of UMI share sales. 

156  The options can be realized during six years from the date of their allocation. According to the Black and Scholes model, that relies upon the closing rate of the shares of Kardan Israel on the 
TASE for December 31, 2010, which was NIS 8.77, the annual standard deviation that was approximately 44.58% and the assumption that the option warrants will be realized within 4.78 years 
in return for the realization price, the benefit wrapped in the option amounts to NIS 1,167 thousand. The loan’s effective interest rate, taking the benefit component wrapped up in the option 
warrants into consideration, is 5.45% per year.  
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Loan terms 

Lender 

Debt balance (principal, 
interest and linkage 
differentials) as of 
December 31, 2010 

(million shekels) 

Interest 
rate and 
linkage 
terms 

Principal 
repayment 

date 

Interest 
repayment 

date 

Securities 
Financial covenants and major causes for 

calling for immediate repayment 
Notes/ early repayment 

shares in favor of Bereshit and 
Hadas as described below. It 
has been agreed that the UMI 
share which is in lien for debt 
guarantee of the nominal sum 
of 240 million NIS. The 
consideration that will be 
received from the realization of 
the charged UMI shares (as far 
as they will be charged) will be 
shared between Bereshit and 
Hadas Funds on the one hand 
and Mizrahi Bank on the other 
in equal shares.  

(b) 
Bereshit Fund 
and Hadas 
Fund157 

145.9 7.5% annual 
interest 

Linked to the 
consumer 

price index 
of August 

2009 

Also see 
footnote 315 

October 12, 
2014 

Biannual 
payments in 

April and 
October of 
the years 

2010-2014 

To secure the loan, Kardan 
Israel pledged, in favor of 
Bereshit and Hadas, UMi 
shares that are pledged to 
Mizrahi Bank due to a loan of 
NIS 100, million that it 
provided the company as 
detailed in Section 14.1.8 (a) 
above, with equal rank. So that 
the UMI share in lien 
guarantees a debt of the 
nominal sum of 240 million 
NIS.  

It was agreed that the 
consideration received from the 

Financial Covenants:  

(1) The total equity attributed to the shareholders 
of Kardan Israel (without rights that do not vest 
control) on a consolidated basis shall not fall 
below NIS 325,000 thousand on the basis of 
annual financial statements, and shall not fall 
below NIS 300,00 thousand at any time; (2) the 
ration between the total equity of Kardan Israel 
attributed to the equity holders on a consolidated 
basis and the total assets alone with deduction of 
cash shall not fall below 35% at any time; (3)the 
ratio between net financial debt in Kardan Israel’s 
company only statement of financial position and 
the total equity attributed to the equity holders on 
a consolidated basis shall not exceed 1.5; (4) the 

Bereshit and Hadas were allocated, 
without consideration, 2,450,ooo shares 
convertible into up to 2,450,000 
ordinary shares of Kardan Israel,. The 
options were allocated at an exercise 
price of NIS 6 (linked to the consumer 
price index of June 2009) and they are 
convertible during six years from the 
date of their allocation158. In fact, shares 
will be allotted at the value of the 
benefit component only, in additional to 
the par value, as opposed to only the par 
value. 

                                                 
157  After the date of the company only statement of financial position, in January 2011, Kardan Securities Ltd. (“Kardan Securities”), a subsidiary fully owned by the Company, purchased, from 

Bereshit all Bereshit’s rights of a principal sum of NIS 50 million from a loan principal, including Bereshit’s right to repay the loan, Bereshit’s proportionate rights of the securities provided 
pursuant to the loan agreement and any other right by virtue of the loan agreement. In order to purchase the said part of the loan, Kardan Securities received a loan from Mizrahi Bank in the 
amount of NIS 56,000 thousand and pledged all its acquired rights in favor of Mizrahi Bank. For details of the loan provided to Kardan Securities regarding the said loan purchase, see Section 
4.4.3 below.  

158   In November 2010, Hadas realized 700,000 options that were granted to it out of the said options into 198,911 Company shares. According to the Black and Scholes model, that relies on the 
closing rate of the Kardan Israel share in the TASE for December 31, 2010, that was NIS 8.77, an annual deviation standard that was 44.58%, and on the assumption that the option warrants will 
be realized within 4.78 years in consideration of the realization price, the benefit wrapped up in the options for Bereshit amounts to approximately NIS 7,658 thousand. The rate of the effective 
interest of the loan, considering the benefit component wrapped up in the option warrants, is 9.6% per year.  
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Loan terms 

Lender 

Debt balance (principal, 
interest and linkage 
differentials) as of 
December 31, 2010 

(million shekels) 

Interest 
rate and 
linkage 
terms 

Principal 
repayment 

date 

Interest 
repayment 

date 

Securities 
Financial covenants and major causes for 

calling for immediate repayment 
Notes/ early repayment 

realization of the pledged UMI 
shares (as far as will be 
realized) will be divided 
between Bereshit and Hadas 
Funds, and the Mizrahi Bank, 
in equal shares. In addition, 
Taldan rights pursuant to the 
UMI shareholders agreement 
and receipts received by Kardan 
Israel/Kardan motors from UMI 
were pledged in favor of 
Bereshit and Hadas , as well as 
a charge over the trust account 
that Kardan Israel holds, in 
which receipts from UMI are 
received.  

total equity attributed to equity holders of UMI 
(without rights that do not vest control) on a 
consolidated basis with deduction of intangible 
assets shall not fall below NIS 375,000 thousand; 
(5) the ratio between the total tangible equity of 
UMI and the total assets (solo) of UMI shall not 
fall below 25% at any time; (6) the ratio between 
the total tangible equity of UMI and the total 
assets of UMI (consolidated) shall not fall below 
15% at any time.  

Kardan Israel in committed to early repayment 
when certain conditions detailed in the agreement 
are fulfilled; their main points are: (1) Calling the 
above mentioned Mizrahi Bank loan for 
immediate repayment; (2) change of control in the 
Company or UMI; (3) calling a loan of at least 
NIS 10 million for immediate repayment, and 
more. 

(c) 
Debentures 
(Series 3)159 

 6% annual 
interest 

linked to the 
consumer 

price index 
for may 2005 

One payment 
on May 31, 

2010 

Five annual 
payments, on 

May 31 of 
the years 

2006-2010 

- -   

(d) 
Debentures 
(Series D) 

221.1 Fixed annual 
interest of 

7.9%, linked 
(principal 

and interest) 
to the 

consumer 
price index 

published for 

Three annual 
payments on 
June 18 of 
the years 

2013 – 2015 

Biannual 
payments, on 
December 18 

of each of 
the years 

2009-2014, 
and June 18 
of each of 
the years 

Kardan Israel may choose 
between a number of securities 
to secure the rights of debenture 
(Series D) holders: 1. Kardan 
N.V. shares; 2. Kardan Real 
Estate shares and or RRSAT 
shares and or Dan Vehicle 
shares; 3. cash; 4. bank 
guarantee including pledging 

Kardan Israel is obligated to immediate payment 
under certain conditions the main ones being: (1) 
If the debenture series or debentures to the extent 
of 10 million USD at least are placed for 
immediate payment (2) if the debentures cease to 
be rated or drop below the BBB rating (3) if the 
company ceases to be a reporting corporation. For 
further details see the shelf offering report for the 
issue of debentures (Series D) published on 

In June 2009 and February 2010, as part 
of the Shelf Offering Reports under the 
Shelf Prospectus of May 2009, Kardan 
Israel issued NIS 210,000, thousand par 
value debentures (Series D). The total 
consideration received for the two said 
issues amounted to NIS 228,500 
thousand. On February 22, 2011, Kardan 
Israel completed an additional expansion 

                                                 
159  In June 2005, Kardan Israel issued the public 160,000,000 NIS par value debentures (Series 3) of Kardan Israel. Debentures (Series 3) were convertible to regular Kardan Israel sores up until 

including May 16, 2010, in a manner that each 11.9 par valued debenture (Series3) would be convertible to one regular Kardan Share (Subject to adjustments). Up until May 16 2010, 15,322,879 
NIS par value Series 3 debentures were converted to 1,287,637 Kardan Israel shares. On May 31 2010 the balance of debentures to the sum of 144.677 thousand NIS par values was paid off. 
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Loan terms 

Lender 

Debt balance (principal, 
interest and linkage 
differentials) as of 
December 31, 2010 

(million shekels) 

Interest 
rate and 
linkage 
terms 

Principal 
repayment 

date 

Interest 
repayment 

date 

Securities 
Financial covenants and major causes for 

calling for immediate repayment 
Notes/ early repayment 

May 
2009160. 

2010-2015 government debentures161. 

The Company may exchange 
between the securities provided 
that the market value of the said 
or the value of the securities 
reflects 100% of the adjusted 
value of the debentures’ par 
value balance.  

As of December 31, 2010, 
11,365,520 ordinary shares of 
Kardan N.V. have been 
pledged. As of the date of this 
report, 11,764,089 ordinary 
shares of Kardan N.V. are 
pledged to secure debentures 
(Series D), as well as 
22,914,970 ordinary shares of 
Kardan Real Estate. 

February 20, 2011 – reference number 2011-01-
054606 

of the debenture series (Series D) in a 
scale of NIS 57,500 thousand par value. 
The total consideration for expansion of 
the said series was NIS 71,242,500  

Financing agreements taken by Kardan Israel, that are material to Kardan Israel, and which were taken by Kardan Israel after the balance date 

(e) 
Mizrahi 
Tefahot Bank 

(This loan was provided after 
the balance date) 

Prime +1.9% One payment 
on July 31, 

2011 

Monthly 
payments 
starting on 

February 28, 
2011 

Kardan Securities a subsidiary 
fully owned by the company 
("Kardan Securities") pledged, 
and assigned by pledging, all its 
rights related to a principal sum 
of NIS 50 million out of a loan 
principal described in Section 
14.1.8.(b) above, under the loan 
agreement, and every other 
right by virtue of the loan 
agreement. the principal and 
interest payments of the said 
loan, dividend payments that 

As part of the loan, Kardan Securities and Kardan 
Israel undertook various undertakings similar to 
those given for the loan Mizrahi bank provided 
Kardan Israel, which is described in Section 14.1.8 
(a) above. 

This loan was taken for the acquisition 
that was performed in January 2011, 
("Kardan Securities"), which 
purchased from Bereshit Fund all 
Bereshit’s rights due to a principal 
amount of NIS 50 million out of the 
loan principal mentioned in Section 
14.1.8.(b), including every right 
Bereshit has by virtue of the loan 
agreement, as detailed in footnote 156 
above.  

_______________________  
160  At the time of the extension of the debentures (Series D) which took place on February 2010 and February 2011, the premium Par value of the debenture (Series D) which was issued, was paid, 

and accordingly the effective interest was lower than the registered interest. 
161  Pledging the shares of the companies as said, is possible on condition that the market value of the said companies (excluding Kardan NV) no be lower than 50 million USD, and also on 

condition that the said shares are registered for trade. 



 

 296

Loan terms 

Lender 

Debt balance (principal, 
interest and linkage 
differentials) as of 
December 31, 2010 

(million shekels) 

Interest 
rate and 
linkage 
terms 

Principal 
repayment 

date 

Interest 
repayment 

date 

Securities 
Financial covenants and major causes for 

calling for immediate repayment 
Notes/ early repayment 

will be paid UMI shares, and 
every other right Kardan 
Securities is entitled to under 
that loan as stated, were 
pledged in favor of the bank. 

Kardan Israel guarantees the 
return of said loan. 

 

Regarding the above mentioned financing agreements and loans, as of December 31, 2010 and close to the date of the report, to the best of Kardan 

N.V.’s knowledge, Kardan Israel is meeting its financial covenants (based on its financial statements of December 31, 2010). 
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14.1.9 In May and November 2009, alongside the preparation of the financial statements of Kardan 

Israel for the first quarter of 2009 and for the third quarter of 2009, respectively, Kardan NV 

provided Kardan Israel two letters, within which Kardan NV undertook to support Kardan 

Israel, to the extent that Kardan Israel would request the support of Kardan NV for repaying its 

undertakings. The undertaking that was given in November 2009 is in effect until April 1, 2011. 

The said undertakings do not bind Kardan NV towards third parties.  

14.1.10 Kardan NV estimates that as at the date of this statement, it has no need to raise additional 

sources. In the future, Kardan NV will consider from time to time the need to raise additional 

sources (bank, non-bank and from the public) in accordance with the business strategy that will 

be formed, the needs of Kardan NV for executing transactions, including realization of business 

opportunities, and in accordance with the board of directors.  

14.1.11 See 23, 24, 28, and 31 of the financial statements for additional details on financing Kardan NV 

for 2010. 

15. Taxation 

See Note 44of the financial statements for details on taxation. 

Details on the taxation of the Kardan NV Group follow: 

15.1 Taxation in the Netherlands 

15.1.1 Corporate tax in the Netherlands applies to all of the global income (from any source) of a 

company that is a resident of the Netherlands, at a rate of 20% on a taxable income of up to 

200,000 Euros and at 25.5% on a taxable income above a sum of 200,000 Euros, subject to 

certain exemptions that are stated in the Dutch tax laws. For tax year 2011, taxable income 

exceeding 200,000 Euros will be subject to Dutch corporate tax at a rate of 25%. 

15.1.2 From January 1, 2010, the participation exemption applies to any holding in a held company (at 

5% or more of the paid up capital of the company) unless the holding is considered as being 

held merely for passive investment ("the intent test").  

15.1.3 The intent test is based on old legislation (earlier than 2007) and Dutch verdicts.  

15.1.4 As a rule, a company will fulfill the intent test if the shares in the held company will not be held 

only for a return that may be expected from passive asset management. In specific cases, a 

holding will be considered as a passive holding based on the activity and assets of the held 

company. However, if the company does not fulfill the intent test, the holding Dutch company 

may still enjoy the participation exemption if the "assets test or the "reasonable tax test" is 

fulfilled.  

15.1.5 The reasonable tax test – a company will fulfill the reasonable tax test if the held company will 

be subject to tax on profits at a rate that will fulfill the generally accepted standards in the tax 

laws in the Netherlands. In order to fulfill these standards, based on past experience, the local 

tax system (that the held company answers to) must be compared to the tax system in the 

Netherlands. The main criteria that will be taken into account are the tax basis and the local 

statutory tax. As a rule, a statutory tax rate of at least 10% is supposed to be sufficient if there 

are no material deviations (exemption from tax, a tax base based on cost + when the cost base is 
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limited, absence of restrictions to deduction of financing expenses and so on) in the local tax 

system compared to the Dutch tax system. 

15.1.6 The assets test – as a rule, a company will fulfill the assets test if less than 50% of the assets of 

the held company are (or are considered), directly or indirectly, passive investments that are 

subject to low tax (low taxed free portfolio investments). Passive incomes that are subject to 

low tax are assets that are not used in the course of business of the held company. A combined 

assets test will apply if the held company possesses rights to other companies. In order to 

perform the combined assets test, it is necessary to prepare a combined balance sheet including 

the market value of assets of all of the companies (subject to the holding rate) under the held 

company. Assets of companies of which less than 5% (of the paid up capital) is held will not be 

included.  

15.1.7 If at least 70% of the value of the assets of the holding company are other assets (that are not 

passive investments that are subject to low tax), then all of the assets of the holding company 

will be considered as ‘good’ assets for the purpose of the assets test.  

15.1.8 Real estate companies – real estate properties are not considered as a passive investment. 

Therefore the exemption from participation concerning real estate companies will only apply if 

the assets test or the reasonable tax test is fulfilled.  

15.1.9 Credit points – if the participation exemption does not apply, the credit method may be used. In 

accordance with this method, the income is grossed up and taxed in accordance with the Dutch 

corporate tax rate. At the same time, a fixed credit of 5% is given for indirectly paid taxes 

(underlying taxes), if the income originates from a company that is included in the Parent 

Subsidiary Directive of the European Union, the Dutch holdings company may opt to receive a 

credit for the taxes that have actually been paid indirectly.  

15.1.10 The holding of companies at a rate of 25% or more for which 90% or more of the value of their 

assets, directly or indirectly, are composed of passive investments, must be noted for tax 

purposes in the Netherlands in accordance with the market value. Annual revaluation of passive 

investments for market value is subject to tax in the revaluation year.  

15.2 Taxation in Israel 

15.2.1 Kardan NV is a company that is a resident of the Netherlands, and therefore, in accordance with 

the provisions of the Income Tax Ordinance [New Version], 1961 ("the Ordinance") and the 

provisions of the treaty between the State of Israel and the Netherlands concerning prevention of 

double taxation and prevention of tax avoidance concerning taxes on income ("the Treaty"), 

Kardan NV will owe tax in Israel only for income that has been generated or evolved in Israel 

and for capital gains from realization of real estate properties in Israel or rights in a land 

association in Israel, and also for capital gains from the sale of movable property that serves as 

part of the assets of a permanent institution of Kardan NV in Israel.  

15.2.2 Kardan NV has had a final assessment issued up to 2007 (inclusive). 

15.3 Taxation of the companies held by Kardan NV 

15.3.1 The Kardan NV Group has a duty to pay tax for profits for tax purposes of each company in 

accordance with the local tax laws in each and every country in which companies of the Kardan 
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NV Group are incorporated. The corporate tax rates paid on income vary from country to 

country, in the countries of the main activity of the company, the tax rates range from about 

10% to 25.5% at the time of the statement. In some countries, VAT consequences may apply to 

the transactions of the companies too.  

15.3.2 A table indicating the general principles of taxation in the various tax regimes in countries in 

which the main companies of Kardan NV Group are active follows. It is emphasized that the 

information provided in this table and in particular the information relating to the tax 

consequences at the time of sale of an asset directly or indirectly (sale of the asset company or 

the companies holding it) is general and does not include the individual taxation consequences 

concerning all of the possible sale options. 
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Other taxes "Transfer" tax 
Capital gains tax 

rate 
Thin financing laws 

Withholding tax at 
source for interest – 

for a company that is 
a resident of the 

Netherlands 

Withholding tax at 
source for interest – 

general 

Deductible 
depreciation for 

commercial 
buildings  

Corporate tax rate Country 

Annual property tax, 
paid each month, for 
the buildings, land and 
infrastructures owned 
and/or leased from the 
state or local 
authorities. 

The sum of the tax 
depends on a number 
of criteria. 

The tax rates are 
determined by the 
local authorities each 
year. The local 
authorities are limited 
by maximum annual 
tax rates. 

Property tax is dealt 
with in most cases as a 
tax expense that is 
deductible for 
corporate tax 
purposes. 

Sale of real estate: in 
accordance with the 
VAT laws in Poland, 
there are a number of 
options for VAT 
results upon the sale 
of real estate – 
application of VAT, 
exemption from VAT 
or non-application of 
VAT. In the case of 
VAT not applying to 
the transaction, a 
transfer tax to a rate of 
2% applies. The tax is 
calculated relative to 
the market price of the 
property being sold 
and is paid by the 
purchaser. 

Sale of shares: a 1% 
transfer tax applies. 
The tax is calculated 
relative to the market 
price of the shares 
being sold and is paid 
by the purchaser. 

Other cases: VAT at 
8% to 23% is applied. 

For the sale of real 
estate – 19% corporate 
tax applies to capital 
gains (such an income 
is added to the general 
tax basis of the seller 
and is subject to the 
corporate tax rate). 

In accordance with the 
tax treaty between 
Poland and the 
Netherlands, capital 
gains from the sale of 
shares in a Polish 
company that are held 
by a company that is a 
resident of the 
Netherlands for tax 
purposes is exempt in 
Poland. 

In accordance with the 
tax treaty between 
Poland and 
Luxembourg, capital 
gains from the sale of 
shares in a Polish 
company by a 
company that is a 
resident of 
Luxembourg for tax 
purposes is exempt 
from tax in Poland. 

There are restrictions 
concerning deduction 
of financing expenses 
when the capital: debt 
ratio exceeds 3:1 on 
the day of payment of 
the financing expense. 
The restrictions are for 
loans (including issue 
of debentures) that 
have been granted by: 

- A shareholder 
holding directly at 
least 25% of the 
voting rights or a 
group of 
shareholders who 
cumulatively hold at 
least 25% of the 
voting rights and 

- "Sibling companies" 
when the 
shareholder holds at 
least 25% of the 
voting rights of each 
of them. 

All financing 
expenses that exceed 
this ratio are not 
deductible. 

5% – in accordance 
with the treaty with 
the Netherland (there 
are exceptions 
concerning bank 
loans).  

10% in accordance 
with the treaty with 
Luxembourg (there 
are exceptions, for 
example concerning 
bank loans). 

20% 

In accordance with the 
Polish corporate tax 
law that applies the 
European directive 
concerning interest 
and royalties, the rate 
of withholding tax at 
source on interest that 
is paid to a foreign 
associated company 
may be reduced to 
approximately 5% 
(through to June 30, 
2013) upon the 
fulfillment of certain 
conditions. 

Exemption from 
withholding tax at 
source will apply from 
July 1, 2013 onward 
(upon the fulfillment 
of certain conditions). 

The depreciation rates 
range from 1.5% (for 
residential buildings 
that are used for 
business purposes) 
and 10% (for 
buildings recently 
purchased, on the 
condition that at least 
30 years have elapsed 
since the use of the 
building was first 
commenced). 

For commercial 
buildings, a standard 
depreciation rate of 
2.5% applies and for 
most of the 
infrastructure assets, a 
depreciation rate of 
4.5% applies.  

The depreciation 
method – the straight 
line method. 

Land is not 
depreciated for tax 
purposes. 

19% Poland 

Annual local tax for 
building owners, at a 
rate of 0.25%-1.5% of 

At the time of sale of 
real estate, transfer tax 
at a rate of 1%-4% 

A 16% tax rate applies 
to capital gains that 
are created by parties 

There are two criteria 
at the basis of the 
Romanian legislation 

Netherlands – exempt 
in accordance with the 
treaty with the 

16%. A decreased rate 
of 10% will apply 
(subject to certain 

Buildings are 
deprecated using the 
straight line method. 

16% 

 

Romania 
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Other taxes "Transfer" tax 
Capital gains tax 

rate 
Thin financing laws 

Withholding tax at 
source for interest – 

for a company that is 
a resident of the 

Netherlands 

Withholding tax at 
source for interest – 

general 

Deductible 
depreciation for 

commercial 
buildings  

Corporate tax rate Country 

the book value of the 
property. 

Tax for land is applied 
in accordance with the 
size of the land, the 
type of the property 
and its location. 

There is no tax on 
land on which a 
building is located. 

 If the building has not 
been revaluated in the 
last 3 years, the rate 
above will be 5% to 
10%. 

If the building has 
been fully depreciated, 
the value for tax 
purposes is 
depreciated by 
approximately 15%. 

The said taxes may be 
increased by up to 
about 20% (20% of 
the existing tax rate) 
by the local authority. 

applies (these rates 
include payment to a 
notary public to a sum 
of 0.5%-0.75% of the 
value of the 
transaction, in 
addition to 
commission that is 
payable at the real 
estate registration 
office to a rate of 
0.5% of the value of 
the transaction).  

At the time of sale of 
shares of a real estate 
company, negligible 
taxes will apply at the 
time of registration of 
changes in the roster 
of shareholders.  

There may be a VAT 
liability at a rate of 
24% / 5% of the 
transfer of certain real 
estate properties (for 
example: New 
buildings) (in certain 
cases, exemptions 
may be possible). 
Generally speaking, 
the law states an 
exemption from VAT 
concerning the sale of 
buildings whereas the 
seller will not be 
given credit for the 
input tax. (There are 
certain exceptions to 

that are not residents 
of Romania from the 
sale of real estate in 
Romania or from the 
sale of shares of a 
Romanian company. 

Basically, Dutch and 
Luxembourgian 
companies that sell 
shares to a Romanian 
company are not tax 
liable in Romania. 

for thin financing (1) 
debt: capital ratio (2) 
percent of interest. 

(1) There is a capital-
debt ratio of 31 that 
applies to loans that 
have been given by 
bodies that do not 
constitute a financial 
institute for a period 
exceeding a year.  

If the capital – debt 
ratio is higher than the 
foregoing, or the 
capital of the company 
is negative, financing 
expenses will not be 
permitted (refers to 
interests and linkage 
differentials stemming 
from these loans). 

However, financing 
expenses for certain 
loans that are not 
deemed as deductible 
in the current year 
may be transferred to 
subsequent years. 

(2) Financing 
expenses that stem 
from loans that are 
given by entities that 
are not financial 
institutes for which 
the interest for the 
loan exceeds a certain 

Netherlands.  

Luxembourg – 10% or 
exempt under certain 
conditions within the 
treaty with 
Luxembourg. 

conditions) if the 
equitable right owner 
holds at least 25% for 
a continuous period of 
two years on the date 
of payment of the 
interest.  

From 2011, an 
exemption will apply 
(to sibling companies 
too) if the European 
directive concerning 
interest and royalties 
applies. 

The depreciation 
options are for 8 to 60 
years. 
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Other taxes "Transfer" tax 
Capital gains tax 

rate 
Thin financing laws 

Withholding tax at 
source for interest – 

for a company that is 
a resident of the 

Netherlands 

Withholding tax at 
source for interest – 

general 

Deductible 
depreciation for 

commercial 
buildings  

Corporate tax rate Country 

the above, for 
example at the time of 
sale of buildings that 
are considered as new 
for VAT purposes, 
sale of buildings will 
be taxed by VAT). 

Sale of shares is 
exempt from VAT. 

level (6% in 2010 for 
loans in foreign 
currency) are not 
deductible and may 
not be deductible in 
subsequent years 
either. 

Local tax on buildings 
/ land that may reach a 
rate of 2% and 
property tax that is 
derived from the 
property value 
depends on a number 
of factors including 
the location of the 
property.  

There may be 
additional taxes at 
immaterial rates. 

As a rule, the transfer 
tax is at a rate of 10%, 
but in certain cases 
there are reduced tax 
rates of 2%-6%, and 
there may be 
exemptions in certain 
conditions (for 
example, transfer of 
shares in a real estate 
company between 
related parties is 
exempt from transfer 
tax). 

From 2010, the sale of 
residential real estate 
properties is subject to 
transfer tax of 2% up 
to 4 million HUF and 
4% for the balance.  

The total tax rate for 
the transfer of real 
estate will be 
decreased to 4% for a 
sum that does not 
exceed a value of 1 

Capital gains tax from 
the sale of real estate 
by a Hungarian entity 
or the sale of shares in 
a real estate company 
that is a resident of 
Hungary, is subject to 
a preferential 
progressive tax rate 
from July 1, 2010. 

Dutch and 
Luxembourgian 
companies that sell 
shares in a Hungarian 
company are exempt. 

Generally speaking 
there is a capital-debt 
ratio of 3:1. 

Exempt, as according 
to domestic law there 
is no withholding tax 
at source if the interest 
recipient is a resident 
of a treaty company. 

In 2010 withholding 
tax at source at a rate 
of 30% was applied 
for interest that is paid 
to a foreign resident. 

2011 – The rate of 
withholding tax at 
source for interest was 
cancelled. 

Therefore today the 
rate of withholding tax 
at source is 0%. 

At rates of 2%-6%. A 
rented commercial 
building is entitled to 
5% depreciation. 

A new law was 
applied from July 1, 
2010, according to 
which a tax rate of 
approximately 10% 
applies to the first 500 
million HUF, and any 
sum in excess of this 
is subject to a tax rate 
of approximately 
19%. As the law was 
applied in mid-2010, 
when determining the 
taxable income for 
2010, the 500 limit is 
calculated 
proportionately.  

Therefore, concerning 
the proportion of the 
tax basis pertaining to 
the first half of 2010, 
19% corporate tax 
applies. 

Concerning the 
proportion of the tax 
basis that pertains to 

Hungary 
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Other taxes "Transfer" tax 
Capital gains tax 

rate 
Thin financing laws 

Withholding tax at 
source for interest – 

for a company that is 
a resident of the 

Netherlands 

Withholding tax at 
source for interest – 

general 

Deductible 
depreciation for 

commercial 
buildings  

Corporate tax rate Country 

billion HUF and 2% 
for the balance of the 
sum. The total tax sum 
will not exceed 200 
million HUF for each 
property.  

The purchase of a 
Hungarian real estate 
company is also 
subject to transfer tax 
if the holding of the 
purchaser, is not 
lower, directly or 
indirectly, than 75% 
of the real estate 
company shares. 

Transfer of shares and 
sale of land are 
essentially exempt 
from VAT. 

the second half of 
2010, a 10% tax rate 
applies to the first 250 
million HUF and 
concerning any sum 
beyond this, a tax rate 
of approximately 19% 
applies. 

Annual purchase tax at 
0.4% of the value of the 
property.  

Transfer tax at a rate of 
2.5% calculated in 
accordance with an 
estimate of the real 
estate for tax purposes. 
There are exemptions 
to the application of 
this tax. 

VAT – 18% for the first 
transfer of real estate 
(transfer does not apply 
when VAT applies and 
vice versa) 

VAT does not apply to 
the transfer of shares. 

10% if the capital gains 
are of a resident of 
Serbia for tax purposes. 

If the capital gains are 
of a party that is not a 
resident of Serbia for 
tax purposes, capital 
gains tax of 
approximately 20% will 
apply. Capital gains tax 
is not paid by 
withholding at source, 
but the seller must 
register itself in Serbia 
for tax purposes and 
file tax statements in 

The capital-debt ratio is 
4:1. In addition, any 
interest expense or 
other related expense 
that is deductible 
according to this 
capital-debt ratio is 
subject to a transfer 
price test. 

Today, the interest rate 
in the market is set 
according to the rate 
that the central bank 
gives, in the relevant 
currencies, to 

Exempt in accordance 
with the treaty with the 
Netherlands. 

It is indicated that the 
exemption that is 
granted under the treaty 
dues not apply 
automatically and it is 
necessary to go through 
a certain procedure in 
order to prove 
eligibility for the 
exemption.  

Luxembourg – as there 
is no signed tax treaty, 

20%. Buildings are 
depreciated based on 
the straight line method 
based on an annual rate 
of 2.5%. 

10% Serbia 



 

 304

Other taxes "Transfer" tax 
Capital gains tax 

rate 
Thin financing laws 

Withholding tax at 
source for interest – 

for a company that is 
a resident of the 

Netherlands 

Withholding tax at 
source for interest – 

general 

Deductible 
depreciation for 

commercial 
buildings  

Corporate tax rate Country 

Serbia. 

In accordance with the 
tax treaty with the 
Netherlands, capital 
gains are taxed in the 
country of residency of 
the gain recipient (i.e. 
the Netherlands). 

There is no signed tax 
treaty between Serbia 
and Luxembourg; 
therefore capital gains 
by a Luxembourgian 
resident will be taxed in 
Serbia at a tax rate of 
20%. 

commercial banks. 

There are indications 
that changes may occur 
in the law and that the 
market interest for the 
purpose of transfer 
price tests will be 
published by the central 
bank, based on specific 
calculations.  

20% withholding tax at 
source applies if the 
payment of the interest 
is to a Luxembourgian 
resident. 

A Dutch company that 
is the equitable right 
holder of the income 
interests is required to 
fill in and deliver a 
special form that attests 
to residency for tax 
purposes (POR-2). The 
form must be signed by 
the Dutch tax 
authorities. 

There may be 
additional duties at 
immaterial rates. 

Real estate transfer tax 
at a rate of 5% applies 
to the transfer of land 
or buildings that were 
build before January 
1, 1998. 

The tax liability is 
assumed by the land 
purchaser. 

Transfer tax does not 
apply at the time of 
transfer of shares of a 
real estate company if 
the company has 
business activity and 
genuine content. 

The sale of the shares 
of a real estate 
company without 

20%. 

Basically, Dutch and 
Luxembourgian 
companies that sell 
shares in a Croatian 
company are expected 
to be exempt from tax 
in Croatia. 

Thin financing laws in 
Croatia apply to 
interest for a loan that 
has been given or for 
which a guarantee has 
been given by a 
foreign shareholder 
holding at least 25% 
of the capital stock or 
voting rights in the 
company.  

The capital-debt ratio 
is 4:1. 

If the capital-debt 
ratio is higher than 
this ratio, the surplus 
financing expenses 
will not be deductible. 

The capital-debt ratio 

Exempt in accordance 
with the treaty with 
the Netherlands. 

Because Croatia has 
not signed a treaty 
with Luxembourg, 
withholding tax at 
source at a rate of 
15% will apply at the 
time of payment of 
interest to 
Luxembourg. 

15% 10% is the maximum 
depreciation rate 
permitted for 
buildings (land is not 
depreciable). 

If the accounting 
depreciation rates are 
lower, the accounting 
depreciation rate will 
apply. 

The depreciation 
method commonly 
used is straight line 
depreciation. 

20% Croatia 
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Other taxes "Transfer" tax 
Capital gains tax 

rate 
Thin financing laws 

Withholding tax at 
source for interest – 

for a company that is 
a resident of the 

Netherlands 

Withholding tax at 
source for interest – 

general 

Deductible 
depreciation for 

commercial 
buildings  

Corporate tax rate Country 

business activity may 
be liable for income 
tax. 

VAT at a rate of 23% 
will be imposed on a 
business for the 
transfer of real estate 
that was built after 
January 1, 1998 (a rate 
of 22% applies 
through to August 1, 
2009). 

If the real estate seller 
is a dealer for VAT 
purposes in Croatia, 
the transfer tax for 
real estate will apply 
at the time of the sale 
of the real estate. 

No VAT will be 
imposed on the 
transfer of shares in a 
real estate company. 

above does not apply 
to loans that have 
been received from 
financial institutes. 

Annual property tax 
for the buildings and 
land in accordance 
with the property size, 
the property type and 
location to immaterial 
sums. 

Transfer tax applies at 
the time of sale of real 
estate properties at a 
rate of 3%. The tax is 
applied on the sale 
price or expert 
valuation (whichever 
the higher).  

From 2010, the VAT 
rate was increased to 
20% or 10% (in the 

In accordance with the 
general corporate tax 
rate. 

Capital gains by a 
company that is a 
resident of the 
Netherlands or a 
company that is a 
resident of 
Luxembourg from the 
sale of shares in a 

Financing expenses 
for loans from related 
parties that maintain a 
capital-debt ratio 
exceeding 1:4 will not 
be deductible. If the 
lender is a resident of 
the European Union, 
the interest expenses 
that will not be 
deductible will be 
classified as a 

Based on the treaty 
between the Czech 
Republic and 
Netherlands, taxation 
for financing incomes 
is done only in the 
country of residency 
of the loan giver. In 
other words, when 
giving a loan from the 
Netherlands to the 
Czech Republic, there 

15% (this rate is 
deductible via a tax 
treaty). 

A 0% tax rate will 
apply if the European 
directive applies. 

For commercial 
buildings that have 
been purchased or 
built from January 1, 
2004 – over 50 years 
(at rates of 1.02% in 
the first year and 
2.02% in the 
subsequent years) in 
accordance with the 
straight line method. 
For commercial 

A tax rate of 19% 
starting from 2010. 

Czech 
Republic 
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Other taxes "Transfer" tax 
Capital gains tax 

rate 
Thin financing laws 

Withholding tax at 
source for interest – 

for a company that is 
a resident of the 

Netherlands 

Withholding tax at 
source for interest – 

general 

Deductible 
depreciation for 

commercial 
buildings  

Corporate tax rate Country 

case of decreased 
VAT). 

Basically, the sale of 
shares is not subject to 
VAT. 

Czech company is 
exempt from tax 
pursuant to the 
relevant treaty. 

dividend and 15% 
withholding tax at 
source will apply, in 
accordance with the 
Czech tax law, or an 
exemption from 
withholding tax at 
source will apply 
(upon the fulfillment 
of certain conditions). 
Such a classification 
for a dividend will not 
apply if the lender is a 
resident of a country 
with which the Czech 
Republic has signed a 
tax treaty, subject to 
the provisions of the 
relevant treaty.  

is no withholding tax 
at source by the Czech 
Republic. 

buildings that were 
built or purchased 
prior to the said date, 
the property will be 
depreciated over 30 
years (at rates of 1.4% 
in the first year and 
3.4% in the 
subsequent years) in 
accordance with the 
straight line method.  

Alternatively, the 
taxpayer has the 
option of selecting the 
accelerated 
depreciation method. 

Annual municipal real 
estate tax for 2010 
ranges from 0.01% to 
0.25% (in accordance 
with the local 
authority at which the 
real estate is located) 

In 2011, the annual 
municipal real estate 
tax ranged from 
0.01%-0.45%.  

These tax rates apply 
to the higher sum out 
of the book real estate 
value and its value for 
tax purposes.  

The rate of real estate 
transfer tax (RETT) 
ranges from 0.1% to 
3%. No changes are 
expected in the tax 
rates in 2011. 

The specific tax rates 
are determined each 
year in accordance 
with the local 
authority at which the 
real estate property is 
located. 

The tax rate for land 
registration is 0.1%.  

These taxes are 

10%. 

Basically, Dutch and 
Luxembourgian 
companies that sell 
shares in Bulgarian 
companies are exempt 
from capital gains tax. 
It is noted that the 
exemption that is 
granted under the 
treaties does not apply 
automatically and it is 
necessary to conform 
to a procedure in 
accordance with the 
tax treaty with 
Bulgaria in order to 

There is a capital-debt 
ratio of 3:1. Financing 
expenses in Bulgaria 
will be deductible if 
the total debt of the 
company does not 
exceed three times the 
capital of the 
company. 

However, deduction 
of net financing 
expenses (financing 
expenses less 
financing incomes) 
will be limited to 75% 
of the EBIT of the 
company. 

Exempt from 
withholding tax at 
source, in accordance 
with the treaty with 
the Netherlands. 

It is noted that the 
reduced tax rates in 
accordance with the 
treaty do not apply 
automatically and 
certain requirements 
must be fulfilled, such 
as: 

- The receiving 
company is a 
resident of the 
Netherlands for tax 

10% 

From January 1, 2011, 
withholding tax at 
source at a rate of 5% 
applies for interest 
that is paid to 
associated companies 
(that are considered as 
income equitable right 
holders) that fulfill: 

- Residency (for tax 
purposes) in a 
country that 
belongs to the 
European Union 

- The holding ratio 

A maximum of 4% for 
buildings. 

10% Bulgaria 
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Other taxes "Transfer" tax 
Capital gains tax 

rate 
Thin financing laws 

Withholding tax at 
source for interest – 

for a company that is 
a resident of the 

Netherlands 

Withholding tax at 
source for interest – 

general 

Deductible 
depreciation for 

commercial 
buildings  

Corporate tax rate Country 

 In addition, property 
owners assume 
municipal waste 
disposal tax (at a rate 
that varies from year 
to year) in accordance 
with the relevant area. 

imposed on the higher 
out of the sale price 
agreed according to 
the contract and its 
real estate value for 
tax purposes. 

VAT – "transfer of 
unregistered plots" 
(the sale, leasing and 
formation and transfer 
of the rights thereto) 
and the transfer of 
new buildings 
(buildings that have 
been given approval 
for use not more than 
five years ago) are 
subject to 20% VAT. 
No VAT applies to the 
sale of shares. 

prove eligibility for an 
exemption. 

As a rule, an income 
that results from the 
sale of shares in a 
Bulgarian company 
that is registered in an 
EU country is exempt 
from capital gains tax 
in Bulgaria. 

Financing expenses 
that will not be 
included in the 
calculation above: 

- Financing 
expenses that have 
been capitalized 
for a property 
according to 
accounting rules 

- Interest payments 
to financial 
institutes that are 
not related parties 
(if no surety or 
bond has been 
provided for the 
loan via a related 
party). 

The sum of the 
expenses that will not 
be deductible in the 
current year will be 
considered as a 
‘temporary difference’ 
that may be utilized in 
the subsequent five 
years, if the company 
fulfills the thin 
financing rules above 
in the relevant year. 

purposes. 

- The receiving 
company is the one 
that is entitled to 
the interest income 
("equitable right 
holder"). 

The completion of the 
procedure that is 
required in Bulgaria – 
starting from January 
1, 2011, the Bulgarian 
income tax law also 
includes a legal 
definition of an 
"equitable right 
holder". 

of the relevant 
company is at least 
25% 

- A holding period, 
as stated above, of 
two years at least. 

There is property tax 
for land (at a rate of 
0.25% of the land 
value) and buildings 

There is no transfer 
tax. 

VAT at a rate of 19% 

19% 

A Dutch or 
Luxembourgian 

None. Exempt in accordance 
with the treaty with 
the Netherlands.  

19%. 0% if the 
conditions of the 
European directive are 
fulfilled (including 

As a rule, over 20 
years using the 
straight line or 
accelerated method, as 

19% Slovakia 
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Other taxes "Transfer" tax 
Capital gains tax 

rate 
Thin financing laws 

Withholding tax at 
source for interest – 

for a company that is 
a resident of the 

Netherlands 

Withholding tax at 
source for interest – 

general 

Deductible 
depreciation for 

commercial 
buildings  

Corporate tax rate Country 

(at a rate of 0.033 
Euros per m2). The 
taxes are imposed on 
an annual basis; in 
addition, these rates 
may differ in 
accordance with the 
location and size of 
the property.  

Additional taxes at 
immaterial rates may 
apply. 

may apply in cases of 
real estate transfer 
(under certain 
conditions an 
exemption from VAT 
will apply concerning 
certain land transfers). 
The sale of shares is 
not subject to VAT. 

company that sells 
shares in a Slovak 
company is exempt 
from tax in Slovakia, 
unless the capital 
gains are assigned to a 
permanent institute in 
Slovakia. 

rate and duration of 
holding). In order to 
benefit from the 
European directive (as 
related parties) the 
parties must be 
considered as related 
for at least 24 months 
before the day of 
payment. 

chosen. In certain 
cases, the depreciation 
will be over 12 years. 

Additional relevant 
taxes concerning real 
estate and land – 
"Municipal real estate 
tax" are imposed on a 
property owner that 
uses a property for 
itself at a rate of 1.2% 
covering 70%-90% of 
the cost of the 
property.  

Municipal real estate 
tax is imposed on a 
property owner that 
lets the property that it 
owns at a rate of 12%. 

 In addition, 
companies in foreign 
investments assume 
land usage tax, which 
is calculated as a fixed 
sum per m2, in 
accordance with the 

The purchaser 
assumes a "property 
deed tax" at a rate of 
3%-5% for the 
purchase of real 
estate. 

For the sale (including 
presale) or rental of 
real estate, "business 
tax" at a rate of 5% is 
imposed on the seller. 
Certain "business tax" 
incentives are given 
upon the fulfillment of 
certain conditions. 

In addition, stamp tax 
at a rate of 0.05% is 
applied to two parties 
of the real estate sale 
agreement. 
Concerning a real 
estate lease 
agreement, the stamp 

10% 

There is no tax relief 
for Dutch / 
Luxembourgian 
companies that sell the 
shares of a Chinese 
real estate company. If 
the share transfer 
fulfills certain 
requirements and is 
considered as a 
"special structural 
change", the shares 
may be transferred 
based on cost and the 
capital gains may be 
deferred. 

Basically, concerning 
financing expenses, 
the capital-debt ratio 
concerning institutes 
that are not financial 
institutes is 1:2 for 
loans from affiliated 
parties. Despite this, if 
the interest is under 
market conditions, the 
capital-debt ratio 
above may not apply. 

In addition, 
concerning foreign 
currency, there is a 
thin financing law 
based on the total sum 
of the investment 
(loans in foreign 
currency + capital). 

Concerning real estate 
companies in a foreign 
investment, the thin 

Treaty between China 
and the Netherlands – 
10% withholding tax 
at source for payment 
of interest from China 
to the Netherlands.  

Treaty between China 
and Luxembourg – 
10% withholding tax 
at source for payment 
of interest from China 
to Luxembourg.  

In addition, a 
"business tax" at a rate 
of 5% may be 
imposed on payment 
of interest to a foreign 
resident. 

10% for payment of 
interest to a foreign 
resident. In addition, a 
business tax (BT) at a 
rate of 5% may be 
imposed on payment 
of interest to a foreign 
resident. 

Basically, the 
depreciation is 
throughout the use 
lifetime of the real 
estate and not less 
than 20 years, in 
accordance with the 
straight line method. 

25%. 

A special tax rate of 
22% (for 2010) and 
24% (for 2011) may 
apply if the company 
is located in a certain 
area.  

In addition, there is a 
progressive tax for the 
increase in the value 
of land that is imposed 
on the seller at a rate 
of 30% to 60% that 
will be applied at the 
time of sale of the real 
estate. 

China 
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Other taxes "Transfer" tax 
Capital gains tax 

rate 
Thin financing laws 

Withholding tax at 
source for interest – 

for a company that is 
a resident of the 

Netherlands 

Withholding tax at 
source for interest – 

general 

Deductible 
depreciation for 

commercial 
buildings  

Corporate tax rate Country 

location of the 
property. 

From December 1, 
2010, foreign 
investment companies 
are subject to 
"municipal building 
tax" and payments for 
education that are 
calculated based on a 
certain proportion of 
the aggregate 
company’s tax 
payment (basically 
composed of 
"business tax" for real 
estate of companies in 
a foreign investment). 
The municipal tax rate 
is 1%/3%/5%/7% in 
accordance with the 
location of the 
company. 

Payments for 
education are at a rate 
of 3%. 

In addition to the 
municipal 
construction tax and 
payments for 
education, certain 
locations involve the 
imposition of 
additional tax 
payments. 

VAT – as a rule, VAT 

tax rate is 0.1% for 
both parties to the 
agreement. 

financing laws are as 
follows: 

1. Concerning foreign 
real estate companies 
in which there is an 
investment sum of up 
to 3 million dollars – 
the requirement is for 
70% of the 
investments having to 
be in capital. 

2. Concerning real 
estate companies in 
which the investment 
sum exceeds 3 million 
dollars – the 
requirement is for at 
least 50% of the 
investments having to 
be in capital (but not 
less than 2.1 million 
dollars) 

In addition, certain 
restrictions may apply 
to real estate 
companies in a foreign 
investment concerning 
the taking of loans. 
These restrictions 
include, inter alia - 

1. The capital must be 
paid. 

2. A license for using 
the land must be 
received (there is no 
extending of loans for 
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Other taxes "Transfer" tax 
Capital gains tax 

rate 
Thin financing laws 

Withholding tax at 
source for interest – 

for a company that is 
a resident of the 

Netherlands 

Withholding tax at 
source for interest – 

general 

Deductible 
depreciation for 

commercial 
buildings  

Corporate tax rate Country 

does not apply to the 
sale of real estate 
(including the sale of 
a right to use land and 
buildings) or the 
leasing of real estate. 

No VAT applies to the 
sale of shares. 

purchasing a right to 
land). 

3. At least 35% of the 
project must be 
financed by capital. 

4. As a rule, a real 
estate company in a 
foreign investment is 
not allowed to take 
foreign loans, unless 
the loan was taken 
before June 1, 2007. 

Russian property tax 
is imposed on the 
average book value of 
the property, at a 
maximum rate of 
2.2% (this tax may be 
reduced in various 
areas). 

Basically, there is no 
transfer tax. 

The sale of real estate 
is essentially not 
subject to VAT, the 
sale of shares is not 
subject to VAT. 

Identical to the 
corporate tax rate. 
Basically, a Dutch or 
Luxembourgian 
company that sells 
shares in a Russian 
company is exempt 
from the relevant tax 
subject to the 
provisions of the 
relevant treaty. In 
addition, from January 
1, 2011, upon the 
fulfillment of certain 
conditions, 
participation 
exemption rules in 
Russia apply to capital 
gains formed by 
Russian companies 
from the sale of 
Russian subsidiaries.  

There are restrictions 
to interest deduction 
in general; there is a 
capital-debt ratio of 
3:1 when the loan has 
been extended from 
related parties. In 
addition, concerning 
the period from 
January 1, 2011 to 
December 31, 2012, 
additional restrictions 
apply concerning the 
deduction of interest: 
(1) Concerning loans 
in rubles, only 
financing expenses 
that stem from interest 
that is lower than a 
rate of 13.95% may be 
deducted (2) 
Concerning loans in 
foreign currency, 
financing expenses 

Subject to the 
provisions of the 
treaty with the 
Netherlands and with 
Luxembourg, 
respectively, no 
withholding tax at 
source will apply to 
interest. 

20% There are two 
common depreciation 
methods: (1) the 
straight line method 
(2) the non-linear 
method. In cases in 
which the property 
lifetime is at least 20 
years, the depreciation 
will be made in 
accordance with the 
straight line method. 
The depreciation 
method for 
commercial buildings 
depends on the type of 
depreciation group to 
which the building is 
assigned.  

The federal tax rate is 
2%. The regional tax 
rate ranges from 
13.5% to 18%. 
Therefore, the total 
tax rate ranges from 
15.5% to 20%. 

Russia 
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Other taxes "Transfer" tax 
Capital gains tax 

rate 
Thin financing laws 

Withholding tax at 
source for interest – 

for a company that is 
a resident of the 

Netherlands 

Withholding tax at 
source for interest – 

general 

Deductible 
depreciation for 

commercial 
buildings  

Corporate tax rate Country 

that stem from interest 
that is lower than a 
rate of 6.2% may be 
deducted. 

Municipal taxation 
will apply in 
accordance with the 
property type and 
location. 

From August 1, 2007, 
sale tax has been 
cancelled (concerning 
sales made after this 
date), concerning any 
real estate property 
irrespective of its date 
of purchase.  

As a rule, the purchase 
of real estate is subject 
to a purchase tax at a 
rate of 5%, there are 
number of forms of 
relief, in certain cases. 

As a rule, the sale of 
real estate in Israel is 
subject to VAT (with 
exceptions). From 
January 1, 2010, the 
VAT rate is 16%. 
Rental for homes 
under certain 
conditions is exempt 
from VAT. As a rule, 
rental of non-
residential real estate 
requires VAT. As a 
rule, the sale of shares 
is not subject to VAT 
except concerning 
property associations, 
including additional 

In accordance with the 
corporate tax rate 
(25% in 2010, 
expected to decrease 
to 18% through to 
2016). 

 

Dutch companies that 
sale shares in an 
Israeli company are 
exempt from tax, 
except in the case of 
sale of shares in a 
property association. 

None, however there 
may be cases in which 
the will be a 
restriction on 
financing expense 
deduction, if the 
financing expenses 
were used for 
purchasing a property 
that does not yield 
income (including 
distribution of 
dividends).  

15% in accordance 
with a treaty with the 
Netherlands. 

Payment of tax to an 
individual – 15%-20% 
or 35% (in the case of 
debentures that were 
issued before May 8, 
2000), if the payment 
is to an individual that 
is a material 
shareholder or to an 
employee or service 
provider to the interest 
payer, a marginal tax 
rate will apply (45% 
in 2011, this rate is 
expected to decrease 
down to 39% in 
2016). Tax payment to 
a company of persons 
– the corporate tax 
rate. If the interest 
payment is to a 
foreign resident, there 
is an instruction of the 
tax authorities for 
25% tax to be 
deducted. In certain 
cases these rates may 
be depreciated as 
stated in tax treaties.  

4%  25% (the expected 
corporate tax rate may 
decrease to 18% in 
2016). 

See "taxation of 
Kardan NV Group 
companies that are 
residents of Israel" 
below for further 
details of the taxation 
in Israel. 

Israel 
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Other taxes "Transfer" tax 
Capital gains tax 

rate 
Thin financing laws 

Withholding tax at 
source for interest – 

for a company that is 
a resident of the 

Netherlands 

Withholding tax at 
source for interest – 

general 

Deductible 
depreciation for 

commercial 
buildings  

Corporate tax rate Country 

capital transactions 
that are related to 
property associations 
that may be charged 
VAT. The stamp tax 
law was cancelled 
from late 2006 
onward. 

Municipal tax at a rate 
of 0.1%-0.3%. 

VAT at a rate of 18% 
(in certain cases there is 
an exemption). 

Basically, the sale of 
shares is not subject to 
VAT if the 
requirements prescribed 
in the law are fulfilled. 

Transfer of real estate 
properties is subject to 
a land registration fee 
of 1.65% for the buyer 
and the seller separately 
in accordance with the 
value of the real estate 
for tax purposes or the 
sale price, whichever 
the higher. 

Contracts that are 
related to the purchase 
of real estate properties 
that were signed in 
Turkey are subject to 
stamp tax at a rate of 
0.825% of the sum 
indicated in the 
contract. However, 
stamp tax for real estate 
property sale contracts 

32% effective (20% 
corporate tax + 15% 
from 80% withholding 
tax at source on 
dividend). 

Sale of a Turkish 
company by a 
company that is a 
resident of the 
Netherlands is exempt 
from tax under 2 
conditions: 

1. The sale is not to a 
Turkish resident. 

2. The selling Dutch 
company possessed 
the Turkish 
company being 
sold for more than 
a year. 

The sale of a Turkish 
company by a 
company that is a 
resident of 
Luxembourg is 
exempt from tax if the 

A capital-debt ratio of 
3:1, a ratio of 6:1 will 
be allowed concerning 
debts to banks or 
related financial 
institutes.  

Financing that is 
received from a 
related party may be 
defined as 
"camouflaged capital" 
when the capital-debt 
ratio exceeds 3:1. 

Interest expenses 
(financing expenses 
and expenses owing to 
exchange rate 
differentials) that are 
related to a part that 
exceeds the capital: 
debt ratio is 
considered as 
"camouflaged capital" 
and as such is not 
deductible. 

Moreover, interest that 
is related to 

The tax treaty between 
Turkey and the 
Netherlands does not 
state a lower tax rate 
than the applicable 
local law concerning 
withholding tax at 
source for interest. 
Therefore withholding 
tax at source at a rate 
of 10% applies. 

According to domestic 
law in Turkey, 
withholding tax at 
source at a rate of 
10% applies to 
interest. 

Concerning interest 
that is paid in the 
context of loans that 
have been received 
from foreign 
governments, 
international 
organizations, foreign 
banks or foreign 
financial institutes – 
there is no 
withholding tax at 
source (0%). 

Depreciation for land 
is not permitted.  

Depreciation methods: 
in accordance with the 
straight line method or 
the fixed percentage 
of depreciating 
balance method.  

As a rule, buildings 
are depreciated for a 
50 year period. 

20% Turkey 
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Other taxes "Transfer" tax 
Capital gains tax 

rate 
Thin financing laws 

Withholding tax at 
source for interest – 

for a company that is 
a resident of the 

Netherlands 

Withholding tax at 
source for interest – 

general 

Deductible 
depreciation for 

commercial 
buildings  

Corporate tax rate Country 

does not apply in the 
case of real estate 
properties that have 
been held for at least 
two years. 

company that is a 
resident of 
Luxembourg held the 
Turkish company for 
more than a year. 

"camouflaged capital" 
is considered as a 
dividend that has been 
distributed and 
accordingly is subject 
to withholding tax at 
source. 



 

  

15.4 Taxation of companies in the Kardan NV Group that are residents of Israel (see also the table 

above) 

In accordance with the provisions of the Income Tax Ordinance amendment Law (No. 132) 2003 ("the 

Reform Law"), most of whose provisions took effect from January 1, 2003, "foreign controlled 

company" legislation took effect at that time. A company that is a foreign resident will be considered 

as a foreign held company if it fulfills all of the conditions below: [1] its shares or rights are not listed 

for trading on the stock exchange, but if they have been registered in part, less than 30% of the shares 

or of the rights of that company of persons have been offered to the public; [2] most of its incomes or 

most of its profits stem from passive income; [3] the tax rate applying to the passive income as above 

does not exceed 20%; and [4] more than 50% of one or more of the controlling measures in the foreign 

company are directly or indirectly held by residents of Israel. In accordance with the foreign held 

company legislation, a resident of Israel that is a controlling shareholder of a foreign held company162 

that has unpaid profits (as defined in the ordinance) will be considered as having received its 

proportion of those profits as a dividend and accordingly will be charged tax for the quarterly dividend 

income (receiving a credit for the tax that will be paid overseas on the date of actual distribution of the 

profits, for the distributed dividend). 

The management of Kardan NV does not expect the consequences of the foreign held company 

legislation to have a material effect over the tax liability of companies of the Kardan NV Group that 

are residents of Israel.  

The estimate of Kardan NV, as stated above, is prospective information as defined in the Securities 

Law, which is based on the foreign controlled company legislation in existence at the time of the 

statement and the estimates of the management of Kardan NV concerning the consequences of the 

foreign controlled company legislation for companies of the Kardan NV Group that are residents of 

Israel. These estimates may fail to materialize or may materialize in a different manner, including 

materially different to that expected due to changes in regulation, including in the foreign controlled 

company legislation and various developments in the held companies that are residents of Israel.  

A dividend distribution from companies of the Kardan NV Group that are residents of Israel to Kardan 

NV will be subject to withholding tax at source in Israel at a rate of 5% in accordance with the treaty. 

The tax rates for companies that are members of the Kardan NV Group differ from the statutory tax 

rate (see Note 47C of the financial statements). This difference is mainly a result of profits that are 

exempt or that are subject to a reduced tax rate.  

See Note 47F of the financial statements for details on accrued losses for tax purposes of the 

companies of the Kardan NV Group.  

                                                 
162 A resident of Israel that holds, directly or indirectly, alone or with another party, at least 10% of the controlling measures of a 

company of persons, which is defined as a "foreign held company” at one of the following times: (1) at the end of the tax year; (2) on 
any day in the tax year and on any day in the subsequent tax year.  



 

  

16. Restrictions over and control of the activity of Kardan NV 

16.1 Kardan NV is subject to Dutch law, including corporate laws and security laws in the Netherlands. In 

addition, Kardan NV is subject to securities laws and certain regulations pursuant to the said law, 

which apply to companies that were incorporated outside of Israel and that are traded on the stock 

exchange in Israel. 

16.2 Section 39A of the Securities Law ("Section 39A"), which was added to the securities law after the 

shares of Kardan NV were listed for trading on the Tel Aviv Stock Exchange states that the provisions 

pursuant to the Companies Law and the regulations pursuant to the Securities Law that are stipulated 

in the fourth addendum to the Securities Law will apply with the stipulated variations to a company 

that was incorporated outside of Israel and that offers its shares to the public in Israel. In May 2008, 

prior to the publication of a shelf prospectus by Kardan NV, the Securities Authority informed Kardan 

NV that it would not intervene in the position of Kardan NV whereby if Kardan NV offered shares to 

the public, including within a shelf offering statement pursuant to a shelf prospectus, Section 39A 

would not apply to Kardan NV, on the condition that before the date of offering of shares to the public 

(if offered), Kardan NV would put forth for the approval of the meeting of its shareholders a proposal 

for changing the Articles of Kardan NV, to the effect that there will be an addition of transaction types 

included in Section 270(4) of the Companies Law that were not included in the articles of 

incorporation on that date, which will require the receipt of approval by a special majority as 

prescribed in the articles of incorporation and that at the same time forms of relief would be added for 

transactions of interested parties that are included in the Companies Regulations (Relief in 

Transactions with Interested Parties) 2000, if not included in the articles of incorporation at that time. 

In accordance with the foregoing, in December 2008, alongside an offering of shares to the public 

within a shelf offering report that Kardan NV published concerning the merger between Kardan NV 

and GTC RE, the general meeting of the shareholders of Kardan NV approved the change of the 

Articles of Kardan NV as above. For details regarding the said change of Articles, see reports from 

25.11.2008, 14.12.2008 and 11.12.2008, respectively referenced as numbers 2008-01-329169, 2008-

01-344637 and 2008-01-352122. 

16.3 In December 2004, the effect of the law concerning Amendment Number 2 of the Dutch Civil Code 

was approved, concerning the Best Practice of Corporate Governance code that was filed by the 

Tabaksblat Committee in December 2003 ("the Tabaksblat Code"), applying to companies 

incorporated in the Netherlands that are registered on a recognized stock exchange in the Netherlands 

and/or outside the Netherlands. In December 2008, the Tabaksblat Code was amended by the 

corporate governance monitoring committee and the amendments that were made therein took effect 

on January 1, 2009 ("the New Code"); and with the Tabaksblat Code – "the Code"). The New Code 

affords the controlling board of directors tighter control over the compensation that is paid to the 

members of the management board, for example through an option for a claw back mechanism, which 

provides the controlling board of directors a right to receive back from the management board any 

compensation component that has been given to them based on financial / other information that was 

inaccurate. In addition, the New Code places emphasis on management risks and states that the 

management board has a maximum period of 180 days in which it is allowed to raise on the agenda of 

the general meeting of the shareholders an issue that has been requested by a shareholders, which will 

require changes in the strategy of the company (for example, conclusion of a tenure of one or more of 

the members of the management board). The statutory duty in accordance with the code has an "obey 

or explain" character, i.e. companies may deviate from the best practice provisions as long as they give 



 

  

an explanation concerning such a deviation. A company may assert that it has proper reasons for 

avoiding complying with certain provisions. Moreover, the option of adopting all of the provisions of 

the code depends on the specific circumstances of each company. Traded companies are required to 

devote a chapter in their statutory annual statement that is filed in the Netherlands ("the Dutch 

Statement") for an extensive description of their corporate management structure, and their manner of 

compliance with the code, including the reasons for noncompliance with certain best practice 

provisions. In addition, on March 20, 2009, an order, whose effect is from the fiscal year that started 

on April 2008, took effect, whereby companies have a duty of publishing in their financial statements 

a declaration concerning corporate governance rules, which will include information on the rules of 

corporate governance in effect in Kardan NV, the main characteristics of the internal audit, the main 

characteristics of the risk management system, the functioning of the general meeting of the 

shareholders and the main rights of the shareholders, the composition and functions of the 

management board and the supervisory board and their committees and information concerning 

purchase offers.  

 Provisions as follows have been included among the material provisions that have been adopted by 

Kardan NV: 

16.3.1 A member of the management board of Kardan NV will not serve in addition as a member of a 

supervisory board of more than two traded companies and will not serve as the chairman of the 

supervisory board of a traded company. Membership in the supervisory board of other companies in 

the group to which Kardan NV belongs will not qualify for this purpose. The service of a managing 

director as a supervisory director in another traded company will require the approval of the 

supervisory board of Kardan NV. A managing director will inform the supervisory board of Kardan 

NV of any other significant position that he assumes. 

16.3.2 Kardan NV will examine, develop and assume procedures concerning risk management and control 

systems and will report this process within the Dutch Statement. 

16.3.3 In addition to the provisions in the Articles of Kardan NV concerning transactions with controlling 

shareholders, the rules elaborated in the code relating to cases of conflict of interests between Kardan 

NV and one or more of the members of the supervisory board or the management board have been 

adopted.  

16.3.4 Kardan NV has decided not to adopt or not to apply in full, inter alia, the following provisions,  

16.3.5 The best practice provisions that require supervisory board approval concerning issues engaging in the 

corporate responsibility of the corporation: During 2010, the supervisory board of Kardan NV 

forwarded a message on the importance of creating long term, sustainable solutions throughout the 

Kardan Group and conveyed messages on this subject to all of the shareholders of Kardan NV too. In 

addition, the supervisory board was shown by the management board the vision document on issues of 

environment, company and governance, within which the vision of the policy of Kardan NV 

concerning the environment, company and governance issues was described. The supervisory board 

supports the vision of the management board, including its vision on environment, company and 

governance issues and its perception of the as being important for future growth of the Kardan Group. 

Kardan NV intends to equip the subsidiaries with tools for applying the policy concerning 

environment, company and governance issues. With regard to the financial and operational goals of 

Kardan Group, as well as the common strategy for achieving these goals, the support of the 



 

  

supervisory board will be required. With regard to issues related to the field of responsibility of the 

management board, such as operation and customer relations, the latter may, without the approval of 

the supervisory board, decide on its own approach to environment, company and governance issues. 

16.3.6 The best practice provisions concerning compensation and the composition of compensation: as at the 

date of the statement, Kardan NV still does not fulfill the best practice provisions that are related to 

compensation of management board members, particularly concerning the Option Plan that is still in 

effect, so, for example, the gratuity that is given pursuant to it is not subject to examination of any 

performance criterion. In addition, the general meeting (rather than the supervisory board) is the one to 

determine the compensation sum for members of the management board and its other components, in 

accordance with the suggestion of the supervisory board. On May 20, 2009, the general meeting of 

Kardan NV adopted the compensation policy that has fixed and variable components (in the short term 

and long term aspects alike); the fixed part is supposed to be in accordance with existing standards in 

the market, whereas the variable parts will take into account personal as well as collective goals. For 

long term compensation purposes, a share plan has been developed and was approved by the general 

meeting on May 26, 2010 (hereinafter in this section: "the 2010 Share Plan"), which will replace in 

full the Option Plan, if it is fully implemented. In the opinion of the management board as well as the 

supervisory board of Kardan NV, the 2010 Share Plan is consistent with the Code, subject to one 

exception concerning the share holding period. With regard to the first possible granting of shares 

(three years after the adoption of the goals), a two year share holding period will apply, so that the 

foregoing will correspond, in material aspects, with best practice provisions II2.5 of the Code, which 

describes a share holding period of 5 years. However, with regard to the 2010 Share Plan for granting 

additional [missing word] of shares, which will be granted once every three years, only after the long 

term collective goals are fulfilled, there will be no additional holding period if the officer served as 

such in the company for at least five years. However, standard "good / bad leaver" stipulations will 

continue to apply. In the opinion of Kardan NV, given this step, the long term character of 

compensation by shares for the management board is effectively being maintained. 

16.3.7 The best practice provisions include provisions concerning the independence of the supervisory board: 

The supervisory board of Kardan NV must have five independent directors, in accordance with criteria 

prescribed in the Code. The independent directors at Kardan NV are: Mr. Krant, Mr. Fink, Mr. 

Pomrenze, Mr. Groen and Mr. Benjamins. The other supervisory board members: Mr. Shnor and Mrs. 

Rechter are not independent directors, in accordance with the criteria prescribed in the code. Mr. 

Shnor holds more than 10% of the issued share capital of Kardan NV and Mrs. Rechter is married to 

Mr. Eitan Rechter who is one of the controlling owners of Kardan NV who receives financial 

compensation from an associated company of Kardan NV. Kardan NV does not intend to adopt the 

best practice provisions on this matter, because it considers the relationship with the said shareholders 

to be vital for the interested parties in Kardan NV. Kardan NV believes that the provisions on the 

matter of conflict of interest that are prescribed in its articles of associations and the provisions 

applying to the supervisory board (without detracting from the corporate governance mechanism) 

constitute a stable basis for not adopting these provisions. 

16.3.8 The best practice provisions include provisions concerning the duty to maintain a training plan for new 

supervisory board members: Kardan NV does not believe that an appointed supervisory board member 

must be required to undergo such a training program. To the extent that a supervisory director that has 

been appointed asks for or believes that such a training program is essential, he may undergo such a 

training program, which will include material financial and legal issues, financial reporting of Kardan 



 

  

NV and any other matter that is unique to Kardan NV and its business activity and concerning the 

responsibility imposed on the supervisory board. 

16.3.9 The best practice provisions include a restriction on the number of supervisory boards that a 

supervisory director may serve on: Although as at the time of the statement, Kardan NV is fulfilling 

the best practice provisions on this matter, there being no director in the supervisory board who serves 

on more than five supervisory boards of traded Dutch companies, it does not fulfilling the provisions 

of the code by the letter, because it does not state a maximum number of supervisory boards that a 

supervisory director may serve in. The provisions applying to supervisory board members state that 

the supervisory board will examine each case on its own merits and will determine whether assuming 

a function in another supervisory board will impair the ability of that supervisory board member of 

Kardan NV to do his duty. In such a case, if the said director assumes the function in the other board 

of directors, he will be requested to resign from the board of directors of Kardan NV. Kardan NV 

believes that such an examination serves the principle underlying this provision of the Code more than 

adopting the maximum number of supervisory boards that a supervising director may serve in. 

16.3.10 The best practice provisions concerning the selection of a deputy chairman by the supervisory board: 

the supervisory board of Kardan NV has not appointed a deputy chairman, in deviation from the 

provisions of the code, because it does not believe this function to be necessary for proper functioning 

of the supervisory board. 

16.3.11 The best practice provisions include a provision whereby a person who previously served as a 

management director cannot be appointed as the chairman of the supervisory board: although the 

chairman of the supervisory board of Kardan NV, Mr. Krant, was not a member of the management 

board of Kardan NV, Kardan NV believes that this prohibition is improper, considering, inter alia, the 

knowledge and experience that the members of the management board have accrued, from which the 

supervisory board may gain benefit in the future. 

16.3.12 The best practice provisions include a provision whereby a person who previously served as a 

management director cannot be appointed as the chairman of the auditing committee: although as at 

the time of the statement, Kardan NV fulfills this provision, Mr. Goren serving as the chairman of the 

auditing committee not having been a member of the management board of Kardan NV, Kardan NV 

believes that the adoption of this provision conflicts with its interests and therefore has included 

attention to this in the procedures of the auditing committee. 

16.3.13 The best practice provisions include a provision whereby the chairman of the compensation and 

identification committee is not a former member of the management board: although Kardan NV 

fulfills, as at the time of the statement, the provisions of the Code on the matter, Mr. Benjamins, the 

current chairman of the board, not being a former member of the management board, Kardan NV 

reserves the right not to act in this manner in the future. 

16.3.14 The best practice provisions include provisions concerning transactions between Kardan NV and a 

legal or natural entity possessing at least 10% of the capital of Kardan NV: although Kardan NV is not 

adopting this provision in accordance with the Code, it believes that the provisions of its articles of 

incorporation concerning conflict of interest, with the provisions relating to the management board and 

the supervisory board and provisions on transactions with controlling shareholders (as this term is 

defined in the Articles of Kardan NV) provide sufficient protection on this manner. 



 

  

16.3.15 The best practice provisions include a provision whereby the appointment of a management board 

member or the appointment of a supervisory board member may be cancelled or the service of a 

member of the management board or supervisory board terminated: Kardan NV believes that the 

resolution of the supervisory board on appointment issues should be binding, unless the general 

meeting of the shareholders of Kardan NV has prevented such an appointment in a resolution that has 

been adopted by a majority of two thirds of the votes of attending shareholders representing more than 

half of the issued share capital of Kardan NV. 

16.3.16 The best practice provisions that state that the meetings of analysts, presentations to analysts and 

presentations to investors will be shown in advance on the website of Kardan NV in the form of a 

press release, so that the shareholders may track such meetings and presentations in real time: although 

Kardan NV fulfills the provisions concerning due disclosure, considering the number of meetings with 

investors and the sensitivity concerning the identity of some of the investors, not all such meetings 

may be published and not all of the provisions of the Code may be fulfilled. Concerning presentations 

that contain relevant information, Kardan NV acts in accordance with the provisions of the Code and 

publishes them on its website. 

16.3.17 The best practice provisions concerning meetings of analysts, presentations to investors and direct 

talks with investors: Kardan NV has adopted a policy relating to bilateral agreements in accordance 

with the IV 3.13 best practice provisions, which was published on its website. The bilateral relations of 

Kardan NV with the investors will always be conducted in accordance with the provisions of the law, 

especially any laws that deal with selective disclosure, information that may affect the price of 

securities and equal discovery. However, Kardan NV does not fully fulfill best practice provision 

IV.3.4, as it cannot warrant in advance that discussions will be held with investors during the blocked 

period , before the publication of the financial statement, because in the opinion of Kardan NV, it is 

important to maintain regular contact with this investor base, and because contacting new potential 

investors may be considered to be important at any given time, in accordance with the formation of an 

appropriate opportunity. In addition, there is no restriction in Israel with regard to the foregoing, and it 

is pointed out that Kardan NV is also being traded in Israel.  

16.4 Restrictions and Supervision of Kardan NV's Activities 

16.4.1 Kardan NV is subject to Dutch law, including Dutch companies' laws and securities laws. In addition, 

Kardan NV is subject to the Securities Law and certain ordinances derived from that law, that apply to 

companies incorporated outside of Israel and traded on the Israeli stock exchange. 

 Part 39A of the Securities Law ("Part 39A") which was added to the Securities Law after Kardan NV’s 

shares were listed for trading on the Tel Aviv Stock Exchange, stipulates that the provisions of the 

Companies Law and the Regulations of the Securities Law, as detailed in the Fourth Addendum to the 

Securities Law, will apply, with the changes mentioned, to a company incorporated outside Israel 

which offers its shares to the public in Israel. In May 2008, immediately prior to the publication of a 

shelf prospectus by Kardan NV, the Securities Authority informed Kardan NV that it will not interfere 

in Kardan NV’s position, according to which should Kardan NV offer shares to the public, including 

in the framework of a share offering report by virtue of a shelf prospectus, Part 39A will not apply to 

Kardan NV, provided that prior to the date of offering shares to the public (if such offering is carried 

out) Kardan NV will bring for the approval of a general assembly of its shareholders, a proposal to 

change Kardan NV’s Articles of Incorporation, in such a way that types of transactions included in 

Part 270(4) of the Companies Law and which were not included in the Articles at that time, will be 



 

  

added to the Articles. This will require obtaining the approval of a special majority as stipulated in the 

Articles, and additional alleviations will be given to interested parties' transactions included in the 

Companies' Regulations (Alleviations regarding Transactions with Interested Parties) – 2000, which 

were not included in the Articles at that time. Consequently, in December 2008 concurrently with the 

offer of shares to the public in the framework of a shelf offer report that Kardan NV published in 

connection with the merger between Kardan NV and GTC RE, the general assembly of Kardan NV’s 

shareholders approved the change in Kardan NV’s Articles as mentioned and detailed in Part D of the 

Report (see Regulation 28).  

In December 2004, the enactment of the law amending Book 2 of the Dutch Civil Code was approved, 

regarding the Dutch "Best Practice of Corporate Governance" Code submitted by the "Tabaksblat 

Committee" in December of 2003 ("the Tabaksblat Code"), applicable to companies incorporated in 

the Netherlands, and which are traded on a recognized stock exchange in the Netherlands and/or 

outside the Netherlands. In December 2008, the Tabakblat Code was amended by the Monitoring 

Committee Corporate Governance, which amendments came into force on 1 January 2009 ("the New 

Code", together with the Tabaksblat Code referred to as "the Code"). The New Code gives the 

supervisory board tighter control over the management board remuneration, for example by 

introduction of a claw-back possibility, giving the supervisory board the right to recover from 

management board members any variable remuneration awarded on the basis of incorrect financial or 

other data. In addition, the New Code places greater emphasis on risk management and provides that 

the management board has a maximum of 180 days in which it may put an item on the agenda of a 

general meeting of shareholders, which has been requested by shareholders and which would entail 

changes to the strategy of the company (for example dismissal of one or more management board 

members). The statutory obligation under the Code is of a "comply or explain" nature, meaning that 

companies can deviate from the best practice guidelines. There can be good reasons to deviate from 

certain provisions and in addition the possibility of adopting all the Code guidelines depends on the 

specific conditions of each company. Traded companies are required to devote a part in their statutory 

annual report submitted in the Netherlands ("the Dutch Report") for an in-depth description of their 

corporate governance structure, as well as to the manner of their compliance with the Code, including 

the reasons for non-compliance with certain best practice provisions. In addition, on 20 March 2009 a 

decree was adopted, applicable for financial years commencing 1 April 2008, whereby companies are 

obligated to publish in their financial statements a corporate governance statement. This statement 

needs to include information on Kardan NV’s corporate governance practice, the most important 

characteristics of internal control and risk management systems regarding the financial reporting, the 

functioning of its general assembly and most important shareholder rights, composition and 

performance of executive board and supervisory board and its committees as well as information 

regarding take-over bids. 

The material provisions adopted by Kardan NV include the following:  

[A] The best practice provision requiring approval by the supervisory board of corporate social 

responsibility issues: during 2010, Kardan NV’s executive board conveyed the message of 

importance to create long term, sustainable solutions throughout the Kardan group and 

communicated on this topic towards its stakeholders. Additionally, an Environmental, Social & 

Governance (ESG) vision document was presented by the executive board to the supervisory 

board, outlining the envisaged company policy with regard to ESG. The supervisory board 

supports the executive board’s vision on ESG matters and its importance for future growth of the 



 

  

Kardan group. It is the intention of Kardan NV to provide to its subsidiaries the tools required to 

implement ESG. In as far as it concerns matters regarding the operational and financial objectives 

of Kardan NV and the strategy designed to achieve these objectives, support of the supervisory 

board will be sought. On matters that lie within the managing authority of the executive board, 

such as operational and/or investor relations matters, the executive board may decide on an 

approach on ESG without the prior approval of the supervisory board. 

[B] The best practice provisions relating to remuneration and composition of the remuneration: At the 

time of the report, Kardan NV is not yet fully compliant with the best practice provisions relating 

to the remuneration of the members of its executive board, especially with regard to the Stock 

Option Plan currently in force e.g. as granting thereunder is not subject to certain performance 

criteria In addition, the general assembly (instead of the supervisory board) determines the 

remuneration amount and other remuneration components of the members of the executive board, 

but this is done on a proposal of the supervisory board (refer to article 20.2 of Kardan NV’s 

statute). 

 On May 20, 2009, the general assembly of Kardan NV adopted the Remuneration Policy. The 

Remuneration Policy provides for fixed and variable (both short and long term) components 

whereby the fixed part needs to be in line with market standards and the variable components will 

take into consideration both collective and personal targets. For the purpose of the long term 

variable remuneration a share plan was developed which was adopted by the general assembly on 

May 26, 2010 (Share Plan 2010) and which will in due course fully replace the Stock Option Plan. 

The Kardan NV executive board and supervisory board take the view that the Share Plan 2010 is 

in compliance with the Code, provided that one deviation is applicable in respect of the retention 

of shares. In respect of the first possible grant of shares (three years after the adoption of the 

targets) a retention period of two years will apply, so that this in essence complies with best 

practice provision II.2.5 of the Code which prescribes a retention period of five years. However, 

for further grants of shares under the Share Plan 2010, which will only be granted once every 

three years upon the collective long term targets having been met, no further retention period will 

apply if at the time of grant the member of the executive board has been in office for a period of at 

least five years. Standard good leaver/bad leaver provisions will apply though. Kardan NV takes 

the view that with this measure the long-term character of the share remuneration and retention of 

the executive board are sufficiently met.  

[C] The best practice provision regarding the independency of the supervisory board members: five 

members of the supervisory board of Kardan NV can be regarded as independent under the 

criteria laid down in the Code. These are Mr. Krant, Mr. Fink, Mr. Pomrenze, Mr. Groen, and Mr. 

Benjamins. The other members, being Mr. Schnur and Mrs. Rechter, are not independent under 

these criteria. Mr. Schnur is holding more than ten percent of the issued share capital of Kardan 

NV and Mrs. Rechter is related by marriage to a person receiving financial compensation from a 

company associated with Kardan NV (Mr. Rechter receiving a remuneration in his position of 

CEO of Kardan Israel Ltd.). Kardan NV does not follow this best practice provision because it 

takes the view that a long-term alliance with non independent supervisory board members can be 

vitally important to all the interested parties in Kardan NV. Given the provisions on conflict of 

interest in its Articles and the supervisory board regulations, Kardan NV feels that there are – 

without jeopardizing the corporate governance system – sufficient safeguards for not following 

this provision. 



 

  

[D] The best practice provision regarding the obligation to hold training programs for new members 

of the supervisory board: Kardan NV does not consider it necessary to make an introduction 

program mandatory for each newly appointed supervisory board member. If a newly appointed 

supervisory board member considers it necessary or desirable, he or she may follow an 

introduction program, that covers general financial and legal matters, financial reporting by 

Kardan NV, any specific aspects that are unique to Karan NV and its business activities and the 

responsibilities of a supervisory board member. 

[E] The best practice provision providing for the limitation of the number of supervisory board 

positions: although as of the reporting date, Kardan NV complies with this best practice provision, 

as none of the supervisory board members serve in more than five supervisory boards of Dutch 

listed companies, it does not comply with the Code in a strict sense, since it has not determined a 

maximum number of supervisory boards on which a supervisory director can serve. However, the 

supervisory board regulations prescribe that the supervisory board on a case-by-case basis decides 

whether the acceptance of another position would conflict with the ability of the supervisory 

board member to properly perform its duties within Kardan NV. In this case and if the said 

director accepts the position in the other board, he will be requested to resign. Kardan NV 

believes that a case-by-case assessment better serves the principle behind this provision of the 

Code than applying the absolute numerical criteria. 

[F] The best practice provision relating to the election of a vice chairman by the supervisory board: 

the supervisory board of Kardan NV has not appointed a vice chairman in deviation from the 

Code as it does not consider it necessary for a proper functioning of the supervisory board to have 

a vice chairman. 

[G] The best practice provision providing that the chairman of the supervisory board shall not be a 

former member of the management board: although the current chairman, Mr. Krant, is not a 

former member of the management board, Kardan NV does not consider it appropriate to exclude 

such situation for the future, taking into account the specific knowledge and experience that rest 

with its senior management and from which a supervisory board may well benefit when 

performing its tasks. 

[H] The best practice provision pursuant to which the chairman of the audit committee shall not be a 

former member of the management board: although Kardan NV is currently in compliance with 

the Code, as Mr. Groen, the current chairman of the audit committee is not a former member of 

the management board, it considers it in the interest of Kardan NV not to exclude this situation for 

the future and has therefore enforced this vision in the terms of reference of the audit committee. 

[I] The best practice provision pursuant to which the chairman of the Remuneration, Appointment 

and Selection Committee shall not be a former member of the management board: although 

Kardan NV is currently in compliance with the Code, as Mr. Benjamins, the current chairman of 

the Remuneration, Appointment and Selection Committee, is not a former member of the 

management board, it considers it in the interest of Kardan not to exclude this situation for the 

future. 

[J] The best practice provision regarding transactions between Kardan NV and legal or natural 

persons holding at least ten percent of the shares in the capital of Kardan NV: although Kardan 

NV does not regulate these transactions as provided for in the Code, it takes the view that the 



 

  

provisions on conflicts of interest as provided for in its Articles, the management board 

regulations and the supervisory board regulations in combination with the provisions on 

transactions with Holders of Control (as defined in the Articles) provide sufficient protection in 

this respect. 

[K] The best practice provision regarding the adoption of a resolution to cancel the binding nature of a 

nomination for the appointment of a member of the management board or of the supervisory 

board and/or a resolution to dismiss a member of the management board or of the supervisory 

board: Kardan NV considers it in its own interest that the supervisory board’s right of nomination 

shall be binding, unless the general assembly deprives the binding character, by a resolution 

passed with a majority of two-thirds of the votes cast representing more than half of Kardan NV’s 

issued capital. 

[L] The best practice provision determining that meetings with analysts, presentations to analysts and 

presentations to investors shall be announced in advance on Kardan NV’s website and by means 

of press releases and that provision shall be made for all shareholders to follow these meetings 

and presentations in real time: while generally complying with the rules and regulations on fair 

and non-selective disclosure and equal treatment of shareholders, in view of the number of 

meetings and the sensitivity of the identity of (some of) the investors, not all of these meetings are 

announced or can be followed in accordance with this best practice provision. In case the 

presentations include relevant information, these are posted on Kardan NV's website afterwards in 

accordance with the applicable provisions.  

[M] The best practice provision regarding analyst meetings, presentations to investors and direct 

discussions with investors: Kardan NV has adopted a policy on bilateral contacts in accordance 

with best practice provision IV.3.13, which policy has been published on its website. Kardan 

NV’s contacts with investors will at all times be conducted with due regard to the applicable rules 

and regulations, in particular those concerning selective disclosure, price sensitive information 

and equal treatment. However, Kardan NV does not fully comply with best practice provision 

IV.3.4 as it cannot exclude upfront that discussions with investors will take place during a closed 

period before the publication of regular financial information, as Kardan NV deems it important 

to be in regular contact with its investors’ base, and contacts with potential new investors may be 

deemed necessary at any given time when opportunities arise. In addition, in Israel, where Kardan 

NV is also listed, there is no such restriction in place. 

16.5 Material changes in the Dutch Companies Law in the year 2010 and up to the date of the report 

16.5.1 Shareholders’ Directive implemented into Dutch law 

On 1 July 2010, the Shareholders’ Directive (Directive 2007/36/EC of the European Parliament and of 

the European Council of 1 July 2007 on the exercise of certain rights of shareholders in listed 

companies) were implemented in Book 2 of the Dutch Civil Code. 

Key elements are: 

1. Extension of convocation period and set record date 

- Mandatory minimum convocation period for all annual and extraordinary shareholders 

meetings is extended to 42 (forty two) calendar days before the date of the meeting. Prior to the 



 

  

introduction of the new law the minimum convocation period for shareholders meetings was 15 

(fifteen) calendar days.  

- Mandatory record date for all annual and extraordinary shareholders meetings will be fixed at 

28 (twenty eight) calendar days before the date of the meeting. Prior to the introduction of the 

new law the record date could be set by a company’s executive board, with a maximum of 30 

days prior to the date of the meeting.  

2. Manner of convocation  

Shareholders’ meetings will be convened, unless provided otherwise in Kardan NV’s articles of 

association, by an electronically published convocation notice on Kardan NV’s website, which has 

to remain on the website for at least a year. Prior to the introduction of the new law an 

announcement of the meeting needed to be published in a Dutch daily newspaper. However, the old 

rule will remain applicable until the Articles of Kardan NV have been amended to the new law. 

3. Information on website 

- Companies have to publish at least 42 (forty two) calendar days before a shareholders’ meeting, 

and maintain during one year thereafter, the following information on its website: 

a) Convocation notice and agenda; 

b) Proxy form; 

c) Documents to be submitted to the shareholders’ meeting (if applicable); 

d) Draft resolutions to be submitted to the shareholders’ meeting or explanatory notes to 

discussion items; 

e) Items or draft resolutions proposed to be submitted by shareholders; and; 

f) The total number of shares and voting rights at the end of the convocation; if this 

number has changed at the record date, the company has to publish on its website the 

changed number on the day after the record date. 

- Companies have the obligation to enable shareholders to submit proxies for a shareholders’ 

meeting electronically. 

- A company has to publish ultimately 15 (fifteen) calendar days after the date of the 

shareholders meeting, and maintain during one year thereafter, the following information on its 

website: 

i) Total number of shares on which valid votes have been cast; 

ii) Votes cast expressed as a percentage of the company’s issued share capital; 

iii) Total number of votes cast validly; and 

iv) Number of votes for and against the proposed resolution and the number of 

abstentions. 



 

  

4. Rights of shareholders to put items on the agenda 

Shareholder requests to put items on the agenda of a shareholders meeting of public companies 

have to be submitted together with an explanation. Until now, the company could refuse a request 

on the basis of a substantial interest of the company but this ground is now deleted. However, in 

specific circumstances, in particular in case of abuse of shareholder rights, an agenda item may still 

be refused on the basis of the principles of reasonableness and fairness.During the Annual Meeting 

of Shareholders planned to take place on 31 May 2011, the shareholders will be asked to adopt 

Kardan NV’s new Articles reflecting the changes in the law as set forth above. However, it should 

be noted that the new rules already apply even if they have not yet been incorporated in Karan 

NV’s Articles. An exception hereto is the manner of convocation: as long as the Articles have not 

been amended Kardan NV needs to publish a convocation notice in a Dutch daily newspaper. 

16.6 Regarding restrictions on material companies, see the sections describing the various business 

segments 

17. Material agreements 

See Section 14 below for a description of material agreements pertaining to financing aspects. 

See the material agreement sections and financing sections in the chapters describing the fields of 

activity of Kardan NV and in this chapter for a description of material agreements to which the 

companies of Kardan NV are a party. 

18. Judicial proceedings 

See Note 34C of the financial statements for details on material judicial proceedings.  

19. Objectives and business strategy 

19.1 Strategy 

The Kardan N.V. Group engages in entrepreneurship and developing business in emerging markets.  

The Group’s aim is to create value for its shareholders by identifying and initiating business 

opportunities in these markets, and developing them into a broad and diverse asset base. The strategy 

of the Kardan N.V. Group is to increase and expand its activity in geographical regions that are 

characterized with rapid growth and sectors that benefit from a significant expansion of the middle 

class. 

The Group’s strategy is based on a number of basic principles, the material ones being: 

Identifying promising emerging markets, in which there is a growing middle class to underpin 
economic growth.  

Diversification of the asset basis into many geographical regions and activity in three central sectors: 

real estate, infrastructure and financial services. 

Establishing local business platforms in countries selected to serve as a base for conducting business 

in that region. 

Autonomous management of the activity segments by a local and international professional and 

experienced team that is subject to supervision by the headquarters of the Kardan N.V. Group. 



 

  

Providing key personnel in the Kardan N.V. Group with the proper incentives by granting shares and 

options of certain companies in the Group.  

Involvement and significant contribution of the Kardan NV’s management in laying out strategy, 

managerial support, risk management and control of local platforms.  

A lean management backbone, which combines entrepreneurial spirit with rich international business 

experience, providing rapid decision making ability. 

19.2 The major business goals of the Kardan NV Group 

From the point of view of the business goals and pursuant to the Group’s strategy, the Kardan Group 

intends to focus on: 

(a) Expanding its activity in the real estate and infrastructure segment.  

(b) Initiating new business activities in Asia, mainly in the real estate sector. 

As of the date of the report, Kardan N.V. is also active in Israel, through its holding of Kardan Israel. 

Since Kardan N.V. is strategically focusing on emerging markets, the Group is continuing to examine 

different layouts that will decrease the scale of the activity in Israel within the Kardan N.V, Group 

and/or would separate it from the activity of the Kardan N.V. Group, whether by selling Kardan 

Israel’s shares that are held by Kardan N.V. or by selling part of them, or via other ways. In light of 

the complexity of this activity which is subject to legal systems in Holland and Israel, there is no 

certainty regarding the transfer, its date or its actual eventuality. 

20. Anticipation for development in the upcoming year 

20.1 The Kardan NV group identifies and develops assets in promising Emerging Markets.  

20.2 The business model of Kardan NV is therefore to grow the Net Asset Value by expanding and 

investing in its asset base. Consequently, value creation is the prime focus, rather than the short term 

profits. Operating cash flows are usually reinvested to support growth of assets, and selected sale of 

assets at the level of the subsidiaries may also occur from time to time for the same reason. As a result 

of this business model, upstream cash flows from subsidiaries to the holding companies and to Kardan 

NV are limited.  

20.3 Depending on the circumstances, the group may confirm value creation either through an IPO or a 

private equity investment to further support growth. 

20.4 Kardan NV takes a long term view on all its assets. Recently, however, Kardan NV sold some of its 

assets to strengthen its financial position and/or to benefit from specific opportunities, such as the 

recent announcement of Kardan NV of its intention to deleverage with at least EUR 100 million in 

2011. 

20.5 The Kardan NV group intends to continue to grow its asset base with a specific focus on real estate 

and water infrastructure. The growth in CEE real estate is expected to originate through GTC SA 

funding for its developments. The expansion in Asian real estate and water infrastructure will be 

funded through raising capital at the subsidiaries level.  

20.6 The aforementioned intentions of Kardan NV constitute forward-looking information, as defined in 

the Securities Law, based on assessment by Kardan NV.  



 

  

 These intentions may not materialize, in whole or in part, or may materialize differently, 

including materially differently than expected, due to unforeseen changes in the operating 

segments and in markets in which Kardan NV operates, and/or realization of all or part of the 

risk factors set forth in Section 22 of this part. 

21. Information on events after the date of the statement on financial status 

 See Section 1.3 of the report of the directorate for events after the date of the statement on financial 

status. 

22. Discussion of risk factors 

 The activity of Kardan NV features the following major risk factors: 

22.1 Macro risks 

22.1.1 The world economic crisis – developments and shocks in the market may have significant, prolonged 

adverse effects over the business results of Kardan NV and its held companies, their liquidity, their 

asset value, the ability to realize their assets, the state of their business affairs, their financial criteria, 

credit rating, ability to distribute dividends and ability to raise financing for their current activity and 

long term activity, as well as their financing conditions.  

 During 2008, a significant deterioration occurred in the global markets, which continued in the first 

half of 2009, causing a real global economic crisis.  

 From the second quarter of 2009, recovery was felt in the world and in Israel in the capital markets 

and an improvement in the availability of financing sources and positive real indicators is also evident. 

However, in view of the fear of the economic state of countries such as: Greece, Spain and Portugal, 

which were reflected in a decrease in the credit rating for these countries and a decrease in the capital 

markets in the world in the beginning of the second quarter of 2010. There is no certainty that the said 

improvement represents the end of the economic crisis. 

 The indicators of the said crisis and the certain degree of recovery from it have affected and may 

continue to affect the business results of Kardan NV and its held companies, their liquidity, their asset 

value, the ability to realize their assets, the state of their business affairs, their financial criteria, credit 

rating, ability to distribute dividends and ability to raise financing for their current activity and long 

term activity, as well as their financing conditions. The rating companies performed a reexamination 

process and updated the debenture rating of Kardan NV, Kardan Israel and Dan Vehicles. For details 

pertaining to the dropping of Kardan NV debentures see Section 11.2.6 of this part.  

 See also the report of the directorate concerning the consequences of the crisis for Kardan NV and its 

held companies.  

22.1.2 Investments in developing markets – Kardan NV is investing a significant part of its investments in 

developing markets that are sometimes unstable. This kind of investment involves a high level risk. 

Such an investment exposes Kardan NV to risks that result from unexpected changes that may occur in 

these markets, such as political, regulatory, legal and economic changes. The success of Kardan NV in 

developing markets depends on the continued development of these markets, the continued 

development of real estate business, the development of the financial services and infrastructures. A 

decrease in the development pace of these markets may adversely affect the business affairs of Kardan 



 

  

NV. In addition, it is noted that the official information that is published in developing countries is not 

always reliable or complete. Reliance on such information represents a risk.    

22.1.3 Investments in markets that feature political instability – the markets in which Kardan NV operates 

sometimes feature political instability. Sometimes, ethnic and/or religious diversity in the various 

populations that constitute the social fabric of the countries in which Kardan NV operates have led to 

instability, which may sometimes continue a long time and affect the economy of the countries in 

which Kardan NV operates.  

22.1.4 The general environment and the economic state in Central-Eastern Europe, China and Africa – 

Kardan NV Group has significant activity in Central-Eastern Europe, mainly in the fields of real 

estate, financial services and infrastructures, in China, the Kardan NV field is active in the field of real 

estate and infrastructures, and in Africa, Kardan NV is active in the infrastructure field. The Kardan 

NV Group is continuing to direct managerial and financial resources for investments in these emerging 

markets, anticipating economic growth of some of the countries in these regions. A change in the 

growth trends in the emerging markets in which Kardan NV is active may adversely affect the activity 

of Kardan NV Group. It is noted that during 2010, an improvement occurred in the growth data and 

other macro-financial indexes of some of the countries in which the Group is active.  

22.1.5 The legal and regulatory systems in the countries of activity – the weakness of the legal systems and 

enforcement in some of the countries in which Kardan NV is active and the complexity of the various 

methods poses a risk to its activity. In some of the countries that Kardan NV is active in, the legal 

systems are not mature and are being adapted to the economic activity in them. In this scope, Kardan 

NV is exposed to contradictory rules between local law and federal law, corruption in the 

administration and in the legal systems, a high level of involvement of administrative authorities and 

so on. Some of the common law in the countries in which Kardan NV is active is a new law whose 

implementation has yet to be examined. All of this causes legal ambiguity. Further, Kardan NV 

operates in highly-regulated markets. Changes in current legislation or regulation in Kardan NV's 

countries of operation may result in Kardan NV being unable to execute its business according to its 

plans. 

22.1.6 Risks in activity in Israel – the Israeli economy suffered from stagnation in some of the recent years. 

See Section 6 of this part for details on the effect of the crisis of the global economy over Israel. 

Further, 2011 started with geo-political instability in some Middle Eastern countries which may, under 

certain scenarios, negatively impact the Israeli Economy. Some of the activity of the Kardan NV 

Group is being performed in Israel, particularly in the fields of real estate, executing construction 

works, sale of vehicles, operational leasing and vehicle rental and communication and technologies. 

This activity is affected by the state of the Israeli economy and the security and political situation in 

Israel and in the Middle East. Deterioration in the economic state in Israel will adversely affect the 

Kardan NV Group, inter alia due to the effect over the willingness of foreign parties to engage in 

business relations with Israeli companies, such as companies that are held by Kardan NV. Moreover, 

political and security instability in Israel may adversely affect the activity of the Kardan NV Group in 

Israel. Further, being a corporation which is also traded on the Tel Aviv Stock Exchange and which 

relies, inter alia, on financing obtained in Israel, deterioration in the Israeli economy, including in 

Israeli capital markets, may also negatively impact Group capacity to raise capital for financing of its 

operations. 



 

  

22.1.7 Credit rating – the lowering of the credit rating as stated above may increase the Kardan NV’s future 

money raising cost. On May 6, 2010, Ma’alot announced the reduction of rating of the debentures of 

Kardan NV from (A-) to (BBB+) and its withdrawal from the credit watch list with negative outlook. 

In January 2011, Ma'alot raised its rating outlook for Kardan NV from negative to stable. In addition, 

in April 2009, Ma’alot reduced the rating of the debentures that were issued by Kardan Israel, from 

(ilA/CW Negative) to (ilA-) with a negative rating outlook. The lowering of the credit rating as stated 

above may increase the Kardan NV’s future money raising cost.  

22.2 Sector risks 

22.2.1 Failure to comply with financial covenants – within loan agreements that Kardan NV or subsidiaries 

thereof are parties to, Kardan NV has undertaken to comply with various financial covenants. As at 

December 31, 2010, at about the time of the statement, Kardan NV is fulfilling all of its financial 

undertakings (based on its financial statements for December 31, 2010). Failure to fulfill these 

undertakings may lead creditors to demand early repayment of these loans, which will require Kardan 

NV or its subsidiaries to act to realize assets quickly or raise capital, equity or foreign, under 

conditions that are suitable for a company that does not fulfill the criteria that it is committed to. See 

Section 14 of this part for details on the financial criteria to which Kardan NV is committed. 

Sometimes there are stipulations that pertain to cross defaults by which if one of the loans of Kardan 

NV is called for immediate repayment, this will lead to the possibility of additional loans being called 

for immediate repayment. 

22.2.2 Taxation exposure – the tax planning and the calculation of tax liabilities of the Kardan NV Group 

involves interpretation and application of tax laws and treaties of different jurisdictions. Kardan NV is 

conducting transactions in various countries, mainly through local companies in which it invests. 

Accordingly, the activity of Kardan NV is subject to the taxation laws applying in the various 

countries, and the calculation of the tax liabilities of Kardan NV Group involves interpretation and 

application of tax laws and treaties of various countries. Kardan NV Group has estimated its tax 

liabilities based on its understanding of the applicability of the laws and treaties. However, the tax 

authorities may interpret or apply relevant laws and treaties in a manner that may cause additional tax 

liabilities. 

22.2.3 Access to capital sources – lack of access to capital sources may affect the ability of Kardan NV 

Group to grow and execute its business plans. Maintaining access to capital sources is vital to the 

financing of the activity and business affairs of Kardan NV Group. Lack of or limited access to capital 

sources in money markets in the world may mean that Kardan NV will not manage to finance its 

activity and fulfill its undertakings, which may affect the financial results of the Kardan NV Group. 

The access of Kardan NV to capital sources may be affected, inter alia, by the effect and 

consequences of the global economic crisis, of the global capital markets including the capital markets 

in Holland and Israel, its level of activity, its leverage level, a shortage in cash flow that will serve its 

debt, the reputation of the Kardan NV Group and factors that are exogenous to the activity of Kardan 

NV Group.  

22.2.4 Changes in exchange rates – changes in the exchange rates of the various currencies in which the 

business affairs of Kardan NV Group are managed may affect the financial status of Kardan NV 

Group. The business affairs of Kardan NV Group (as well as its liabilities) are managed in a range of 

currencies, including the U.S. dollar, euro, new Israeli shekels and currencies of central and eastern 

European countries and China. In certain cases, Kardan NV Group performs hedge transactions to 



 

  

reduce the effects of the fluctuations in the exchange rates over its business affairs. However, 

fluctuations in the exchange rate of the various currencies in which the business affairs of Kardan NV 

Group are managed may adversely affect the financial status of Kardan NV Group and the results of 

its activity.  

22.2.5 Fluctuations in the share prices of held companies – a major proportion of the assets of Kardan NV 

Group are holdings in negotiable shares in capital markets in various countries. A significant decrease 

in the market value of these companies, which may have many causes, including weakness in the local 

or global capital markets and changes in the exchange rates, may affect the value of Kardan NV 

Group, affect its ability to make capital gains from realizing its holdings and lead to Kardan NV not 

being able to fulfill the financial criteria stated in existing agreements and impede Kardan NV Group 

in raising capital and loans. 

22.2.6 Fluctuations in interest rates and in inflation rates – fluctuations in interest rates and in the inflation 

rate may affect the results of Kardan NV Group. Because Kardan NV Group has significant loans with 

variable interest rates and/or rates linked to the inflation rate in Israel, future changes in these rates 

may adversely affect the results of Kardan NV Group. In addition, a significant increase in the interest 

rates may impede the future development of business of Kardan NV Group, which relies, inter alia, on 

rising of loans. 

22.3 Unique risks 

22.3.1 Dependence on key people – the activities of Kardan NV Group are managed by a small, skilled 

management staff that is experienced in the markets in which Kardan NV Group operates. Therefore, 

Kardan NV Group depends on the services that a small number of managers and consultants provide 

it. Although Kardan NV has adopted a compensation policy that is based on incentives, which are 

intended to reduce the churning of management staff, such churning may adversely affect the Kardan 

NV Group and the results of its activity. In addition to this, in some of the countries of activity, there 

is a shortage in experienced managers. Therefore Kardan NV Group may have difficulty in hiring 

suitable managers, both for expanding its activity and for replacing managers who may retire. 

22.3.2 Exposure to judicial proceedings – Kardan NV Group is involved from time to time in judicial 

proceedings, whose resolution course may adversely affect it. Although Kardan NV Group does not 

anticipate these judicial proceedings to result in significant liabilities, an adverse result may have a 

deleterious effect over the results and the financial status of Kardan NV Group. 

22.3.3 Dependence on third parties – Kardan NV Group may be dependent on the consent of the shareholders 

of third parties in companies that it invests in applying its business strategy. Some of the business 

affairs of Kardan NV Group are performed through companies in which it invests, in which a third 

party has participation rates. In addition, in some of the case, the other shareholders in companies that 

the Kardan NV Group invests in hold contractual rights that grant them rights to approve managerial 

decisions in these companies. Therefore, the ability of Kardan NV Group to implement its business 

strategy in these case may run into difficulties due to the need to receive the consent of these 

shareholders in certain circumstances. 

22.3.4 Change of control – pursuant to agreements with financing entities and pursuant to agreements with 

various investors in a number of companies in the Kardan NV Group, a change in control of the 

Kardan NV Group may have various consequences (including right to early repayment of loans, 

cancellation of material agreements, right for shareholders to sell their shares to the Kardan NV Group 



 

  

and/or rights of shareholders to purchase the shares of Kardan NV Group in held companies, at a price 

that is lower than the market price), which may significantly affect its business affairs. 

22.3.5 The nature of Kardan NV as a holding company with a distributed management structure – the 

business results of Kardan NV are complex and are affected mainly by the share of Kardan NV in the 

business results of the companies that it holds, actions of realization or acquisition or update of the 

value of holdings in those companies by Kardan NV and the activity of the headquarters of Kardan 

NV, which includes net financing expenses or incomes, general and administrative expenses and 

incomes from management fees. The cash flow of Kardan NV is affected, inter alia, by dividends that 

are distributed by its held companies, management fees that are received from these companies, from 

repayment of owner's loans and from receipts that stem from activities for realizing its holdings in 

them and from investments that Kardan NV performs and dividends that Kardan NV distributes to its 

shareholders. In the business results of Kardan NV, there may be high volatility between different 

reporting periods, mainly owing to the timing of the realizations that Kardan NV and the companies 

held thereby make due to changes in the share rates of held companies, and due to changes in the 

financing incomes and expenses of Kardan NV and its held companies, whose volume is affected by 

their net debt, the linkage channels of the debt and the rate of change in the consumer price index and 

in the exchange rate of the currencies in each reported period. In addition, from time to time, Kardan 

NV and Kardan Israel raise loans or debentures for the purpose of financing their activity and realize 

shares in companies that they hold. The ability of Kardan NV to extend financial resources for 

developing its business affairs and fulfilling its undertakings depends to a significant degree on the 

current flows that the companies that it holds yield and on its ability to raise loans and realize 

holdings. Therefore, adverse business results of the companies held by Kardan NV will adversely 

affect the ability of Kardan NV to develop its business affairs and fulfill its undertakings. Further, 

being a holding company which applies a distributed management strategy, Kardan NV is exposed to 

additional risk, including unlawful acts by managers, employees, agents, suppliers etc., which may 

impact, inter alia, the group's reputation. Distributed management also exposes the group to risk 

whereby group management does not receive all relevant information required for making managerial 

decisions at Kardan NV level, or not receiving such information on time, therefore resulting in 

managerial decisions being made based on missing / partial information or in inability of Kardan NV 

management to react to events in timely fashion. 

22.3.6 Presence in global capital markets – Kardan NV and its business operations are still not sufficiently 

known to investors in global capital markets. This fact may limit Kardan NV's capacity to efficiently 

raise capital for development of its business. 

22.3.7 Environmental protection – some of the companies that are held by Kardan NV are exposed to various 

demands on the part of the regulatory authorities concerning environmental protection. A change in 

the policy of the regulatory authorities may have an effect over the profitability of those held 

companies and accordingly the profitability of Kardan NV. 

22.3.8 Fulfillment of financial reporting and other reporting requirements by law – Kardan NV Group has an 

increasing number of subsidiaries that operate in developing markets, which may lead to difficulty in 

receiving relevant and current financial and business information of these companies, which is 

required so that it will be possible to estimate whether there is a need for its disclosure in the financial 

statements of Kardan NV or a need to provide a different report to the investors and cause inaccuracies 

in the financial statements and reports of Kardan NV Group. 



 

  

22.4 There follows a table that rates, based on the estimate of Kardan NV, the type and degree of 

effect of the risk factors elaborated above on the business affairs of Kardan NV:  

 Degree of effect 

Risk factors Major Medium Minor 

Macro risks    

Global economy crisis X   

Investments in developing markets X   

Investments in markets that feature political instability X   

The general environmental and the economic situation in Central-
Eastern Europe, in China and in Africa 

X   

The legal and regulatory systems in countries of operation X   

Risks in activity in Israel  X  

Credit rating  X  

Branch related risks    

Failure to fulfill financial criteria  X  

Taxation exposure   X 

Access to capital sources X   

Changes in exchange rates  X  

Fluctuations in share prices of held companies  X  

Fluctuations in interest rates and in the inflation rate  X  

Unique risks    

Dependence on key people  X  

Exposure to judicial proceedings   X 

Dependence on third parties  X  

Change in control   X  

The fact that Kardan NV is a holding company with a distributed 
management structure 

 X  

Presence in global capital markets  X  

Environmental protection   X 

Fulfillment of reporting requirements under the law  X  
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8. Regulation 21: Remuneration of interested parties and officers of the Company: Five highest-remunerated officers of Kardan NV and its subsidiaries  

 

Remunerated party Remuneration for services (EUR thousands) Other 
remunera

tion 
Name Position Full-

time 
positio

n 
equival

ent 

Share of 
the 

corporatio
n’s capital 

Salary 
 

Bonus 
 

Share-based 
payment 

Manage
ment fee 

 

Loans 
 

Total  
(includes 

share-
based 

payment)  
(€ in 

thousands
) 

Total  
(excludes 

share-
based 

payment) 
(€ in 

thousands
) 

 
1 

 
Eli Elroy  

 

 Chairman of the 
Supervisory Board of 

Globe Trade Cenrte S.A 
("GTC Poland") 

 
100%ֵ 

 
0.1%% 

  
288)2(  

 
*4,454)3(  

 
249)1(  

 
)4(  388 

 
4,991 

 
537 

2 Erez Apelrot CEO, GTC RE China Ltd. 
Member of the Executive 
Board of Kardan Water 
International Group and 
Group Representative to 

China 

100% -- 280 
(5) 

26 (6) **2,742   3,048 306 

3 Eytan Soroka*  
Chairman of the Board of 

Directors, Kardan Real 
Estate Enterprise and 

Development Ltd. 
("Kardan Real Estate") 

70% - 284 
(7) 

(9) 93 359***)8(  - - 736 377 

4 Yoram Keren*  CEO, Kardan Real Estate  100%  303 
(10) 

(12) 100 300***)11(  -  704 404 

5 Hagay Harel Manager, International 
Development and 

Mamber, Executive Board 
of GTC Poland 

100%  - (14) 80 232)15(  (13) 325  637 405 
 

* The price per GTC Poland share as of 28.3.2011, soon prior to publication of this report, is PLN 21. Therefore, despite the provision on Company accounts, a 
major portion of the options and phantom options are out of the money.  

** The options granted are options in a private companies. 
*** The price per Kardan Real Estate share as of 2011, soon prior to publication of this report, is NIS 1.77 and the option exercise price is NIS 2.204. Therefore, 

despite the provision on Company accounts, all of the options are out of the money  
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The amounts paod to Messrs. Eytan Soroka and Yoram Keren are denominated in NIS. The amounts 
were converted to EUR using the average EUR/NIS exchange rate in 2010, which was NIS 4.9502. 

 
Notes to table: 
 
1. Pursuant to a service agreement dated May 1998, as amended on multiple occasions (the service 

agreement and amendments there to, hereinafter: "the service agreement") between a company 
controlled by Mr. Eli Elroy ("the Chairman") and GTC Poland, Elroy provides management and 
consulting services to GTC Poland and serves as the Chairman of GTC Poland's Supervisory Board. In 
November 2010, the General Meeting of GTC Poland shareholders ("the General Meeting 
resolution"), approved an amendment to the service agreement with regard to the period starting on 
January 1, 2011 (for details of the amendment, see section 8.25.1 in Chapter 1 of this report), which 
included, inter alia, extension of the service agreement through December 31, 2013 ("end of 
agreement term").  

 
2. Pursuant to the service agreement, the Chairman is eligible to receive a bonus equal to: 2% of GTC 

Poland's annual pre-tax income, as per its consolidated annual financial statements prepared in 
accordance with IFRS, excluding: (1) gain from revaluation of investment property, included in pre-tax 
income; (2) gain from sale of real estate property, included in pre-tax income (for both (1) and (2), the 
minority share of said income would be deducted). The Chairman is also eligible to receive a bonus 
equal to 1.2% of after-tax appreciation of each property sold during the year, calculated as the 
difference between consideration received for sale of said property, and the cost of said property (for 
the sake of clarity, the property cost excludes any revaluation there of over time, all excluding the 
minority interest ("bonus for property sale")). Should the contract with the Chairman be terminated 
by GTC Poland prior to the end of the agreement term, for any reason other than for cause, as defined 
in the service agreement, or by the Chairman due to a change of control event in GTC Poland, as this 
event is defined in the service agreement, the Chairman would be eligible to receive continued bonus 
payment equal to 75% of the bonus payable with respect to the four quarters following the end of the 
agreement term, and 50% of the bonus payable with respect to quarters five through eight following the 
end of the agreement term. 

  
3. The Chairman has previously received 1,900,000 phantom options ("existing phantom options"), 

exerciseable into 1,900,000 GTC Poland ordinary shares. Of the existing phantom options, 1,650,000 
options have vested, and the balance (250,000) would vest on December 31, 2011. The existing 
phantom options may be exercised through December 31, 2014. The exercise price of 1,200,000 of the 
existing phantom options is PLN 18.15 (€4.50) per share, and of 700,000 of the existing phantom 
options is PLN 22.50 (€5.60) per share,   

 
Under the General Meeting resolution, a resolution was made to grant the Chairman an additional 
2,992,000 phantom options ("new phantom options"), of which 1,000,000 new phantom options 
vested on January 1, 2011. The balance of new phantom options shall vest monthly from January 1, 
2012 through December 31, 2013. The exercise price of the new phantom options is PLN 22 (€5.50) 
per share, and they may be exercised through December 31, 2014.   
 
In case of termination of the Chairman's contract under circumstances set forth in note 2 to the table, he 
would be eligible to exercise all new phantom options already vested, as well as all or part of the new 
phantom options which have yet to vest, in accordance with terms and conditions specified in the 
service agreement for this matter.  
The exercise price, of both existing and new phantom options, shall not be actually paid, but rather 
would only be used to determine the benefit component based on a formula set forth in agreements 
signed with the Chairman, The benefit may be paid in GTC Poland shares or in cash, as decided from 
time to time by GTC Poland's Supervisory Board. 
  
In 2010, GTC Poland recorded a provision amounting to €4,454 thousand with respect to some of the 
existing phantom options which vested in 2010 and with respect to the new phantom options. However, 
note that the price of GTC Poland share as of 28.3.2011 soon prior to publication of this report, is PLN 
21 and therefore, despite the provision recorded by GTC Poland, a major portion of these phantom 
options are "out of the money".  
 

4. Upon the establishment of a joint enterprise between GTC RE and the Company of Assets and Building 
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Ltd., which operates through GTC Investments, 2.5% of the issued and paid-up capital of GTC 
Investments was allocated to the Chairman in May 2006. The Chairman and GTC RE agreed that the 
following rules would apply for each funding provided by the shareholders to GTC Investments: the 
Chairman will have to provide 20% of his share of the funding from his sources and he will receive 
80% of the sum as a loan from GTC RE, that will be secured by a non-recourse charge over the 
Chairman’s shares in GTC Investments. Accordingly, GTC RE (currently GTC Holding) provided the 
Chairman with loans whose balance as of the date of the report is approximately EUR 388 thousand. 
The loan bears interest at a rate of 3.05%. Additionally, the Chairman provided GTC Investments 
directly with loans whose balance as of the date of the report is approximately EUR 97 thousand. In 
addition, the Chairman was awarded an option to sell his shares to GTC RE at a price equal to the fair 
value of the shares at the time of the sale. The option is exercisable  upon change of control in GTC 
Investments and also during one year after the latest between: November 2010 or the date on which the 
Chairman will cease to provide services to GTC Investments. GTC Holding recorded a decrease in the 
provision for said option in 2010.  

 
5. On April 16, 2006, agreements were signed with Mr. Erez Apelrot, under which he is serving as CEO 

of GTC RE China Ltd. (“GTC China”), and as the Group’s representative in China. On April 31, 
2007, Mr. Apelrot was appointed as a member of the management board of Kardan Water International 
Group (“KWIG”), in addition to the above mentioned positions. On April 16, 2009, the parties agreed 
to extend the stated agreements up to August 16, 2011. Each party may terminate the agreements at any 
time, with 6 months prior notice. 

 
6.  Upon commencing his employment (April 2006), Mr. Apelrot was promised the granting of options in 

GTC China, in the amount of 2% of the share capital of GTC China, which will be exercisable on the 
following dates: 50% at the end of three years from the date of commencing his employment, 25% at 
the end of four years from the date of commencing his employment, and 25% after five years have 
passed from the date of commencing his employment. In practice, the options were allocated to Mr. 
Apelrot only in October 2010, so that on the date of their allocation, 75% of the option quantity was 
already vested, and therefore most of the provision, due to the option allocation, was executed in 
the Company’s records in 2010. The balance of the options can be exercised as of April 2011. Mr. 
Apelrot is entitled to exercise the options from the date they are vested and up to seven years from the 
date they are granted, i.e. up to October 2017. The exercise price of the options is the relative part, 
according to the part constituted by the shares deriving from the options conversion, out of every 
investment invested by the shareholders in the Company, by way of investing in capital and/or by 
providing a shareholders loan and/or by providing guarantees and/or by any other way, plus annual 
interest at a rate of LIBOR + 3% from the date of execution of every investment and up to the exercise 
date. In case the loan was provided by way of shareholders’ loan, the Company will be permitted to 
demand from Mr. Apelrot that he too will provide his share by way of providing a shareholders loan. 
The fair value of the said options is EUR 2,837 thousand. 

 
On the date of the establishment of KWIG (April 2007), Mr. Apelrot was promised that he would be 
granted with options in KWIG in the amount of 1% of KWIG’s share capital, that will be exercisable 
on the following dates: 50% at the end of three years from the date of commencing his employment, 
25% at the end of four years from the date of commencing his employment, and 25% after five years 
have passed from the date of commencing his employment. In practice, the options were only allocated 
to Mr. Apelrot in December 2010, so that on the date of their allocation, 75% of the option quantity 
was already vested, and therefore most of the provision, due to the option allocation, was executed 
in the Company’s records in 2010. The balance of the options can be exercised as of April 2011. Mr. 
Apelrot is entitled to exercise the options from the date they are vested and up to five years from the 
date he commenced his employment in KWIG, i.e. up to April 2012. The exercise price of the options 
is the relative part, according to the part constituted by the shares deriving from the options conversion, 
out of every investment invested by the shareholders in the Company, by way of investing in capital 
and/or by providing a shareholders loan and/or by providing guarantees and/or by any other way, plus 
annual interest at a rate of LIBOR + 3% from the date of execution of every investment and up to the 
exercise date. In case the loan was provided by way of shareholders’ loan, the Company will be 
permitted to demand from Mr. Apelrot that he too will provide his share by way of providing a 
shareholders loan. The fair value of the options is EUR 132 thousand. 
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7. Pursuant to the employment agreement with Mr. Eytan Soroka ("Soroka") dated September 17, 2006, 
Soroka serves as Executive Chairman of the Board of Directors of Kardan Real Estate, at 70% of full-
time position equivalent. In addition to his monthly salary, Soroka is eligible to receive customary 
social benefits and additional benefits, including a company car (with full tax roll-up). . His original 
employment agreement was effective through September 2009. In February 2010, Soroka and Kardan 
Real Estate signed an addendum to the original employment agreement, extending the term of the 
contract for a further 3 years, from September 2009 through September 2012. The agreement may be 
terminated by 90 days' prior written notice to the other party. Furthermore, should the contract be 
terminated by Kardan Real Estate, Soroka would be eligible to receive an additional lump-sum 
payment equal to three months' work in addition to the notice period. The agreement stipulates that 
should the current controlling shareholders of Kardan Israel (other than Kardan NV) cease to be, 
directly or indirectly, controlling shareholders there of, or should Mr. Yosef Greenfeld cease to serve as 
Chairman of the Board of Directors of Kardan Israel, Soroka would be eligible to resign his position 
with Kardan Real Estate and receive all benefits set forth in the agreement, including severance pay. 
Soroka may engage in any business which is not part of the operations of Kardan Real Estate and/or its 
subsidiaries and affiliates, provided that such engagement shall not exceed 30% of full-time position 
equivalent and would not constitute conflict of interest with operations of Kardan Real Estate and/or its 
subsidiaries and affiliates. 
 

8. On February 18, 2010, the General Meeting of Kardan Real Estate shareholders resolved, after 
approval by the Board of Directors, to approve a plan to grant Kardan Real Estate stock options to 
managers and staff of Kardan Real Estate ("stock option plan"). In conjunction with the stock option 
plan, the Audit Committee, Board of Directors and General Meeting of Kardan Real Estate resolved, 
inter alia, to grant 3,352,082 stock options convertible into up to 3,352,082 Kardan Real Estate 
ordinary shares of NIS 1 par value each to Mr. Soroka for no consideration ("the new options"). Along 
with adoption of the stock option plan, Soroka and Kardan Real Estate signed a waiver agreement 
whereby, should the new options be granted to him as per the stock option plan, Soroka would waive 
the options allocated to him pursuant to the allocation agreement dated March 2008 ("the waiver 
agreement"). 
On January 24, 2011, the new options were granted to Soroka, therefore as stipulated by the waiver 
agreement, the options previously granted to Soroka under the stock option plan dated March 2008 
were cancelled.  
With respect to the aforementioned option allocation, Kardan Real Estate recorded in 2010 a provision 
amounting to NIS 1,776 thousand (€359 thousand). The fair value of the new options upon publication 
of the private allocation report by Kardan Real Estate was NIS 1 per option. Note that the exercise 
price of each of the new options is NIS 2.204 (linked to CPI) and the price per Kardan Real Estate 
share as of March 28, 2011, close to the date of the report, is NIS 1.77 - hence the new options are 
currently "out of the money". 

 
9. On August 19, 2010, the General Meeting of Kardan Real Estate shareholders, after approval by the 

Audit Committee and the Board of Directors of Kardan Real Estate dated July 19, 2010, approved 
payment of a one-time bonus to Mr. Soroka amounting to NIS 462 thousand (€93 thousand). The bonus 
was granted for the strenuous work involved in the public offering of Kardan Real Estate shares and 
their listing for trading on the stock exchange.  
 

10. Pursuant to the employment agreement of Mr. Yoram Keren ("Keren") dated February 26, 2009, Keren 
serves as CEO of Kardan Real Estate as from November 1, 2008. In addition to his monthly salary, 
Keren is eligible to receive customary social benefits and additional benefits, including a company car 
(with full tax roll-up). The agreement may be terminated by 90 days' prior written notice to the other 
party. Further, should the contract be terminated after its first anniversary, Keren would be eligible to 
receive additional payment equal to three months' work, without being required to work at Kardan Real 
Estate, in addition to the notice period. The agreement stipulates that the Kardan Real Estate Board of 
Directors shall discuss annually the grant of an annual bonus to Keren. The annual bonus, if any, shall 
be paid no later than the end of the first calendar month with respect to the preceding year, as 
determined by the Board of Directors. 

 
11. Pursuant to the stock option plan (as defined in note 6 above), in August 2010 Mr. Keren was granted - 

for no consideration - 2,933,071 options convertible into up to 2,933,071 Kardan Real Estate ordinary 
shares of NIS 1 par value each. With respect to the aforementioned option allocation, Kardan Real 
Estate recorded in 2010 a provision amounting to NIS 1,487 thousand (€300 thousand). The fair value 
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of the options upon publication of the private allocation report by Kardan Real Estate was NIS 1 per 
option. Note that the exercise price of each of the new options is NIS 2.204 (linked to CPI) and the 
price per Kardan Real Estate share as of 28.3, 2011, close to the date of the report, is NIS 1.77 - hence 
the new options are currently "out of the money".  

 
12. On July 19, 2010, the Audit Committee and Board of Directors of Kardan Real Estate approved 

payment of a one-time bonus to Mr. Keren, amounting to NIS 497 thousand (€100 thousand). The 
bonus was granted for the strenuous work involved in the public offering of Kardan Real Estate shares 
and their listing for trading on the stock exchange.  

 
13. Pursuant to an agreement dated June 2005, amended in June 2006, between companies controlled by 

Mr. Harel and GTC Poland, Mr. Harel serves as Manager, International Development and Member of 
the Exeuctive Board of GTC Poland as from January 2004. In January 2009, the Supervisory Board of 
GTC Poland approved extension of these agreements through December 2014, unless any of the parties 
should elect to terminate them sooner by providing 6 months' prior notice to the other party. 

 
 

14. In accordance with contract terms between GTC Poland and Mr. Harel and a company controlled by 
him, through 2009 Mr. Harel was entitled to receive an annual bonus each calendar year, equal to 
0.23% of GTC Poland's after-tax income for that year. Pursuant to agreements dated January 2011 and 
March 2011, the aforementioned bonus shall be at 0.28% with respect to 2010 and at 0.38% with 
respect to 2011 and later. Further, should the contract between GTC Poland and Mr. Harel be 
terminated within 6 months from a change in control over GTC Poland, Mr. Harel would be eligible to 
receive compensation equal to up to 50% of the bonus he would have been eligible to receive had he 
continued to provide his services for 12 months after termination of his contract with the Company, and 
25% of the bonus he would have been eligible to receive had he continued to provide his services for a 
further 12 months starting after the 1st anniversary of termination of his contract with the Company.  
 

15. Share-based payment: Mr. Harel and a company under his control were granted phantom shares as 
follows:   In March 2006, Mr. Harel was granted 150,000 phantom shares (Series 1); in August 
2008 - 200,000 phantom shares (Series 2); in January 2009 - 240,000 phantom shares (Series 3) and in 
November 2010 - 428,000 phantom shares (new Series). 
Terms and conditions of these phantom shares are as follows: 

a. General - phantom shares of all said series are blocked upon their grant date, but may be 
exercised in lots over several years, should Mr. Harel continue in his position. Exercise 
amounts shall not be actually paid, but rather used only to determine the benefit component, as 
per the formula set forth in the agreement. The benefit may be paid in GTC Poland shares or in 
cash, as decided from time to time by GTC Poland's Supervisory Board. As of December 31, 
2010, the price per GTC Poland share was PLN 24.50. It was further agreed that should GTC 
Poland or Mr. Harel announce termination of their contract within six months from the date of 
change of control over GTC Poland, Mr. Harel would be eligible to receive half of the yet 
unvested phantom shares, but would be restricted by an exercise date no later than 12 months 
after termination of the contract. 

b. Exercise date - Series 1 may be exercised through December 31, 2014. Series 2 through 4 may 
be exercised through December 31, 2015. 

c. The exercise price for 315 thousand of the phantom shares is PLN 18.15 (€4.50); the exercise 
price for 75 thousand of the phantom shares is PLN 22.50 (€5.60); The exercise price for 428 
thousand of the phantom shares is PLN 22 (€5.50).  

 
 In the reported period, GTC Poland recognized an expense with respect to share-based payments 
granted to Mr. Harel amounting to €232 thousand.  
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b   . Three highest-remunerated officers of Kardan NV not listed in section a. above:  
  

Remunerated party Remuneration for services Other 
remuneration

Name Position Full-time 
position 

equivalen
t 

Share 
of 

capital 
and 

voting 
rights 

Cost of 
wages 
(€ in 

thousands
) 

Bonus 
(€ in 

thousands
) 

Share-
based 

payment 
(€ in 

thousands) 

Managemen
t fee 
(€ in 

thousands) 
 

Other Loans 

Total 
(includes 

share-based 
payment) 

(€ in 
thousands) 

Total 
(excludes 

share-
based 

payment)   
 

(€ in 
thousands

) 
Walter Van 

Damme  
Member, 
Executive 
Board of 

Kardan NV 

100% - 199) 1(  54) 3(  75)2(  - 
 

- - 328 253 

Alain 
Ickovics   

Chairman of 
Executive 

Board, 
Kardan NV 
and holds 
multiple 

positions with 
Kardan 
Group 

100% 2.96%  66)4(  69 -) 5(  193 )4(  - )6(  194 328  328 
 

Jan 
Slootweg  

Member, 
Executive 
Board of 

Kardan NV 

100% - 245)7(  51)3(  
 

232)8(  - - - 528 296 
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Notes to table: 

 
(1) Pursuant to the employment agreement between Mr. Van Dame and Kardan NV, Mr. Van Dame serves 

as member of Kardan NV's Executive Board, as well as its COO as from January 2007.   For 
details of remuneration program for Executive Board members ("remuneration program") adopted by 
the General Meeting of shareholders on May 26, 2010, see immediate reports issued by the Company 
on April 29, 2010 and on May 26, 2010 with reference nos. 2010-01-463389 and 2010-01-496443, 
respectively and see Section 13.2 of Part 1 of this report. 

  
(2) Share-based payment: In July 2008, Kardan NV granted to Mr. Van Dame 150,000 options 

convertible into Kardan NV shares, under terms of the stock option plan for Kardan NV employees. 
The options may be exercised in three equal lots on the 1st, 2nd and 3rd anniversaries of their grant date. 
These options were granted under the stock option plan adopted by the company in 2006 ("2006 stock 
option plan"). For details of the 2006 stock option plan, see Section 13.2.8.1 of Chapter 1 of this 
report, as well as an immediate report of private allocation issued by the company on June 2, 2008, 
reference no. 2008-01-156843. The exercise price of these options was set at €6.60 per share. On 
March 28, 2011, soon prior to the date of this report, the price per Kardan NV share is €3.9 per share, 
therefore these options are "out of the money" and their exercise is not economically feasible. The 
expense recognized with respect to these options by Kardan NV in 2010 amounted to €75 thousand.  
As a member of the Executive Board, Mr. Van Dame is also included in the share program adopted by 
the Company's General Meeting of shareholders on May 26, 2010, as part of the Company's overall 
remuneration policy ("the share program"). For details of the share program, see Section 132.8.2 of 
Part 1 of this report. As of the report date, no shares have been allocated to Mr. Van Dame, and no 
provision was recorded by the Company with respect to the share program.  
 

(3) The bonus was paid to Mr. Van Dame and to Mr. Slotweg with respect to 2009, and was approved by 
the Company's General Meeting of shareholders on May 26, 2010. 

 
(4) Mr. Itzkovich serves as member of the Executive Board of Kardan NV as from June 2006; on June 

2007 he was appointed Chairman of the Executive Board. Mr. Itzkovich also holds other positions with 
Group subsidiaries. For management services provided to Kardan NV and to Group subsidiaries in 
2010, Mr. Itzkovich and a company wholly-owned by him were paid as follows: Wages at a cost to 
Kardan NV of €57 thousand and wages of €9 thousand from Tahal Consultants Engineers Ltd. (a 
wholly-owned subsidiary of Kardan NV), as well as management fee amounting to €133.50 thousand 
by Kardan NV and €59.50 thousand from GTC Holding ( a wholly-owned subsidiary of Kardan NV).  

 
 

(5) Under the 2006 stock option plan, Mr. Itzkovich was allocated 179,232 options exerciseable into 
Company shares. The Company recorded provisions for these options in previous years, and no 
additional provision was recorded in 2010. Through the report date, Mr. Itzkovich has yet to exercise 
the options granted to him under the 2006 stock option plan. As a member of the Executive Board, Mr. 
Itzkovich is also subject to the share program. As of the report date, no shares have been allocated to 
Mr. Itzkovich, and no provision was recorded by the Company with respect to the share program. For 
details of the 2006 stock option plan and of the share program, see Sections 13.2.8.1 and 13.2.8.2, 
respectively, in Part 1 of this report. 

 
 

(6) Upon incorporation of a joint venture of GTC RE and of Property & Building Corp. ("PBC") - operated 
by GTC Investments - Mr. Itzkovich, who also serves as CEO of GTC Investments, was allocated 2.5% 
of the issued and paid-in share capital of GTC Investments, and GTC RE and PBC each owned, at that 
time, equal shares of about 49% of the issued and paid-in share capital of GTC Investments. In 
February 2007, Mr. Itzkovich transferred 1.25% of GTC Investments' share capital to PBC. Mr. 
Itzkovich and GTC RE agreed, in an agreement dated March 2007, that as for the remaining 1.25% of 
share capital owned by the former, he would pay the pro-rata amount invested in the company's share 
capital. GTC RE and Mr. Itzkovich further agreed that any financing provided by shareholders to the 
company would be subject to the following: Mr. Itzkovich is to provide 20% of his share of such 
financing from his own resources, and 80% would be given to Mr. Itzkovich as a loan, secured by a 
non-recourse lien on Mr. Itzkovich's GTC Investments shares. As per the above, GTC RE (and 
currently GTC Holding) have provided to Mr. Itzkovich loans whose balance, as of the report date, is 
€194 thousand. These loans bear interest at 3.05%.Additionally, Mr.Ickovics directly provided GTC 
Investments with loans whose balance as of the date of the report is EUR 48 thousand. Mr. Itzkovich 
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was granted a put option to sell his shares to GTC RE at the fair valus of these shares upon sale. The 
option may be exercised upon a change in control of GTC Investments, and for one year starting on 
November 2010 (or if upon such date Mr. Itzkovich provides services to GTC Investments, for one 
year after termination of such services). GTC Holdings recorded a decrease in provision for said option 
in 2010.    
. 
 

(7) In accordance with the employment contract between Mr. Slotweg and Kardan NV, Mr. Slotweg serves 
as a member of Kardan NV's Executive Board as from June 1, 2008, for a three-year term.  
For details of remuneration program for Executive Board members adopted by the General Meeting of 
shareholders on May 26, 2010, see immediate reports issued by the Company on April 29, 2010 and on 
May 26, 2010 with reference nos. 2010-01-463389 and 2010-01-496443, respectively and see Section 
13.2 of Part 1 of this report. 

 
 

(8) Share-based payment: In July 2008, Kardan NV granted to Mr. Slotweg 175,000 options convertible 
into Kardan NV shares, under terms of the 2006 stock option plan for Kardan NV employees (as 
defined above). The options may be exercised in three equal lots on the 2nd, 3rd and 4th anniversaries of 
their grant date. The options were granted under the 2006 stock option plan. For details of the 2006 
stock option plan, see Section 13.2.8.1 of Chapter 1 of this report, as well as an immediate report of 
private allocation issued by the company on June 2, 2008, reference no. 2008-01-156843. The exercise 
price of these options was set at €9.20 per share. On March 28, 2011, soon prior to the date of this 
report, the price per Kardan NV share is €3.9 per share, therefore these options are "out of the money" 
and their exercise is not economically feasible. The expense recognized with respect to these options by 
Kardan NV in 2010 amounted to €232 thousand.  
As an Executive Board member, Mr. Slotweg is also included in the share program (as defined above). 
For details of the share program, see Section 13.2.8.2 of Part 1 of this report. As of the report date, no 
shares have been allocated to Mr. Slotweg, and no provision was recorded by the Company with 
respect to the share program.  
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c   . Remuneration of interested parties in Kardan NV  
 
Below are details of remuneration paid in the reported period by Kardan NV or a company controlled there by to interested parties in Kardan NV*:  
 

 Remunerated party Remuneration for services 
Name Position Full-time 

position 
equivalen

t 

Share of 
capital and 

voting 
rights 

Salary* 
 

Bonu
s 

Share-
based 

payment 

Managemen
t fee 

Consultin
g fee 

 

Other 
Total 

(includes 
share-based 

payment) 
(€ in 

thousands) 

Total 
(excludes 

share-based 
payment) 

(€ in 
thousands) 

Yosef Grunfeld 
(1) 

Chairman of the Board of 
Directors, Kardan Israel  

100% 20.02% 170*  - - - 225)*2(  - 395*  395*  

Eytan Rechter 
and Shamait Ltd. 

(3) 
 

Karnina Rechter 
(5) 

CEO of Kardan Israel, 
Provides consulting services to 

SFDI Ltd. and to Kardan 
Communications Ltd. 

Member, Supervisory Board 
and Member, Audit Committee 

of Kardan NV 

!00% 
- 
 

 
 

3.67% 
 
 

243*  - - - 252)*4(  
 
 

26 
 

- 495*  
 
 

26 
 

495*  
 
 

26 
 

Avi Shuor Member, Supervisory Board of 
Kardan NV 

- 17.73% - - - - 22 - 22 22 

Joseph Krant Chairman, Supervisory Board 
of Kardan NV 

- - - - - - 38 - 38 38 

Max Groen Member, Supervisory Board of 
Kardan NV 

- - - - - - 26 - 26 26 

Hendrik 
Benjamins 

Member, Supervisory Board of 
Kardan NV 

- - - - - - 26 - 26 26 

Israel Fink 
 

Member, Supervisory Board of 
Kardan NV 

- - - - - - 22 - 22 22 

Jay Liv 
Pomrenze 

Member, Supervisory Board of 
Kardan NV 

- 0.13% - - - - 26 - 26 26 

Einat Oz-Gabber  Member, Executive Board of 
Kardan NV 

- - 183  43 
)6(  

(7) - - - 226 226 

Alon Shlank Member, Executive Board of 
Kardan NV and holds multiple 
positions with Kardan Group 

- 0.04% 54 
)8(  

 

73) 9( -) 10(  218) 8(  -   - 345 345 
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The order in which interested parties are listed is random and is not sequenced by remuneration amount. 
 
* Amounts payable to officers are in NIS. The amounts were converted to EUR using the average 

EUR/NIS exchange rate in 2010, which was NIS 4.9502. 
 
 
 
Notes to table: 
 

(1) Pursuant to the employment agreement signed in February 2000 by Kardan Israel, a subsidiary 
controlled by Kardan NV, and Mr. Yosef Greenfeld ("Greenfeld"), Mr. Greenfeld, who is a 
controlling shareholder of Kardan NV, serves as Executive Chairman of the Board of Directors of 
Kardan Israel (at 75% of full-time position equivalent). In addition to his monthly salary, Mr. 
Greenfeld is eligible to other benefits, customary social benefits and a company car (from Kardan 
Israel or its affiliate. Consequently, Universal Motors Israel Ltd., an affiliate of Kardan Israel 
("UMI") actually providesa company car to Mr. Greenfeld.) In accordance with the employment 
agreement between Mr. Greenfeld and Kardan Israel, each of the parties may terminate the 
agreement at any time. Should Mr. Greenfeld wish to terminate his employment, he would give 
Kardan Israel 90 days' notice, and should Kardan Israel wish to terminate the employment, it would 
give Mr. Greenfeld 180 days' notice. 

 
(2) Telromit Ltd. ("Telromit"), a company wholly-owned by Mr. Greenfeld, is eligible, pursuant to an 

agreement between Telromit, Mr. Greenfeld and UMI, to receive quarterly remuneration with respect 
to his office as Board member of UMI and for consulting services provided by Mr. Greenfeld to 
UMI at 25% of full-time position equivalent, and is also eligible for reimbursement of expenses 
incurred in conjunction with his position, as well as provision of a company car for his business and 
personal use. The amount paid to Telromit Ltd. for services provided to UMI is deducted from the 
management fee payable to Kardan Israel pursuant to the agreement between Kardan Israel and 
UMI. In accordance with the employment agreement between Telromit and UMI, each of the parties 
may terminate the agreement at any time. Should Mr. Greenfeld wish to terminate provision of his 
consulting services, he would give UMI 90 days' notice, and should UMI wish to terminate the 
provision of consulting services, it would give Mr. Greenfeld 180 days' notice.  

 
 )3(  Pursuant to the employment agreement signed in February 2000, Mr. Eytan Rechter ("Rechter"), 

who is a controlling shareholder of Kardan NV, serves as CEO of Kardan Israel (at 50% of full-time 
position equivalent In addition to his monthly salary, Mr. Rechter is entitled to other benefits and 
customary social benefits, including a company car. In accordance with the employment agreement 
between Mr. Rechter and Kardan Israel, each of the parties may terminate the agreement at any time. 
Should Mr. Rechter wish to terminate his employment, he would give Kardan Israel 90 days' notice, 
and should Kardan Israel wish to terminate the employment, it would give Mr. Rechter 180 days' 
notice. 

 
)4(  Shamit Ltd. ("Shamit"), a company wholly owned by Mr. Rechter and his spouse, is eligible to 

receive, pursuant to agreements with SFDI Ltd. and with Kardan Communications Ltd., wholly-
owned subsidiaries of Kardam Israel (in this section: "the subsidiaries"), remuneration for 
consulting services provided by Mr. Rechter to the subsidiaries at half of a full-time position 
equivalent.. 

  In accordance with the employment agreement between Shamit and the subsidiaries, each of the 
parties may terminate the agreement at any time. Should Mr. Rechter wish to terminate provision of 
his consulting services, he would give the subsidiaries 90 days' notice, and should the subsidiaries 
wish to terminate the provision of consulting services, it would give Mr. Rechter 180 days' notice.  

  
)5 (  Ms. Karenina Rechter is the spouse of Mr. Eytan Rechter, a controlling shareholder of the 

Company. 
  
 

) 6 (  Ms. Oz-Gaber has been serving as member of the Executive Board of Kardan NV as from May 
2005. The bonus was paid to Ms. Oz-Gaber with respect to 2009, and was approved by the 
Company's General Meeting of shareholders on May 26, 2010. 
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)7(  Under the 2006 stock option plan, Ms. Oz-Gaber was allocated 149,360 options exerciseable into 
Company shares. The Company recorded provisions for these options in previous years, and no 
additional provision was recorded in 2010. Through the report date, Ms. Oz-Gabber has yet to 
exercise the options granted to her under the 2006 stock option plan. As member of the Executive 
Board, Ms. Oz-Gaber is eligible to participate in the share program. As of the report date, no shares 
have been allocated to Ms. Oz-Gaber, and no provision was recorded by the Company with respect 
to the share program. For details of the 2006 stock option plan and of the share program, see 
Sections 13.2.8.1 and 13.2.8.2, respectively, in Part 1 of this report. 

 
)8(  Mr. Shlenk served, through January 1, 2011, as member of the Executive Board of Kardan NV. 

Mr. Shlenk also holds other positions with Group subsidiaries. For management services provided 
to Kardan NV and to Group subsidiaries in 2010, Mr. Shlenk and a company wholly-owned by 
him were paid as follows: Wages at a cost to Kardan NV of €32 thousand and wages of €22 
thousand from Tahal Consultants Engineers Ltd. (a wholly-owned subsidiary of Kardan NV), as 
well as management fee amounting to €60 thousand by Kardan NV, €79 thousand from GTC RE (a 
wholly-owned subsidiary of Kardan NV) and €79 thousand from GTC China (a wholly-owned 
subsidiary of Kardan NV).  

 
(9) The bonus was paid to Mr. Shlenk with respect to 2009, and was approved by the Company's 

General Meeting of shareholders on May 26, 2010. 
 
(10) Under the 2006 stock option plan, Mr. Shlenk was allocated 179,232 options exerciseable into 

Company shares. The Company recorded provisions for these options in previous years, and no 
additional provision was recorded in 2010. Through the report date, Mr. Shlenk has yet to exercise 
the options granted to him under the 2006 stock option plan. Mr. Shlenk is also included in the 
share program. As of the report date, no shares have been allocated to Mr. Shlenk, and no 
provision was recorded by the Company with respect to the share program. For details of the share 
program, see Section 132.8.2 of Part 1 of this report. As of the report date, no shares have been 
allocated to Mr. Shlenk under the share program. 
 

9.  Regulation 21a: Controlling shareholders of the company. 
 
 The controlling shareholders of Kardan NV are Messrs. Yosef Greenfeld, Avi Shnor and Eytan 

Rechter. 

 
10 .  Regulation 22: Transactions with controlling shareholders of the company   

 
10.1 Transactions pursuant to Section 270(4) of the Companies Law, 19991 
  

 
 
10.1.1. For further details of Mr. Greenfeld's employment agreement with regard to his position as 

Chairman of Kardan Israel's Board of Directors, see section 8c above, note (1) and (2) to the table 2.
   

 
   
10.1.2 In January 2006, Mr. Ido Lebovich, the son-in-law of Mr. Yosef Greenfeld, a controlling 

shareholder of the Company3, was appinted VP and later on CEO of Radio Kol Chay Faith 
Broadcasting Ltd. (in this section: "Radio Kol Chay"), a company controlled by Kardan NV 

                                                           
2  In May 2003, the General Meeting of Kardan Israel shareholders approved, after approval by the Audit 

Committee and Board of Directors of Kardan Israel, changes to Mr. Yosef Greenfeld's employment 
terms, and in August 2004, when Kardan Israel was a private company, a further change in his 
employment terms was approved. The controlling shareholders who have a personal interest in the 
contract described in this section are: Mr. Yosef Greenfeld, as the nature of the contract consists of 
payment of salary and consulting fee to Mr. Greenfeld and to Telromit, and Messrs. Avi Shnor and 
Eytan Rechter, who are party to a shareholder Agreement in Kardan NV to which Mr. Greenfeld is also 
party.       

3  The controlling shareholders who have a personal interest in contracts with Mr. Lebovich, as set forth 
in sections 10.1.2, 10.1.3 and 10.1.4 above are: Mr. Yosef Greenfeld, as Mr. Lebovich is his son-in-law, 
and Messrs. Avi Shnor and Eytan Rechter, who are party to a shareholder agreement in Kardan NV to 
which Mr. Greenfeld is also party.  
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which is indirectly owned (51.56%). Pursuant to his eployment terms, Mr. Lebovich is entitled to 
a monthly salary of NIS 22 thousand (gross) plus common benefits, including a company car and 
social benefits, for his position as CEO of Radio Kol Chay. The cost of employment of Mr. 
Lebovich by Radio Kol Chay in the reported period amounted to NIS 431 thousand  (amounted to 
€87 thousand) and for the period from January 1, 2011 through the report date, Mr. Lebovich is 
entitled to pay amounting to NIS 103 thousand (amounted to €21 thousand)4. 

 
10.1.3 In January 2008, Mr. Lebovich was appointed Business Development Manager at Kardan Israel, at 

20% of full-time position equivalent, for monthly pay of NIS 10,000 (gross) as well as common 
and statutory social benefits including, inter alia, contribution to retirement insurance and study 
fund, as well as 22 days' annual paid leave (for a full time position, so that Mr. Lebovich is 
entitled to 4.4 days annual paid leave for a 20% full time position equivalent). 
 -The cost of employment of Mr. Lebovich by the Company in the reported period amounted to 
NIS 154 thousand  (amounted to €31 thousand) and for the period from January 1, 2011 through 
the report date, Mr. Lebovich is entitled to pay amounting to NIS 39 thousand (amounted to €8 
thousand)5. 
 

10.1.4 In conjunction with the stock option plan for employees of Kardan Israel ("the stock option 
plan"), adopted by Kardan Israel on August 24, 2010, Kardan Israel grantedto Mr. Lebovich, on 
October 27, 2010, 35,000 options exerciseable into up to 35,000 Kardan Israel ordinary shares of 
NIS 1 par value each, at an exercise price of NIS 7 per share6.  23,333 options would vest 
on the 2nd anniversary of the grant date, and 11,667 options would vest on the 3rd anniversary of 
the grant date (hereinafter in this section: “the vesting dates”). The options may be exercised from 
the relevant vesting dates through the 5th anniversary of their grant date, pursuant to terms and 
conditions of the stock option plan. In the reported period, the Company recorded a provision 
amounting to NIS 11 thousand with respect to grant of these options to Mr. Lebovich7. 
 
For further details of the stock option plan adopted by Kardan Israel, see section 13.2.9 of Part 1 of 
this report.  

 
10.1.5 On September 7, 2009, the Board of Directors of Kardan Israel, after approval by the Audit 

Committee of Kardan Israel8, approved the employmebt and employment terms of Mr. Michael 
Greenfeld, son of Yosef Greenfeld, a controlling shareholder of the Company ("Michael"), as an 
intern in Kardan Israel's Legal Department, on a full-time job, for a salary of NIS 6 thousand 
(gross) per month, plus statutory benefits.  

  The cost of Michael's employment by Kardan Israel for the period from January 2010 through 
August 2010 amounted to NIS 63 thousand (amounted to €13 thousand). In early September 2010, 
Michael completed his internship with Kardan Israel.  

 
10.1.6 Mr. Shnor, a controlling shareholder of Kardan NV, serves as member of the Kardan NV 

Supervisory Board9.  

                                                           
4  The employment and employment terms of Mr. Lebovich, as set forth in this section, were approved by 

the General Meeting of Kardan Israel shareholders in August 2007, after approval by the Audit 
Committee and Board of Directors of Kardan Israel on July 15, 2007.   

5  Employment and employment terms of Mr. Lebovich, as set forth in this section, were approved by 
the General Meeting of Kardan Israel shareholders in January 2008, after approval by the Audit 
Committee and Board of Directors of Kardan Israel in December 2007.  

6  Except for Mr. Lebovich and Mr. Vulcan (see section 10.1.7 below), where the exercise price of 
options granted there to is NIS 7 per share, the exercise price of options granted to other Kardan Israel 
employees under the stock option plan is NIS 6 per share. 

7  The option grant was approved by the General Meeting of Kardan Israel shareholders convened in 
October 2010, after approval by the Audit Committee and Board of Directors of Kardan Israel in 
August 2010. 

8 The employment of Mr. Michael Greenfeld was approved pursuant to the easement regulations. The 
controlling shareholders who have a personal interest in these agreements are: Yosef Greenfeld, father 
of Mr. Michael Greenfeld, and Messrs. Avi Shnor and Eytan Rechter, who are parties to a shareholder 
agreement in Kardan NV to which Yosef Greenfeld is also party. 

9  Mr. Shnor's remuneration was approved by the General Meeting of Company shareholders convened 
on May 26, 2010, after approval by the Company's Executive Board and Supervisory Board by a 
special majority, as required by Company Bylaws. The approval of the General Meeting was passed 
by a simple majority under the provisions of the bylaws of Kardan N. V. and because the salary paid 
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 With respect to his office during the reported period, Mr. Shnor was paid €22 thousand. With 
respect to the period from January 1, 2011 through the report date, Mr. Shnor is eligible to receive 
€5.8 thousand.  
Note that Mr. Shnor's remuneration is identical to remuneration of all other members of the 
Supervisory Board. 
 

 
10.1.7 Mr. Alon Vulcan, who is the son-in-law of Mr. Avi Shnor, a controlling shareholder of the 

Company10 serves as VP and economic consultant with Kardan Israel.  
 Through March 31, 2008, Mr. Vulcan was employed at 41% of full-time position equivalent, and 

his salary amounted to NIS 23,400 - reflecting a gross salary of NIS 57,000 for a full-time job. 
Since April 1, 2008, Mr. Vulcan has been employed at 67% of full-time position equivalent, and 
his salary as from this date increased accordingly to NIS 38,200 (also reflecting a gross salary of 
NIS 57,000 for a full-time job). In addition to his monthly salary, Mr. Vulcan is entitled to 
customary benefits at Kardan Israel, including company car and social benefits11.  
 
  
In conjunction with the stock option plan (as defined in section 10.1.4 above), adopted by Kardan 
Israel on August 24, 2010, Kardan Israel granted to Mr. Vulcan on October 27, 2010 a total of 
180,000 options exerciseable into up to 180,000 Kardan Israel ordinary shares of NIS 1 par value, 
at an exercise price of NIS 7 per share12. 120,000 options would vest on the 2nd anniversary of the 
grant date, and the remaining options would vest on the 3rd anniversary of the grant date 
(hereinafter in this section: “the vesting dates”). The options may be exercised from the relevant 
vesting dates through the 5th anniversary of their grant date, pursuant to terms and conditions of 
the stock option plan at Kardan Israel13. 
The cost of employment of Mr. Vulcan in the reported period amounted to NIS 864 thousand 
(amounted to €174 thousand) and for the period from January 1, 2011 through the report date, Mr. 
Vulcan is entitled to pay amounting to NIS 224 thousand (amounting to €46 thousand). 
In the reported period, Kardan Israel recorded a provision amounting to NIS 57 thousand 
(amounting to €12 thousand)  with respect to grant of these options to Mr. Vulcan. 
 
For further details of the aforementioned stock option plan, see section 13.2.9 of Part 1 of this 
report.      
In conjunction with the 2006 stock option plan for grant of Kardan NV stock options to employees 
of Kardan NV Group14, Mr. Alon Vulcan was granted in December 2006, a total of 47,800 options 
exerciseable into shares of Kardan NV. The options may be exercised at an exercise price of NIS 
45 per share, and expire in December 2011. For details of the 2006 stock option plan, see section 
13.2.8.1 of Part 1 of this report. 

                                                                                                                                                                              
him as a director does not exceed the lowest remuneration paid to another director of Kardan N.V. For 
details, see immediate reports dated April 29, 2010 and May 26, 2010 with reference nos. 2010-01-
466389 and 2010-01-496443, respectively. The controlling shareholders who have a personal interest 
in this agreement are Mr. Shnor, who is party to this agreement, and Messrs. Yosef Greenfeld and 
Eytan Rechter, since they are parties to a shareholder agreement in Kardan NV, to which Mr. Shnor is 
also party. 

 
10 The controlling shareholders who have a personal interest in the agreements with Mr. Vulcan, as set 

forth in section 10.1.7 are Mr. Avi Shnor, Mr. Vulcan's father-in-law, and Messrs.Yosef Greenfeld and 
Eytan Rechter who are parties to a shareholder agreement in Kardan NV to which Mr. Greenfeld is also 
party. 

11  Mr. Vulcan's original pay was approved by Kardan Israel in 2004, when Kardan Israel was a private 
company. The increase in Mr. Vulcan's scope of employment and pay as from April 2008 was approved 
by the General Meeting of Kardan Israel shareholders in April 2009, after prior approval by Kardan 
Israel's Audit Committee and Board of Directors.    

12  See footnote 20 above. 
13  The option grant was approved by the General Meeting of Kardan Israel shareholders convened in 

October 2010, after approval by Kardan Israel's Audit Committee and Board of Directors in August 
2010.  

14 The option grant was approved by the Executive Board and Supervisory Board of Kardan NV. 
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10.1.8 For further details of Mr. Rechter's employment agreement15 with regard to his position as CEO of 

Kardan Israel, see section 8c above, and footnotes (3) and (4) to the table16. 
   
 As fron January 12, 2011, Mr. Eytan Rechter serves as Chairman of the Board of Directors of Dan 

Vehicle and Transportation D.R.T. Ltd. ("Dan Vehicle").  On March 14, 2011, the Board of 
Directors of Dan Vehicle, after approval by the Audit Committee of Dan Vehicle on March 13, 
2011, approved the agreement between Dan Vehicle and Mr. Eytan Rechter (or a company under 
his control) for provision of services in his capacity as Executive Chairman of the Board of 
Directors. For his office as Chairman of Dan Vehicle, Mr. Rechter would be eligible to receive 
monthly remuneration of NIS 53 thousand (amounted to €11 thousand)  plus VAT. This 
agreement is still subject to approval by the General Meeting of Dan Vehicle shareholders, as 
required by law. Upon approval of this agreement and start of payments to Mr. Rechter, the 
remuneration received by Mr. Rechter and/or a company under his control from Kardan Israel 
and/or companies under its control, subject to obtaining approvals required by law, would be 
reduced such that the total remuneration paid to Mr. Rechter by Kardan Israel and companies 
under its control (including Dan Vehicle) shall remain constant.  

 
 

10.1.9 Mr. Eytan Rechter's spouse, Ms. Karenina Rechter, serves as member of Kardan NV's Supervisory 
Board. For her aforementioned office in the reported period, Ms. Rechter was paid €26 thuosand, 
as set forth in section 8c above, of which €4 thousand was paid for her office on the Company's 
Audit Committee (on December 15, 2010, Ms. Rechter concluded her term in office on the 
Company's Audit Committee). For her office from January 1, 2011 through the report date, Ms. 
Rechter is entitled to receive €8 thousand. Note that Ms. Rechter's remuneration is identical to 
remuneration of all other members of the Supervisory Board17.  

 
  
10.1.10 Insurance and indemnification - Kardan NV Group 
 

Board members and officers of Kardan NV are insured under officer and Board member liability 
insurance, by a policy owned by Kardan NV, Kardan Israel, Kardan Real Estate and two other 
Kardan NV Group companies ("the insured companies"). The liability caps are: €25,000 
thousand per event, on cumulative basis and for the insurance period; the policy is valid world-
wide. The policy applies retroactively since inception of each relevant company.  
The premium contribution by each Kardan NV Group company is determined by the insurer, 
based on the scope and risk level associated with their operations.  
On April 24, 2009, the Company's Supervisory Board resolved, by special majority, to approve 
renewal of the aforementioned policy for a one-year term as from September 15, 2009, with 

                                                           
15  The controlling shareholder who have a personal interest in this agreement are: Mr. Eytan Rechter, 

being party to the agreement with regard to his pay and to consulting fees payable to him (via Shamit). 
Also Messrs. Yosef Greenfeld and Avi Shnor have a personal interest in this agreement, since they are 
parties to a shareholder agreement in Kardan NV, to which Mr. Rechter is also party.  

16  Mr. Rechter's employment terms and consulting fees payable to him via a company owned by him 
(Shamit Ltd.) were approved as follows: In May 2003, the General Meeting of Kardan Israel 
shareholders, after approval by the Audit Committee and Board of Directors, approved a change to Mr. 
Rechter's employment terms, and approved the agreements for provision of consulting services signed 
by Shamit Ltd. (owned by Mr. Rechter) and subsidiaries of Kardan Israel. In August 2004, while 
Kardan Israel was a private company, a further change in his employment terms was approved. In 
August 2007, the General Meeting of Kardan Israel shareholders, after approval by Kardan Israel's 
Audit Committee and Board of Directors, approved an increase in consulting fee payable to Shamit Ltd. 
  

17  Ms. Rechter's remuneration was approved by the General Meeting of Company shareholders convened 
on May 26, 2010, after approval by the Company's Executive Board and Supervisory Board by a 
special majority, as required by Company Bylaws. For details, see immediate reports dated April 29, 
2010 and May 26, 2010 with reference nos. 2010-01-466389 and 2010-01-496443, respectively. The 
interested parties with a personal interest in this agreement are: Mr. Rechter, as his wife is the recipient 
of remuneration, and Messrs. Yosef Greenfeld and Avi Shnor who are parties to a shareholder 
agreement in Kardan NV, to which Mr. Rechter is also party. 
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liability caps ranging between €25,000 thousand and €50,000 thousand per event and for the 
period (for all insured companies), in return for payment of premium for the entire group 
amounting to between €150 thousand and €300 thousand (excluding fees and taxes) (for all 
insured companies).  
 
On April 27, 2010, the Company's Supervisory Board further resolved, by special majority, to 
approve renewal of the aforementioned policy for a one-year term as from September 15, 2010, 
with liability caps ranging between €25,000 thousand and €50,000 thousand per event and for the 
period (for all insured companies), in return for payment of premium for the entire group 
amounting to between €150 thousand and €300 thousand (excluding fees and taxes) (for all 
insured companies)18.  

 
For the aforementioned policy, Kardan NV Group paid in total €177 thousand for the period from 
September 2009 to September 2010, and a total of €161 thousand for the period from September 
2010 to September 2011. The share of Kardan NV out of insurance cost for officer and Board 
member liability insurance for the aforementioned periods amounted to €27 thousand and €32  
thousand, respectively, or between 15% to 20% out of the total premium for Kardan Group. 
 
 
Since the Board member liability insurance also includes coverage for Mr. Avi Shnor and Ms. 
Karenina Rechter, who serve as members of the Company's Supervisory Board, and pursuant to 
Company Bylaws, the aforementioned contract was approved as a transaction with a controlling 
shareholder (see footnote 23 to this report). The controlling shareholders who have a personal 
interest in this contract are Mr. Eytan Rechter, spouse of Ms. Karenina Rechter, and Mr. Avi Shnor, 
who is insured under this insurance policy, and Mr. Yosef Greenfeld, who is party to a shareholders' 
agreement in Kardan NV, to which Mr. Shnor and Mr. Rechter are also parties. 
 

10.1.11  Provision of waiver and indemnification to controlling shareholders by Kardan NV Group 
companies  

 
Kardan Israel, Kardan Technologies, an investee of Kardan Israel 62.57% owned by the Company 
(indirectly), Kardan Communications, a wholly-owned subsidiary of Kardan NV (indirectly) and 
Kardan Real Estate, an investee 53% owned by the Company (indirectly) have issued letters of 
indemnifiction to their Board members and officers, some of whom are controlling shareholders of 
Kardan NV (jointly: "the officers"). In these letters of indemnification, Kardan Israel, Kardan 
Technologies, Kardan Communications and Kardan Real Estate committed to indemnify (including 
retroactively) each of the officers for any liability or expense, as described below, imposed upon 
them as a result of actions taken or to be taken by them in the course of discharging their office at 
Kardan Israel, Kardan Technologies, Kardan Communications or Kardan Real Estate, as the case 
may be, including actions taken prior to providing the letter of indemnification, related directly or 
indirectly to one or more of the event types described in the letter of indemnification, provided that 
the maximum indemnification amount shall not exceed the amount set forth below: (a) financial 
liability imposed on the officer in favor of another person by a Court verdict, including a verdict 
handed down in a settlement or arbitration and ratified by a Court of Law; (b) reasonable litigation 
expenses, including attorney fees, incurred by the officer or imposed upon them by a Court of Law, 
in proceedings filed against them by Kardan Israel, Kardan Technologies, Kardan Communications 

                                                           
18 The controlling shareholders having personal interest in the engagement are Mssrs. Avi Schnur and Ms. 

Karenina Rechter, the wife of Mr. Eitan Rechter, the controlling shareholder of the Company, who are 

directors in the supervisory board of the Company, as well as Mssrs. Josef Grunfeld and Eitan Rechter, 

who are a party to the shareholders agreement of Kardan N.V.to which Mr. Scnur is also a party, and 

also serve as directors in companies to which the policy applies. Under the articles of association of 

Kardan N.V., and since the engagement of directors’ and officers’ insurance regarding the controlling 

shareholders is under identical terms to those of the engagement of the other officers, and the 

engagement is under market conditions and is not liable to materially affect the Company’s profitability, 

its property or commitments – the approval of the general meeting is not required and the approval of 

the supervisory board by special majority is sufficient.      



16 

or Kardan Real Estate, as the case may be, or on behalf there of or by any other person,  or by 
criminal indictment of which he is found not guilty or by criminal indictment of which he is found 
guilty of a felony not requiring proof of criminal intent.  
 

 The indemnification amount payable by Kardan Israel to all the officers, on cumulative 
basis, pursuant to all the letters of indemnification, shall not exceed 25% of Kardan Israel's 
shareholder equity based on its consolidated financial statements as published from time to 
time, plus any amounts received, if any, from an insurance company under an officers and 
Board members' liability insurance policy obtained by Kardan Israel. 

 The indemnification amount payable by Kardan Technologies to all the officers, on 
cumulative basis, pursuant to all the letters of indemnification, shall not exceed 25% of 
Kardan Technologies' shareholder equity based on its most recent consolidated financial 
statements as published soon prior to actual indemnification payment, plus any amounts 
received, if any, from an insurance company under an officers and Board members' 
liability insurance policy obtained by Kardan Technologies. 

 The indemnification amount payable by Kardan Communications to all the officers, on 
cumulative basis, pursuant to all the letters of indemnification, shall not exceed $3 million 
as valued in NIS based on the official USD/NIS exchange rate upon the actual payment 
date, plus plus any amounts received, if any, from an insurance company under an officers 
and Board members' liability insurance policy obtained by Kardan Communications.  

 The indemnification amount payable by Kardan Real Estate to all the officers, on 
cumulative basis, pursuant to all the letters of indemnification, shall not exceed 25% of 
Kardan Real Estate's shareholder equity based on its consolidated financial statements as 
published from time to time, plus any amounts received, if any, from an insurance 
company under an officers and Board members' liability insurance policy obtained by 
Kardan Real Estate. 

 
Kardan Israel, Kardan Technologies, Kardan Communications and Kardan Real Estate shall not be 
required to pay, pursuant to the letter of indemnification, any amounts actually paid to or on behalf 
of or in lieu of the officer in any way under insurance (obtained by any of the companies, as the 
case may be) or any commitment to indemnify any party other than Kardan Israel, Kardan 
Technologies, Kardan Communications or Kardan Real Estate, as the case may be. The 
indemnification amount shall apply over (and above) the amount to be paid (if any) under such 
insurance and/or indemnification. 
The obligations of Kardan Israel, Kardan Technologies, Kardan Communications and Kardan Real 
Estate pursuant to the letter of indemnification shall remain effective in favor of the officer even 
after termination of their term in office, provided that the action for which the waiver or 
commitment to indemnify was given were taken and/or shall be taken during the officer's term in 
office. 
Kardan Israel, Kardan Technologies, Kardan Communications and Kardan Real Estate  have also 
resolved to irrevocably waive any liability by their officers to them for any damage caused and/or to 
be caused by the officers to Kardan Israel, Kardan Technologies, Kardan Communications or 
Kardan Real Estate, as the case may be, due to breach of their duty of care towards the companies.  
The decisions to provide these letters of indemnification were approved by the General Meeting of 
Kardan Israel shareholders dated May 26, 2008; by the General Meeting of Kardan Technologies 
shareholders dated October 6, 2002; by the General Meeting of Kardan Communications 
shareholders dated September 25, 2002; and by the General Meeting of Kardan Real Estate 
shareholders dated October 12, 2009. 
Note that in accordance with Company Bylaws, provision of the aforementioned letters of 
indemnification does not require approval by the General Meeting of Kardan NV shareholders. 
 
 

10.2   Other transactions: 
 

10.2.1 Taladium Holdings (1987) Ltd., a company owned by Mr. Yosef Greenfeld, a controlling 
shareholder of Kardan NV: In 1992, Taladium Ltd., a company owned by the controlling 
shareholders of the Company, issued to Kardan Motors a capital note with par value of NIS 6,520 
thousand (€1,198 thousand), which is non-linked, non interest-bearing and matures in December 
2011. For further details, see Note 11 to the financial statements. 
 

10.2.2 In September 2010, Universal Motors Israel Ltd., a private affiliate of Kardan NV 30% indirectly 
owned by the latter ("UMI"), entered into agreement with Raithlon Ltd., a private company wholly 
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owned by Mr. Avner Shnor, a controlling shareholder of Kardan NV ("Raithlon"), whereby 
Raithlon would provide management services to UMI (in conjunction with Mr. Shnor's position as 
Board member of UMI) for quarterly payment of NIS 78 thousand (€16 thousand) (non linked to 
CPI, including VAT). The aforementioned agreement shall be effective for a two-year term through 
September 2012. In addition, as from November 2010, UMI provides a car to Raithlon, and bears all 
expenses associated with maintenance and use of said car, for a monthly payment of NIS 3,000.  
For consulting services provided by Raithlon to UMI between October 2010 and December 2010, 
UMI paid to Raithlon NIS 78 thousand (€16 thousand) (including VAT).  
For the period from January 1, 2011 through the report date, Raithlon is entitled to consulting fees 
amounting to NIS 78 thousand  (€16 thousand) (including VAT)19.  

 
10.2.3 Ms. Sharon Rechter, daughter of Mr. Eytan Rechter - a controlling shareholder of Kardan NV, and 

Mr. Guy Oranim, Mr. Rechter's son-in-law, are the entrepreneurs behind Baby First TV LLC 
("BFTV"), a private company indirectly 22% owned by Kardan NV. As from August 2004, Mr. 
Guy Oranim serves as CEO of BFTV, and Ms. Sharon Rechter serves as Marketing and Business 
Development Manager with BFTV20. For their aforementioned employment, Mr. Guy Oranim and 
Ms. Sharon Rechter receive annual salaries with a cost to BFTV of $240 thousand (€181 thousand)) 
and $177 thousand (€133 thousand), respectively. Their employment agreements may be terminated 
by 90 days' prior written notice to the other party. For the period from January 1, 2011 through the 
report date, Mr. Oranim is entitled to pay amounting to $62 thousand (€45 thousand )/For the period 
starting on January 1, 2011, and up to the date of the report, Ms. Rechter is entitled to $45 thousand 
(€33 thousand)21. 

 
 
10.2.4 For the sake of caution, note that in May 2010, the Kardan Israel Board of Directors approved a 

plan whereby Kardan Israel would acquire Kardan NV shares during trading on the stock exchange, 
valued at up to NIS 30 million. For further details of the acquisition plan, see section 3.4 of Part 1 
of this report, as well as an immediate report issued by the Company on May 31, 2010, with 
reference no. 2010-01-50256322. 

 
10.3 Negligible transactions: 

  
On November 26, 2009, the Kardan NV Board of Directors has adopted rules and guidelines for 
classification of transactions as negligible transactions with regard to transactions with interested 
parties and transactions with controlling shareholders of the Company. For details of the procedure 
adopted, see section 12 of the Board of Directors' report, enclosed in Part 2 of this report. Kardan 
NV and companies controlled there by have contracted with the controlling shareholders  of Kardan 
NV and/or with relatives there of and/or with companies in which they are interested parties, 
transactions classified by Kardan NV as negligible transactions - based on the guidelines set forth in 
the aforementioned Board of Directors' report, such as: leasing and refurbishment of office space, 
purchase of motor vehicles, leasing of motor vehicles, purchase of household equipment and electric 
goods, provision of auxiliary cellular services and purchase of cellular parking services.  
 
In November 2009, the Company's Executive Board resolved to adopt guidelines and rules for 
classifying transactions by the Company or a subsidiary there of with an interested party there in as 
a negligible transaction, as set forth in Regulation 41(a)(6) of the Securities Regulations (Annual 
Financial Statements), 2000 ("financial statement regulations"). These rules and guidelines would 
also serve to review the extent of disclosure on the financial statements of any transaction of the 
Company, an entity under control there of and an affiliate there of with a controlling shareholder, or 
any transaction in whose approval the controlling shareholder has a personal interest, as stipulated 
by Regulation 22 of the Securities Regulations (Periodic and Immediate reports), 1970 ("the 

                                                           
19  The aforementioned contract was approved by the Board of Directors and General Meeting of UMI 

shareholders. 
20 The controlling shareholder who has a personal interest in the agreement described in section 10.2.3 is 

Mr. Eytan Rechter, as the agreement is with relatives there of. Messrs. Yosef Greenfeld and Avi Shnor 
also have a personal interest in the agreement, as they are shareholders of BFTV and because they are 
parties to a shareholder agreement in Kardan NV to which Mr. Rechter is also party.  

21 The agreement was approved by the Board of Directors of BFTV by special majority. 
22  The acquisition plan was approved by the Board of Directors of Kardan Israel. The controlling 

shareholders who may have an interest in this resolution are Messrs. Yosef Greenfeld, Avi Shnor and 
Eytan Rechter, who are controlling shareholders of Kardan NV.  
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periodic report regulations"), and for reviewing the need to issue an immediate report with regard 
to such a transaction by the Company, as stipulated by Regulation 37(a)(6) of the periodic report 
regulations (the transaction types set forth in the aforementioned financial statement regulations and 
in the periodic report regulations, hereinafter: "interested party transactions"). In March 2010, the 
Company's Executive Board resolved to make some changes to the aforementioned guidelines. The 
rules below are the current guidelines following the resolution by the Executive Board of March 
2010. 
 
[a] The Company and its subsidiaries conduct or may conduct interested party transactions in 

the normal course of their business, and they have or may have obligations to conduct 
such transactions. The Kardan Israel Board of Directors resolved that a transaction shall 
be considered negligible if it meets all of the following conditions: 
 

]1[  It is not an extraordinary transaction (as defined in the Companies Law). 
[2] There are no special qualitative considerations which preclude classification of the 

transaction as negligible. 
[3] The transaction ratio to the relevant benchmark is less than 0.3%. Notwithstanding 

the foregoing, any transaction valued at over NIS 2.5 million shall not be considered 
to be a negligible transaction. 

[4] For multi-year transactions (e.g. a lease with multi-year term), the negligibility of 
the transaction shall be reviewed on annual basis (i.e. does the annual monetary 
amount resulting from the agreement exceed the amounts set forth in this 
procedure). 

[5] Each transaction shall be individually reviewed, but the negligibility of coordinated 
or contingent transactions shall be reviewed on aggregate basis. 

[6] The relevant benchmark for reviewing the relative size of the transaction shall be 
determined based on the nature of the transaction. The benchmark may be: total 
Company assets, income / loss; total liabilities; equity attributable to equity holders 
of the Company; total revenues and total expenses - as set forth below. 

 
The relevant benchmark(s) [one or more] for calculating the transaction ratio shall be 

determined based on the nature of the transaction as follows: 
 

 
Benchmark 
 

Calculating negligibility 

Asset ratio Value of assets (bought or sold) in the transaction divided by 
total assets on the most recent consolidated financial 
statements. 

Contribution to 
income / loss 
 

Income / loss from the transaction divided by the annual 
income attributable to equity holders of the Company based 
on average consolidated annual income for the past three 
years (not calendar years, i.e. the most recent 12 quarters) for 
which financial statements have been published. 

Liability ratio 
 

Liability from the transaction divided by total liabilities on 
the most recent consolidated financial statements. 

Equity ratio 
 

Increase or decrease in shareholders' equity due to the 
transaction, divided by equity attributable to equity holders of 
the Company based on the most recent consolidated financial 
statements. 

Revenue ratio 
 

Revenues from the transaction divided by total annual 
consolidated revenues, calculated based on the most recent 
four quarters for which financial statements have been 
published. 

Expense ratio 
 

Expenses from the transaction divided by total annual 
consolidated revenues, calculated based on the most recent 
four quarters for which financial statements have been 
published. 

 
Without prejudice to Company discretion with regard to the relevant benchmark for calculation as 
set forth above, the following benchmarks shall be deemed relevant for the following transactions: 
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Asset acquisition: asset ratio. 
Asset sale: contribution to income/loss, as well as equity ratio. 
Assumption of  liability (loans): liability ratio. 
Provision of services (including leasing out of offices): revenue ratio. 
Receipt of services (including leasing of offices): expense ratio. 
 
The aforementioned guidelines were determined and shall be applied, inter alia, after considering 
the extent of Company assets, Company business, including in activities relevant for the transaction 
classification and frequency of these transactions, and may be reviewed from time to time by the 
Company Board of Directors, inter alia, in view of hanges to Kardan NV's business policy and/or to 
market conditions, and the Kardan NV Board of Directors may amend them from time to time 
and/or may add additional guidelines and/or transaction types. 
 
In cases where, at the Company's discretion, these benchmarks are not relevant for review of a 
transaction, the Company shall specify an alternative, appropriate benchmark. In calculating the 
alternative benchmark, the ratio of said transaction would also be less than 0.3% (three tenths of one 
percent). 
The Company shall determine the relevant benchmark (one or more) for such calculation, after 
consulting with professionals at the Company and/or with external professionals. 
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