Chapter A: Description of the General Development of
Kardan NV’s Business
1.
1.1
1.1.1

Kardan NV’s activities and a description of the development of its business
General
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 exchange tender offer, under
which it purchased the entire holdings of Kardan Israel from the shareholders of Kardan
Israel, in consideration for 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.
Since its establishment and during the period of the Report, Kardan NV has also operated in
Israel, as well as in emerging overseas markets, with its Israeli activities mainly being
conducted through Kardan Israel and Milgam. In line with Kardan NV’s strategy to focus its
activities on emerging markets, on October 5, 2011, Kardan NV completed a spin-off process
(“the Spin-Off Process”), within the framework of which it distributed, as a dividend in kind
to its shareholders, its entire holding in Kardan Yazamut (2011) Ltd. (“Kardan Yazamut”), a
company which it wholly owned, and to which Kardan NV had sold and through which it ran
most of its activities in Israel. Immediately prior to the distribution, Kardan Yazamut held
73.67% of the share capital of Kardan Israel and also held, through Kardan Municipal
Services Ltd. (“Kardan Services”), 97% of the issued share capital of Milgam Municipal
Services Ltd. (“Milgam”). For further details regarding the Spin-Off Process, see Section 1.4
below.

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’s 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.
As of the date of the Report, Kardan NV is an investment and holding company that operates,
as of the date of the Report, mainly outside Israel, through subsidiaries and associated
companies, in the following five principal sectors: (1) real estate – Europe; (2) real estate –
Asia; (3) financial services – banking and retail credit; (4) infrastructure – projects; and (5)
infrastructure – investment in assets. It should be noted that, during the period of the Report
and prior to the date of completing the Spin-Off Process, Kardan NV was also active in Israel
in the real estate sector (development and investment), in the sale of vehicles and in the
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operating leasing and short term car rental sector1. These areas of activity, as well as
Milgam’s activities through Kardan Services were classified in the Financial Statements of
Kardan NV as discontinuing operations and are thus only described briefly in this Report. For
a description of the discontinuing operation, see Section 12 below.
1.1.3

In the mid-1990s, even prior to the incorporation of Kardan NV as described in Section 1.1.1
above, 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 and the
infrastructure sector (primarily projects)2. 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
(primarily property investment activities). 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.
In the wake of the crisis in the markets which began in 2008 and in light of the debt crisis in
Europe which worsened in the second half of 2011, 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 7.16.1 and 9.1 of this Part.

1.1.4

Kardan NV’s operations in Israel during the period of the Report
During the period of the Report and through the date of completing the Spin-Off Process,
most of Kardan NV’s operations in Israel were carried out through Kardan Israel, in which
Kardan NV had a 73.67% holding at that time.
Kardan Israel was incorporated in 1982 under the laws of the State of Israel, 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. As of the date of
completing the Spin-Off Process, Kardan Israel’s activities focused on five sectors: real estate
development, construction work, sale of vehicles, operating leasing and short-term car rentals,
and communications and technology. In addition, Kardan Israel has had a holding in Kardan
NV shares since December 2008, which, together with additional acquisitions of Kardan NV
shares made during 2010, constitute approximately 11% of Kardan NV’s issued share capital
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In accordance with IFRS 5, these areas of activity are presented as a discontinuing operation.
The controlling shareholders of Kardan NV have not undertaken not to directly conduct activities in the sectors and
regions where Kardan NV operates. In practice, as of the date of the Report, the controlling shareholders of Kardan NV
do not directly conduct material activities in the sectors and regions where Kardan NV operates.
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as of the date of the Report3.
Kardan NV’s holdings in Kardan Israel were sold to Kardan Yazamut and distributed to the
shareholders of Kardan NV as a dividend in kind within the framework of the Spin-Off
Process.
Kardan NV was also active in Israel, through the companies Kardan Services and Milgam, in
the sector of providing services for the Israeli municipalities segment, the principal of which
are the management of collection and consumption systems and water maintenance. This
activity was also sold to Kardan Yazamut and distributed to the shareholders of Kardan NV as
a dividend in kind within the framework of the Spin-Off Process.
1.2

Definitions
In this Report, the following terms shall have the meanings that appear alongside them:
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Kardan NV -

Kardan N.V.

Kardan NV Group -

Kardan NV, together with its subsidiaries and
associated companies

Kardan Israel -

Kardan Israel Ltd.

Kardan Israel Group -

Kardan Israel, together with its subsidiaries and
associated companies

Kardan Yazamut -

Kardan Yazamut (2011) Ltd.

Kardan Yazamut Group -

Kardan Yazamut, together with its subsidiaries and
associated companies

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 Land China-

Kardan Land China Ltd. (formerly, GTC Real Estate
China Limited)

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.

Kardan Vehicle -

Kardan Vehicle Ltd.

KFS -

Kardan Financial Services B.V.

To the best of the Company’s knowledge, the aforesaid is also correct as of the date of this Report. It should be noted
that Kardan Israel is a public company whose reports and financial statements are publicly issued.
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KFS Group -

KFS, together with its subsidiaries and associated
companies

TBIH -

TBIH Financial Services Group N.V.

TBIF -

TBIF Financial Services B.V.

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.

Tahal Corporations -

Tahal International, Tahal Group, Tahal Assets
together with their subsidiaries and associated
companies

UMI -

Universal Motors Israel Ltd.

Kardan Services -

Kardan Municipal Services Ltd.

Milgam -

Milgam Municipal Services Ltd.

Kardan Communications -

Kardan Communications Ltd.

Kardan Technologies -

Kardan Technologies Ltd.

RRsat -

RRsat Global Communications Network
(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 -

The Stock Exchange of the 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, 2011, 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, 2011, which is included in Part B
of the Report

The Securities Law -

The Securities Law, 5728 – 1968
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Ltd

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.

Date of the Report -

March 29, 2012, the date on which this Report was
published

Year of the Report -

2011

Period of the Report -

January 1, 2011 to December 31, 2011

Kardan NV applies IFRS 8: Operating Segments (“IFRS 8”). During the year of the Report,
the classification of the operating segments in Kardan NV’s Financial Statements was
changed. The real estate segment was split into two segments: “Real Estate – Europe” and
“Real Estate – Asia”, in accordance with geographical regions where the real estate activities
are performed. Likewise, the “Sale of Vehicles” segment, the “Operating Leasing and Shortterm Car Rental” segment and the “Others” segment, which included the relevant activities of
Kardan Israel, have been eliminated in light of the completion of the Spin-Off Process and are
not presented separately in the Financial Statements of the Company. The activity sectors
described in this part are the reportable operating segments 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 investee 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 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 an investee company are calculated from the total
actual issued capital of the investee 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 Kardan NV’s investee companies, data based on different surveys and
research are sometimes included. Kardan NV is not responsible for the content of these
surveys or research.
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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 Holdings Structure
Following is a chart of Kardan NV’s holdings as of the date of publication of this Report, classified according to activity sectors with
mention of the material investee companies through which the activity is performed. In addition to the holdings in the companies referred
to in the following table, Kardan NV has holdings in other companies within the framework of its activity sectors. For a description of the
holding structure of each of the material companies, see the description of the activity sectors4.

Kardan N.V.*
100%

100%

Kardan Financial
Services B.V.

Financial Services Banking and Retail
Credit
100%
TBIF Financial
Services B.V.

100%

Tahal Group
International B.V.

Infrastructure –
Investment in
Assets

InfrastructureProjects

100%

100%

Tahal Group
B.V.

Tahal Group
Assets B.V.

GTC Real Estate
Holding B.V.

Real Estate in
Central and
Eastern Europe
27.75%
Globe Trade
Centre S.A.**

Real Estate in
China

100%
Kardan Land
China
Limited ***

* During the period of the Report through October 5, 2011, Kardan NV was also active in Israel in the real estate
sector (development and investment), in the sale of vehicles and in the operating leasing and short-term car rental
sector. For further details regarding the Spin-Off Process, see Sections 1.1 and 1.4 of this Part.
** A public company in Poland.
*** Formerly, GTC Real Estate China Limited.

4

The chart does not relate to dilution for stock options.
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1.4
1.4.1

Material structural changes, mergers or acquisitions
Spin-Off Process – Spin-off of most of Karan NV’s activity in Israel and its distribution
to Kardan NV’s shareholders
During the year of the Report, Kardan NV operated in Israel primarily through its holdings in
Kardan Israel and Milgam. Kardan Israel is an Israeli public holding company that operates
primarily in the Israeli market in the following sectors: residential and investment property,
property construction, sale of vehicles (mainly vehicles manufactured by General Motors), car
rental and operating leasing through Avis Israel, and communications and technology. In
addition, Kardan NV operated, through Milgam, in the sector of providing services for the
Israeli municipalities segment, the principal of which are the management of collection and
consumption systems and water maintenance; such activities are still not considered as being
in line with the activities on which Kardan NV focusses in emerging markets throughout the
world.
During recent years, Kardan NV had been examining possible schemes for the transfer of its
activities in Kardan Israel to the shareholders of Kardan NV, with the aim of creating a clear
focus on emerging markets for Kardan NV’s business, this being in line with Kardan NV’s
strategy to focus its activities on emerging markets and to bring its activities in Israel together
under a company separate from Kardan NV, which would constitute the holdings arm in
Israel. Such schemes were also aimed at improving the transparency of its activities and
heightening their efficiency, simplifying Kardan NV’s organizational structure and enabling it
to expand its activities, particularly in the real estate sector in Central and Eastern Europe and
in Asia and also in the water infrastructure sector in emerging markets throughout the world.
The Spin-Off Process, which, as previously stated, was completed on October 5, 2011, is a
process whereby, as detailed below, Kardan NV’s holdings in the principal companies
operating in Israel (Kardan Israel and Kardan Services) were spun-off from the rest of its
holdings and were distributed to the shareholders of Kardan NV as a dividend in kind.
In the first stage of the Spin-Off Process, Kardan NV’s activities in Israel were sold to Kardan
Yazamut which at that time was wholly owned by Kardan NV. Said activities constituted
Kardan NV’s holdings in Kardan Israel, in which Kardan NV held 73.67% at that time, and in
the shares of its holdings in Kardan Services (which at that time held 97% of Milgam’s
shares5)6. All Kardan NV’s holdings in Kardan Israel were acquired for a consideration of
NIS 229 million. All Kardan NV’s holdings in Kardan Services were acquired for a
consideration of NIS 80.5 million. It should be noted that, of the aforementioned total
consideration amounting to NIS 309.5 million, the amount of NIS 205.1 million was paid by
Kardan Yazamut and the balance of the consideration was financed through an investment
made by Kardan NV in the share capital of Kardan Yazamut.

5

6

Prior to the Spin-Off Process, Kardan Services acquired from Milgam's Chairman of the Board of Directors 189,543
Milgam shares, in consideration of a total of NIS 13.4 million. This sale reflected to Milgam the amount of NIS 150
million.
Prior to the sale of Kardan Services to Kardan Yazamut, Kardan Services sold to Tahal Water Planning for Israel Ltd. (a
subsidiary of Tahal Consulting Engineers Ltd.) all its holdings (approximately 81%) in Tahal Water Energy Ltd., a
company engaged in the pumped energy storage sector.
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The second stage was by way of a spin-off executed through making a distribution in kind of
all Kardan Yazamut’s shares to the shareholders of Kardan NV, incidental to Kardan
Yazamut’s shares being listed on the Tel Aviv Stock Exchange. For this purpose, on August
31, 2011, Kardan NV and Kardan Yazamut published a prospectus for a spin-off by way of a
distribution in kind, whereby Kardan NV would distribute, as a dividend in kind, all the
issued and paid-up share capital of Kardan Yazamut (including the Israeli activity of Kardan
NV which had been sold to it) to the shareholders of Kardan NV (“the Distribution in
Kind”). The Distribution in Kind was completed on October 5, 2011 and from that date,
Kardan NV ceased to have a holding in Kardan Yazamut (and through it in Kardan Israel and
Kardan Services) and ceased to be the parent company (either directly or indirectly) of the
aforesaid companies (“Completion of the Spin-Off Process”).
The value of the Distribution in Kind for Israeli tax purposes, with regard to all the shares of
Kardan Yazamut that were distributed, amounted to approximately NIS 94.5 million and the
value for Dutch tax purposes amounted to approximately €16.2 million.
As a result of the Distribution in Kind, the cross-holding between Kardan NV and Kardan
Israel was cancelled. Immediately prior to the Distribution in Kind, Kardan Israel held
approximately 11% of the shares of Kardan NV but, due to the fact that Kardan Israel was, at
that time, a subsidiary of Kardan NV, the shares of Kardan NV held by Kardan Israel, were
shares that conferred equity rights but not voting rights. As a result of the Distribution in
Kind, Kardan Israel ceased to be a subsidiary of Kardan NV and this fact caused the release of
the voting rights, at a rate of approximately 11% of the Karan NV shares that are held by
Kardan Israel.
Due to the fact that the balance of the financial statements and the fair value of Kardan
Yazamut (with the deduction of treasury shares and non-controlling interests) amounted to an
immaterial amount, the book value of the dividend distributed amounted to zero. In October
2011, tax was paid for Distribution in Kind of dividend for the amount of €2.9 million. The
tax paid was credited directly to capital.
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 activity sectors.

2.

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

2.1
2.1.1

The Real Estate Sector
Real estate in Europe – 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. Likewise, this sector also includes the investment
property activities of Kardan NV, which are performed through the GTC Group, in two
countries in Western Europe (Germany and Switzerland).
9

2.1.2

Real estate in Asia – Kardan NV, through Kardan Land China, is engaged in real estate
initiation as well as investment property in China. In this context, Kardan Land China
operates, as of the date of the Report, in five cities throughout China, which are cities from
the second and third tiers. Kardan Land China’s projects in China primarily comprise
residential developments, mixed use developments and also an investment property (a
shopping center). As of December 31, 2011, Kardan Land China has building rights in China
of approximately 3,000 thousand square meters, which are mainly residential.
For further details regarding the real estate sectors, see Sections 7 and 8 of this Part.

2.2

Financial Activity

Financial Services Sector – Banking and Retail Credit (“The Banking and Retail Credit Sector”)
The KFS Group is engaged in the area of banking (including mortgages), retail credit, leasing
(finance and operating) in countries in Central and Eastern Europe, and in the FSU, as
follows:
Banking activities in Russia and Bulgaria7;
Retail credit activities in Bulgaria and Romania;
Leasing activities (finance and operating) in Bulgaria, Rumania and Russia8.
For further details regarding the banking and retail credit, see Section 9 of this Part.
2.3

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

2.3.1

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 sectors of water resources and
water supply, irrigation, desalination, wastewater treatment and purification, environmental
engineering, civil engineering, water supply, sewerage systems and agriculture,

2.3.2

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
systems and maintenance of water and sewerage infrastructure9.

7

8

For details regarding the business transaction for the sale of banking operations in the Ukraine, which was finalized in
February 2011, see Section 9.14.4 of this Part below. For details regarding the sale of TBIF’s entire holdings in the
regional bank in Russia by the end of 2012, see Section 9.14.1 of this Part below. For details regarding the acquisition
of TBI Bank, a bank in Bulgaria, see Section 9.14.3 of this Part below.
The financial leasing activities in Russia are part of the banking activities in Russia, (see Footnote 7 above). For details
regarding the sale of the leasing activities in the Ukraine, which was closed in the first quarter of 2011, see Section
9.14.4 of this Part below.
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Activities in the projects sector and the investment in assets sector are carried out mainly in
Europe, Asia (during the year of the Report through October 5, 2011, in Israel too), China
Africa and Central and South America.
For further details regarding the projects sector, and the investment in assets sector, see
Sections 10 and 11 of this Part.
3.

Investments in the capital of Kardan NV and transactions in its shares in the years 2010,
2011 and 2012 (through date of the Report)

3.1

Kardan NV has granted options to employees and managers as specified in Section 13.2.6.1
below. In 2010 no options were exercised and 105,000 options expired without being
exercised. In 2011, no options were exercised and 770,724 options expired without being
exercised. For details regarding the shares plan of Kardan NV , see Section 13.2.6 below.

3.2

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 2010 and
2011. It should be noted that, during 2011, Joseph Greenfeldt sold an insubstantial amount of
Company shares in an off-exchange transaction.

3.3

On May 30, 2010, Kardan Israel, which at that time was a subsidiary of Kardan NV, reported
that, on May 28, 2010, the Board of Directors of Kardan Israel had 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 for a consideration of
NIS 29,985,048 prior to the end of the purchase period. As of the date of this Report, Kardan
Israel holds 11% of the issued and paid-up share capital of the Company.

3.4

On July 13, 2011, the Board of Directors of Kardan NV approved a framework plan for the
buy-back, during the course of trading on the Stock Exchange, of Kardan NV shares at a
maximum cost of approximately € 1.5 million. During the buy-back plan’s performance
period, Kardan NV acquired 421,384 Kardan NV shares at a total cost of € 1.3 million10 prior
to the plan’s termination on August 8, 2010 As of the date of the Report, Kardan NV holds
0.02% of the Company’s issued and paid-up share capital. These shares are treasury shares
that do not confer equity or voting rights.

3.5

On September 26, 2011, the Board of Directors of GTC Holding, a wholly owned subsidiary
of the Company, approved a framework for acquiring, during the course of trading on the Tel
Aviv Stock Exchange or on the Euronext, Kardan NV shares at a maximum cost of
_____________________

9

10

During the period of the Report, activity in the investment in assets sector also took place in Israel. Most of the activity,
which focused on the operation of municipal water grids, management of the collection system for the payment of local
authorities’ water and municipal taxes and maintenance of water and sewerage infrastructure, were performed through
Milgam, which was sold to Kardan Yazamut prior to the Spin-Off Process. Upon completion of the Distribution in Kind
on October 5, 2011, Kardan NV is no longer active in this sector in Israel and therefore this activity is classified in the
Financial Statements of Kardan NV as discontinuing operations.
The abovementioned number of shares bought back by the Company include 392,846 of the Company’s treasury shares
that were transferred by the Company, in an off-exchange sale, to an employee of a subsidiary of the Company, for the
purpose of acquiring shares of the subsidiary that had been allotted to the employee pursuant to an options agreement
signed between him and the subsidiary within the framework of the termination of his service with the subsidiary.
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approximately € 15,000,000 (and not more than 19 million shares). On November 3, 2011,
Kardan NV announced the cancellation of the aforesaid share acquisition plan, prior to its
termination date. The number of Kardan NV shares acquired within the framework of the
share acquisition plan through the date of its cancellation amounted to 1,219,884 shares at a
total cost of € 2,685 thousand. As of the date of the Report, GTC Holdings holds 1.09% of the
Company’s issued and paid-up share capital. These shares are partial treasury shares that do
not confer voting rights on GTC Holdings, but do give it equity rights.
3.6

4.

As of January 31, 2011, the company Petercam SA began to operate as a market-maker in
Kardan NV shares traded on the Euronext, in accordance with the provisions of Dutch law
and the provisions of the Euronext in this matter. The market-making agreement is valid
through 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 pays an amount that is not
material to it for the market-making services. During the year of the Report, Kardan NV
acquired 20,000 shares on behalf of the aforesaid market-maker at a total cost of € 90
thousand.
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 covenants, and subject to the legal
provisions that apply to Kardan NV.
Taking into account the Company’s results for 2010, and in accordance with the aforesaid
dividend distribution policy, no dividend was distributed for 2010 in the year of the Report.
On September 15, 2011, Kardan NV’s general meeting approved the Distribution in Kind of
the shares of Kardan Yazamut, as described above. Accordingly, all the issued share capital of
Kardan Yazamut was distributed to the shareholders of Kardan NV. Immediately prior to
making the Distribution in Kind, Kardan Yazamut had a direct holding of 73.67% in the share
capital of Kardan Israel and an indirect holding (through Kardan Services) in 97% of the
share capital of Milgam. The Distribution in Kind was made from Kardan NV’s share
premium reserve (on a one for one basis). For further details regarding the Spin-Off Process
and the Distribution in Kind, see Section 1.4 of this Report.
As of December 31, 2011, Kardan NV had distributable retained earnings of € 115 million.
For details regarding dividend distribution by Kardan NV’s investee companies, see Note 18E
to the Financial Statements. As stated, Kardan NV is a company incorporated under the laws
of Netherlands and is not subject to the provisions of the Companies Law; accordingly, the
distributable profits, as referred above, are distributable profits pursuant to Netherlands law
and not pursuant to Section 302 of the Companies Law.
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External restrictions on the distribution of a dividend:
For restrictions on the distribution of dividends in the various material investee companies,
see the relevant sections in the description of each operating segment, and, see also Note 18E
to the Financial Statements.
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Chapter B: Additional Information
5.

Financial Information Regarding Kardan NV’s Activity Sectors
Below are financial data regarding Kardan NV’s activity sectors (in € millions):

Real Estate
in Asia
Revenues (from externals)
Fixed costs attributed to the activity sector
Variable costs attributed to the activity sector
Total costs
Profit (loss) from ordinary activities
Profit (loss) from ordinary activities attributed to the owners of
Kardan NV
Profit (loss) from ordinary activities attributed to noncontrolling interests
Total assets as of December 31
Total liabilities as of December 31

Real Estate
in Europe

2011 2010 2009 2011 2010 2009
82
68
45
(75) (223) (15)
(14) (12) (5)
(59) (57) (56)
(39) (37) (35) (108) (49) (54)
53
(49) (40) (167) (106) (110)
29
19
(5) (242) 117 (125)
(60)
106
(43)
29
19
(5)
-

-

-

387
201

319
155

250
122

(182)

11

(82)

2.065 2,822 2,577
285
266
396
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Financial Services
Banking and Retail
Credit
2011
2010
2009
58
16
49
(69)
(38)
(27)
(24)
(9)
(14)
(93)
(47)
(41)
(35)
(31)
(8)

Infrastructure
Investment in
Projects
Assets
2011 2010 2009 2011 2010 2009
85
114 101
29
28
27
(11)
(8)
(6)
(12) (18)
(5)
(85) (98) (88) (11)
(7)
(28)
(96) (106) (94) (23) (25) (33)
(11)
8
7
6
3
6

(35)

(30)

(8)

(11)

8

7

7

5

6

-

(1)

-

-

-

-

(1)

(2)

-

988
776

1,360
1,158

931
660

116
74

146
16

115
18

164
10

182
73

113
55

For further financial information regarding Kardan NV’s activity sectors, see Note 30 to the
Financial Statements. For details regarding secondary reporting on geographical sectors, see
Note 30F to the Financial Statements.
For an explanation of the operating results of Kardan NV’s activity sectors, see the Report of
the Board of Directors, Part B of this report below.
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 Crisis – In 2008, a significant crisis in the global financial markets
began which was manifested, inter alia, in a slowdown in global growth, a decrease in the
value of assets, a sharp decline in the capital markets and in a significant reduction in credit
availability from financial entities. In the wake of the crisis, a number of countries headed by
the US and the EU took various 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.
The aforementioned crisis continued to show signs also in 2011. The difficulty to cope with
the huge government debts accompanied by the European internal controversy in regard to the
manner of treating the debts of certain European countries (including Greece, Spain and
Italy), led to decline in the capital markets and to a sharp increase in the yields of the
government debentures in Europe, especially in the second half of 2011.
The countries in which Kardan NV operates have also been affected by the state of the
Western European markets. In 2011, the Central-Eastern European countries were
characterized by a decline in financing availability and in private consumerism due to
instability in the macro-economic situation, inflation rates and unemployment accompanied
by fiscal steps taken by the EU governments. At the same time, Poland's economy has
presented stability in 2011 and has registered a GDP growth rate of 4%. Romania's economy
has presented GDP growth rate of 1.7% in 2011 as opposed to a decrease at the rate of 1.9%
in 2010.
A unique political method exists in China originating in communism which is quickly
developing into a unique market economy known as "socialist market economy" and is
characterized by central governmental control over most of the production and economic
development. The bank system is under much government control which directs and
accelerates the economy and is very involved in foreign investments in China. Foreign
investments and withdrawing these investment monies are subject to strict regulations which
restrict the manner of investment and the manner of withdrawing these investments.
The Chinese economy has grown at a quick rate and creates sharp sociological and political
tension which is liable to lead to crises which will impact foreign investments in China.
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In 2011, the Chinese economy has grown at the rate of 9.2% although the growth rate has
gradually decelerated during 2011, inter alia, because of steps taken by the Chinese
government and as a result of a slowdown in Chinese export due to decrease in demand,
especially from the Western European countries.
As of the date of the financial statement, it seems that the direct economic implications of the
financial crisis that began in 2008 have not yet run their course. For further details of the state
of the markets where Kardan NV is active, see the report of the board of directors.
The signs of the crisis have affected and may continue to affect the business results of Kardan
NV and its investee 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. For details regarding the ratings of the
debentures of these companies, see also Section 14.1.5 of this Part.
For the implications of the crisis on Kardan NV and its investee companies, see also the
Report of the Board of Directors.
The general environment and the economic, security and political situation in Israel The year 2011 was characterized by a trend of geopolitical instability in a number of countries
in the Middle East, the continuation of which might, under certain conditions, negatively
influence the economic situation of the Israeli market. Kardan NV raises a significant portion
of its capital and debt in Israel and, consequently, the economic and political situation in
Israel could impact on the willingness of Israeli entities to extend credit to commercial
companies, such as Kardan NV.
The state of the capital markets - The shares of Kardan NV are listed for trading on the
Euronext and the Tel Aviv Stock Exchange. Moreover, Kardan NV owns a second-tier
subsidiary (GTC Poland) which is listed on the stock exchange in Poland. As a result, the
Kardan NV Group is affected by the state of the global capital markets in general, and by the
state of the Israeli and Polish capital markets in particular. Changes in trends in the capital
markets in Israel and worldwide may affect Kardan NV’s ability to generate capital gains
from the disposal of its holdings, and its ability to conduct public offerings in Israel and/or
abroad. Likewise, it should also be noted that the shares of GTC Poland serve as collateral for
a loan taken by the Company and that changes unfavorably impacting the value of GTC
Poland could also affect the liquidity of Kardan NV.
In addition, such changes could affect the ability to raise funds through private placements or
public offerings by Kardan NV and its investee companies or finding sources of financing or
financing terms required by Kardan NV and its investee 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 longterm value, the Kardan NV Group uses private and 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.
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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’s 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. 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 financing revenues or expenses
and administrative and general expenses. Kardan NV’s cash flows are influenced, inter alia,
by dividends distributed by its investee 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 could occur, mainly
due to the timing of disposals carried out by Kardan NV and its investee companies,
revaluations of investment property and impairment of goodwill and inventory, and changes
in the financing revenues and expenses of Kardan NV and its investee 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 raises loans or debentures to finance its activities, by pledging shares of the
investee companies. Kardan NV’s ability to provide financial resources to develop its
business and to meet its obligations depends, to a considerable extent, on its ability to raise
loans and realize holdings.
Exchange rates - The businesses (and liabilities) of the Kardan NV Group are conducted in
various currencies, including the euro, the Chinese yuan, the US dollar, the shekel and the
currencies of Central and Eastern Europe. Changes in the exchange rates of the currencies in
which the Kardan NV Group conducts its business may affect the financial position of the
Company. 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.
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
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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 - 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 Committee for Establishing Parameters for Investments by
Institutional Entities in Nongovernmental Bonds (the Hodak Committee, hereafter in this
section: “the 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 could
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 Kardan NV is
unable to evaluate at this stage.
The centralized committee – In October 2010, a committee for increasing competition in the
Israeli market was appointed which was assigned to recommend to the State of Israel possible
policies to cope with the holding structure in the Israeli market. This includes, inter alia, the
investigation of the subject of control of real companies over financial companies and the
subject of restricting control of a public company by means of the pyramid holding structure
(hereafter in this section: "The Committee"). In February 2012, the Committee publicized its
final recommendations which include, inter alia, the following recommendations: imposing
restrictions on control or holding of a significant real corporation and on the person who
controls a significant financial entity (according to the definition of these terms in the
recommendations); imposing restrictions on public companies and debenture companies in a
pyramid structure. In respect to most of the recommendations, the committee recommended a
transition period of four years from the date of adopting the conclusions. The Committee
noted in its recommendations that within 90 days from the date of accepting the
aforementioned recommendations, the Committee will complete its recommendations
regarding the recommendations coming into effect in respect to public companies that trade
abroad. As of the date of this financial statement, the Committee has not yet publicized its
recommendations regarding companies that trade on the stock market outside of Israel.
Therefore, Kardan NV cannot estimate the extent the Committee's recommendations will
affect Kardan NV after their publication, if at all, in the event that they will indeed be relevant
to Kardan NV and will be fixed by legislation in the end.
For further details regarding the causes and trends affecting each activity sector, see the
descriptions of the activity sectors.
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Chapter 3: Description of the activity sectors of Kardan NV
7.

Description of the real estate sector in Europe

7.1

General:
The Kardan NV Group is active in the real estate sector in Europe, where its
activities are carried out through the GTC Group. In addition, the Kardan NV
Group has real estate activities in Asia(which is described in Section 8 below).
Through October 5, 2011, the date on which the distribution was completed of the
shares of Kardan Yazamut to the shareholders of Kardan NV, Kardan NV also
had real estate activities in Israel, activities that were mainly carried out through
Kardan Real Estate, a company under the indirect control of Kardan Yazamut
(and during part of the first quarter of 2011 – also through Emed1).
As of December 31, 2011 and in light of the distribution of Kardan Yazamut’s
shares to the shareholders of Kardan NV on October 5, 2011, the financial
statements (including its real estate activities) of Kardan Israel are no longer
consolidated in the financial statements of Kardan NV and, accordingly, the
aforesaid real estate activities of Kardan Israel are presented in the financial
statements as discontinuing operations. In light of the aforesaid, in summarizing
the information presented in this Chapter below for 2011 and as of December 31,
2011, details and numerical data are not included concerning the real estate
activities that Kardan NV had in Israel in the year of the Report. So as to enable
comparison on an identical core database, the data presented in this Chapter for
the years 2009 and 2010 (including for the dates December 31, 2009 and
December 31, 2010) also do not relate to the discontinuing operations in Israel.
For further details of the real estate activities discontinued in Israel, see Section
12
It should be further noted that in Kardan NV's periodical report as of December
31, 2010, the activities were included in the framework of the "Real Estate in
Europe" and "Real Estate in Asia" real estate sectors, under one activity sector –
"The real estate sector". During the year of the Report, the aforementioned
activity sector was split into two separate activity sectors pursuant to the
provisions of Standard 8 IFRS For further details regarding this change see note
20 to the Financial reports.. In light of splitting the activity sector, as described
above, a description of the real estate assets in Asia appears in this Annual Report
within the framework of the description of the “Real Estate in Asia” activity
sector. In light of the aforesaid, comparative figures and data for 2010 and 2009
(including for the dates December 31, 2010 and December 31, 2009) that are
included in this Chapter below do not relate to the real estate assets in Asia (the

1

On March 10, 2011, a transaction was completed whereby a company wholly owned by Kardan Israel (a
company controlled by Kardan Yazamut) sold all its holdings in Emed shares. Accordingly, with effect from
that date through October 5, 2011, all Kardan NV’s real estate activities in Israel were carried out through
Kardan Real Estate.
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aforesaid data appear in the relevant sections in Section 8 below). For further
details of the real estate activities in Asia, see Description of the real estate
activities "Real Estate in Asia" in Section 8 below.
Below, in this chapter, Kardan NV Group's real estate activities in Europe are
described; the first part of the chapter has a general description of the real estate
activities in Europe, the second part deals with the description of the real estate
properties for investment. Further on, there is a description of the real estate
property for investment and the last part of the chapter consists of disclosure and
additional general details of the activities in the real estate sector in Europe in
general.
7.2

Definitions:
GTC Poland

-

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

GTC Investments

-

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

Kardan Land
China

-

Kardan Land China Limited (formerly, 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).

7.3

General – Real estate activities in Europe (through the GTC Group)

7.3.1

Kardan NV’s activities in the real estate sector in Europe are carried out through
the GTC Group which is active in the location, initiation, development, rental,
sale and management of real estate projects on international markets, especially
Central-Eastern Europe and also in China. As of the date of the financial
statements, the GTC Group also holds a number of assets in Western Europe,
whose scope is not material.

7.3.2

Through January 19, 2011, GTC Holding held 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-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, for approximately € 195 million. On September 1,
2011, GTC Holding acquired 0.61% of the issued share capital of GTC Poland for
approximately € 3.8 million. Accordingly, as of the date of the Report, GTC
Holding holds 27.75% of the issued share capital of GTC Poland, but has
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effectively remained the controlling shareholder of GTC Poland. (For additional
details, see Note of Financial Statements.)
7.3.3

In addition, GTC Holding holds, as of the date of this Report, 100% of the issued
share capital of Kardan Land China, which is active in the real estate
entrepreneurial sector in Asia (and whose activities are described within the
framework of the real estate activity sector in China in Section 8 below) and
48.75% of the shares of GTC Investments, which is active in the field of
investment in investment property in Western Europe.

7.3.4

Kardan NV consolidates the financial statements of GTC Holding.

7.3.5

In 2006, GTC Holding gave an undertaking to GTC Poland, that all its activities
in the field of real estate, including initiation, development, construction,
management, etc. in the countries of Czech Republic, Hungary, Romania, Serbia
and Poland, would be carried out solely through GTC Poland and additionally,
that it would do its best to prevent its shareholders from competing with GTC
Poland in the aforementioned countries. Besides the aforementioned, the
controlling shareholders of GTC Holding did not undertake to refrain from
carrying out activities in the field of real estate in the areas where GTC Holding is
active. As of the date of the Report, some of the controlling shareholders of GTC
Holding have activities in the real estate sector in the areas that GTC Holding is
active that are not of a material scope.

7.3.6

Holdings chart – GTC Holding
Below is a chart of the structure of GTC Holding's principal holdings in its main
subsidiaries and related companies (active) correct as of the date of the Report
(the chart does not include the project companies):
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GTC Real Estate
Holding B.V.
("GTD Holding")

China

Western
Europe

48.75

100%
Poland

GTC Investments

Kardan Land
China Limited

27.75%

Globe Trade Centre S.A.

Czech
Republic

Croatia

Ukraine

Slovakia

Bulgaria

Lighthouse
Holding Limited
S.A

35%

100%

90%

100%

100%

Vokovice BCP
Holding S.A

35%

CID Holding
S.A.R.L.

35%

Holesovice
Residential
Holdings S.A

GTC Real Estate
Investments
Croatia B.V.

GTC Real Estate
Investments
Ukraine B.V.

GTC Real Estate
Investments
Slovakia B.V.

GTC Real Estate
Investments
Bulgaria B.V.

35%
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Hungary

100%

GTC Hungary
Real Estate
Development
Company RT.

Romania

Serbia

100%

100%

GTC Real Estate
Investments
Romania B.V.

GTC Real Estate
Investments
Serbia B.V.

Russia

100%

GTC Real Estate
Investments
Russia B.V.

7.3.7

Real estate activity in Poland (through GTC Poland)

7.3.7.1

Kardan NV's activity in Poland and in other countries in Central-Eastern Europe is
carried out through GTC Poland, a company controlled by GTC Holding. As of the
date of the Report, GTC Holding directly holds 27.75% 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, initiation,
development, rental, sale and management of office buildings, shopping centers and
residential buildings in Central-Eastern Europe.

7.3.7.2

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, on
December 31, 2011, was 9.3 zlotys (approximately € 2.086), and reflected a value of
approximately € 457.6 million for GTC Poland. The price of a share in GTC Poland
on the Warsaw Exchange, on March 22, 2012, was 6.4 zlotys (approximately € 1.53),
and reflected a value of approximately € 335.6_ million for GTC Poland.

7.3.7.3

Through January 19, 2011, GTC Holding held directly 43.14% of GTC Poland's
issued share capital. On this date, GTC Holding completed the sale of approximately
16% of GTC Poland's issued share capital to institutional bodies for approximately
€ 195 million. On September 1, 2011, GTC Holding acquired 0.61% of the issued
share capital of GTC Poland for approximately € 3.8 million. After completing the
aforementioned sale, and as of this date, GTC Holding directly holds as
aforementioned 27.75% of GTC Poland's issued share capital.

7.3.7.4

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 7.3.2 above).

7.3.7.5

In Poland, Kardan NV is active in both the sector of investment property – that is, the
location, initiation, development, rental and management of office buildings and
shopping centers (“Investment Property”) and the entrepreneurial real estate sector
– that is: the location, initiation and development of residential buildings and the sale
of residential units (“Entrepreneurial Property”).

7.3.8

Real estate activity in Romania and the other countries of Central-Eastern Europe
(through GTC Poland)
As of the date of the Report, the Group is active (through its holdings in GTC Poland
of subsidiaries and associated companies) in the real estate sector in additional
Central-Eastern European countries – Hungary, Romania, Czech Republic, Serbia,
Croatia, Slovakia, Bulgaria, Ukraine and Russia. As aforementioned, Kardan NV is
active in these countries in location, initiation, development, rental, sale and
management of office buildings, shopping centers and residential buildings – both in
the Investment Property sector and also in the Entrepreneurial Property sector.
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7.3.9

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 of the date of the Report,
holds 48.75% 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 Report, GTC Investments holds 85% of the issued share capital of a
German company which holds 94% of the portfolio of seven real estate companies,
which own seven office buildings located in major cities in Germany, and 80% of the
issued share capital of a Luxembourgian company, which (indirectly) holds the
portfolio of six office buildings in major cities in Switzerland.
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A.

Description of the Investment Property assets
7.4

General information on investment real estate activity
As set forth above, the Kardan NV Group is active in the Investment Property sector
(primarily shopping centers as well as offices) 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)
and an Investment Property asset in China (held by Kardan Land China – see details
in Section 8 under the “Real estate in Asia” activity sector).

7.4.1

The offices and shopping centers market in Poland and Romania and in other countries
in Central and South Eastern Europe (“The Markets”)23
The Office Market
Modern office areas began to develop in the Central-Eastern European countries only
in the mid-1990s. Accordingly, until today, the ratio between the total amount of
modern office space in the major cities of those countries and the number of
residents is significantly lower than in Western cities. In recent years, the amount of
modern office space in the major cities of Central-Eastern Europe has expanded,
although, in the developing countries which are not part of the European Union, the
real estate market for offices is still in the initial stages.
At the end of 2011, the total area of office space in central cities in Central and south
Eastern Europe totaled approximately 15.5 million square meters. The largest office
space market is in Warsaw, with approximately 3.6 million square meters of modern
office space, followed by Budapest and Prague with approximately 3.1 million

2

The survey as aforesaid is based on information received from Jones Lang LaSalle and refers to the real estate
market in central and south eastern Europe, Bulgaria, Croatia and the Czech Republic, Hungary, Poland,
Romania, Serbia and Slovakia. The company believes that the information in this survey as aforesaid which
includes various details regarding the market for offices and shopping centers in central and eastern Europe and
various estimates regarding the development of these markets, is reliable information. This being said, the
company has not verified the information independently and cannot guarantee either the accuracy or the
completeness of the information.

3

The evaluation set forth above with regard to the increase in the amount of office and shopping center space in
Central-Eastern Europe as described above, is forward-looking information, as this term is defined in the
Securities Law, based on the number of projects under construction in the Investment Property sector, 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 plots, the availability of land plots 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 may not materialize, in full or in part, or may materialize differently, including
materially differently, than expected, due to the unfavorable outcome of rezoning processes for the land plots
which are considered as the reserves of the GTC Group as set forth in the Report, on one hand, and the noncompletion of transactions for the acquisition of land or for the acquisition 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 space, and/or from the materialization of any or all of the risk factors detailed in Section 7.32 of this Part.
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square meters and approximately 2.8 million square meters respectively. Smaller
office space markets are in Belgrade and Sofia with approximately 620 square meters
and approximately 800 thousand square meteres respectively.
As a result of the economic crisis that occurred, there was a drastic drop in new
office space in the region, The downward trend in the supply of office space began
during 2008-2009, a result of the peak in rental office space noted in 2008 and the
decrease
in
occupancy
rate. Despite the
low supply rates, an
ongoing
trend of difficulty in obtaining financing from banks (which as a pre-condition for
funding,
require
a
rate of at
least
30% - 50%
of
the
preliminary lease agreements and the rate of about 30% - 50% equity from the
entrepreneur4) led to low levels of completion of projects and development of new
projects in 2011, this trend is expected to continue also in 2012.The said expectations
are forward looking information as defined in the Securities Act, and is based on
managements assessments as of this date. These estimates may not materialize, fully
or partially or may materialize differently, including materially, than anticipated, due
to, among other things to changes in the state of the market and the credit market
and/or as a result of materialization of all or some of the risk factors detailed in
section 7.32 of this part.
As a result of the decline in the rate of development of new projects as aforesaid, one
can see a stabilization of occupancy rate and even an improvement in average
occupancy to the comfort levels of approximately 93.3% in Warsaw. On the other
hand, in Sofia, the capital of Bulgaria average occupancy levels in 2011, registered
around 65%.
2011 showed varying levels of demand for office space in Central and South Eastern
European markets, including peak levels of demand in some markets. As a result of
the relatively favorable bargaining position of renters in markets of low occupancy
rates, a large part of the demand for office space is a result of renewal of existing
rental contracts. In markets such as Warsaw’s, in which the occupancy rate is high
and the supply is low, one can see a higher rate of preliminary contracts. This is a
welcome trend for entrepreneurs capable of launching new projects. The positive
trend in demand for office space is reflected in the absolute increase in occupied
office space, particularly in Warsaw (an increase of 166 thousand square meters),
Prague (an increase of 121 thousand square meters) and Budapest (an increase of 104
thousand square meters).
In Warsaw, during 2011, the demand for office space in fact, rose above the peak
levels of demand for office space in Warsaw seen in 2010. During 2011, and for the
first time in the history of Warsaw, 573 thousand square meters of office space were
let. It should be noted that the preliminary rental contracts for projects in
development made up approximately 21% of the total rental space for 2011.

4

The said conditions vary between countries.
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In Warsaw during 2011, not only was record increase of demand for office space
surpassed, but so too was the scarcity of supply of new space in the market: unlike
the peak demand for office space, a drastic drop in supply began due to the low rate
of completion of new projects. In 2011, the level of completed projects in Warsaw
was at 120 thousand square meters, the lowest level in the market since the mid 90’s.
Demand for office space in Poland, particularly in the local markets, is primarily
influenced by Polands outsourcing industry. New construction activities of office
space in the Polish market is constantly rising. At the beginning of 2012, the total
area of office space in construction in Warsaw, was approximately 1 million square
meters. This level of development is the highest seen in Poland in the past decade.
The rate of available space is between 3.1% (Wroclaw) and 17.5% (Lodz). The rate
of occupancy is expected to rise in cities such as Warsaw and Krakow,in which the
demand for office space is high. The aforementioned expectation is forward-looking
information as defined in the Israel Securities Law, based on the management
assessments as of this date. These estimates may not materialize, in full or in part, or
may materialize differently including materially differently than expected, as a result,
inter alia, of lack of change in the state of the market due to change in the credit
market, and/or as a result of the materialization of all or part of the risk factors
described in Section 7.32 of this section.
In 2011, the rate of available office space in Central and South Eastern Europe vary
highly from country to country. In Sofia, available office space is at approximately
35% followed by Belgrade and Budapest at a rate of approximately 21% and 19.2%
respectively. In Bucharest and Zagreb, the rate of available space is approximately
14.8% and 13% respectively. The lowest rate of available space is in Prague,
Bratislava and Warsaw (approximately 12%,,11.2% and 6.7% respectively.
In accordance with the occupancy rates, as of the end of the fourth quarter of 2011,
so the rate of income from rental per meter in high demand regions (prime) vary
greatly between countries. In Warsaw, revenue was registered at € 25 per square
meter in prime demand areas, in relatively mature markets such as Prague, Budapest
and Bucharest, the average revenue from rental per squatter meter, is between €19.5
per meter and €21 per meter, and in smaller markets such as Bratislava, Belgrade and
Zagreb, revenue from rental per square meter is between €15 per meter and
approximately €16.5 per meter. In Sofia the average revenue from rental per square
meter is approximately €14 per square meter.
The Shopping Centre Market
Macroeconomic performance in Central and South Eastern Europe is highly
variable. Poland is showing positive signs of expected average growth of around
3.9% in GDP between 2012 to 2014. In other countries economic growth is expected
to remain positive and higher levels than those expected in Western Europe.
While Poland leads with the largest inventory of commercial space in the region,
(over 7.5 million square feet), the Czech Republic is the leading country in
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commercial space per capita ( as of the end of 2011, the rate is 208 square meters per
capita). The commercial space density index per capita (measuring commercial space
per 1,000 people) in Central and South Eastern Europe, is low even though
commercial space in main streets is relatively low in Europe. According to Jones
Lang LasSalle, the average commercial space density index is approximately 222
square meters per 1,000 people and for purposes of comparison, in Hungary,
Romania and Bulgaria, the ratio is approximately 132 square meters, 81 square
meters and 72 square meters per thousand people, respectively.
Recent years have been characterized by a drastic drop in the number of projects in
stages of development. In terms of planned projects for 2012 and 2013, the
difference between countries is highly variable and dependent on the density and
saturation levels of the market. In Poland, 2011 brought recovery in
transfer/development of new commercial space, incomparison with previous years –
the supply of new commercial space totaled approximately 487 thousand square
meters, representing an approximate increase of 17% compared to the previous year.
This reflects an awakening in the market following a slow period. The total of
commercial space under development in Poland at the end of 2011, was 707
thousand square meters, and 496 square meters are slated to be completed during
2012. Approximately 45% of development planned for completion in 2012 is in
small cities (under 100 thousand inhabitants).
At the beginning of 2011, some recovery was registered in the markets, however, in
the second quarter of 2011 there was a discernible decrease in growth in Central and
Eastern Europe. The decline of confidence in the financial markets of Europe, which
aroused concern in consumers, lead to a decrease in consumption. In the context
forecasts differ between countries.
Investment Markets
Investment markets in central and southern eastern Europe, registered significant
growth of 72% compared to 2010 with a total of nearly EUR 6.5 billion in
transactions. It should be noted that 37% of the volume of the said transactions stems
from approximately 7 large transactions, the most prominent of which is the sale of
Europolis portfolio to CA Immo, for the consideration of approximately EUR 850
million. The primary markets in terms of business volume are still Poland and the
Czech Republic, with a total of EUR 4.6 billion in transations, representing about
71% of the volume of business in the markets.
7.4.2

Tenant mix
The customers in the activity sector are corporations and private parties who enter
into rental contracts with 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 sector is, insofar as possible, to contract with established
tenants for long rental periods.
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In the area of large shopping centers, the Group is working to enter into rental
contracts with tenants that will attract a large customer public; such as large retail
chains, international fashion chains, food centers and cinemas. This area is highly
dependent on the buying power of the local population.
7.4.3

Property acquisition and realization policy
The Group concentrates on project initiation and construction. In general, companies
operating in the activity sector enter into deals for the acquisition of land or land
rights and, in most cases, they do not acquire 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 acquisition of existing properties from time to
time, on the basis of parameters such as cash flows from the Investment Property, the
occupancy rate of the Investment Property, the area where the Investment Property is
located (with a preference for urban areas) and the property’s betterment 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.
A total sum of approximately €180 million in the coming three years, in the united
cash flow forecast of GTC Polandfor 2012, GTC Holding assumed sale of
investment properties. The aforementioned forecast is forward-looking information
as defined in the Israel Securities Law, based on management assessments as of this
date. These estimates may not materialize, fully or partially or may materialize
differently, including materially, than anticipated, due to, among other things to
changes in the state of the market and the credit market and/or as a result of
materialization of all or some of the risk factors detailed in section 7.32 of this part.

7.4.4

Unique tax implications
For details regarding the various tax aspects, see Section 7.25 below.
7.4.5 General
On March 14, 2012, Kardan NV received a letter from the Israeli Securities
Authority (“Authority”), further to previous discussions and correspondence
between the authority and the company, regarding the sample audit of the audited
Financial Reports of the company for December 31, 2009, which included , inter alia,
examination of the value of the financial reports of five real estate assets owned by
GTC Poland. According to the aforementioned letter, “the purpose of the audit was
to examine the accounting of investment properties presented in the company
financial reports, according to the fair value and investment properties presented in
the financial reports according to their cost, in which their reduced value has been
estimated.”
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In light of the findings in the audit regarding the fair value and/or the recoverable
amount of the five assets which were examined, the authority staff believes that the
company should correct the values of the assets which were examined in a manner
that these will properly reflect their fair value or the recoverable amount, as
applicable, as required in accordance with International Financial Reporting
Standards. In addition, the company is required to examine the validity of the
findings of the Authority staff regarding the book value of investment properties of
the group which was not included in the sample audit.
The company has been requested to send a response to the Authority staff,, inter alia,
regarding the alleged facts or new arguments, to the conclusions raised in the said
letter, regarding the five assets that were examined, and regarding the balance of the
group’s investment properties and the implications of the need to amend the
company’s financial reports as of December 31, 2009.
Following discussions held with the Authority staff, the company still
there do not appear to be material flaws in the estimate of the
discussion, as of December 31 2009 and as of consecutive dates,
company is checking in to the Authority’s claims and intends to
Authority’s letter upon conclusion of the examination/

believes that
values under
however the
reply to the

It should be noted that the assessment of values which the company implements
regarding investment properties, which are included in the audited financial reports
of the company, are carried out at least twice a year by external independent
appraisers, who are among the leading firms in the field. Furthermore, it should be
noted that the consolidated financial reports of the company are audited by Ernst &
Young,
7.5

Principal geographical areas
The principal geographical areas where Kardan NV is active in the real estate sector
in Europe are as set forth: Poland (where approximately half of the activities in
Central and Eastern Europe are concentrated) Romania and additional countries in
Central-Eastern Europe. In addition, Kardan NV has a number of investment
properties in Western Europe (properties whose scope is immaterial).

7.5.1

Characteristics and economic trends in Poland in Romania and in the area of CentralEastern Europe
Following the collapse of the communist regimes, Central-Eastern Europe
experienced significant economic growth in the last two decades, until 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-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
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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.
The worldwide crisis in Europe of recent years, has had the greatest effect on
countries in South Eastern Europe, Europe and Central-Eastern Europe particularly
Romanic, Bulgaria, Hungary and Croateia in which
In Poland, where the majority of GTC Poland’s activity is concentrated and about
half of its assets are located, the economy was harmed to a lesser degree than that of
the other countries. 2010 was a transitional period in which signs of slow real estate
market recovery from the 2008 crisis was identifiable. This recovery was expressed
in the increased number of new projects and in the scope of transactions in the real
estate and commercial markets. The improvement in the markets was also
characterized by, inter alia, a greater abundance of business opportunities5. 2011 is
characterized by an impetus of development of office space in Poland (mainly in
Warsaw) and an increased number of market transactions. Due to the aggravation of
the crisis in Europe in the second half of the year, this trend may possibly decline in
light of the expectation of conservative policy measures to be adopted by banks and
other credit providers.
Poland (whose population counts 38 million people), has recorded during the last
decade impressive economic growth due to strong production industry and a list of
successful government steps to encourage market liberalization. In 2004, Poland
joined the European Union. The short term government policy of Poland is expected
to be conservative, and to focus on maintaining macro economic stablitiy. In
addition, the implications of global recession due to the credit crisis in the Euro zone
have increased concern of investors regarding growth. Despite the increase in
revenue from export in the future, the assessment is that a decrease in these proceeds
is expected, as a result of low demand by international commercial partners in the
Euro zone.
Romania, whose population counts 22 million people, is the second largest country
in South-Eastern Europe and it is the ninth largest country in the continent. In 2007,
Romania joined the EU. The current crisis in Europe cut off the Romanian economic
growth with a descent of 6.6% and 1.9% in the GDP during 2009 and 2010
respectively. In 2011, a growth of 2.2% in the GDP was seen. The production growth
is expected to remain at the level of 2.2% during 2012 and to rise to 3.4% and 3.5%
growth in 2013 and 2014 respectively.
The short-term government policy in Romania is expected to focus on growth
promotion by implementing a list of steps that will bring accelerated privatization of
large government institutes. A new bi-annual agreement signed between the
Romanian government and the International Monetary Fund obligates, inter alia,
reforms in the public sector as well as improvements in the business environment by
5

CBRE – Market View European Capital Markets.

31

reducing market bureaucracy. An expectation of slowdown in country revenue from
export to its partners in the EU will almost certainly harm Romanian market growth
since most (72%) of the country export revenue (30% of the GDP) is from the EU
countries. Table of economic parameters
31.12.2011

Poland*
31.12.2010

31.12.2009

31.12.2011

Romania**
31.12.2010

31.12.2009

1,522 billion
PLN
20,100 USD
4. %

Poland
1,413 billion
PLN
19,400 USD
3.7%

1,344 billion
PLN
18,600 USD
1.6%

579 billion
RON
12,300 USD
2.2%

Romania
523 billion
RON
12,100 USD
(1.9%)

501 billion
RON
12,300 USD
(6.6%)

4%

3.9%

1.5%

2.5%

(1.1%)

(6.4%)

3.7%
5.84%

2.7%
5.9%

3.8%
6.24%

3.44%
7.21%

6.1%
7.09%

5.6%
8.66%

-A

A-

A-

-BB

-BB

-BB

4.458

3.9750

4.1045

4.1397

4.2848

4.2282

Macroeconomic parameters:
Gross domestic product6 (PPP)
GDP Per capita product (PPP)
GDP real growth % rate in
domestic product (PPP)
GDP real growth rate in per
capita product (PPP)
Inflation rate7
Long-term c Government
bonds yield8
Rating of long-term
Government debt to GDC
ratio9
Rate of exchange of local
currency, relative to the €/$ on
last day of year10

7.5.2. Summary of results
Below is a summary of the financial results of Investment Property activities in
Europe:
For the year ended
Parameter

31.12.2011

31.12.2010

31.12.2009

Euros in millions
Total activity revenue (consolidated)*

130.6

131.1

102.7

Revaluated profit/loss (consolidated)

(161.2)

30.0

(122.7)

Activity sector profits (consolidated*

(234)

110.2

(111.9)

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

147.4%

125.4

N/A

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

50,8

53.8

N/A

Total NOI (consolidated)

89.1

97.0

79.7

6

http://www.stat.gov.pl/cps/rde/xbcr/gus/PUBL_as_statistical_bulletin_1m_2012.pdf page 58 -

http://www.bnro.ro/Regular-publications-2504.aspx page 6
7

http://ec.europa.eu/economy_finance/publications/european_economy/2011/pdf/ee-2011-6_en.pdf Poland pg 145

http://www.joneslanglasalle-romania.com/romania/engb/pages/researchdetails.aspx?topicname=&itemid=7917&researchtitle=bucharest city report q4 2011 Romania pg 2
8

http://epp.eurostat.ec.europa.eu/tgm/table.do?tab=table&init=1&plugin=0&language=en&pcode=teimf050

9

www.standardandpoor.com

10

http://www.ecb.int/stats/exchange/eurofxref/html/index.en.html
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Total NOI (company’s share)

25.3

42.3

35.2

*Includes revenue from management and maintenance fees.
** Activities sector results before income tax and financing.
*** Bi-annual NOI for assets that have not undergone any material physical change during the
last two years.
7.6
7.6.1

Segmentation at the level of overall activity11
Segmentation of Investment Property space according to geographical regions and
uses
Segmentation of Investment Property
regions and uses as of December 31, 2011:
Uses

Offices

Region
Poland

Commercial

Total

to

geographical

% of space of
properties in
activity sector

Consolidated

185.051.3

68.6

253.6

38%

19.0

70.3

37%

Consolidated

47.4

69.5

117.2

18%

Company’s share

7.8

16.1

23.9

12%

other countries in
Eastern Europe

Consolidated

155.1

87.0

242.1

37%

Company’s share

42.0

18.0

60.0

31%

Western Europe

Consolidated

46,2

N/A

46.2

7%

Company’s share

38.3

N/A

38.3

20%

Consolidated

434.0

225.1

569.1

Company’s share

139.4

53.1

192.5

% of space
of properties

Consolidated

66%

34%

Company’s share

72%

28%

Associated
companies

Company's share

2.9

3.6

Total

Segmentation of Investment Property
regions and uses as of December 31, 2010:
Uses

11

according

In thousands of square meters

Company’s share
Romania

space

Offices

space

6.6

according

Commercial

Total

to

geographical

% of space of
properties in activity

In the summarized charts of 2011, data of Galleria Mokotow a commercial center in Poland was not taken into
account, which was sold during 2011 (see also Very material real estate properties for investment).
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sector
Region
Poland

Consolidated

160.6

99.7

260.3

43%

Company’s share

69.3

43.0

112.3

41%

Consolidated

47.2

37.0

84.2

14%

Company’s share

20.4

16.0

36.4

14%

other countries in
Eastern Europe

Consolidated

154.5

60.0

214.5

36%

Company’s share

65.1

18.7

83.8

31%

Western Europe

Consolidated

43.9

N/A

43.9

7%

Company’s share

36.4

N/A

36.4

14%

Consolidated

406.2

196.7

602.9

Company’s share

191.2

77.7

268.9

% of space
of properties

Consolidated

67%

33%

Company’s share

71%

29%

Associated
companies

Company's share

7.9

5.6

Romania

Total

7.6.2

In thousands of square meters

13.5

Segmentation of Investment Property fair values according to geographical regions
and uses
Segmentation of Investment Property fair values according to geographical
regions and uses as of December 31, 2011:
Uses

Offices

Region
Poland

Commercial

Total

% of value of
properties in activity
sector

In € millions
Consolidated

428.9

243.3

672.2

43%

Company’s share

119.0

67.5

186.5

43%

Consolidated

173.6

84.4

258.0

17%

Company’s share

28.4

20.5

48.9

11%

other countries in
Eastern Europe

Consolidated

309.6

231.7

541.3

35%

Company’s share

84.6

46.6

131.2

31%

Western Europe

Consolidated

77.6

N/A

77.6

5%

Company’s share

64.4

N/A

64.4

15%

Consolidated

989.7

559.4

1,549.1

Company’s share

296.5

134.7

431.2

Romania

Total
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% of space
of properties

Consolidated

64%

36%

Company’s share

69%

31%

Associated
companies

Company's share

2.2

16.2

18.4

Segmentation of Investment Property fair values according to geographical
regions and uses as of December 31, 2010:
Uses

Offices

Region
Poland

Total

% of value of
properties in activity
sector

In € millions
Consolidated

395.8

461.2

857.0

50%

Company’s share

170.8

199.0

369.8

49%

Consolidated

173.8

58.9

232.7

14%

Company’s share

75.0

25.4

100.4

14%

other countries in
Eastern Europe

Consolidated

317.0

230.1

547.1

32%

Company’s share

135.0

70.9

205.9

28%

Western Europe

Consolidated

76.6

N/A

76.6

4%

Company’s share

63.7

N/A

63.7

9%

Consolidated

963.2

750.2

1,713.4

Company’s share

444.5

295.3

739.8

% of space
of properties

Consolidated

56%

44%

Company’s share

60%

40%

Associated
companies

Company's share

5.4

25.1

Romania

Total

7.6.3

Commercial

30.5

Segmentation of NOI (Net Operating Income) according to geographical regions and
uses
Segmentation of NOI according to geographical regions and uses as of December 31,
2011:
Uses

Offices

Region
Poland

Commercial

Total

% of value of
properties in activity
sector

In € millions
Consolidated

27.0

19.7

46.7

52%

Company’s share

7.5

5.5

13.0

51%
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Romania

Consolidated

11.1

(1.4)

9.7

11%

Company’s share

1.8

(0.3)

1.5

6%

other countries in
Eastern Europe

Consolidated

20.3

8.5

28.8

32%

Company’s share

5.5

1.8

7.3

29%

Western Europe

Consolidated

4.3

N/A

4.3

5%

Company’s share

3.5

N/A

3.5

14%

Consolidated

62.7

26.8

89.5

Company’s share

18.3

7.0

25.3

% of NOI
of properties

Consolidated

70%

30%

Company’s share

72%

28%

Associated
companies

Company's share

0.1

0.2

Total

0.3

Segmentation of NOI according to geographical regions and uses as of December 31,
2010:
Uses

Offices

Region
Poland

Commercial

Total

% of value of
properties in activity
sector

In € millions
Consolidated

26.8

31.8

58.6

60%

Company’s share

11.6

13.7

25.3

60%

Consolidated

6.2

(1.4)

4.8

5%

Company’s share

2.7

(0.6)

2.1

5%

other countries in
Eastern Europe

Consolidated

17.7

11.1

28.8

30%

Company’s share

7.6

3.4

11.0

26%

Western Europe

Consolidated

4.7

N/A

4.7

5%

Company’s share

3.9

N/A

3.9

9%

Total

Consolidated

55.4

41.5

96/9

(in NIS thousands)

Company’s share

25.8

16.5

42.3

% of NOI
of properties

Consolidated

57%

43%

Company’s share

61%

39%

Associated
companies

Company's share

0.2

0.1

Romania

0.3

Segmentation of NOI according to geographical regions and uses as of December 31,
2009:
Uses

Offices
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Commercial

Total

% of value of
properties in activity

sector
Region
Poland

Romania

7.6.4

In € millions
Consolidated

24.2

21.3

45.5

58%

Company’s share

10.4

9.2

19.6

58%

Consolidated

-

(2.2)

(2.2)

(3)%

Company’s share

-

(0.9)

(0.9)

(3)%

Other countries in
Eastern Europe

Consolidated

16.1

13.6

29.7

38%

Company’s share

6.9

4.1

11.0

32%

Western Europe

Consolidated

5.2

N/AN/A

5.2

7%

Company’s share

4.3

4.3

13%

Total

Consolidated

45.5

32.7

78.2

(in NIS thousands)

Company’s share

21.6

12.4

34.0

% of NOI
of properties

Consolidated

58%

42%

Company’s share

64%

36%

Associated
companies

Company's share

0.2

-

0.2

Segmentation of fair value gains and losses according to geographical regions and uses
Segmentation of fair value gains and losses according to geographical
regions and uses as of December 31, 2011:
Uses

Offices

Region
Poland

Commercial

Total

% of value of
properties in activity
sector

In € millions
Consolidated

4.7

(14.7)

(10.0)

6%

Company’s share

1.3

(4.1)

(2.8)

7%

Consolidated

(0.2)

(62.8)

(63.0)

39%

Company’s share

(0.0)

(15.1)

(15.1)

38%

Other countries in
Eastern Europe

Consolidated

(17.8)

(66.4)

(84.2)

52%

Company’s share

(4.9)

(14.0)

(18.9)

47%

Western Europe

Consolidated

(4.1)

N/A

(4.1)

3%

Company’s share

3.3)

N/A

3.3)

8%

Consolidated

(17.4)

(143.9)

(161.3)

Company’s share

(6.9)

(33.2)

(40.1)

11%

89%

Romania

Total

% of total fair value Consolidated
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gains

Company’s share

17%

83%

Associated
companies

Company's share

0.0

(0.1)

(0.1)

Segmentation of fair value gains and losses according to geographical
regions and uses as of December 31, 2010:
Uses

Offices

Region
Poland

Romania

Commercial

Total

% of value of
properties in activity
sector

In € millions
Consolidated

29.2

16.9

46.1

154%

Company’s share

12.6

7.3

19.9

178%

Consolidated

11.1

(10.1)

1

3%

Company’s share

2.8

(3)

(0.2)

(2%)

other countries in
Eastern Europe

Consolidated

(7.8)

(5.2)

(13.0)

(43%)

Company’s share

(3.5)

(1.5)

(5.0)

(45%)

Western Europe

Consolidated

(4.1)

N/A

(4.1)

(14%)

Company’s share

(3.5)

N/A

(3.5)

(32%)

Consolidated

28.4

1.6

30.0

Company’s share

8.5

2.8

11.2

% of total fair value Consolidated
gains
Company’s share

95%

5%

75%

25%

Associated
companies

0.4

1.9

Total

Company's share

2.3

Segmentation of fair value gains and losses according to geographical
regions and uses as of December 31, 2009:
Uses

Offices

Region
Poland

Romania

Commercial

Total

% of value of
properties in activity
sector

In € millions
Consolidated

(79.5)

3.9

(75.6)

62%

Company’s share

(34.3)

1.7

(32.6)

55%

Consolidated

3.1

(14.0)

(10.9)

9%

Company’s share

0.8

(14.0)

(13.2)

23%

other countries in
Eastern Europe

Consolidated

(10.5)

(23.7)

(34.2)

28%

Company’s share

(3.8)

(7.2)

(11.0)

19%

Western Europe

Consolidated

(1.8)

N/A

(1.8)

2%
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Company’s share

(1.6)

N/A

(1.6)

Consolidated

(88.7)

(33.8)

(122.5)

Company’s share

(38.9)

(19.5)

(58.4)

% of total fair value Consolidated
gains
Company’s share

72%

28%

67%

33%

Associated
companies

(0.5)

-

Total

7.6.5

Company's share

3%

(0.5)

Segmentation of average rent per square meter according to geographical regions and
uses
Segmentation of actual average rent per square meter (per month) in functional
currency:
Regions

Uses
Offices

Commercial

For the year ended (in €)
31.12.2011

31.12.2010

31.12.2011

31.12.2010

Poland
(price range)

15.3
(13-22)

16.7
(13-21)

24
(24)

27.5
(24-34)

Romania
(price range)

20.5
20.5

16.3
(16.3)

6.1
4.8

4.1
(3-6)

14.5
8-18(12-22)

15.7
(12-18)

12.95
2-3

17.7
(6-26)

Western Europe
(price range)

11.5
(12-13)

9.8
(8-12)

NA
NA

NA
NA

Associated companies
(price range)

12.9
(12.9)

9.5
(7-15)

17.4
(17.4)

19.6
(19.6)

Other Eastern European countries
(price range)

7.6.6

Segmentation of average rent per square meter in contracts signed during the reporting
period according to geographical regions and uses
Segmentation of average rent per square meter (per month) for contracts signed
during the period, in functional activity:
Regions

Uses
Offices

Commercial

For the year ended (in €)
31.12.2011

31.12.2010

31.12.2011

31.12.2010

Poland

11.9

14.0

21.0

27.9

Romania

18.4

20.1

8.9

11.3

Other Eastern European countries

11.8

16.4

10.6

13.3

Western Europe

7.7

7.5

NA

-NA
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Associated companies

13.5

40

9.45

17.4

19.6

7.6.7

Segmentation of average occupancy rates according to geographical regions and uses
Segmentation of average occupancy rates:
Uses

Offices

Commercial*
(in percentages)

Region

As of
December 31,
2011

For
2011

For
2010

As of
December 31,
2011

For
2011

For
2010

Poland

83%

93%

96%

96%

97%

98%

Romania

96%

93%

85%

86%

85%

73%

Other Eastern European
countries

88%

80%

81%

87%

89%

98%

Western Europe

79%

87%

94%

NA

NA

NA-

Associated companies

56%

56%

70%

94%

92%

n/a

(*) Some of the rental agreements which were signed during the period, are based on
turnover only. The details of this table refer to the average rent per meter for
agreements based on turnover only, which were signed during the period and are
considered forward-looking information as defined in the Israel Securities Law,
based on management assessments as of this date. These estimates may not
materialize, fully or partially or may materialize differently, including materially,
than anticipated,
7.6.8

Segmentation of number of investment properties according to geographical regions
and uses
Segmentation of number of investment properties according to geographical regions
and uses:
Regions

Uses
Offices

Commercial
As of

31.12.2011

31.12.2010

31.12.2011

31.12.2010

Poland

15

13

2

3

Romania

1

1

4

3

Other Eastern European
countries

7

7

3

2

Western Europe

14

14

NA

NA
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7.6.9

Total number of investment
properties

37

35

9

8

Associated companies

2

3

1

1--

Segmentation of actual average rates of return (based on year-end value) according to
geographical regions and uses
Segmentation of actual average rates of return (based on year-end value) according
to geographical regions and uses:
Uses

Uses
Offices

Commercial
As of (in percentages)

31.12.2011

31.12.2010

31.12.2011

31.12.2010

Poland

6.6%

5.6%

8.1%

6.9%

Romania

6.4%

3.6%

**

**

Other Eastern European
countries

6.6%

5.8%

4.8%**

4.8%

Western Europe

5.5%

6.3%

-NA

NA

Associated companies

4.7%

3.9%

4.3%

0.5%

(*) The rates of return in this chart were calculated by dividing NOI by the property value.

* Rates of revenue in this table are by division of NOI assuming stabilization of rental revenue
and rate of occupancy (as per the evaluation) in asset value.
** Commercial centers in Romania and the commercial center in Bulgaria with negative NOI
were not taken into account when calculating the actual average rates of return. For
actual NOI see Chart 7.6.3.
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7.6.10 Anticipated revenues with respect to signed leases12

Revenues from
fixed
components

Revenues from
variable
components*
(estimate)

No. of
contracts
ending

Area covered
by contracts
ending

Revenues from
fixed
components

Revenues from
variable
components*
(estimate)

No. of
contracts
ending

Area covered
by contracts
ending

(millions of €)

(millions of €)

(#)

(thousands of m2)

(millions of €)

(millions of €)

(#)

(thousands of m2)

Q1

24.1

0.9

24.5

1.7

24.5

0.9

42.0

3.9

Q2

24.7

0.9

22.0

9.2

24.6

0.9

26.0

12.7

Q3

24.7

0.9

25.0

4.3

24.9

0.9

29.0

4.5

Q4

24.7

0.9

39.0

17.3

24.3

0.9

48.0

25.0

2013

94.8

3.7

96.0

40.0

90.0

3.7

105.0

60.4

2014

84.9

4.7

178.0

72.7

77.9

4.4

221.0

97.1

2015

72.6

4.9

176.0

52.0

60.5

4.1

202.0

68.4

2016 and

276.7

41.7

651.0

355.7

135.8

24.6

535.0

274.7

627.2

58.6

1,211.0

552.9

461.8

40.4

1,208.0

547.3

2012

thereafter
Total

* In shopping centres in Romania, Bulgaria and Croatia, most of the leases are based on turnover
revenue (without a fixed component) and therefore these are assumptions of future rentals.

12

Data is this table referring to expected revenue is forward looking statements as defined in the Securities Act,
based on agreements signed with renters and actual receipt of payment by third parties,in accordance with these
agreements. These estimates may not materialize, fully or partially or may materialize differently, including
materially, than anticipated, due to, among other things non actual paymentl, non-compliance and
cancellation of agreements etc..
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7.6.11 Properties under construction and land.
Parameters

Period (year ended)
31.12.2011

Poland
offices

Polandcommercial

31.12.2010

31.12.2009

No. of properties under construction at end of period (#)

1

2

3

Land designated as investment assets (#)

12

12

10

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

315.8

316.7

337.5

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

12.1

17.8--

38.8

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

63.7

93.0

112.8

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

11.5

40.3

52.0

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

11.5-

11.3-

39.0

% of constructed area for which leases have been signed
(%)

63%

100%

0%

Annual revenues anticipated from projects to be
completed during following period and for which
contracts have been signed for 50% or more of the area
(estimate) (consolidated) (in € millions)

n/a

14

-

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

-

-

-

Land designated as investment assets (#)

2

1

-

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

118.0

58.0

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

38.7

10.3

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

48.9

10.3

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

8.0

1.2

% of constructed area with signed rental contracts (%)

0%

0%

Annual revenues anticipated from projects to be
completed during following period and for which
contracts were signed for 50% or more of the area

NA

NA

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

(estimate) (consolidated) (in € millions)

Parameters

Period (year ended)
31.12.2011

No. of properties under construction at end of period (#)

-

-

3

2

2

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

76.5

70.4

70.4

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

15.3

14.9

15.1

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

4.2

0.1

0.8

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

-

-

-

% of constructed area for which leases have been signed
(%)

0%

0%

0%

Annual revenues anticipated from projects to be
completed during following period and for which
contracts have been signed for 50% or more of the area
(estimate) (consolidated) (in € millions)

n/a

n/a

n/a

-

1

1

3

3

3

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

115.0

142.1

113.5

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

0.1

1.5

10.6

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

31.1

84.5

64.9

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

0.3

29.1

5.2

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

-

31.8

-

% of constructed area with signed rental contracts (%)

0%

50%

24%

Annual revenues anticipated from projects to be
completed during following period and for which

n/a

6.9

n/a

No. of assets under construction at end of period (#)
Land designated as investment assets (#)

Romania
commercial

31.12.2009

-

Land designated as investment assets (#)

Romania
offices

31.12.2010

45

contracts were signed for 50% or more of the area
(estimate) (consolidated) (in € millions)
Parameters

Period (year ended)
31.12.2011

31.12.2010

31.12.2009

-

-

2

9

9

8

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

109.2

367.8

353.6

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

2.6

1.9

9.4

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

98.2

114.6

128.7

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

0.2

12.7

16.3

-

-

15.9

% of constructed area for which leases have been signed (%)

0%

0%

58%

Annual revenues anticipated from projects to be completed
during following period and for which contracts have been
signed for 50% or more of the area (estimate) (consolidated) (in
€ millions)

n/a

n/a

2.4

2

3

4

3

3

4

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

181.1

208.2

232.1

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

31.6

48.9

14.0

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

116.0

181.1

192.6

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

24.9

46.5

94.5

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

19.1

10.9

20.3

% of constructed area with signed rental contracts (%)

31%

24%

29%

na

5.4

3.2

No. of properties under construction at end of period (#)
Land designated as investment assets (#)

Other
Eastern
European
countries offices

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

No. of assets under construction at end of period (#)
Land designated as investment assets (#)

Other
Eastern
European
countries commercial

Annual revenues anticipated from projects to be completed

46

during following period and for which contracts were signed for
50% or more of the area (estimate) (consolidated) (in €
millions)

* This datum only includes projects where construction is anticipated to be completed in the
period following the reporting period, and for which contracts have been signed for rental of
50% or more of their areas. The datum reflects the estimated total representative annual
revenues anticipated from these projects, and not necessarily the revenues in the following
year.
** In relation to projects whose construction has not yet begun and are represented in this chart
as properties, GTC Group is investigating if clear indications exist that the project can be
successfully marketed and accordingly it is considering if to begin construction. The data in
the chart that relate to the total areas under construction (planned) is forward-looking
information as defined in the Israel Securities Law based on management assessments. These
estimates may not materialize, in full or in part, or may materialize differently than expected.
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7.6.12 Purchase and sale of properties and land
Purchase and sale of properties and land(aggregate), by geographical regions:
Parameters

Period (year ended)
31.12.2011

31.12.2010

31.12.2009

1

2

-

Realization proceeds from properties sold during
period (consolidated) (in € millions)

237.5*

78.9

-

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

31.05

26.38

-

NOI of properties sold (consolidated) ( in € millions)

7.77

4.01

-

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

-

-

-

No. of properties purchased during period (#)

2

No. of properties sold during period (#)

Poland –
properties
sold

Cost of land purchased (consolidated) (in € millions)
Poland –
properties
purchased

40.2

Area of properties at the end of period (consolidated)
(thousands of m2)
Area of construction (planned) at the end of period
(thousands of m2)

81

No. of properties sold during period (#)
Realization proceeds from properties sold during
period (consolidated) (in € millions)
Romania
properties
sold

Area of properties sold during period (consolidated)
(thousands of m2)
NOI of properties sold (consolidated) ( in € millions)
Gain/loss recorded with respect to realization of
properties (consolidated) (in € millions)*

Romania
land
purchased

Other
Eastern
European
countries –

No. of assets purchased in period (#)

1**

Cost of land purchased in period (consolidated) ( in €
millions)

2.8

Total of area of land at end of period (thousands of m2)

1.6

Total area under construction (planned) at the end of
the period( in thousands of m2)

15

No. of properties sold during period (#)

-

-

1

Realization proceeds from properties sold during
period (consolidated) (in € millions)

-

-

8.4

48

properties
sold

Western
Europe –
properties
sold

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

-

-

7.5

NOI of properties sold (consolidated) ( in € millions)

-

-

0.1

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

-

-

-

No. of properties sold during period (#)

2**

1**

Realization proceeds from properties sold during
period (consolidated) (in € millions)

4.26

6.99

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

3.89

4.56

NOI of properties sold (consolidated) ( in € millions)

0.32

0.3

-

-

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

-

*The realization proceeds from the property are the value of the property derived from the sales
price of the shares of the company holding the property. The real proceeds in virtue of the shares
of the company holding the property was € 139 million.
** In regard to EU members, the data ratios represented in the chart only include the relative part
of the holding company in the project at the rate of 50%.
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7.7

List of material properties and details
Additional data required as per Regulation
8B (i) (as relevant)

Item of information

Name and characteristics of
property

Year

Region

Poland

Functional
currency

Euro

Principal use

Shopping
center

Galleria
Jurajska
commerc Corporation's
ial center share (%)

2011

2010

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

Fair
value at
end of
period
(in €
millions)

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

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

Actual
rate of
return
(%)

Adjusted
rate of
return
(%)

Fair value
gain/ loss
(consolidated) (in
€ millions)

Occupancy rate
at end of
period
(%)

Average
effective
rent per m2
(in euros)

Particulars
of appraiser
(name and
experience)

Additional
basic
Valuation
model used assumptions on
by appraiser which valuation
is based

DTZ

Income
Approach

161.1

161.1

13.6

13.8

8.4%

8.6%

(14.7)

92%

24

175.5

176.0

13.4

13.6

7.7%

7.5%

4.4

95%

24.4

DTZ

Income
Approach

179.3

183.0

3.2

*3.5

*1.9%.

*7.5%

19.1

95%

24.4

JLL (Jones,
Lang,
LaSalle)

Income
Approach

2010

100%

Cost/ original
construction cost
(in € millions)

126.0

Area (m2)

49,500

Proceeds per m2/
/rent per m2**

25%

2009

*

The construction of the property was completed in September 2009.

**

The datum is to the best of the Company’s knowledge and is based on information received from the tenants or other third parties, as the case may be. The Company is unable
to confirm that this information is indeed correct. The ratio is calculated as average rental prices per meter divided by revenue per meter.
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Item of information

Name and
characteristics of
property

Fair value
at end of
period
(in €
millions)

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

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

173.6

173.6

10.9

11.2

6.4%

6.8%

(0.2)

-96%

20.5

Colloers

Income
Approach

2010

173.8

173.8

7.8

6.2

3.6%

7.0%

11.1

90%

16.3

Colliers

Income
Approach

2009

164.0

164.0

*-

*-

*-

%

3.1

57%

*

Colliers

Income
Approach

Region

Romania 2011

Functional
currency

Euro

Actual
rate of
return
(%)

Adjusted
rate of
return
(%)

Fair value
gain/ loss
(consolidated) (in €
millions)

Occupancy
rate at
end of
period
(%)

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

Year

Principal use Offices

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

Average
effective
rent per
m2
(in euros)

Additional basic
Particulars of
Valuation
assumptions on
appraiser (name model used
which valuation
and experience) by appraiser
is based

City
Gate Corporation’s 58.9%
share
Cost/original
construction
121.6
cost (in €
millions)
Area (m2)

*

47,700

The construction of the property was completed in December 2009.
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Item of information

Name and
characteristics of
property

Region

Functional
currency
Stara
Zango
Principal use
ra
comm
ercial
center Corporation’s
share

Year

Bulgaria 2011

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

Fair value
at end of
period
(in €
millions)

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

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

37.6

37.6

1.1

(0.8)

Actual
rate of
return
(%)

(2.17)

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

Adjusted
rate of
return
(%)

Fair value
gain/ loss
(consolidated) (in €
millions)

Occupancy
rate at
end of
period
(%)

Average
effective
rent per
m2
(in euros)

Additional basic
Particulars of
Valuation
assumptions on
appraiser (name model used
which valuation
and experience) by appraiser
is based

N/A

(24.5)

81%

5.2

Jones, JLL
Lang, LaSalle

Income
Approach

N/A*

2.6

70%

6.1

King Sturge

Income
Approach

Euro
Commer
cial
2010
centre

62.2

62.2

0.1

41.6

41.6

*-

Income
Approach

75%

Cost/original
construction
cost (in €
millions)

59.7

Area (m2)

24,970

Revenue /
Rental per
m2***

14%

2009

*-

*-

%

(8.0)

King Sturge

Residual
Approach

(*)Construction of property was completed in November 2010
** The rate of return in the period in a negative rate of return.
***The datum is to the best of the Company’s knowledge and is based on information received from the tenants or other third parties, as the case may be. The Company is unable to confirm that this
information is indeed correct.
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7.8

Valuation data
As regards the details required pursuant to Regulation 8B (i) of the Periodic and
Immediate Reports Regulations for assets not mentioned in the tables in section
7.7 above, see section 2.2 of the Report of the Directorate in Part B of this Report

7.9

Adjustments

Reconciliation to the Statement of Financial Position
Adjustment of fair value to values in the Statement of Financial Position:
As of
(consolidated) (€ in millions )

Presentation
in Description
of the
Corporation’s
Business
Report

31.12.2011

31.12.2010

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

1,549.1

1,713.4

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

112.6

103.3

Total value of real estate investment properties under
construction in Romania (as presented in table in
Section 6.11) (consolidated)

46.4

99.4

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

214.2

297.5

Total investment property assets under construction
(consolidated)

373.2

-500.2

1.922.3

2,213.6

Deduction of finishing off provision

6.9

(19.43)

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

34.1

Properties included within the framework of "”Asia
properties:

121.3

110.4

Properties included For investment in Kardan Israel
(2010)

-

76.7-

(17.5)

(38.5)

Total (consolidated)

Adjustments

Other adjustments13

Presentation
in Statement
of Financial

13

23.9

-

Total adjustments

(37.2)

(129.3)

Total, after adjustments

1,855.1

2,342.9

“Investment properties” item in Statement of Financial
Position (consolidated)

1.885.1

2,342.9

In 2009, mainly advance payments to purchase land adjacent to Kardan House
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Position

1,885.1

Total
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1,342.9

Individual disclosure for highly material investment properties
7.10

Property: Galeria Mokotow commercial center – A property that has been
sold

7.10.1 General – presentation of the property
Details as of August 1, 2011 – date of
sale
Name of the property:

Galeria Mokotow

Location of property:

Warsaw, Poland

Areas of the property – broken down by uses:

Commercial – 62,100 m2net 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
shares of Rodamco CHI sp. z o that owns
100% of the property

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

13.9%

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 acquisition of the property:

The property was built by the company in
2000

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

Perpetual lease

Status of registration of legal rights:

Perpetual lease

Special subjects (material building irregularities, soil pollution, etc.):

n/a

Method of presentation in the financial statements
(consolidation/proportionate consolidation/equity method):

Proportionate consolidation

Details regarding sale of the property:
Date of closing the sale:

On August 1, 2011 the sale was closed of
50% of the shares of Rodamco CHI sp. Z o
that owns the property

Sale amount:

Approximately € 237.5 million

Fair value of the property according to the last valuation of the
property that is not based on the selling price (valuation dated
31/12/2010):

_€406 milllion

As stated above, the sale of the property was closed on August 1, 2011. All the
data presented below regarding 2011 relate to the period from January 1, 2011
through August 1, 2011.
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7.10.2 Principal data ( the data in the table is presented as 100%, the company’s share in
the project is 50%)
(Data according to 100%;
the company’s share in the
property – 13.9%)

2011
(as of
1.8.2011)

2010

2009

Fair value at end of period (in
€ millions)

475

406

367.2

Cost of construction (in €
millions)

86.6

Fair value gains or losses (in €
millions)

74.3

38

(18.4)

Date of completing
construction

2000

Average occupancy rate (%)

100%

100%

Occupancy rate (%)

100%

Rented areas (m2)

62,100

62,100

20.2

32.1

29.3

Average rent per meter (per
month) (€)

35

34.2

30.4

Average rent per meter in
leases signed during period (€)
@

55

45.5

59.6

NOI (in € millions)

15.5

24.8

23.4

Adjusted NOI (in € millions)

15.5

24.8

23.2

Actual rate of return (%)

N/A

6.1%

6.4%

Adjusted rate of return (%)

N/A

6.1%

6.3%

No. of tenants at end of
reporting year (#)

N/A

240

241

14.1%

13.1%

14.1%

Total revenues (in € millions)

Ratio of rent to total
proceeds*

*
* The datum is to the best of the Company’s knowledge and is based on information
received from the tenants or other third parties, as the case may be. The Company is
unable to confirm that this information is indeed correct. The ratio is calculated as
average rental fees per meter to proceeds per meter.
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7.10.3 Segmentation of revenues and costs structure
(Data according to 100%; the company’s
share in the property – 13.9%)

2011
(as of 1.8.2011)

Revenues:

2010

2009

(in € millions)

From rent – fixed

14.9

23.0

20.9

From rent – variable

0.6

1.8

1.7

From management fees

4.5

7.4

6.8

Other

0.2

(*)

(*)

Total revenues

20.2

32.2

29.4

Management, maintenance and operation

4.7

7.4

6.0

Total costs:

4.7

7.4

6.9

Profit:

15.5

24.8

23.0

NOI:

15.5

24.8

23.4

Costs:

* Less than € 100,000
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7.10.4 Principal tenants of the property – As of August 1, 2011
% of
revenues
(Data
from the
according to
property
100%; the
Is this an
attributable
corporation’s
“anchor”
to the
share in the
tenant?
tenant (%)
property –
in 2011,
13.9%)
through
1.8.2011

Tenant A

Tenant B

2.2%

Yes

4.8%

Yes

Description of the rental agreement
Is this tenant
responsible for
Sector to
20% or more of which tenant
revenues from
belongs
the property?

No

No

Original
Option Mechanism
engagement
Details of
to
for update or
Material
period and
guarantees (if
extend
linkage of
dependency
remaining
any)
(years)*
rent
period (years)

From 2002
through
Sept. 2012

Fashion

Culture/
Entertainment

*
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From 2000
through
Sept. 2013

5

Linkage to
European
consumer
price index
(HICP)

Bank
guarantee of
€ 3 million

-

5

Linkage to
European
consumer
price index
(HICP)

Deposit of
€ 0.32 million

-

7.10.5 Specific financing
Details (data according to the company’s share):

Balances in
Statement of
Financial Position

Loan A:

31.12.2011 (in
€ millions)

Presented as short-term loans:

N/A

Presented as long-term loans:

N/A

31.12.2010 (in
€ thousands)

Presented as short-term loans:

1.35

Presented as long-term loans:

98.4

Fair value as of August 1, 2011 (in € thousands)

N/A

Date on which original loan was taken out

30.11.2009

Amount of original loan (in € thousands)

102.5

Effective interest rate for end of period (%)

N/A
As per the agreement – Quarterly until
30.11.2016 + option for 2 year
extension.

Repayment dates for principal and interest

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

Major financial stipulations

Ratio of debt balance to asset value –
maximum 70%
Were major stipulations or financial covenants breached as of August
1, 2011?

No

Non-recourse?

Yes

7.10.6 Pledges and material legal limitations on the property shortly before August 1, 2011
Type
Pledges

Details
First-ranking

Amount secured by pledges
as of August 1, 2011 (in € millions)

Mortgage on the property
and land in favor of the
financing banks
Pledge of the shares held in
the investee company in
favor of the financing banks
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7.10.7 Details regarding valuation
(Data according to 100%; the company’s share in
the property – 13.9%)

2011 (as of
August 1, 2011)

2010

2009

475

406.0

367.2

Sale Price

JLL Jones,
Lang, LaSalle

JLL Jones,
Lang, LaSalle

Is the appraiser independent?

N/A

Yes

Yes

Is there an indemnification agreement?

N/A

No

No

Effective date of the valuation (date to which the
valuation refers)

N/A

31.12.2010

31.12.2009

Valuation model (comparison / income / cost / other)

N/A

Income
Approach

Income
Approach

Occupancy rate in year + 1 (%)

N/A

100%

100%

Occupancy rate in year + 2 (%)

N/A

100%

100%

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

N/A

100%

100%

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

N/A

35.5

30.4

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

N/A

36.8

32.5

Average representative monthly
rent per rented m2 for valuation (€)

N/A

38.7

35.4

Representative NOI for valuation
(in € millions)

N/A

28.2

25.4

Average periodic expenditures for
preservation of status quo

N/A

0.6

0.5

Rate of return taken for valuation
(%)

N/A

6.5%

6.6%

Time to theoretical realization

N/A

11 years

11 years

6.5%

6.7%

Change in
value (in €
millions)

Change in
value (in €
millions)

Value determined (in € millions)
Appraiser’s identity

Valuation
according to the
Income Approach

Rate of return at time of
theoretical realization
(reversionary rate)
Sensitivity analyses for valuation (according to
approach selected):
Occupancy rates

5% decrease

N/A

0.4

0.4

BP increase of 0.25%

N/A

15.6

13.9

BP decrease of 0.25%

N/A

(15.6)

(13.9)

5% increase

N/A

20.3

18.4

Cap rates
Rent per meter
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5% decrease

N/A

61

(20.3)

(18.4)

7.11

Property: Avenue Mall Zagreb commercial center

7.11.1 General – presentation of the property
Details as of 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 investee companies, including
percentages of holdings therein and percentages of their
holdings in the property):

The asset is 100% owned by a Croatian company,
Eurostructor d.o.o., which is 70% owned by a Dutch
company, GTC Croatia BV, which is 100% owned by
GTC Poland. The remaining 30% is held by a minority
interest, a Cypriot company called Wallnore Trading
Limited

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

19.43%

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 the
KNV/GTC Group

Date of acquisition of the property:

2007

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

Ownership

Status of registration of legal rights:

Full ownership registered on the property

Special subjects (material building irregularities, soil
pollution, etc.):

Not applicable

Method of presentation in the financial statements
(consolidation/proportionate consolidation/equity
method):

Full consolidation

7.11.2 Principal data
(Data according to 100%;the
corporate share in the property –
19.43%)

2011

2010

2009

Fair value at end of period (in €
million)

154.1

167.9

176.3

Fair value gains or losses (in €
millions)

(14,467)

(8,360)

(23,704)

Average occupancy rate (%)

Commercial
95%
Offices 92%

Commercial
98%
Offices 92%

Commercial
100%
Offices 98%

Rented areas (m2)

Commercial
26,000 m2
Offices 6,502

Commercial
27,451 m2
Offices 6,502

Commercial
27,898 m2
Offices 6,926
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Cost of
construction
(in € millions)

77

Date of
completing
construction

August
2007

m2

m2

m2

11.9

14.3

16.7

Average rent per meter (per month)
(€)

Commercial
€ 24/ m2
monthly
Offices € 15/
m2 monthly

Commercial
€ 26/ m2
monthly
Offices € 15/
m2 monthly

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

Average rent per meter in leases
signed during period (€) @

Commercial
€ 16/ m2
monthly
Offices € 14/
m2 monthly

Commercial
€ 19/ m2
monthly

Commercial
€ 43/ m2
monthly
Offices € 15/
m2 monthly

8.8

11.2

13.6

Actual rate of return (%)

5.7%

6.7%

7.7%

Number of tenants at end of
reporting year (#)

107

114

116

Regarding the commercial part –
ratio of rental to proceeds

12%

9.6%

13.3%

Total revenues (in € millions)

NOI (in € millions)

7.11.3 Segmentation of revenues and costs structure
(Data according to 100%; the company’s
share in the property – 19.43%)

2011

Revenues:

2010

2009

(in € millions)

From rent – fixed

8.6

10.0

11.9

From rent – variable

0.3

0.9

0.8

From management fees

2.7

3.1

3.1

From operating parking lots

0.2

0.2

0.8

Other

0.1

0.1

0.1

Total revenues

11.9

14.3

16.7

Management, maintenance and operation

2.7

3.1

3.1

Provision for doubtful debts

0.4

0.1

Total costs:

3.1

3.1

3.1

Profit:

8.8

11.2

13.6

NOI:

8.8

11.2

13.6

Costs:
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7.11.4 Principal tenants of the property
% of
(Data
revenues
according to
from the
100%; the
property
company’s
attributable
share in the
to the
property –
tenant (%)
19.43%)
in 2011

Tenant A

Tenant B

7%

6%

Is this an
“anchor”
tenant?

Is this
Description of the rental agreement
tenant
Original
Option Mechanism
Details of
responsible
Sector to
engagement
to
for update or guarantees
for 20% or
which tenant
period and
extend
linkage of
(if any)
more of
belongs
remaining
(years)
rent
revenues
period (years)
from the
property?

Yes

No

Yes

No

Supermarket

August 2007
through August 10 years
(6) 2017

October 2007
through
October 2020
(9)

Cinema

5 years
+5
years

Special
dependency

Linkage to
European
consumer
price index
(HICP)

Bank
guarantee for
12 months’
rent and
management
fees

-

Linkage to
European
consumer
price index
(HICP)

Bank
guarantee for
3 months’
rent and
management
fees

-

7.11.5 Anticipated revenues with respect to signed leases14 (assuming non-exercise of
tenants’ option periods)
Data according to 100%;the
For year ended on For year ended on For year ended
company’s share in the
31.12.2012
31.12.2013
on 31.12.2014
property – 19.43%)

For year ended on
31.12.2015

For year ended
on 31.12.2016
and thereafter

In € millions (data according to 100%; the company’s share in the property – 19.43%)
Fixed components

9.5

8.3

7.8

7.5

17.9

Variable components
(estimate*

0.7

0.7

1.3

1.3

11.5

Total

10.2

9

9.1

8.8

29.4

(*)Some of the rental agreements which were signed during the period, are based on turnover only. The details
of this table refer to the average rent per meter for agreements based on turnover only, which were signed during
the period and are considered forward-looking information as defined in the Israel Securities Law, based on
management assessments as of this date. These estimates may not materialize, fully or partially or may
materialize differently, including materially, than anticipated,

(**)based on the variable proceeds from the mall as evaluated by the appraiser as of December 31 2011.

14

The estimate is in light of the property valuation. The data in the table relating to the anticipated revenues are
forward-looking information, as this term is defined in the Securities Law, based on agreements that were
signed with tenants and on the payments actually receivable from third parties, pursuant to these agreements.
These estimates may not materialize, in full or in part, or may materialize differently, including materially
differently than expected, due, inter alia, to the aforesaid payments not actually being made, or nonfulfillment of the agreements, revocation of the agreements, etc.
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7.11.6 Specific financing *
Details (data according to 100%):
Balances in
Statement of
Financial Position

31.12.2011 (in
€ millions)
31.12.2010 (in
€ millions)

Loan A:
Presented as short-term loans:

4.4

Presented as long-term loans:

34.6

Presented as short-term loans:

4.4

Presented as long-term loans:

38.7

Fair value as of December 31, 2011 (in € millions)

39

Date on which original loan was taken out

July 2005

Amount of original loan (in € millions)

57.3

Effective interest-rate as of December 31, 2011 (%)

39%

Repayment dates for principal and interest

Quarterly until July 2020

Major financial stipulations

Debt service ratio (annual effective
revenues to annual debt service) –
minimum 1.2
Ratio of debt balance to asset value –
maximum 80%

Other major financial stipulations (including: tenants leaving, value of
property, etc.)

Manifested in debt service calculation

Were major financial stipulations or financial covenants breached as of
the end of the reporting year?

No

Non-recourse?

Yes

* Does not include shareholders’ loans

7.11.7 Pledges and material legal limitations on the property
Type

Pledges

Other

Details

First-ranking

Amount secured by pledges
as of December 31, 2011 (in € millions)

Mortgage on the property and land
in favor of the financing banks
Pledge of the shares held in the
investee company in favor of the
financing banks
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__-__

7.11.8 Details regarding valuation
(Data according to 100%; the company’s share in
the property – 19.3%)

2011

2010

2009

Value determined (in € millions)

154.1

167.9

176.3

CB Richard
Ellis

CB Richard
Ellis

CB Richard
Ellis

Is the appraiser independent?

Yes

Yes

Yes

Is there an indemnification agreement?

No

No

No

Effective date of the valuation (date to which the
valuation refers)

31.12.2011

31.12.2010

31.12.2009

Valuation model (comparison / income / cost / other)

Income
Approach

Income
Approach

Income
Approach

Commercial
28,001 m2;
Offices 7,067 m2
Commercial
95%;
Offices 92%
Commercial
98%;
Offices 93%

Commercial
28,001 m2;
Offices 7,067 m2
Commercial
98%;
Offices 93%
Commercial
100%;
Offices 94%

Commercial
27,898 m2;
Offices 7,067 m2
Commercial
100%;
Offices 98%
Commercial
100%;
Offices 98%

Commercial
100%;
Offices 95%

Commercial
100%;
Offices 95%

Commercial
100%;
Offices 98%

Commercial
€ 24/ m2
monthly;
Offices € 15/ m2
monthly
Commercial
€ 25/ m2
monthly;
Offices € 14/ m2
monthly
Commercial
€ 25/ m2
monthly;
Offices € 13/ m2
monthly

Commercial
€ 26/ m2
monthly;
Offices € 15/ m2
monthly
Commercial
€ 27/ m2
monthly;
Offices € 15/ m2
monthly
Commercial
€ 28/ m2
monthly;
Offices € 16/ m2
monthly

Commercial
€ 32/ m2
monthly;
Offices € 17/ m2
monthly
Commercial
€ 31/ m2
monthly;
Offices € 16/ m2
monthly
Commercial
€ 28/ m2
monthly;
Offices € 16/ m2
monthly

Representative cash flows/
representative NOI for valuation
(in € millions)

11.5

13.0

13.3

Average periodic expenditures for
preservation of status quo (in €
thousands)

2.37

130

134

Rate of return taken for valuation
(%)

Commercial
7.70%;
Offices 8.25%

Commercial
7.70%;
Offices 8%

Commercial
7.25%;
Offices 7.5%

Appraiser’s identity

Gross leasable area taken into
account in calculation (m2)
Occupancy rate in year + 1 (%)

Occupancy rate in year + 2 (%)
Representative occupancy as % of
gross leasable area taken into
account in the calculation (%)
2

Average rent per rented m for
valuation in year +1 (€)
Valuation
according to the
Income Approach

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

Average representative rent per
rented m2 for valuation (€)
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Sensitivity analyses for valuation (according to
approach selected):

Change in value (in € millions)

5% increase

7.4

(10.1)

(10.9)

5% decrease

7.4

10.1

10.9

5% increase

7.8

8.4

8.8

5% decrease

(7.8)

(8.4)

(8.8)

Cap rates

Rent per meter

7.12

Property : Avenue Mall Osijek commercial center

7.12.1 General – presentation of the property
Details as of December 31, 2010
Name of the property:

Avenue Mall Osijek – a mall whose construction was
completed in April 2011

Location of the property:

Ul.Sv. Leopolda B. Mandića 50/a. Osijek, Croatia

Areas of the property – broken down by uses:

Commercial – 27,000 m2 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):

The asset is 100% owned by a Croatian company, GTC
Nekretine Istok d.o.o. which is 80% owned by a Dutch
company, GTC Croatia BV, which is 100% owned by
GTC Poland. The remaining 20% is held by European
Bank of Reconstruction & Development (EBRD)

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

22.2%

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):

EBRD is not a related party to KNV/GTC Group.

Date of acquisition of the property:

2011

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

Ownership

Status of registration of legal rights:

Full ownership registered on the property

Material unexploited building rights:

N/A

Special subjects (material building irregularities, soil
pollution, etc.):

Not applicable

Method of presentation in the financial statements
(consolidation/proportionate consolidation/equity

Full consolidation
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method):

7.12.2 Principal data
(Data according to 100%;the
corporate share in the property –
22.2%)

2011

Fair value at end of period (in €
million)

40

Fair value gains or losses (in €
millions)

(17.3)

Average occupancy rate (%)

81%

2

Rented areas (m )

Cost of
Construction
(in € million)

69

22,140

Total revenues (in € millions)

2.1

Average rent per meter (per month)
(€)

€7/m2
monthly

Average rent per meter in leases
signed during period (€) @

€9/m2
monthly

NOI (in € millions)

(0.2)

Actual rate of return (%)
Number of tenants at end of
reporting year (#)
Regarding the commercial part –
ratio of rental to proceeds

81
10.4%

The datum is to the best of the Company’s knowledge and is based on information received
from the tenants or other third parties, as the case may be. The Company is unable to
confirm that this information is indeed correct.

7.12.3 Segmentation of revenues and costs structure
(Data according to 100%; the company’s
share in the property – 22.2%)
Revenues:

2011
(in € millions)

From rent – fixed

1

From rent – variable

0.3

From management fees

0.8

Total revenues

2.1

Costs:
Maintenance and operation management

1.8

Provision for doubtful debts

0.5

Costs:
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Management, maintenance and operation

2.7

Provision for doubtful debts

0.5

Total costs:

3.1

Profit:

(0.2)

NOI:

(0.2)

7.12.4
% of
(Data
revenues
according to
from the
100%; the
property
company’s
attributable
share in the
to the
property –
tenant (%)
22.2%)
in 2011

Tenant A

Tenant B

Tenant C

2%

6%

11%

Principal tenants of the property

Is this an
“anchor”
tenant?

Is this
Description of the rental agreement
tenant
Original
Option Mechanism
Details of
responsible
Sector to
engagement
to
for
update
or
guarantees
for 20% or
which tenant
period and
extend
linkage of
(if any)
more of
belongs
remaining
(years)
rent
revenues
period (years)
from the
property?

Yes

No

Yes

No

Yes

No

Supermarket

April 2011
through April
2021

Cinema

April 2011
through april
2021

Commercial

June 2011
through June
2021

Special
dependency

-

Linkage to
European
consumer
price index
(HICP)

Bank
guarantee for
3 months’
rent and
management
fees

-

5 years
+5
years

Linkage to
European
consumer
price index
(HICP)

Bank
guarantee for
100,000 Euro

-

5 years

Linkage to
European
consumer
price index
(HICP)

Bank
guarantee for
2 months’
rent and
management
fees

7.12.5 Anticipated revenues with respect to signed leases15 (assuming non-exercise of
tenants’ option periods)
Data according to 100%;the
For year ended on For year ended on For year ended
corporate share in the
31.12.2012
31.12.2013
on 31.12.2014
property – 22.2%)

For year ended on
31.12.2015

For year ended
on 31.12.2016
and thereafter

In € millions (data according to 100%; the company’s share in the property – 22.2%)
Fixed components

15

1.7

2.1

2.7

2.8

The estimate is in light of the property valuation. The data in the table relating to the anticipated revenues are
forward-looking information, as this term is defined in the Securities Law, based on agreements that were
signed with tenants and on the payments actually receivable from third parties, pursuant to these agreements.
These estimates may not materialize, in full or in part, or may materialize differently, including materially
differently than expected, due, inter alia, to the aforesaid payments not actually being made, or nonfulfillment of the agreements, revocation of the agreements, etc.
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15.5

Variable components
(estimate)**

0.4

0.4

0.6

0.8

(**)4.8

Total

2.1

2.5

3.3

3.6

20.3

**)based variable revenue as evaluated by the appraiser as of December 31 2011.
7.12.6 Specific financing (*)
Details (data according to 22.2%):
Balances in
Statement of
Financial Position

31.12.2011 (in
€ millions)
31.12.2010 (in
€ millions)

Loan A:
Presented as short-term loans:

0.9

Presented as long-term loans:

17.1

Presented as short-term loans:

-

Presented as long-term loans:

6.2

Date on which original loan was taken out

November 2010

Amount of original loan (in € millions)

6.2

Effective interest-rate as of December 31, 2011 (%)

7%

Repayment dates for principal and interest

Quarterly until July 2017,repayment
from July 2012

Major financial stipulations

Debt service ratio (annual effective
revenues to annual debt service) –
minimum 1.25
Ratio of debt balance to asset value –
maximum 60%
Project completion date, as of this
report, payment stipulations for this
project have not yet been finalized.

Other major financial stipulations (including: tenants leaving, value of
property, etc.)

Manifested in debt service calculation

Were major financial stipulations or financial covenants breached as of
the end of the reporting year?

No

Non-recourse?

Yes

(*) not including shareholder loans.
7.12.7 Pledges and material legal limitations on the property
Type

Pledges

Details

First-ranking

Amount secured by pledges
as of December 31, 2011 (in € millions)

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

Pledge of the shares held in the
investee company in favor of the
financing banks
Other

Guarantee of construction
completion, by Polish holding
company

71

5.7

7.12.8 Details regarding valuation 2011 as a completed asset.
(Data according to 100%; the company’s share in
the property – 22.2%)

2011

Value determined (in € millions)

40
Jones Lang
LaSalle

Appraiser’s identity
Is the appraiser independent?

Yes

Is there an indemnification agreement?

No

Effective date of the valuation (date to which the
valuation refers)

31.12.2011

Valuation model (comparison / income / cost / other)

DCF

Gross leasable area taken into
account in calculation (m2)

Commercial
27,000 m2;

Occupancy rate in year + 1 (%)

Commercial
82%;

Occupancy rate in year + 2 (%)

82%

Occupancy rate in year + 3(%)

90%

Occupancy rate in year + 4 (%)

94%

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

96%

Average rent per rented m2 for
valuation in year +1 (€)
Valuation
according to the
Income Approach

Commercial € 7/
m2 monthly;

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

Commercial €
m2 monthly;

Average rent per rented m2 for
valuation in year +3 (€)
Average rent per rented m2 for
valuation in year +4 (€)
Average representative rent per
rented m2 for valuation (€)
Average representative rent per
rented m2 for valuation after
stabilization (€)
Representative cash flows/
representative NOI for valuation
(in € millions)
Representative cash flows/
representative NOI for 2 nd year
valuation (in € millions)

2.1
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Representative cash flows/
representative NOI for third year
valuation (in € millions)

3.2

Representative cash flows/
representative NOI for fourth year
valuation (in € millions)

3.9

Representative cash flows/
representative NOI for fifth year
valuation (in € millions)

3.8

Representative cash flows/
representative NOI realization/
valuation (in € millions)

4.8

Average periodic expenditures for
preservation of status quo

(*)

Rate of return (NVP)taken for
valuation (%)

9% variable
revenue

Period for realization

10 years

Reversionary rate

8.75%

Sensitivity analyses for valuation (according to
approach selected):

Change in value (in € millions)

5% increase

(1.9)

5% decrease

1.9

5% increase

2

5% decrease

2

Cap rates

Rent per meter

(*) The value appraisal took into account provision of approximately
4.1 euro including current expenses and retention of future operating deficit. In addition, the Project
Company recorded a provision for completion in the amount of about 2 milion Euro for incentives to
the tenants.
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7.12.9 Details regarding the valuation - property under construction 2010
(Data according to 100%; the company’s share in the property – 22.2%)

2010

Value determined (in € millions)

51.15

Appraiser’s identity

King Sturge

Is the appraiser independent?

Yes

Is there an indemnification agreement?

No

Effective date of the valuation (date to which the valuation refers)

Dec. 31, 2010

Valuation model (residual / replacement cost / other)

Residual

The construction:

Residual Approach

Estimated date of completion of construction
taken into account in the valuation

Dec. 31, 2011

Total remaining capital investment required to complete the asset

10.8

Cap rate (%)

15%

Remaining costs to which the cap rate relates

10.8

Post-construction value (under Cash Approach)

63.8

Gross leasable area taken into account in the computation (Sq.m.)

27,000 Sq.m.

Occupancy rate in the first year

85%

Occupancy rate in the second year

95%

Representative occupancy rate after stabilization out of the gross
leasable area for purpose of the valuation (%)

95%

Average rental per rented Sq.m. in the first year
for purposes of the valuation

EUR 12/month

Average rental per rented Sq.m. in the second year
for purposes of the valuation

EUR 17/month

Representative rental per rented Sq.m. after stabilization
for purposes of the valuation

EUR 18/month

Representative cash flow/ representative NOL after stabilization
for purposes of the valuation (EUR in millions)

6.2

Rate of return taken into account for purposes of the valuation (%)

8.5%
(Turnover 16%)

Period until notional realization

10 years

Reversionary rate

8.5%

Other Principal Parameters
Value sensitivity analysis (under the selected approach)
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Change in
value (EUR in
millions)

Increase of 5%

(0.2)

Decrease of 5%

0.2

Increase of 5%

3.4

Decrease of 5%

(3.4)

Increase of 5%

3.1

Decrease of 5%

(3.1)

Cap rate

Construction costs

Average rent per Sq.m.

In 2009, the property was represented based on cost, therefore valuation data for 2009 has not
been presented.
7.13

Property under construction - Galleria Varna commercial center

7.13.1 General – presentation of the property
Details as of December 31, 2011
Name of the property:

Galleria Varna – commercial center under construction,
as of the date of the Report its construction has been
frozen.

Location of the property:

1 Republika Boulevard, Varna, Bulgaria

Area of the land:

33,700

Areas of the property – broken down by uses:

Commercial – 38,300 m2 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):

The asset is 100% owned by a Bulgarian company,
Galleria Varna Eood, which is 100% owned by an
Austrian company, Galleria Ikonomov, which is 65%
owned by a Dutch company, GTC Bulgaria Investment
BV. The remaining 35% is held by a minority, a Cypriot
company, Walenton Limited.

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

18.03%

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):

Walenton Limited is not a related party to KNV/GTC
Group.

Date of acquisition of the land:

2007

Commencement of construction

2008

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

Ownership

Status of registration of legal rights:

Full ownership registered on the property

Material unexploited building rights:
Special subjects (material building irregularities, soil
pollution, etc.):

Not applicable

Financing sources:

A loan agreement was signed with 2 banks, MKB and
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OTP, in 2008. As the commitment period ends in
September 2011, further funding is subject to
shareholders’ loans.
To the date of the report, the project's company was not
in compliance with certain financial measures in relation
to the loan agreement.An addendum to the loan
agreement was signed in March 2012 and to date the
project's company is in compliance with the terms of the
loan.
Special issues (material construction irregularities, soil
contamination etc.)

N/A

Method of presentation in the financial statements
(consolidation/proportionate consolidation/equity
method):

Full consolidation

Identity of contractor:

One of the largest construction companies in Bulgaria,
Planex OOD

Method of account settling: (turnkey, quantities list,
other):

Turnkey

7.13.2 Principal data
(Data according to 100%;the
corporate share in the property –
18.03%)

2011

2010

2009

Initial cost of acquisition (€ in
millions)

13

13

13

Current cost invested during the
period (€ in millions)

2.5

9.5

30.7

Total cumulative cost at end of
period (€ in millions)

72.5

70

60.5

Fair value at end of period (€ in
millions)

36.2

66.2

60.5

Anticipated date of completion

2014

2012

2011

Total anticipated cost of investment
(as reported at the end of each
period) (€ in millions)

91.3

89.3

89.3

Cost of remaining investment (as
reported at the end of each period) (€
in millions)

18.8

19.3

28.8

Budget rate of completion (%)

79.4

78.3

67.7

Specific financing *
Details (data according to 100%;the corporate share in the
property – 18.03%)

Loan A

Balances in the statement of
financial position

Presented as
short-term loans:

24 - balance net of deferred charges

Presented as longterm loans:

-

Balances in the statement of

Dec. 31, 2011
(€ in millions)

Dec. 31, 2010

Presented as
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0.3

financial position

(€ in millions)

short-term loans:
Presented as longterm loans:

77

26.4

Details (data according to 100%;the corporate share in the
property – 18.03%)

Loan A

Fair value as of December 31, 2011 (€ in millions)

24

Unutilized credit facility (€ in millions)

No unutilized credit remaining

Effective interest r4ate as of December 31, 2011 (%)

5.4%

Maturity dates of principal and interest

Quarterly until September 2029
Minimum ratio of debt servicing (ratio of
effective annual income to annual debt
servicing) - 1.15
Maximum ratio of debt balance to
property value - 60%

Principal post-opening financial conditions

Other principal conditions (including tenants attrition, property value
etc.)

Reflected in the computation of debt
servicing

Note non-compliance with any principal conditions or covenants at the
end of the reported year

Yes. To the date of the report, the
project's company failed to comply with
the measure regarding the date of the
project's completion; however, an
addendum to the loan agreement was
signed and to date the project's company
is in compliance with the terms of the
aforementioned loan.

Whether of “non-recourse” type?

Yes, although as of the date of the
Report, GTC Poland (the parent
company) guarantees the full amount of
the loan. Also see Section 7.25.4.

*

Does not include shareholders’ loans.

7.13.3 Pledges and material legal limitations on the property
Type
Pledges

Details
First-ranking

Other

Amount secured by pledges
as of Dec. 31, 2011 (€ in millions)

Mortgage on the property
and land in favor of the
financing banks
Pledge of the shares held in
the investee company in
favor of the financing banks

24.7

Full guarantee from the
parent company (GTC SA)
for the entire amount of the
loan

7.13.4 Details regarding valuation
(Data according to 100%; the company’s share in the
property – 18.03%)
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2011

2010

2009

Value determined (in € millions)

36.2

66.2

60.5

Jll Serbia

King Sturg

Jll Romania

Is the appraiser independent?

Yes

Yes

Yes

Is there an indemnification agreement?

No

No

No

31.12.2011

31.12.2010

31.12.2009

Residual

Residual

Residual

Q4-2014

Q2-2012

Q1-2011

18.8

19.3

28.8

12.5%

22%

22.5%

Construction
costs

Remaining
costs

Remaining
costs

63.6

91.5

92.4

Gross leasable area taken into
account in the computation (Sq.m.)

38,317 m2
commercial

38,317 m2
commercial

38,700 m2
commercial

Representative annual rental per
rented Sq.m. for purposes of the
valuation

EUR 15/m2

EUR 18.5/m2

EUR 19.3/m2

10%

9.5%

9.5%

Appraiser’s identity

Effective date of the valuation (date to which the valuation
refers)
Valuation model (residual / replacement cost / other)
The construction:
Estimated date of completion of
construction taken into account in the
valuation
Total remaining capital investment
required to complete the asset (in €
millions)
Cap rate (%)
Valuation
according to the
Residual
Approach

Costs to which the cap rate relates
(remaining costs/total construction
costs/other)
Post-construction value (under
Cash Flow Approach):

Cap rate
Other Principal Parameters

See note (1)

Sensitivity analyses for valuation (according to
approach selected):

Change in value (in € millions)

5% increase

0.3

0.2

0.2

5% decrease

(0.3)

(0.2)

(0.2)

5% increase

0.4

3.4

1.3

5% decrease

(0.4)

(3.4)

(1.3)

5% increase

2.4

4.2

4/4

5% decrease

(2.5)

(4.2)

(4.4)

Cap rate

Construction
costs
Average rent per
meter

Note (1) - Loss of income at the rate of 7%
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7.14

Property - Galleria Arad commercial center

7.14.1 General – presentation of the property
(Data according to 100%;the corporate
share in the property – 27.75%)

Details as of December 31, 2011

Name of the property:

Galleria Arad – a mall completed in October 2011

Location of the property:

Calea Aurel Vlaicu,NR.225-235, arad, Romania

Area of the property:

Commercial – 32,500 m2 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):

The asset is 100% owned by a Romanian company,
Mercury Commercial Center S.R.L., which is 100%
owned by a Dutch company, GTC Romania BV, which
is 100% owned by GTC Poland.

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

27.75%

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):

As of December 31, 2011, the company is 100% owned
by GTC Romania, following the transfer of third-party
rights of Aura (Investment company) in 2010.

Date of construction of the property:

The property was completed in October 2011.

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

Ownership

Status of registration of legal rights:

Full ownership registered on the property

Material unexploited building rights:

N/A

Special subjects (material building irregularities, soil
pollution, etc.):
Method of presentation in the financial statements
(consolidation/proportionate consolidation/equity
method):

Full consolidation

7.14.2 Principal data
(Data according to 100%;the
corporate share in the property –
27.75%)

*2011

2010

2009

Fair value at end of period (in €
million)

.515

42.8

41.2

Fair value gains or losses (in €
millions)

(35.7)

(0.7)

(3.1)

Average occupancy rate (%)

93%

NA

NA

30,225

NA

NA

Rented areas (m2)
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Cost of
Construction
(in € million

87

Date of
completing
construction

October 2011

Total revenues (in € millions)
Average rent per meter (per month)
(€)
Average rent per meter in leases
signed during period (€) @

0.6

NA

NA

7

NA

NA

11.2

NA

NA

NA

NA

NOI (in € millions)
Adjusted NOI (in € millions)

***

NA

NA

Actual rate of return (%)

0.5%

NA

NA

Adjusted rate of return (%)

NA

NA

NA

Number of tenants at end of
reporting year (#)

102

NA

NA

Ratio of rental fees to total
revenue****

6.6%

NA

NA

(*)All data relating to results of 2011 refer to 3 months only (from date of opening the mall)
(**)A substantial part of the rental agreements are based on turnover only. Therefore, assumptions of anticipated
rental fees were taken from these agreements (forward-looking information)
(***) This datum cannot be computed as a substantial part of the rental agreements are cycle-based from which
assumptions are taken and considering the short operating period of the property during 2011.

(****)The datum is to the best of the Company’s knowledge and is based on the company's
assumptions based on information received from the tenants or other third parties, as the
case may be. The Company is unable to confirm that this information is indeed correct.
The calculation is the average rental fees per meter by average revenue per meter.
7.14.3 Segmentation of revenues and costs structure
(Data according to 100%;the corporate
share in the property – 27.75%)
Revenues:

2011

2010

2009

(in € millions)

From rent – fixed

0.4

NA

NA

From rent – variable

0.2

NA

NA

From management fees

0.2

NA

NA

Management of parking lots

NA

NA

NA

Others

NA

NA

NA

Total revenues

0.8

NA

NA

Maintenance and operation management

0.8

NA

NA

Total costs:

0.8

NA

NA

NA

NA

NA

NA

Costs:

Profit:
NOI:

0.24

(*)All data relating to results of 2011 refer to 3 months only (from date of opening the mall)
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7.14.4
% of
(Data accor
revenues
ding to 100
from the
%;the
property
corporate attributable
share in the
to the
property – tenant (%)
27.75%)
in 2011

Tenant A

Tenant B

15.2%

7.1%

Principal tenants of the property

Is this an
“anchor”
tenant?

Yes

Yes

Is this
Description of the rental agreement
tenant
Original
Option Mechanism
Details of
responsible
Sector to
engagement
to
for update or guarantees
for 20% or
which tenant
period and
extend
linkage of
(if any)
more of
belongs
remaining
(years)
rent
revenues
period (years)
from the
property?

No

No

Supermarket

October 2011
through
October2021

October 2011
through
october2021

Cinema

10 years

5 years
+5
years
+5
years

Special
dependency

Linkage to
European
consumer
price index
(HICP)

Regarding-a
number
of
tenants of an
area of 479
Bank
guarantee for m2 – rights to
3 months’ cancel rental
agreement if
rent and
rental
management the
agreement
fees
with Tenant
A
is
cancelled.

Linkage to
European
consumer
price index
(HICP)

Regarding-a
number of
tenants of an
area of 2,119
m2 – rights to
cancel rental
agreement if
the rental
agreement
with Tenant C
is cancelled. -

Guarantee of
Mother
company for
three months
rental and
management
fees

October 2011
through
October 2021
Tenant C

15.4%

Yes

No

Not Relevant.
Granted right to 5 years
Rental is
terminate lease
+5
based on
upon
years turnover only
notification one
year in advance

Fashion

-

* (*)All data relating to results of 2011 refer to 3 months only (from date of
opening the mall)
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7.14.5 Anticipated revenues with respect to signed leases16 (assuming non-exercise of
tenants’ option periods)
(Data according to 100%;the
For year ended
corporate
For year ended on For year ended on For year ended For year ended on
on 31.12.2016
share in the property –
31.12.2012
31.12.2013
on 31.12.2014
31.12.2015
and thereafter
27.75%)
In € millions
Fixed components

2,124

2,455

2,550

2,652

15,505

Variable components
(estimate)

1,111

1,098

1,184

1,175

5,575

Total

3,235

3,5553

3,734

3,827

21,080

* Some of the rental agreements which were signed during the period, are based on turnover
only. The details of this table refer to the average rent per meter for agreements based on
turnover only, which were signed during the period and are considered forward-looking
information as defined in the Israel Securities Law, based on management assessments as of
this date. These estimates may not materialize, fully or partially or may materialize
differently, including materially, than anticipated,

7.14.6 Specific financing *
Details (data according to 22.2%):
Balances in
Statement of
Financial Position

31.12.2011 (in
€ millions)

31.12.2010 (in
€ millions)

Loan A:
Presented as short-term loans:

2.9 ) VAT loan repaid after balance
date.

Presented as long-term loans:

30.1

Presented as short-term loans:

-

Presented as long-term loans:

8.7

Fair value as of 31.12.2011 (In € millions)

30.1

Date on which original loan was taken out

Loan was taken out in accordance
with progress of rental and
construction up until September 2011

Amount of original loan (in € millions)

30.1

Effective interest-rate as of December 31, 2011 (%)

16

4.32%

The estimate is in light of the property valuation. The data in the table relating to the anticipated revenues are
forward-looking information, as this term is defined in the Securities Law, based on agreements that were
signed with tenants and on the payments actually receivable from third parties, pursuant to these agreements.
These estimates may not materialize, in full or in part, or may materialize differently, including materially
differently than expected, due, inter alia, to the aforesaid payments not actually being made, or nonfulfillment of the agreements, revocation of the agreements, etc.
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Repayment dates for principal and interest

Quarterly until 2021

Major financial stipulations

Debt service ratio (annual effective
revenues to annual debt service) –
minimum 1.2
Ratio of debt balance to asset value –
maximum 80%
As of date of completion of asset as
defined in agreement (not yet
physically completed).

Other major financial stipulations (including: tenants leaving, value of
property, etc.)

Manifested in debt service calculation

Were major financial stipulations or financial covenants breached as of
the end of the reporting year?

__
Up until completion of asset (as
defined in agreement)

Non-recourse?
Details

Loan A:
GTC Poland is guarantor under two
guarantee warrants. The one for
completion of the project and the
other for up to 10% of the cost of the
project. The limitation does not apply
(GTC Poland is pledged for 100% for
loan repayment) as long as revenues
relect no less than 50% of anticipated
revenue according to the business
model presented to the bank.

* Not including shareholder loans.
7.14.7 Pledges and material legal limitations on the property
Type

Pledges

Details

First-ranking

Amount secured by pledges
as of December 31, 2011 (in € millions)

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

53.5

Pledge of the shares held in the
investee company in favor of the
financing banks

Other

Guarantee of construction
completion, by Polish holding
company
GTC Poland guarantee (see above)
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. GTC Poland guarantees 100% of loan
payment (see above)

7.14.8 Details regarding valuation 2011 as a completed asset.
(Data according to 100%; the company’s share in the property – 27.2%)

2011

Value determined (in € millions)

51.4

Appraiser’s identity

Colliers International

Is the appraiser independent?

Yes

Is there an indemnification agreement?

No

Effective date of the valuation (date to which the valuation refers)
Valuation model (comparison / income / cost / other)

Cash Flow Approach

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

Valuation
according to the
Income
Approach

31.12.2011

32,500 m2; not
including storage

Occupancy rate in year + 1 (%)

90%

Occupancy rate in year + 2 (%)

92%

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

95%

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

€ 4.5 m2 monthly;

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

€ 5.3 m2 monthly;

Average representative rent per rented m2 for valuation in
year +5 (€)

€ 10.2 m2 monthly;

Average representative rent per rented m2 for valuation in
year +10 (€)

€ 17.8 m2 monthly;

Representative cash flows/ representative NOI for valuation
+1(in € millions)

0.3

Representative cash flows/ representative NOI for 2 nd year
valuation (in € millions)

0.8

Representative cash flows/ representative NOI +3 valuation
(in € millions)

2.4

Representative cash flows/ representative NOI +10
valuation (in € millions)

6.1

Average periodic expenditures for preservation of status quo

(2% of revenues)

Rate of return (NVP)taken for valuation (%)

9%

Period for realization

10 years

Reversionary rate
8%
Sensitivity analyses for valuation (according to approach selected):
5% increase

3.3

5% decrease

(3.3)

5% decrease

(3.4)

Cap rates
Rent per meter
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5% increase

7.14.9

3.4

Details regarding valuation of asset in construction 2010 and 2009

(Data according to 100%; the company’s share in
the property – 27.2%)

2010

2009

Value determined (in € millions)

42.8

42.8

Colliers International

Colliers International

Is the appraiser independent?

Yes

Yes

Is there an indemnification agreement?

No

No

31.12.2010

31.12.2009

Residual

Residual

Estimated date of
completion of
construction taken into
account in the valuation

January 2012

December 2011

Total remaining capital
investment required to
complete the asset (in €
millions)

29.5

22.6

Cap rate (%)

5%

12%

Costs to which the cap
rate relates (remaining
costs/total construction
costs/other)

29.5

22.6

Gross leasable area taken
into account in the
computation (Sq.m.)*

34,767

32,383

Representative
occupancy rate out of the
gross leasable area for
purpose of the valuation
(%)

65%

65%

Average annual rental per
rented Sq.m. for purposes
of the valuation+1

€ 16.5 m2 monthly;

€ 16.8 m2 monthly;

Representative annual
rental per rented Sq.m.
for purposes of the
valuation+2

€ 16.8 m2 monthly;

€ 17.1 m2 monthly;

Representative annual
rental per rented Sq.m.

€ 17.8 m2 monthly;

€ 18.1 m2 monthly;

Appraiser’s identity

Effective date of the valuation (date to which the
valuation refers)
Valuation model (comparison / income / cost / other)
The construction:

Valuation according to
the Risidual Approach

Post-construction value
(under Cash Flow
Approach):
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for purposes of the
valuation after
stabiliziation
Representative cash
flows/ representative NOI
for valuation +1(in €
millions)

7.1

6.7

Rate of return
(NVP)taken for valuation
(%)

9.5%

9.5%

5 years

5 years

8.5%

8.5%

Period for realization
Reversionary rate
Other Principal
Parameters
Sensitivity analyses for valuation (according to
approach selected):
Cap rate
Construction costs
Average rent per meter

Change in value (in € millions)

5% increase
5% decrease
5% increase
5% decrease
5% increase
5% decrease

(2.9)
2.9
3.4
(3.4)

(0.1)
0.1
(2.5)
2.5
3.0
(3.0)

* The commercial center areas are variable in light of the changes in planning and according to tenant demands
during the construction period.
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7.15.

Competition – the Investment Property sector in Europe
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 in regions where the assets of the GTC Group are located, and that are
active in the real estate sector in Central-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 in this sector were principally focused on obtaining bank
financing on terms appropriate for assisting projects under construction, and
contracting with tenants.
The construction of shopping centers at sites adjacent to areas where the GTC
Group operates, or plans to operate, shopping centers, that will have a retail mix
similar to that in the shopping centers of the GTC Group, is liable to cause a
decrease in revenues from rent from the shopping centers that GTC operates and
also to result in lower 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 in the past contracted with the GTC Group in a
specific country often contract with the Group in other countries too, due to their
appreciation of these advantages of the GTC Group. Moreover, the reputation that
the GTC group has garnered helps it to market its projects to major tenants and
anchor tenants. The GTC Group estimates that it is among the leaders in the
Investment Property sector in Central-Eastern Europe. Notwithstanding, the
economic crisis in Europe has shown that the GTC Group is not impervious to
competition and in some cases, the group was forced to make adjustments to
rental leases, particularly in the area of commercial assets, in order to compete.
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B.
7.16

Description of Entrepreneurial Real Estate Assets (Residential
Construction Sector)
General information on the residential construction sector
Kardan NV operates in the field of entrepreneurial real estate development
(construction for residential purposes), particularly in Central and Eastern Europe
(through GTC Poland) , in China (through Kardan Asia – see description of the
“Real Estate in Asia” activity sector) and, until October 5, 2011, also in Israel
(through Kardan Real Estate).

7.16.1

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-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 from the second
half of 2008, many international entities stopped purchasing 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 residential market (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.
In Poland in 2011 in comparison to 2010, there has been an increase of 7% of sale
of residential apartments, which attests to a stable year in comparison with the
parallel period the previous year. However, there has been a greadual decrease in
the number of new projects and a decrease of approximately 6% in the price of
apartments. During 2011, due to the growing competition in the residential
construction market, a consistent decrease can by distinguished, in the prices and
apartments and an improvement of payment terms, in addition to a decline in the
mortgage market and scant available financing which is characterized by negative
demand for apartments.
In Romania, the second half of 2011 saw stabilization of prices. However, there is
is still a supply of apartments waiting for sale. The effective interest rate of
mortgages is continues to be high for potential buyers and has a negative impact
on the residential market. The slow rate of sales of completed apartments ready
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for transfer and projects under construction, has a financial impact on
developers17.
Following the aforementioned economic crisis, the GTC Group modified its
activities and development program to accord with the current state of the
markets. Concerning the projects that have already begun, the 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, the GTC group is considering the option of changing the
designation of residential projects to office space projects.
7.16.2.

Competition in the residential construction market
In the field of residential construction, the GTC Group is exposed to competition
from several real estate developers, real estate companies as well as other real
estate owners in the regions in which the GTC Group’s properties are located,
which, as of the date of the 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; diversifying the real
estate portfolio over different countries and cities and over several real estate
fields (office, commercial and residential); an educated choice of locations where
the GTC Group elects to establish projects and matching the type of project to a
specific location; focus on the selection of large projects that are constructed in
stages according to demand; considerable attention to the due diligence process
before embarking on any project and to meeting predetermined project completion
deadlines; and a diverse range of financing sources (banks, equity and
debentures).
The following factors contribute to the success of 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 marketers who have longstanding 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 spread over Central-Eastern
Europe.

17

The survey of Polan and Romania is based on information received from Jones Lang LaSalle and relates to
markets of propery development. The company believes that the information in this survey included various
details about these markets and different assessments regarding the development of these markets,, is reliable
information. However the company has not examined the information independently and is unable to
guarantee the accuracy and completeness of the information.
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7.16.3

The chief entry and exit barriers in the residential construction sector
The entry barriers in the residential construction sector are: (1) reputation, proven
experience and quality personnel; (2) availability of land in desirable locations
and at desirable prices, economic feasibility and the forecasted rates of return; (3)
the need for financing and bank support, and equity requirements; (4) financial
robustness.
The exit barriers in the residential construction sector are: (1) long-term contracts
with landowners and/or other real estate companies with which Kardan Real
Estate has contracted to implement various projects, which restrict the dismantling
of the partnership between the parties involved; (2) Kardan Real Estate’s
undertaking (contractual and legal) to the purchasers of apartments in projects
(including with respect to guaranteeing investments and the making-good period);
(3) the length of time it can take to realize real estate assets; and (4) long-term
contractual undertakings vis-à-vis government authorities.

7.16.4

Alternatives to products in the activity sector
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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7.17

Aggregate dataThe following tables include aggregate data concerning construction projects in the residential sector in Europe.

7.17.1

Following is a summary of information concerning residential construction projects (projects under construction) by country (the
data represent 100% of the projects), as of December 31, 2011: 18
Project end
date/
anticipated
project end
date

Total
number
of
housing
units
planned

Number of
housing units
in inventory
as of
December 31,
2011

Number of
housing units
in inventory
as of
December 31,
2010

Number of
housing units
sold as of
December 31,
2011

Number of
housing units
sold as of
December 31,
2010

Number of
housing units
sold as of
December 31,
2009

Number of
housing units
sold after
December 31,
2010 through
March __,
2012

Country

Subsidiary's
share of
project

Number
of
projects

Project
marketing
start date

Anticipated
sales
completion
date

Poland

100%

2

2007

2012

Ended

72

25

39

47

38

29

2

1,232

618

364

614

656

697

6

Romania

50%-70%

2

2006=2007

2014

In stages
beginning at
2008 until
2012

Hungary

50%-100%

2

2005-20012

2012

complete

448

2

44

446

404

376

2

Slovakia

70%

1

2007

2012

complete

178

40

53

138

125

117

7

1,930

685

500

1,245

1.219

243

37

69

206

178

7

Total

16

19

Czech
Republic

31.5%

2

2006-2007

2012

complete

164

-

18

The data in this table relating to the anticipated date of completion of the project and the anticipated 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 subcontractors, management’s experience in the construction and marketing of
projects, the state or the relevant markets and the specific data for each project. These estimates may not materialize, in full or in part, or may materialize differently,
including materially differently, than expected, due to unforeseen delays in the construction of the projects, 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 any or all of the risk factors detailed in Section 7.31 of this Part.

19

The data for the associated companies represent the share of GTC Poland, while, for the rest of the companies; the data represent 100% of the project.
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7.17.2

Following is information concerning residential construction projects (projects in the planning stages whose construction has not yet
begun) by country, as of December 31, 2011. 20

Country

Subsidiary's
share of project

Number of
projects

Anticipated sales
completion date

Anticipated
project end date

Total number of
housing units
planned

Actual costs
(in € millions)

Anticipated costs
(in € millions)

Total cost
(in € millions)

Poland

100%

2

TBA

TBA

317

9.7

49.3

59.0

Romania

67%-70%

3

TBA

TBA

2,745

62.1

241.3

303.4

Hungary

50%-100%

2

TBA

TBA

1,555

33.4

117.6

151/0

Slovakia

70%

2

TBA

TBA

843

32.6

124.3

156.9

Croatia

80%

1

TBA

TBA

114

15.7

64.1

79.8

Bulgaria

100%

1

TBA

TBA

600

5.0

57.0

62.0

6,174

158.5

653/6

812.1

404

3.3

70.4

73.7

11

Total
Czech Republic21

31.5%

2

TBA

TBA

20

The data in this table relating to the anticipated date of completion of the project, the anticipated date of completion of the sales, the total number of planned units, the
anticipated costs and the total costs are forward-looking information, as this term is defined in the Securities Law, based on agreements that were signed with
subcontractors, construction costs, management’s experience in the construction and marketing of projects, the state of the relevant markets and the specific data for each
project. These estimates may not materialize, in full or in part, or may materialize differently, including materially differently, than expected, due to unforeseen delays in
the construction of the projects, the state of the local and global market, including as a result of direct and/or indirect implications of the global economic crisis and
changes in demand for residential space and/or materialization of any or all of the risk factors detailed in Section 7.31 of this Part.

21

The data for the associated companies represent the share of GTC Poland, while, for the rest of the companies; the data represent 100% of the project.
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As stated above, in the wake of the 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 stages and whose
construction has not yet begun, data is not provided regarding anticipated revenues, anticipated gross profit and anticipated gross
profit margin, in accordance with the data provided with regard to residential construction projects under construction, as detailed in
Sections 7.16.3 and 7.16.4 above.
During 2010 and 2011, GTC Poland conducted an impairment review of residential construction projects (projects in the planning
stages whose construction had not yet begun) that are presented in its financial statements on a cost basis. For further details, see
Note 14(1) (D) to the financial statements.
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7.17.3.

Following is a summary of anticipated data22 regarding residential construction projects under construction, by country, as of
December 31, 2011 (in € millions) (the data represent 100% of the projects):
Anticipated revenues
Total

Anticipated
costs

Anticipated
gross profit

Anticipated
gross profit
margin 23

16.4

46.5

29.9

16.6

35%

61.6

59.2

120.8

133.4

(12.6)*

(10%)

50%-100%

49.5

0.7

50.2

53.8

(4.2)*

(8%)

70%

23.0

6.7

29.7

30.8

(1.1)*

(4%)*

163.6

83

246.6

247.9

(1.3)

43.4

9.5

52.9

41,3

11.6

Subsidiary's share of
project

Anticipated
revenues from
signed contracts

Anticipated
revenues from
inventory

100%

30.1

Romania

50%-70%

Hungary
Slovakia

Country

Poland

Total
24

Czech Republic

%31.5

22%

* During 2011, provision for inventory depreciation was listed in the Company's books, inter alia, connected to the projects under construction
and finished units of anticipated negative GPR. For additional details, see Note 13(1)(D) of Financial Statement.
22

The data 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 various agreements signed in relation to the projects. 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 demand for residential space and/or the materialization of any
or all of the risk factors detailed in Section 7.31 of this Part.

23

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.

24

The data for the associated companies represent the share of GTC Poland, while, for the rest of the companies; the data represent 100% of the project.
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7.17.4

Following is a summary of information regarding residential construction projects under construction (anticipated project surplus /
deficit), by country, as of December 31, 2011 (in € millions) (the data represent 100% of the projects):25
Subsidiary's
share of
project

Revenues
actually
received

Receivables
with respect to
sold
apartments

Inventory at
selling prices

100%

28.6

1.5

Romania

50%-70%

60.5

Hungary

50%-100%

Slovakia

70%

Country

Poland

Total
Czech Republic26

31.5%

Total revenues

Actual costs
paid/accrued

Costs still to be
paid through
project
completion

Total costs

Anticipated
gross profit

16.4

46.5

29.9

-

29.9

16.6

1.1

59.2

120.8

131.6

1.8

133.4

(12.6)*

47.0

1.9

0.7

49.6

53.8

-

53.8

(4.2)*

22.8

0.2

6.7

29.7

30.8

-

30.8

(1.1)*

158.9

4.7

83

246.6

246.1

1.8

247.0

(1.3)

43.1

0.4

9.5

52.9

40,6

0.7

41.3

11.6

* During 2011, provision for inventory depreciation was listed in the Company's books, inter alia, connected to the projects under construction
and finished units of anticipated negative GPR. For additional details, see Note 13(1)(D) of Financial Statement.

25

The estimates above with regard to the costs still to be paid through project completion, total costs and the anticipated gross profit are forward-looking information, as this
term is defined in the Securities Law, based on prices of apartments already sold, construction costs and the state of the relevant markets, including the state of the global
market. The aforesaid 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 demand for residential space and/or the materialization of any or all of the risk factors
detailed in Section 7.31 of this Part.

26

The data for the associated companies represent the share of GTC Poland, while, for the rest of the companies; the data represent 100% of the project.
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7.17.5

Following is a summary of information regarding apartments for which construction has been completed in residential projects, by
country, as of December 31, 2010:
Number of housing
units whose
construction was
finished as of
December 31, 2011

Number of housing
units whose
construction was
finished as of
December 31, 2010

Total number of
sold housing units
whose construction
was finished as of
December 31, 2011

Total number of
sold housing units
whose construction
was finished as of
December 31, 2010

Balance of unsold
finished apartments
as of December 31,
2011

Balance of unsold
finished apartments
as of December 31,
2010

Aging of finished apartment
inventory

72

36

44

33

28

3

Apartments completed 2011

Romania

1,020

1,020

614

656

406

364

168 apartments were completed in
Q4 2010, 238 were completed in
2009.

Hungary

448

448

446

404

2

44

Q2 2010

Slovakia

178

178

138

125

49

53

Q4 2010

1,718

1,682

1,242

1,218

476

464

243

247

205

178

37

69

Country

Poland

Total
Czech Republic27

27

The data for the associated companies represent the share of GTC Poland, while, for the rest of the companies; the data represent 100% of the project.
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Completed 2009

7.17.6 Following is a summary of information regarding sales** in residential projects, by country, as of December 31, 2011:
Country

Poland

Average selling
price per square
meter in contracts
signed in 2011 (€)

Average selling
price per square
meter in
contracts signed
in 2010

Number of housing units sold in contracts signed in the relevant period

2011
(total)

Q4
- 2011

Q3
- 2011

Q2
- 2011

Q1
- 2011

2010

Number of housing units for which the sales
contract was cancelled in 2011 and their
percentage out of all the housing units that were
sold in that year in the relevant country

2,353

2,493

11

3

1

4

1

9

Romania

***943

****1,056

10

9

27

8

54

34

96(177%)

Hungary

900

1,268

45

-

9

22

14

40

(6%)3

Slovakia

1,700

2,009

24

6

13

5

-

15

(45%)11

-

-

132

15

50

40

27

98

-

2,200

2,400

36

9

9

9

9

13

-

Total
Czech Republic28

** The Company defines as a “sale” any apartment for which a binding agreement has been signed with the purchaser:
*** Does not include forfeiture of advance payments on cancelled agreements. Assumes forfeiture of advance payments for 2011 – 1,109.
*** Does not include forfeiture of advance payments on cancelled agreements. Assumes forfeiture of advance payments – 1,304.

28

The data for the associated companies represent the share of GTC Poland, while, for the rest of the companies; the data represent 100% of the project.
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7.18

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

7.18.1

The anticipated gross profit from the project, as of December 31, 2011, constitutes 5%
or more of Kardan NV’s equity capital in the consolidated financial statements as of
December 31, 2011, respectively.

7.18.2

The anticipated total investment in the project, as of December 31, 2011, constitutes 5%
or more of Kardan NV’s assets in the consolidated financial statements as of December
31, 2011, respectively.

7.18.3

The anticipated annual average revenue, as this term is defined hereunder, as of
December 31, 2011, constitutes 5% or more of Kardan NV’s consolidated revenues for
2011.
“Anticipated average annual revenue” – the revenues anticipated from the project
divided by the number of years in which the Company anticipates, at the relevant date,
that it will recognize revenues with respect to the project.
A project with regard to which one or more of the parameters detailed in Sections 7.18.1
through to 7.18.3 above is met, at a rate of 10% or more, is defined as a “highly material
project”,

7.18.4

Expanded details regarding material and highly material projects in the residential
construction sector included in the activities of “Real Estate in Asia . See sections
_8.5.4_and 8.5.6
*
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Additional Information Regarding Residential Construction
7.19

Customers
The GTC Group has a large number of customers in Central and Eastern Europe with
whom they contract 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 in this
region.It should be noted that there is dependence on the customers’ potential buying
power in this area.

7.20

Marketing and distribution
The marketing policy of the leasing and residential projects built by 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 into a number of stages, in order to match the construction pace
to market demand. In Central-Eastern Europe, project marketing is performed through
the marketing personnel of 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 entities. Under agreements with
said entities, they are paid an acceptable fee as is normal in the sector.

7.21

Competition
As in the leasing sector, in the residential construction sector too, the GTC Group is
exposed to competition from a number of real estate developers, real estate companies
and other real estate owners in the regions that GTC Group’s properties are located. As
of the date of the Report, there has been a substantial reduction in their numbers as a
result of the global economic crisis. 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, mortgages for potential buyers and marketing and selling the housing
units. All the same, the GTC Group's residential projects which are being carried out
have proper bank accompaniment.

7.22

Suppliers
The GTC Poland Group companies in different countries serve as the lead initiator 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, who contracts with
the relevant GTC Group company for the construction of the project.
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7.23

Working capital

7.23.1

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

7.23.2

Customer credit:
Customer credit does not exist in the residential sector. In the sale agreements that GTC
Poland enters into in this activity sector, the consideration for the acquisition of the
housing units is paid in accordance with the rate of construction progress and transfer of
possession to the buyer is subject to payment of the consideration in full.

C.
7.24

Information Regarding the Entire Activity Sector
Human capital
GTC Holding receives management and consulting services from Kardan NV, pursuant
to the service agreement signed between the parties in 2004 (as amended in 2007 and
2010). Pursuant to the agreement, in consideration for the aforementioned services,
GTC Holding pays Kardan NV an annual amount of approximately € 403 thousand. As
of December 31, 2011, GTC Holding received services from two regular service
providers, as well as from two employees that it employed.
The companies performing the activities of the GTC group in Poland, Romania,
Hungary, Czech Republic, Serbia, Croatia, Slovakia, Bulgaria, Ukraine and Russia are
each managed, by a local headquarters, 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 deals with the initiation of new projects, as well as the marketing and
management of existing properties. As of December 31, 2011 GTC Poland employed
_189 people and 24 service providers (who are employed by one of the subsidiaries
outside Poland). As of December 31, 2010, GTC Poland employed 163 people and 30
service providers (who are employed by one of the subsidiaries outside Poland). As part
of GTC Poland's compensation plan, several senior officers were allotted phantom units
(a monetary grant contingent on an increase in the value of the Company’s shares).
With respect to the aforesaid units GTC Poland’s 2011 financial statements recorded
approximately € 3 million. For additional details, see Note 22(b)(2) to the financial
statements. For details about the services contract with the Chairman of the Supervisory
Board of Directors of GTC Poland see Section 7.29.1 below.

7.25

Financing

7.25.1

The companies that operate in the activity sector finance their activities from equity
capital, owners' loans, bank and debentures, as well as from receipts from tenants and
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apartment buyers. Some of the companies that operate in the sector have access to
shareholders’ loans. As a rule, bank credit in the Investment Property sector is of the
non-recourse type and is usually granted in exchange for a pledge on the property on
which the loan is granted, whereas, in the Entrepreneurial Real Estate sector, bank
credit is granted within the framework of the ongoing banking accompaniment of the
party that finances the project.
Following are the aggregate details regarding Real Estate bank credit and debentures in
Europe as of December 31 2011
As of December 31, 2011 ( In € millions)

Guaranteed balance of debt (bank credit)
Non guaranteed
(debentures)

balance

of

1.091

debt 263*

Balance of Shareholder loans (minority)

117

*Agreement balance without impact of hedging instruments. For further details see
Note X of Financial Statement and Section 7.25.3.
Details regarding variable interest credit:
The activity sector with variable interest credit and a set margin (usually the variable
interest is the Euribor interest), however, for most of the bank debt balance and the
balance of the debt (60)% of the companies operating in the sector engaged in hedging
agreements and/or exchange of the interest component to fixed interest. For further
details see Note 40 of Financial Statement.
7.25.2

Liens and Guarantees:
GTC Holding – as of the date of the Report, GTC Holding had pledged 60,882,815
shares of GTC Poland, constituting 27.75% of GTC Poland's share capital and a bank
deposit of €43 million, in favor of Bank Discount of which 59,613,778 shares are liened
as loan assurance, as detailed in Section 7.25.3 of this Part.
GTC Poland – as of the date of the Report, GTC Poland had provided various
guarantees in a total amount of € _221 million to third parties who had made loans to
companies from the GTC Poland Group.
It should be noted that as part of their regular business procedures GTC Poland’s
companies pledge their real estate as guarantee for the credit received from the
financers.
For additional details regarding guarantees and pledges, see Note 29 to the financial
statements.

7.25.3

Details of material agreements and financial covenants – GTC Holding:
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A. Discount agreements: In January 2006, GTC RE made a credit agreement with
Israel Discount Bank Ltd. (“Discount Bank”) (an agreement that was later assigned to
GTC Holding), ( in this section “the loan”).The terms and the scope of the loan have
been changed in agreement with Discount Bank from time to time so that in the
reporting year the maximum total credit facility provided by Discount Bank was NIS €
million (in this section: “the Loan”). The Loan bears interest at Euribor (semi annually)
plus 1.8% per annum (the effective interest is not significantly different from the
nominal interest rate) and will be repaid in ten equal installments between December
2011 and December 2020. To secure the aforementioned facility, GTC Poland shares
were pledged at a ratio of 150% of the amount of the utilized Loan and the accumulated
interest on the same date, to secure the indentured pledge in addition to the cash
deposit.In connection with the Loan facility, GTC Holding gave a financial undertaking
(which has been amended and broadened from time to time) in favor of the bank, the
covenants of which included (1) maintaining a ratio of total tangible equity to total
assets at a rate of not less than 20%; (2) maintaining total tangible equity attributable to
equity holders of € 240 million; (3) maintaining total tangible equity in the consolidated
financial statements of GTC Holding of not be less than € 500 million; (4) maintaining
the total tangible equity of GTC Holding at not less than 40% of the total assets (solo
balance sheet), GTC lso as well as pledged according to the letter of commitment
revised in December 2010, to hold at least 40% of the capital of GTC Poland and to
maintain effective control over GTC Poland and in any case to hold at least 25% of its
capital and to maintain 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 breach event will be deemed to have
taken place should immediate repayment be demanded of another loan of GTC Poland
or GTC Holding. At the time of the report, following sale of GTC Poland’s shares, GtC
Holding repayed realy repayments covering part of the balance of the loan so that at the
time of the report, the balance of the loan is EUR 100.6 million.
On December 30 2010, GTC Holding signed another loan agreement with Discount
Bank, under which Discount Bank provided GTC Holding with an additional amount of
€ 27 million (“the Additional Loan”), To secure the additional loan, the Company
undertook to pledge the GTC Poland shares in favor of Discount Bank at a ratio of
200% of the amount of the loan and the accumulated interest on the same date. It was
agreed that if holdings of GTC Poland and GTC Holding should drop below the 30%,
the credit line will be completely cancelled in respect of the additional loan, and indeed
during 2011, with the sale of GTC Poland and a decreace of 30% of GTC Poland and
GTC Holding, the additional loan and credit line were cancelled after the loan was
repaid to the sum of EUR 12 million, which was drawn from this line of credit .
Close to the date of the report, GTC Holdings reached an understanding with Bank
Discount, according to which (1) as of March 30 2012 the credit interest rate will rise
and will (semi annually ) be Libor plus 3% per year. (2) GTC Holding’s Kardan NV
debt to Bank Discount of Eur 25 million will be postponed. Dates for settlement of the
debt will meet the dates of the original Kardan NV debt ( that is 1 Million Euro in
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March 2015, 3 million Euro every year until March 2018, and an additional 15 million
Euros in 2019). Other than the said dates of payment, the debt will be considered for all
intents and purposes ( including securities and commitments) as part of the loan, (3) a
sum of Euro 25 million of the balance of the loan will be repaid immediately on
account of the payment of the loan capital which was due to be paid in December 2012,
December 2013 and a part of the payment in December 2014. (4) In addition to the
guarantees and existing assurances, Kardan NV will pledge all KFS shares in its
possession, however the pledged deposit of cash (the sum of EUR 43 million) will be
released. (5) All GTC Poland shares that are pledges to guarantee the loan to the banks
will continue to be in lien for the period of the loan, Should GTC Holding be allocated
addition GTC Poland shares as part of the issues rights to GTC Poland, they will be
rendered in respect of the commitment as negative lien. (6 ) The Value of the collateral
debt ratio will change to be as follows: the value of the securities pledged to the bank to
secure the loan, will be equal to or greater than !%)% of the balance of the loan at any
time. When the “value of the securities” is the sum of (a) the pledge value of the GTC
Poland shares securing the loan (27/17%), (Pledged Shares”), which is the average
between the market value of the pledged shares and their value according to their ratio
of the capital shares of GTC Poland, in addition to the capital of KFS ( attributable to
the shareholders). (7)KFS will not sell or transfer any property without the written
consent of the bank in advance, other than the sale of Sovcom and Avis in the Ukraine,
which the banks has agreed to. KFS will have the right to repay the loans of the
shareholders ( fund and interest) without approval of the bank. (8). In addition
Conditions relating to Kardan NV were changed, repaired , modified and added to.with
reference to this loan as described in section 14.1.7.1 below,
At the date of the report there are no financial covenants as part of GYC Holding
undertakings in connection with Kardan NV as detailed in section 14.1.7.1 below.
Subject to the signing of detailed arrangements with the bank according to the
understandings detailed above and modification of the financial covenants relating to
Kardan NV, GTC Holding will fulfill its obligations with regards to the loan.
GTC Poland Debentures
1)
On April 25, 2007, GTC Poland announced the completion of recruiting
debentures of 800 million zloty (€ 18 million). The debentures are straight debentures
without any securities. The debentures were issued for leading institutional investors in
Poland in two series: one series (90% of the total debentures issued), whose payment
date is at the end of 7 years and a second series, whose payment date is at the end of
five years from the issue date. The debentures were recruited in local currency (zloty)
and they carry variable local interest with the addition of a margin of 1.3% and 2% to be
paid in half-year payments. After recruiting the aforementioned debentures, GTC
Poland entered in an exchange interest transaction, by which GTC Poland will pay fixed
interest at the annual rate of 5.745%. In addition, in that same transaction GTC Poland
converted anticipated cash flow from debentures from zloty to euro.
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2)
In May 2008, GTC Poland announced the completion of recruiting debentures of
350 million zloty (€ 80 million). The debentures are straight debentures without any
securities and they were issued for leading institutional investors in Poland. The
payment date of the debentures is five years from the issue date. The debentures were
recruited in local currency (zloty) and they carry variable local interest with the addition
of a margin of 0.9% to be paid in half-year payments. After recruiting the
aforementioned debentures, GTC Poland entered in an exchange interest transaction, by
which GTC Poland will pay fixed interest at the annual rate of 6.63%. In addition, in
that same transaction GTC Poland converted anticipated cash flow from debentures
from zloty to euro.
The amount recruited in the aforementioned issues served and will serve GTC Poland to
purchase additional properties and for the construction of additional project in CentralEastern Europe.
7.25.4

Financial covenants –– 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; maintaining a certain ratio between the
loan and the value of the project; maintaining a certain ratio between the net rental
revenues from the financed project and the amounts of various expenses, such as
interest and commission; maintaining certain ratios between the net rental revenues
from the financed project and the principal and interest that the borrowing 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 its
total assets.
As of December 31, 2011 and close to the date of the Report, the majority of companies
from the GTC Poland Group are in compliance with their obligations in relation to the
financial ratios (based on GTC Poland’s financial statements as of December 31
2011).Loans totaling €53.5 million have been categorized Short Term due to non
compliance with a number of financial conditions. It should be noted that with regards
to the loan for the sum of €24.7million, a facility agreement to the original agreement
was signed, and therefore, as of the Date of the Statement, there noncompliance is void
as aforesaid. Regarding a loan of €30 million, the Company is conducting discussions
with the financing bank to make changes in the loan conditions. In this context, see also
Note 29 (a) of the Financial Statement.

7.26

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 4438
to the financial statements.

7.27

Environmental risks and method of management thereof
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The companies operating in this sector are subject (inter alia, within 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 prescribed within 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
activity sector and, as of the date of the Report, they are in compliance with these
requirements. 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 regarding the acquisition of the land.
7.28

Restrictions and Oversight
The GTC Group’s business operations in European countries are subject to laws and
regulations in the various regions where 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 environmental protection.

7.29

Material agreements
Below is a condensed description of the main points of the material agreements entered
into outside the ordinary course of business, to which the companies in the activity
sector are party.
GTC Poland and its subsidiaries

7.29.1

The Chairman’s agreement:
For details regarding the service agreement (“the Service Agreement”) signed with the
Chairman of the Supervisory Board of Directors of GTC Poland – Mr. Eli Alroy (“the
Chairman”), who retired from his position in March 2012 and ceased to serve in this
position on April 6, 2012 and regarding the agreements for the grant of options which
were signed with the Chairman and details regarding the terms of his service and
employment by GTC Poland in 2011, including the bonus he received, see Section 8of
Part 4 of the Report (Regulation 21 – the table and comments 4 -6o the table).

In addition, on December 19, 2010, an agreement was signed between the Chairman
and GTC Real Estate Holdings B.V, the company that holds the GTC Poland shares,
according to which, in the event that the Chairman assists in the sale of GTC Poland
shares to a third party, he would be entitled to 0.75% of the gross consideration received
from every such sale. Pursuant to this agreement, in January 2011, an amount of € 1,462
thousand was paid to the Chairman, following the sale of 16% of GTC Poland’s shares.
7.29.2

Special provisions in the Articles of Association
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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 on the Supervisory Board
will be between 5 and 20 and they will be appointed by the shareholders in accordance
with a prescribed mechanism, which is derived from the rate of holdings of the
shareholders in GTC Poland whereby each shareholder who holds more than 5% of the
share capital of GTC Poland is entitled to appoint one member of the Supervisory
Board. For additional holdings, the shareholder is entitled to appoint additional
members of the board according to the ratio of one member for every 5% held. In
addition to the aforementioned members of the Supervisory Board, one additional
member will be appointed (who is deemed an independent director), whose appointment
is subject to that member of the Supervisory Board fulfilling the conditions specified in
the Articles, as prescribed 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. As of the date of the Report, Mr. Alroy serves as Chairman of the
Supervisory Board (He will cease to serve in this position as of April 6, 2012). As of the
date of the Report, eight directors serve on the Supervisory Board of GTC Poland, of
whom five were appointed by GTC Holding. On March 5,2012, GYC Poland announce
a General Meeting to be held in April 2012, for which the agenda is appointment of a
new Chairman of the Supervisory Board of Directors. (Mr. Alan Itzkovitch, who serves
at this date as Chairman of the Managing Board of Directors of Kardan NV).
7.29.3

For details of material financing agreements in this activity sector see Section 7.25.3
above.

7.30

Legal Proceedings

7.30.1

For details regarding material legal proceedings, see Note 29(c) of the financial
statements.

7.31

Objectives, Business Strategy and Development Forecast

7.31.1

The GTC Group – General
GTC Poland has set as a goal , the maximization of shareholder value by the organic
growth of its business. The Group intends to implement a business strategy through a
number of key principles :

7.31.1.1

Management of aa environmentally friendly and sustainable Real Estate Investment
Portfolio in central locations.

7.31.1.2

Development of a diversified portfolio with emphasis on Poland and key countries in
Central-Eastern Europe and choice countries in South Eastern Europe.

7.31.1.3

Sale of certain assets for the purpose of reducing leverage in the group or reaising funds
for new investements.

7.31.1.4

Careful acquisition of key cost properties,

7.31.2

Operations in Central-Eastern Europe:
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GTC Poland will continue to develop projects in 2012 which are at various stages of
construction in Central-Eastern Europe. GTC Poland and its subsidiaries will continue
to explore opportunities to dispose of Investment Property projects, where market
conditions for the disposal thereof are attractive.
In the wake of the global economic crisis that began in 2008, and the crisis in Europe
during the second half of 2011, adjustments were made to the Company’s activities and
development plans.Taking a conservative stand regarding the acquisition 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.
7.31.3

Operations in Western Europe:
Since GTC Holding’s management regards the company’s main business strategy and
objectives as being a real estate developer in developing regions, GTC Holding does not
plan to allocate significant resources to other areas in the near future, including
investing in investment property in Western Europe and will act to reduce its
investments in Western Europe.
The aforementioned assessments regarding the development forecast for the
coming year are forward-looking information, as this term is defined in the
Securities Law, based on the relevant macro-economic data for each geographical
region in which the Company is active, management’s experience and the state of
the local and global market and management’s assessments. The aforementioned
assessments may not materialize, in full or in part, or may materialize differently,
including materially differently, than expected, due, inter alia, to the unsuccessful
rezoning of land , both in the Investment Property sector and also in the residential
construction sector, and also due to the direct and/or indirect implications of the
global economic crisis, changes in the state of the market and changes in demand
for office, commercial and residential space, regulatory changes and/or the
materialization of any or all of the risk factors detailed in Section 7.32 of this Part.
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7.32

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

7.32.1

The continual Global economic crisis in the global financial markets, has impacted
many financial establishments, and accordingly may business have come across limited
accessibility of banking financing, increased interest rates and decrease of demand. In
addition many tenants have requested temporary or permanent reduction of rent. The
crisis has slowed down the economy in many countries including Poland, Romania,
Bulgaria and others in which the group operates. A continuation of the crisis and/or a
new crisis in the global economy and/or the local economies of the countries where the
companies operate in the activity sector could impact on the companies operating in the
sector, inter alia, by causing a reduction in financing resources, difficulty in refinancing
existing projects, difficulty in obtaining banking accompaniment, an increase in
financing expenses, waning demand, a drop in rental prices and erosion of financial
strength of buyers, tenants and subcontractors.

7.32.2

Risks stemming from activity in developing countries – The GTC Group is active in
the real estate sector in emerging markets. Therefore, it is exposed to risks stemming
from business activity in developing countries (including geopolitical risks, and local
economy risks). It should be noted that some of the aforementioned countries are not
part of the European Union.29 Political and security instability in the countries where the
GTC Group is active (including the nationalization of assets by authorities) could affect
the markets in those countries and as a result could negatively impact on the activities of
the GTC Group and its operating results. GTC Holding continues to direct managerial
and financial resources to investments in Central-Eastern Europe, following the
economic growth that characterized this region over recent years and in the expectation
that this trend will continue to narrow the general and economic gaps between Eastern
Europe and Western EuropeChanges in these trends in Central-Eastern Europe could
adversely affect the activity of the GTC Group.

7.32.3

Fluctuations in interest rates, in foreign currency exchange rates and in price
indexes – The terms of financing agreements of some of the companies that operate in
activity sector and the structure of their expenses and revenues result in the fact that
significant changes in the interest rates applied by the banks, in the exchange rates and
in the local price indexes are liable to affect the costs and revenues of the companies
that operate in the activity sector and their financial liabilities.

7.32.4

Decline in demand – Decline in demand which can stem from, inter alia, 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 have a significant negative

29

Among the Eastern European countries in which the GTC Group is active as of the date of the Report, Serbia,
Croatia, Russia and Ukraine do not belong to the European Union.
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impact on the activity of the companies that operate in the entrepreneurial real estate
sector. Furthermore, fluctuations in demand may significantly influence the investment
real estate sector , as a result of the changes in householder consumer habits.
Sectoral risks
7.32.5

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
could have a significant negative impact on occupancy rates of investment 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
could decrease as a result of an increase in the supply of space and as a result of
heightened competition for prime tenants (international retail companies and chains
with financial stability). In light of the foregoing, changes in the rate of return, on the
basis of which investment property in the regions in which the companies operate is
evaluated, are liable to affect their operating results, due to both the revaluation of the
investment properties owned by the companies and the revaluation of their liabilities.

7.32.6

Difficulties in obtaining mortgages for housing in Central-Eastern Europe is
undeveloped –Difficulty in receiving loans at convenient terms for buying apartments
in light of the interest rates, household financial deterioration, and government
restrictions on bank loans, may affect the demand for housing units in the projects being
built by the GTC Group.

7.32.7

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

7.32.8

Environment –Activity in the sector is subject to regulations, limitations, and
conditions related to the environment in the various countries. The companies that
operate in the sector examine the property acquired from an environmental point of
view, although this assessment does not ensure the identification of all the potential
risks in this sphere, nor does it provide protection against possible changes in the
applicable policies and laws (especially in light of potential entry of Central-Eastern
European countries into the European Union). These risks may result in the companies
becoming liable for unforeseen expenses as well as possibly being limited or losing
their ability to develop part of their properties.

7.32.9

Financial stability of tenants – The value of real estate held by the companies that
operate in the sector (especially in the sector of shopping centers and offices) may
depend upon the credit and financial stability of the tenants. If a significant number of
tenants are unable to meet 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 the capital available for the payment of interest. In the event of default by
the tenants, the companies may experience delays in enforcing their rights as landlords,

110

and they may incur considerable expenses in protecting their investments. In light of the
economic crisis, assured receipt of rental and their rate (and accordingly the company
revenue from rentals) has declined relative to the past.
7.32.10

Impact of the fair value of the GTC Group’s properties on the financial statements
– In the consolidated financial statements of GTC Holding, the investments in
properties are initially presented at 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 cap 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 information, as assessed at the time of drawing
up the financial statements and do not take into account future changes in market
conditions. In addition to the independent valuations, management of the GTC Group
adjusts the fair value of the properties in the first and third quarters based on market
data that is received, inter alia, from external appraisers and for as long as GTC
management assesses that there is a need to update the valuation. These adjustments
constitute the best estimate of the GTC Group’s management based upon developments
in the markets.

7.32.11

Obligations 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
built 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 revenues from the project; cost overruns in one or more projects; inability 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 position of the companies that operate in the sector, their
operating results and their reputation.

7.32.12

Regulatory changes – Changes in statutory requirements and the setting of additional
requirements could have a significant negative impact on activity in the sector, could
expose the companies operating in the sector to unforeseen expenses and prolong the
dates of completion of projects.

7.32.13

Material rise in the cost of construction and in the prices of construction inputs –
Material rise in the cost of construction and the prices of construction inputs are liable
to negatively affect the cost of construction of residential projects and revenues from the
sale of apartments, and as a result, could negatively affect the revenues of the
companies operating in the sector.
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7.32.14

Availability and cost of financing sources – Exposure to effects arising from a
decrease or restriction of bank credit extended to the real estate sector and tougher
financing terms, which are reflected in equity capital, in the amount of collateral
required on embarking on new projects and in the financing costs, could expose the
companies that operate in the sector to significant difficulties in the execution and
completion of projects.

7.32.15

Financial strength of customers and suppliers – in light of the fact that a significant
part of their revenues is dependent on residential apartment buyers and/or tenants with
whom they contract, the companies that operate in this sector are exposed to risk due to
deterioration in the financial strength of buyers and tenants, which could have an
adverse effect on their 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 sector, is
liable to adversely affect the results of the companies that operate in the sector,
primarily in light of the additional costs involved in the replacement of a construction
contractor before the completion of construction of the project.

7.32.16

Administrative delays by authorities – Delays in issuing building permits and various
approvals stemming from protracted proceedings with the authorities in projects of
companies that operate in the sector, or the inablitiy of the group to procutre approvals,
could impair business results, as a result of deferment or cancellation of projects.

7.32.17

Non-compliance with financial covenants and obligations pursuant to financing
agreements for projects– Within the framework of agreements for financing projects
that are executed by the companies that operate in the sector , the banking institution
accompanying 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 banking institution 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 banking institutions with
which the companies that operate in the sector are or will be connected, could adversely
affect their financial results and their ability to meet their obligations.

7.32.18

Construction defects – If construction defects of a significant scope are discovered in
the projects of the companies that operate in the sector, this could impair the companies’
profitability and their reputation.

7.32.19

Expiry of rental leases – Long term company profitability is determined, inter alia, by
leaseing of assets. As a result of expiry of rental leases and the inabilitiy to let available
spaces and vacated spaces, there could be a negative long term impact on the portfolio
profitability of the company, as the company is unable to guarantee that these spaces
will be let in immediate future.
Unique risks
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7.32.20

Dependence on the position 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 state of the market and on the
subsidiaries’ ability to generate cash flows, 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 the assets owned by them.

7.32.21

The impact of the economic situation of the countries where the companies operate
in the activity sector and the state of the investment property market on their
leverage – In order to maximize the return on equity, the companies in the activity
sector rely on external funding for the purpose of initiating and constructing the projects
they are working on. 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 revenues, and as a result they have a significant dependency on the economic
situation of the countries where they operate and the state of the investment property
market in those countries. Likewise, high leverage exposes the GTC Group to higher
financing expenses in the event of delayed completion and/or occupancy of new
projects, especially given the fact that in some of the financing agreements the GTC
Group is required to make additional payments to the financing bank in the event of a
delay in the completion of the projects. In the event of the companies in the activity
sector being unable to repay the interest and/or the principal of their 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 company’s ongoing management possibilities, and
the violation of these restrictions could cause the loans to become immediately
repayable. All of this may significantly adversely affect the companies’ activities and
their financial results..

7.32.22

Dependence on the interpretation and implementation of tax laws – The calculation
of the tax liabilities of the GTC Group is dependent on the interpretation and
implementation of various tax laws and treaties. 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 followed in the
various countries and the calculation of the GTC Group’s tax liabilities involves the
interpretation and implementation of tax laws and treaties of different countries. The
GTC Group has calculated its tax liabilities based upon its understanding of the laws
and treaties. Nonetheless, the tax authorities could interpret or implement the relevant
laws and treaties in a manner that would result in additional tax liabilities for the GTC
Group.

7.32.23

Changes in the exchange rates of the various currencies in which the business
operations of the GTC Group are conducted – Changes in the exchange rates of the
different currencies in which the GTC Group’s operations are conducted could
negatively affect the financial position of the GTC Group. The business operations of
the GTC Group are carried out in a variety of currencies. In certain cases, the GTC
Group enters into hedge transactions in order to mitigate the effect of fluctuations in
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exchange rates on its results. Nonetheless, fluctuations in the exchange rates of the
different currencies in which the GTC Group’s business is conducted could affect the
financial position of the GTC Group and its operating results, as well as the market
value of GTC Poland.
7.32.24

Impairment in the market value of GTC Poland – Impairment in the market value of
GTC Poland could lead to a decrease of the value of collateral provided to lending
banks.

7.32.25

Dependence on key staff members – The activity of the GTC Group is managed by a
compact, highly skilled managerial staff with experience in the markets in which the
GTC Group is active. Accordingly, the GTC Group is dependent on services provided
by a limited number of directors and consultants. Despite the fact that the GTC Group
has adopted a compensation policy based upon incentives that are intended to limit the
departure of managers, the resignation of executives could negatively affect the GTC
Group and its operating results. In addition, should the group fail to enlist skilled
managers and workers, the shortage of manpower may influence the company’s
management of assets and completion of projects or may force it to pay higher wages.

7.32.26

The table below rates the aforesaid risk factors according to the degree of their impact
on the activity sector:
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impact of the Risk Factor on the business
activity in the area

Risk factor

Low impact

Medium
impact

High impact

Macro risks
Global economic crisis

X

Risks stemming from activity in developing countries

X

Fluctuations in interest rates, in foreign currency exchange
rates and in price indexes

X

Fluctuations 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

Increased competition in the real estate sector

X

Environment

X

Financial stability of tenants

X

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

X

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

X

Regulatory changes

X

Material changes in the cost of construction and in the prices
of construction inputs

X

Availability and cost of financing resources

X

Financial strength of customers and suppliers

X

Administrative delays by authorities

X

Non-compliance with financial covenants and obligations
pursuant to financing agreements for projects in the
residential sector

X

Construction defects

X

Expiry of rental leases
Unique Risks
Dependence on the position of subsidiaries

X

The impact of the economic situation of the countries where
the companies operate in the activity sector and the state of
the investment property market on their leverage

X

Dependence on the interpretation and implementation of tax
laws

X

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
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8. Description The Real Estate Sector in Asia
General
The Kardan NV Group has activity in the real estate sector in Asia, which to date of this financial
statement is performed mostly in China. The activity is performed by Kardan Land China, a
company incorporated in Hong Kong whose entire issued and paid-up share capital, as of
December 31, 2011, is held by GTC Holding (a wholly owned subsidiary of Kardan NV). The
financial statements of Kardan Land China are fully consolidated by GTC Holding.
The real estate activity of Kardan Land China in China is described in this Chapter below: the first
part of the Chapter deals with a description of the real estate development properties of Kardan
Land China; the next part presents a description of the investment property held by Kardan Land
China; and the final part of the Chapter provides disclosure and other general details of activity in
the real estate sector in Asia as a whole.
The 2010 annual report of Kardan NV included a description of the real estate activity of Kardan
NV in China under the description of the consolidated activity sector, “the Real Estate Sector”. In
the report for the fourth quarter of 2011, the aforementioned activity sector was split into two
activity sectors (“Real Estate in Europe” and “Real Estate in China”, with this being in accordance
with the provisions of IFRS 8, pursuant to which Kardan NV is adopting the “management
approach” in its reporting of the financial performance of the activity sectors. For further details
regarding the implementation of the standard, see Note 30 to the Financial Statements. In light of
the aforesaid, all the data included in this Chapter, including the comparative figures and the data
for 2010 and 2009 (inclusive of the data as of December 31, 2009 and December 31, 2010), relate
only to the real estate properties of Kardan NV in China.
As of the date of this Report, Kardan Land China has six projects in five cities throughout China:
Shenyang(the capital of Liaoning Province in north-east China and the largest city in this
province), Xianyang (a city in north-east China bordering the city of Xian), Chengdu (one of the
major cities in the west of China and the capital of Sichuan Province), Changzhou (a city located
some 160 kilometers north-west of Shanghai) and Dalian (the second largest city in Liaoning
Province). Through April 1, 2011, Kardan Land China also operated in the city of Hangzhou (the
capital of Zhezhiang Province), but on the aforesaid date the project was sold (For further details,
see section 8.20.2 below).
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8.1.

Definitions:
Kardan Land China

-

Kardan Land China Limited (formerly GTC Real Estate China Ltd.,
a company incorporated in Hong Kong).

GTC Holding

-

GTC Real Estate Holding B.V., a company incorporated in the
Netherlands that holds all the issued share capital of Kardan Land
China.

Kardan Land China -

Kardan Land China and its investee companies.

Group

8.2.

Holdings Chart – Kardan Land China Group
Presented below is a chart of the structure of the principal holdings of Kardan Land China in
(active) subsidiaries and related companies as of the date of the Report:
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Reader:
Project's name

Holding
company

Kardan Land China Limited

Companyincorporated in Hong-Kong

50%
GTC Lucky
Hope
Dadong
Limited^
50%

50%

100%

50%
Green Power
Development
Limited^

92.97%

50%

100%

GTC Chengdu
(HK) Real Estate
Development
Limited^
100%

50%

100%

Rainfield
Developmen
t Limited^

Kardan Land
Dalian (HK)
Limited^

100%

100%

100%

GTC (China)
Investment Co.
Limited

100%

Shenyang
Taiying Real
Estate
Development
Limited

Qili Xiangdi

Shanxi GTC
Lucky Hope
Real Estate
Development
Limited

Olympic

Shenyang
GTC Palm
Garden
Development
Limited

Changzhou GTC
Lucky Hope Real
Estate
Development
Limited

Palm Garden

City Dream

Chengdu GTC
Real Estate
Development
Limited

Chengdu Galleria
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GTC Real Estate
GTC (Chengdu)
Asset
Management Co.
Limited

Shenyang GTC
Lucky Hope Suzy
Real Estate
Development
Limited

Suzy

Kardan Land
Dalian Ltd.

Dalian Galleria

GTC (Beijing)
Management and
Consulting Co.
Limited

A. Description of the Real Estate Development Properties (the Residential Construction
Sector)
8.3.
8.3.1.

General Information Regarding the Residential Construction Sector
Economic features and trends in China
China is considered to be the world’s largest growing economy, in light of the fact that the size of
its population exceeds 1.3 billion souls, and its total workforce is in excess of 800 million people.
In 2010 China became the world’s second largest economy.
The multi-year trend of extremely rapid growth in domestic product continued in 2011. In
2011,gross domestic product in local terms rose by 9.2%, compared to a 10.3% increase in 2010.
At the end of 2011, the Chinese central bank’s rate of interest stood at 6.56%, compared to 5.69%
at the end of 2010. Annual inflation in 2011 was at the rate of 5.4%comared to 3.3% in 201012.
Over the last 30 years, the Chinese economy has gradually gone from being an economy
controlled by the central government to being a market economy that is more open to international
markets. In March 2011, China’s five-year plan for 2011-2015 was published. One of the plan’s
targets was defined as “quality growth”, namely: accelerated growth that at the same time is
sustainable, meaning that it can be maintained at such level over time while maintaining a balance
between industrial development and urbanization on the one hand and such matters as
environmental protection and the individual’s quality of living on the other. The growth target in
the current plan stands at 7% per annum. It should be noted that the target in the previous plan
(2006-2010) was 7.5% per annum, while growth at an average rate of 11% was actually achieved.
Other key components of the plan are: further urbanization (the percentage of the population
living in cities is set to rise from 47.5% to 51.5%)and a continuation of the process of raising the
level of private consumption, which is expected to improve the standard of living of the Chinese
middle class. In the real estate sector, a target of an additional 36 million housing units has been
set for the whole of China13.

8.3.2.

Table of economic parameters in China*
31.12.2011

For the year ended
31.12.2010

12

The product's data is taken from the website of CIA Factbook as updated as of March 2012.

13

China’s 12thFive Year Plan: Overview, KPMG, March 2011
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31.12.2009

Macro-economic parameters:
GDP (PPP)
Per-capita GDP (PPP)
GDP growth rate (PPP)
Rate of inflation
Yield on local long-term government debt
Rating of long-term government debt
Exchange rate of local currency vs. EUR as
of last day of the year

31.12.2011

For the year ended
31.12.2010

31.12.2009

USD 11.29 trillion
USD 8,400
9.2%
5.4%
3.3% (5 years)
A+

USD 10.34 trillion
USD 7,500
10.3%
3.3%
4.6% (5 years)
A+

USD 36.9 trillion
USD 7,000
8.7%
(0.7%)
4.0% (5 years)
A+

8.2

8.8

9.8

*According to publications of the Chinese National Bureau of Statistics http://www.stats.gov.cn,
publications of the Chinese Ministry of Finance http://www.gov.cn, publications of the S&P ratings
agency http://www.standardandpoors.com, CIA ://www.sfactbook https://www.cia.gov/ .

8.3.3. Residential construction market in China
The real estate market in China is a very decentralized market in which hundreds of large real
estate companies operate and there is no single entity that has a particularly large market share.
Real estate companies are divided into local companies and foreign companies. Most of the local
companies focus on the residential construction market: some of these are companies on a
national scale, which are partly owned by the Chinese government, and some are smaller private
companies that focus on specific provinces within the country. The foreign companies, primarily
foreign Asiatic companies (primarily from Hong Kong and Singapore) are primarily engaged in
the commercial real estate sector and in the construction of luxury residential projects in first and
second tier cities.
In this connection it should be noted that the first tier comprises the four most developed cities in
China (from the aspect of per-capita GNP, infrastructure, education, etc.), Shanghai, Beijing,
Changzhou and Shanxi. The second tier comprises cities that are less developed than those in the
first tier from the aspect of the features mentioned and include provincial capitals and other major
cities in China, such as Shenyang, Xian and Chengdu, where Kardan Land China is active. The
third tier comprises cities that are less developed than those in the second tier from the aspect of
the features mentioned and include Xianyang, where Kardan Land China is also active. The policy
of the Chinese government changes from time to time, so as to safeguard the local economy from
a rapid downturn or from overheating. The government employs various tools in order to
influence the prices of apartments and the real estate market including placing a limit on the
number of residences a family may acquire in specific cities for certain periods, with this limit
being the acquisition of just two residences in some instances, and measures pertaining to the
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mortgage market, a prohibition on granting a mortgage for a third residence, as well as changes
relating to the amount of equity capital required in order to receive a mortgage.
In 2011, the sales scope of apartments declined compared to 2010 and this primarily during the
second half of the year. This trend is a result of decreased demand in the real estate market
originating from government policy which caused a decrease in the availability of mortgages and
market expectations of price drops. It should be noted that the decline in the sales scope stems
from a decrease in the quantity of apartments sold and not from the drop in their average price.
The principal success factors of Kardan Land China in the residential construction sector in China
are, inter alia: Construction of projects in areas in demand in second and third tier cities in China.
The management capability in the Chinese market based on local management with connections
with Chinese government and business entities; proficiency in locating land for construction
projects; ability to communicate with local construction companies and contractors; execution of
projects together with local partners (thereby reducing business risk); a high construction standard
that takes into account customer needs in a variety of subjects such as integrating the commercial
and community element in the project (schools, commercial center etc.), size of apartments and
level of finish.
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8.3.4. Principal Entry and Exit Barriers of the Residential Construction Sector
The entry barriers in the residential construction sector are: (1) reputation, proven experience and
high-quality staff; (2) availability of land at the desired location and at the desired price, economic
feasibility and expected rates of return; (3) the need for equity capital; (4) contacts with local
governments, since .land in China is bought from the government rather than from private entities.
The exit barriers in the residential construction sector are:(1) long-term contracts with land
owners and/or other real estate companies with whom the developer enters into contracts for the
execution of various projects, which restrict dissolution of the partnership among the related
parties; (2) obligations (contractual and legal) to buyers of apartments in projects (including with
respect to securing the investment and the making-good periods; (3) long-term contractual
obligations to government authorities; (4)liquidation of real estate properties which may take a
long while. Furthermore, land in China cannot be sold unless at least half of the construction
budget has been performed.
8.3.5. Alternatives for activity sector products
"Existing" apartments and the rental of apartments are the main alternative to purchase of new
apartments.
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8.4. Below is summary data about residential projects – aggregate data14:
The data in the tables below represent the proportionate part (50%) of the projects as the projects are consolidated according to the proportionate
consolidation method in the books of Kardan NV.
8.4.1. Below is summary information about residential construction projects (projects under construction) (data reflect 50% of the projects) as
of December 31, 201115:

Kardan
Land
China's
share
in the
project

Project
completion
Total
date/
planned
expected residential
completion
units
date

Project name

Marketing
start
date

Expected
sales
conclusion
date

50%

1. Palm Garden
Phases 1 - 3.2

2006

2014

2014

688

46%

2. City Dream
Phases 1-3.1

2008

2016

2015

1,189

50%

3. Suzy Phases 1-3

2008

2015

2015

2,277

50%

4. Olympic Garden
Phases 1-4

2006

2015

2014

3,322

Number of
Cumulative Cumulative Cumulative
residential
number
number
number
units sold
of sold
of sold
of sold
after
residential residential residential
Dec. 31,
units
units
units
2011
through
through
through
through
Dec. 31,
Dec. 31,
Dec. 31,
Feb 28,
2011
2010
2009
2012

Number of
residential
units on
hand as of
Dec. 31,
2011*

Number of
unsold
residential
units on
hand as of
Dec. 31,
2011

Number of
residential
units on
hand as of
Dec. 31,
2010*

Number of
unsold
residential
units on
hand as of
Dec. 31,
2010

224

82

434

161

443

370

312

2

814

189

514

10

844

643

371

2

908

198

1,092

215

1,475

1,140

564

4

1,276

232

1,048

120

2,688

2,392

1,607

11

14

The monetary value in the following tables were translated from local currency (Chinese Yuan) to the Euro according to the exchange rate of 9.01 Chinese Yuan per one Euro.

15

Data in this table with regard to expected project completion date and expected date for conclusion of sales constitute forward-looking information, as defined in the Securities Law, based on agreements
signed with subcontractors, on management experience with construction and marketing of projects, on the state of applicable markets and on specific project data. These estimates may not materialize, in
whole or in part, or may materialize differently, even materially differently than expected due to unforeseen delays in project construction, the state of the local and global markets, changes in the market
situation and changes in demand for residential space and/or realization, in whole or in part, of the risk factors listed in section 8.23 of this part.
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Kardan
Land
China's
share
in the
project

Project name

Marketing
start
date

Expected
sales
conclusion
date

46%50%

Total - 4

20062008

2014-2016

Project
completion
Total
date/
planned
expected residential
completion
units
date

20142015

7,476

Number of
residential
units on
hand as of
Dec. 31,
2011*

Number of
unsold
residential
units on
hand as of
Dec. 31,
2011

Number of
residential
units on
hand as of
Dec. 31,
2010*

3,222

701

3,088
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Number of
unsold
residential
units on
hand as of
Dec. 31,
2010

506

Number of
Cumulative Cumulative Cumulative
residential
number
number
number
units sold
of sold
of sold
of sold
after
residential residential residential
Dec. 31,
units
units
units
2011
through
through
through
through
Dec. 31,
Dec. 31,
Dec. 31,
Feb 28,
2011
2010
2009
2012
5,450

4,545

2,854

19

8.4.2. Below is summary information about residential construction projects (projects at the planning stages, where construction has not yet
commenced) (data reflect approximately 50% of the projects) as of December 31, 2011:16
Kardan Land
China's share
in the project

Project name

Expected sales
conclusion date

Expected
project
completion date

Total planned
residential units

Actual costs
(EUR in
millions)

Expected costs
(EUR in
millions)

Total cost (EUR
in millions)

50%

Olympic Garden Phase 5

2016

2016

1,360

8.66

70.12

78.78

50%

Palm Garden Phases 3.3-6

2016

2016

1,063

10.78

34.01

44.79

50%

Suzy Phases 4 and 5

2016

2017

1,433

14.40

57.72

72.12

50%

City Dream 3.2-5

2017

2017

880

13.57

52.63

66.21

100%

Dalian

2016

2016

1,085

65.29

125.77

191.05

2016-2017

2016-2017

46%-100%

Total - 5

5,821

112.70

340.25

452.95

Kardan Land is examining the development plan of projects whose construction has not yet commenced. In light of the aforesaid, with regard to
such residential construction projects, which are in the planning stages and whose construction has not yet commenced, no data are provided in
the Report of the expected revenues, the expected gross income and the expected gross margin, as are provided for residential construction
projects that are under construction, as detailed in sections 8.4.3 and 7.16.4 below.

16

Data in this table with regard to expected project completion date and expected date for conclusion of sales, total planned units, expected cost and total cost constitute forward-looking information, as
defined in the Securities Law, based on agreements signed with subcontractors, on construction cost, on management experience with construction and marketing of projects, on the state of applicable
markets and on specific project data. These estimates may not materialize, in whole or in part, or may materialize differently, even materially differently than expected due to unforeseen delays in project
construction, the state of the local and global markets, including those resulting from direct and/or indirect implications of the global economic crisis and changes in demand for residential space and/or
realization, in whole or in part, of the risk factors listed in section 8.22 of this part.
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Below is a summary of expected data for residential construction projects under construction as of December 31, 2011 (EUR in millions) (data reflects
50% of the projects):

Expected revenues
Expected
costs

Expected
gross
income

Expected
gross
margin17

26.47

19.72

6/75

25.49%

44.81

88.37

66.49

21.88

24.76%

28.97

50.91

79.88

62.26

17.62

22.06%

50% (OG1-4)

49.71

42.80

92.51

67.76

24.75

26.75%

46%-50%

134.38

152.84

287.22

216.23

70.99

24.72%

Expected
revenues from
signed
contracts

Expected
revenues from
inventory

Total

50% (PG1-3.2)

12.14

14.33

46% (CD1-3.1)

43.56

Project name and
Kardan Land China's
share in it

(50% (Suzy1-3)

17

Projects with an above average gross margin are projects that were signed several years ago when the market was less competitive.
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8.4.3. Below is summary information about residential construction projects (expected surplus/deficit on the projects) as of December 31,
2011 (EUR in millions) (data reflect approximately 50% of the projects):18

Total costs

Expected
gross
income

50.40

35.67

1.87

37.54

12.86

44.81

98.26

44.08

31.76

75.84

22.42

4.66

50.91

107.89

39.15

47.03

86.18

21.71

5.01

42.80

162.35

88.44

34.17

122.61

39.74

Receivables
with respect
to sold
apartments

Inventory at
selling prices

Total
revenues

50% (Palm Garden phases 1-3.2)

34.59

1.48

14/33

46% (City Dream phases 1-3.1)

51.89

1.56

50% (Suzy phases 1-3)

52.32

50% (Olympic Garden phases 1-4)

114.54

Country

46%-50%

18

Actual costs
paid/accrued

Remaining
costs payable
through
project
conclusion

Revenues
actually
received

Project name and
Kardan Land
China’s share in it

253.34

12.71

152.84

418.89

207.34

114.83

322.17

96.72

The estimates referred to above regarding the remaining costs payable through project conclusion, total costs and the expected gross income constitute forward-looking information, as defined in the
Securities Law, based on the prices of apartments already sold, on construction costs and on the state of applicable markets, including the state of the global market. The aforesaid estimates may not
materialize, in whole or in part, or may materialize differently, even materially differently than expected due to change in apartment prices in specific areas or in the entire market, delays in completing the
project, including those resulting from direct and/or indirect implications of the global economic crisis, changes in market conditions and changes in demand for residential space and/or realization, in
whole or in part, of the risk factors listed in section 8.23 of this part.
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8.4.4. Below is summary information about completed apartments in residential projects as of December 31, 2011 (data reflect 50% of the projects):

Project

Aggregate
number of
residential
units whose
construction
has been
completed
from the
beginning of
the project
until December
31, 2011

Aggregate
number of
residential
units whose
construction
has been
completed
from the
beginning of
the project
until December
31, 2010

Number of
residential units
sold whose
construction has
been completed
as of December
31, 2011

Number of
residential
units sold
whose
construction
has been
completed as of
December 31,
2010

Balance of
unsold
completed
apartments
as of
December 31,
2011

Balance of
unsold
completed
apartments
as of
December 31,
2010

.Palm Garden 1-3.2

531

458

443

370

88

88

City Dream 1-3.1

457

152

451

153

6

2

Suzy 1-3

793

275

792

273

1

2

Olympic
Garden 1-4

1,798

1,639

1,787

1,618

10

21
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Aging of completed apartment
inventory

42 residential units – 2
29 residential units – 26
12 residential units – 36
5 residential units – 38

months
months
months
months

4 residential units were completed
Dec.
31,
2011
2 residential units – 12 months
1 residential unit – 18 months

2 residential units – 1 month
5 residential units – 28 months
1 residential unit – 37 months
2 residential units – 44 months

Total

3,579

2,526

3,473

2,413

129

105
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8.4.5. Below is summary information about sales** in residential projects as of December 31, 2011 (data reflect 50% of the projects):

Project

5.

Average selling price
per sqm for contracts
signed in 2011 (EUR)

6.

Average selling price
per sqm for contracts
signed in 2010 (EUR)

7.

Number of residential units sold under contracts
signed in the relevant period

2011
(Total)

Q4 /
2011

Q3 /
2011

Q2 /
2011

Q1 /
2011

2010

74

4

34

29

7

58

Number of residential units for which the sale
agreement was canceled in 2011 and their
percentage of the total number of residential units
sold in that year

1.
Palm
Garden 13.2

568

2.
City
Dream 1-3.1

720

592

203

2

39

36

126

272

1 (0.5%)

3. Suzy 1-3

886

688

336

16

136

122

62

577

7 (2%)

4. Olympic
Garden 1-4

715

758

296

13

101

81

101

790

3 (1%)

Total

732

672

909

35

310

268

296

1,697

13 (1.4%)

518

2 (2.5%)

** The Company defines a “sale” as any apartment for which a binding agreement has been signed with the purchaser and that at least 30% of
the apartment's value has been paid for.
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8.5. Disclosure regarding material projects in the real estate development sector
Below are details regarding material projects in the real estate development sector.
The Company defines "material project" as a project which fulfills one or more of the
following conditions:
8.5.1. The expected gross income from the project, as of December 31, 2011,
constitutes 5% or more of the total equity capital of Kardan NV in the
consolidated financial statements as of December 31, 2011, respectively.
8.5.2. The expected investment in the project, as of December 31, 2011, constitutes
5% or more of the total assets of Kardan NV in the consolidated financial
statements as of December 31, 2011, respectively.
8.5.3. The total expected average annual revenue, as defined below, as of December
31, 2011 constitutes 5% or more of the consolidated revenues of Kardan NV for
2011.
"Total expected average annual revenue" - total expected revenues from the project, divided by
the number of years over which the Company expects, as of the applicable date, to recognize
revenues with respect to the project.
Any project for which one or more of the parameters listed above in sections 8.5.1 through
8.5.3 is 10% or more is defined as a "highly material project” and further details thereof are
provided within the framework of section 8.6 below.
It should be noted that the aforesaid examination (and accordingly – also the breakdown
presented below) is conducted in relation to the defined stages of each project. Hence, the
number of stages examined, and with regard to which information is provided, is greater than
the number of locations where Kardan Land China is active.
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8.5.4. Palm Garden Project Phases 3.3-6 - a material residential construction project in the planning stages19
8.5.4.1. General details (the data reflect 100% of the project; Kardan Land China has a 50% interest in the project), as of December
31, 2011:20

19

The monetary value in the following tables were translated from local currency (Chinese Yuan) to the Euro according to the exchange rate of 9.01 Chinese Yuan per one Euro.

20

Data in this table with regard to the planned completion date, the estimated overall financial scope and the estimated cost for conclusion of the project constitute forward-looking information, as defined in
the Securities Law, based on management experience with construction and marketing of projects, on the costs of construction inputs at the time of making the estimate, including the cost of
subcontractors, on the state of the local and global market and on specific project data. These estimates may not materialize, in whole or in part, or may materialize differently, even materially differently
than expected due to change in the factors on which the estimates are based, including those resulting from direct and/or indirect implications of the global economic crisis, changes in market conditions
and changes in demand for residential space and/or realization, in whole or in part, of the risk factors listed in section 8.23 of this part.
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City

Shen
Yang

Project
name

PalmGar
den
Phases3.
3-6

Kardan
Land
China’s
interest

50%

Project description

A project located in
Shen
Yang.
The
project is planned to
comprise
256,525
square meters of builtup area. The land area
is 185,054 square
meters.
At
these
phases of the project
1,060 apartments are
planned
to
be
constructed,
commercial space on
21,400 m2, a school
and a neighborhood
club for the benefit of
the project's residents.

Project
phase

Planning

Average
area of
residential
unit (sqm)

115

Commencement date

2013

133

Planned
completion
date

2016

Estimated
overall financial
scope (EUR in
millions)

Balance of
accrued costs as
of December 31,
2011 (EUR in
millions)

Estimated cost for
the conclusion of the
project (EUR in
millions)

89.59

21.57

68.02

8.5.4.2. General data regarding the marketing of the project (EUR in millions) (the data reflect 100% of the project; Kardan Land
China has a 50% interest in the project):21

Project
name

Garden
Palm
Phases3.3-6

21

Project
marketing
start date

Expected
sales
conclusion
date

Expected
project
completion
date

Assisting
financial
entity

Percentage of costs
for which a
binding agreement
exists (including
land acquisition)

2013

2016

2016

-

N/A

Number of
residential
units on
hand as of
December
31, 2011
-

Number of
residential
units on
hand as of
December
31, 2010

Number of
sold
residential
units as of
December
31, 2011

Number of
sold
residential
units as of
December
31, 2010

Number of
sold
residential
units as of
December
31, 2009

Number of
residential
units sold
after
December 31,
2011

-

-

-

-

-N/A

Data in this table with regard to expected project completion date and expected date for conclusion of sales constitute forward-looking information, as defined in the Securities Law, based on agreements
signed with subcontractors, on management experience with construction and marketing of projects, on the state of applicable markets and on specific project data. These estimates may not materialize, in
whole or in part, or may materialize differently, even materially differently than expected due to unforeseen delays in project construction, changes in the state of the local and global markets, including
those resulting from direct and/or indirect implications of the global economic crisis and changes in demand for residential space and/or realization, in whole or in part, of the risk factors listed in section
8.23 of this part.
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8.5.4.3. Data regarding the expected surplus/deficit on the project, as of December 31, 2011 (EUR in millions) (the data reflects 100%
of the project; Kardan Land China has a 50% interest in the project):22

Project name

Garden
Phases3.3-6

22

Palm

Revenues
actually
received

Receivables
with respect
to sold
apartments

Inventory at
selling
prices

Total
expected
revenues

Actual costs
paid/
accrued

Remaining
costs payable
through
project
conclusion

Total
costs

Expected
gross income

Expected
gross margin

-

-

Land alone;
construction has
not yet
commenced

124.34

21.56

68.02

89.58

34.76

27.9%

The remaining costs payable through project conclusion, total costs and the expected gross income constitute forward-looking information, as defined in the Securities Law, based on the prices of
apartments already sold and on construction costs. These estimates may not materialize, in whole or in part, or may materialize differently, even materially differently than expected due to change in
apartment prices in specific areas or in the entire market, delays in completing the project as a result of the direct and/or indirect implications of the global economic crisis and/or realization, in whole or
in part, of the risk factors listed in section 8.23 of this part.
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8.5.5. City Dream Phases 1-3.1 – A material residential project under construction23
8.5.5.1. General details (the data reflect 50% of the project), as of December 31, 2011:24
Gross square
meters for
construction

General data

Description
Project
name

City
Dream 13.1

Location

Changzhou

Plot area:
115,261 sqm.
Area intended
for residential
construction
263,070 sqm.
Area intended
for commercial
construction
26,373sqm.

Number
of residential
units

Average
square
meters
per residential
unit

2,377

111

Cumulative cost (EUR in thousands)
Kardan
Land
China’s
share

46%

Land
and
development

Construction costs

Other

Total
cumulative
costs

28.39

57.48

2.29

88.16

Completion
rate of
project
(in-%)
as of
December
31, 2011

Project
commencement
date

59%

2008

Expected
complet
ion date

Number
of
residential
units
sold
as of
December
31, 2011

Number
of
residential
units
unsold
as of
December
31, 2011*

Number of
residential
units sold
after December
31, 2011
through to close
to the date of
the report

2015

1,704

673

4

*

Includes units in buildings not yet under construction belonging to Phases 1 to 1.3 of project.

23

The monetary value in the following tables were translated from local currency (Chinese Yuan) to the Euro according to the exchange rate of 9.01 Chinese Yuan per one Euro.

24

The data in this table with regard to the expected completion date of the projects constitute forward-looking information, as defined in the Securities Law, based on estimates of the management of Kardan
Land China that are based on the forecasts and/or work plans of Kardan Land China and also on agreements with construction contractors. These estimates may not materialize, in whole or in part, or may
materialize differently, even materially differently than expected due to the construction contractors’ failure to meet their commitments vis-à-vis Kardan Land China, change in apartment prices in
specific areas or in the entire market, change in the country’s economic situation (including funding difficulties, a tightening of mortgage granting policy, a change in taxation policy, and a reduction in
sales following a downturn in demand)and/or realization, in whole or in part, of the risk factors listed in section8.23 of this part.
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8.5.5.2. Expected data (the data reflect 100% of the project), as of December 31, 2011:25
Expected revenues (EUR in millions)

Project name

City Dream 1-3.1

Advances
through
December
31, 2011

84.00

Balance
to be
received
for sold
apartments

3.12

Total for
signed
contracts
signed
through
December
31, 2011
87.12

Expected costs (EUR in millions)

Value of
inventory
as of
December
31, 2011

89.62

Total
expected
revenues

176.74

Actual
cumulative
costs
through
December
31, 2011
(EUR in
thousands)

Costs
payable
through
exhaust
ion of
inventory

Total
expected
costs

Expected
gross
profit
(EUR in
millions)

69.46

63.52

132.98

43.76

Expected
gross
margin
(in-%)

Expected
completion
date

25%

2015

(*) The data relating to the expected project costs do not include a loading for Kardan Land China’s overheads.

25

The data in this table constitute forward-looking information, as defined in the Securities Law, based on estimates of the management of Kardan Landthat are based on the prices of the project apartments
already sold, the state of the market, forecasts and/or work plans of Kardan Land, construction costs and various agreements signed in connection therewith with contractors and consultants. These
estimates may not materialize, in whole or in part, or may materialize differently, even materially differently than expected due to change in apartment prices in specific areas or in the entire
market,change in the country’s economic situation (including funding difficulties, a tightening of mortgage granting policy, a change in taxation policy, and a reduction in sales following a downturn in
demand) and/or realization, in whole or in part, of the risk factors listed in section 24 of this part.
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8.5.5.3. Sensitivity analysis(the data reflect 100% of the project), as of December 31, 2011 (the data are in EUR thousands)
City Dream Phases 1 to 3.1
Sensitivity of the gross profit rate (GPR) of Phases 1 to 3.1 (past and expected) for change of the
inventory value and remaining costs:
Change of inventory value (including buildings
not yet under construction)

Change of the remaining costs
(including buildings not yet under
construction)

10%

5%

0%

-5%

-10%

-10%

29%

28%

26%

24%

23%

-5%

28%

26%

24%

23%

21%

0%

26%

25%

23%

21%

19%

5%

25%

23%

21%

19%

17%

10%

23%

21%

20%

18%

16%
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8.5.5.4. Data regarding banking assistance terms, as of December 31, 2011:

Project
name

Location

Financing
party

Equity capital
amount
prescribed in
the assistance
agreement
(EUR in
millions)

Performance terms
prescribed in assistance
agreement
Pledged assets
Quantitative/monetary
performance terms

Actual
compliance
with
quantitative
performance
terms and/or
monetary
performance
terms

Principal additional terms
in
the assistance agreement

Breaches
of the
assistance
agreement

Remaining
debt
as of
December
31, 2011
(EUR in
millions)

Balance
to be
utilized
(EUR in
millions)

None

3.58

-

The amounts of the loan
and/orsales proceeds are not
to be used to finance the
acquisition of the land
The equity amount has to
be injected in full prior to
drawing down the loan

EUR 27 million
City
Dream
1-3.1

Changzhou

Agricultur
e Bank of
China

This amount was
fully invested at
the beginning of
the project

The land rights of
phases 1 and 2
having a total area
of 46,867sqm

The total amount of the
debt is not to exceed70%
of the value of the
pledged assets
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Yes

Financing from additional
entitiesfor the purpose of
phase 1.2 requires receipt of
bank approval
The loan is to be repaid in full
in accordance with the
repayments schedule, but in
any case not later than the
date when the revenues from
phase 1.2 reach the amount
of RMB 195 million (EUR
23.89 million)

8.5.6. Suzy Phases 1-3 – A material residential project under construction26
8.5.6.1. General details (the data reflect 50% of the project), as of December 31, 2011:27
Gross square
meters for
construction

General data

Description
Project
name

Suzy 13

Location

Shenyang

Plot area:
116,211sqm.
Area
intended for
residential
construction
323,728sqm.
Area
intended for
commercial

Number
of residential
units

Average
square
meters
per
residential
unit

4,554

71

Expected
complet
ion date

Number
of
residential
units
sold
as of
December
31, 2011

Number
of
residential
units
unsold
as of
December
31, 2011*

Number
of
residential
units sold
after
December
31, 2011
through
to close to
the date of
the report

2015

2,952

1,602

8

Cumulative cost (EUR in thousands)

Kardan
Land
China’s
share

50%

Land
and
development

Construction costs

Other

Total
cumulative
costs

25.11

51.09

2.10

78.30

Completion
rate of
project
(in-%)
as of
December
31, 2011

Project
commencement
date

__40%_

2008

*

includes units in buildings not yet under construction belonging to Phases 1 to 3 of project.

26

The monetary value in the following tables were translated from local currency (Chinese Yuan) to the Euro according to the exchange rate of 9.01 Chinese Yuan per one Euro.

27

The data in this table with regard to the expected completion date of the projects constitute forward-looking information, as defined in the Securities Law, based on estimates of the management of Kardan
Land China that are based on the forecasts and/or work plans of Kardan Land China and also on agreements with construction contractors. These estimates may not materialize, in whole or in part, or may
materialize differently, even materially differently than expected due to the construction contractors’ failure to meet their commitments vis-à-vis Kardan Land China, change in apartment prices in
specific areas or in the entire market, change in the country’s economic situation (including funding difficulties, a tightening of mortgage granting policy, a change in taxation policy, and a reduction in
sales following a downturn in demand) and/or realization, in whole or in part, of the risk factors listed in section 8.23 of this part.
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Gross square
meters for
construction

General data

Description
Project
name

Location

Number
of residential
units

Average
square
meters
per
residential
unit

Cumulative cost (EUR in thousands)

Kardan
Land
China’s
share

Land
and
development

Construction costs

Other

construction
12,724sqm.
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Total
cumulative
costs

Completion
rate of
project
(in-%)
as of
December
31, 2011

Project
commencement
date

Expected
complet
ion date

Number
of
residential
units
sold
as of
December
31, 2011

Number
of
residential
units
unsold
as of
December
31, 2011*

Number
of
residential
units sold
after
December
31, 2011
through
to close to
the date of
the report

8.5.6.2. Expected data (the data reflect 100% of the project), as of December 31, 2011:28
Expected revenues (EUR in millions)

Project name

Suzy 1-3

Advances
through
December
31, 2011

48.62

Balance
to be
received
for sold
apartments

9.32

Total for
signed
contracts
signed
through
December
31, 2011
57.94

Expected costs (EUR in millions)

Value of
inventory
as of
December
31, 2011

101.82

Total
expected
revenues

159.76

Actual
cumulative
costs
through
December
31, 2011
(EUR in
thousands)

Costs
payable
through
exhaust
ion of
inventory

Total
expected
costs

Expected
gross
profit
(EUR in
millions)

30.46

94.06

124.52

35.24

Expected
gross
margin
(in-%)

Expected
completion
date

22%

2015

(*) The data relating to the expected project costs include a loading for Kardan Land China’s overheads and financing costs.

28

The data in this table constitute forward-looking information, as defined in the Securities Law, based on estimates of the management of Kardan Land China that are based on the prices of the project
apartments already sold, the state of the market, forecasts and/or work plans of Kardan Land China, construction costs and various agreements signed in connection therewith with contractors and
consultants. These estimates may not materialize, in whole or in part, or may materialize differently, even materially differently than expected due to change in apartment prices in specific areas or in the
entire market, change in the country’s economic situation (including funding difficulties, a tightening of mortgage granting policy, a change in taxation policy, and a reduction in sales following a
downturn in demand) and/or realization, in whole or in part, of the risk factors listed in section 24 of this part.
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Sensitivity analysis(the data reflect 100% of the project), as of December 31, 2011 (the data are in EUR thousands)
Suzy Phases 1 to 3
Sensitivity of the gross profit rate (GPR) of Phases 1 to 3 (past and expected) of change of the
inventory value and remaining costs:
Change of inventory value (including buildings not yet
under construction)

Sensitivity of the GPR pf change of the
remaining costs (including buildings not yet
under construction)

10%

5%

0%

-5%

-10%

-10%

28%

26%

24%

23%

21%

-5%

26%

24%

22%

20%

18%

0%

24%

22%

20%

18%

16%

5%

22%

20%

18%

16%

14%

10%

20%

18%

16%

14%

12%
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8.6. Additional disclosure about highly material projects
Below are detailed data about the projects classified by the Company, on the basis of the tests
specified in section 8.5 above, as highly material projects29.
8.6.1. Olympic Garden Project (Phases 1-4) – a highly material project under construction
8.6.1.1. Project presentation:
Project name

Olympic Garden Phases 1-4

Project location

Xi’an, Shanxi Province, China

Constructing company

Shanxi GTC Lucky Hope Real Estate Development Limited

Special agreements

-

Share of the

50%

Project company
Structure of holdings in the
project

State names of the partners

Date of acquiring the land

Kardan Land China holds a 50% share in the project company

Lucky Hope Decision Limited 50%

November 2006 and August 2007

Area of the land on which the
251,954sqm
project will be built

29

Start date of construction
work

Fourth quarter, 2006

Details of legal rights in the
land

70-year lease of part of the land intended for residential construction. 40year lease of part of the land intended for commercial use.

Percentage of project
executed in cash flow terms

58%

The monetary value in the following tables were translated from local currency (Chinese Yuan) to the Euro according to the exchange
rate of 9.01 Chinese Yuan per one Euro.
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(direct construction only, as
of December 31, 2011)
[ 271%

ROE* - Return on Equity
ROI**
Investment

Return

on

Approximately 17%

* The fair value of the net income, as of December 31, 2011, is divided over the equity
capital invested in the project at the valuation date.
** The fair value of the net income, as of December 31, 2011, is divided over all the project
expenses with the addition of tax costs.
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8.6.1.2. Project areas and number of units, by uses (the data are at a 100% gross
discount for marketing)30

Type of inventory

Total area (gross
equivalent)

Maximum number of units

Residential

603 966 sqm

6 644

Commercial
space

13,361 sqm

170

Expected
construction
conclusion date
(as of December
31 2011)
2014
2014

8.6.1.3. Expected revenues and costs as of December 31, 2011 (EUR in millions)31
Expected revenues

Expected costs

Expected gross
income

30

Data in this table with regard to the expected construction conclusion date constitute forward-looking information, as defined in the
Securities Law, based on management experience with construction of projects, on the costs of construction inputs at the time of
making the estimate, including the cost of subcontractors, on the state of the local and global market and on specific project data.
These estimates may not materialize, in whole or in part, or may materialize differently, even materially differently than expected due
to change in the factors on which the estimates are based, including those resulting from direct and/or indirect implications of the
global economic crisis, changes in market conditions and changes in demand for residential space and/or realization, in whole or in
part, of the risk factors listed in section 8.23 of this part.

31

Data in this table with regard to expected receipts, expected costs and expected gross income constitute forward-looking information,
as defined in the Securities Law, based on management experience with construction and marketing of projects, on the costs of
construction inputs at the time of making the estimate, including the cost of subcontractors, on selling prices, on the state of the local
and global market and on specific project data. These estimates may not materialize, in whole or in part, or may materialize differently,
even materially differently than expected due to change in the factors on which the estimates are based, including those resulting from
direct and/or indirect implications of the global economic crisis, changes in market conditions and changes in demand for residential
space and/or realization, in whole or in part, of the risk factors listed in section 8.23 of this part.
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8.6.1.4. Construction costs and progress32:
As of December 31, As of December 31,
2011
2010

Actual costs (EUR in millions)
Total cumulative land costs at the end of the
period

23.2

Total cumulative construction and other costs

150.0

Including financing costs

27.4
103

3

3

Total cumulative costs (including land costs)

173.2

130.4

Total expected project costs (estimate)

245.2

22.4

Total cost not yet invested (estimate)

72.1

82.2

0

0

Including total financing costs
Completion rates:
Percentage of execution in cash flow terms
(excluding land)

58%

468%

Engineering completion rate (%)

69%

62%

Expected completion date

2014

2013

8.6.1.5. Data regarding sale agreements33:
Q1 /
2011

Q2 /
2011

Q3 /
2011

Q4 / Total
2011 - 2011

2010

2009

32

Data in this table with regard to expected costs and the expected construction conclusion date constitute forward-looking information,
as defined in the Securities Law, based on management experience with construction of projects, on the costs of construction inputs at
the time of making the estimate, including the cost of subcontractors, on the state of the local and global market and on specific project
data. These estimates may not materialize, in whole or in part, or may materialize differently, even materially differently than expected
due to change in the factors on which the estimates are based, including those resulting from direct and/or indirect implications of the
global economic crisis, changes in market conditions and changes in demand for residential space and/or realization, in whole or in
part, of the risk factors listed in section 8.23 of this part.

33

Data in this table with regard to the balance of the expected consideration constitute forward-looking information, as defined in the
Securities Law, based on payments due to be received from third parties. These payments may not be received, in whole or in part, as a
result of actions by said third parties, over which the Company has no control and the possible causes for which are listed in section
8.23 of this part.3,05
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Q1 /
2011

Q2 /
2011

Q3 /
2011

Q4 / Total
2011 - 2011

2010

2009

Cumulative number of units at end of the period
4,986 5,150 5,362 5,401
for which a sale agreement was signed

5401

4,784

3,205

Number of units for which a binding sale
202
agreement was signed during the period

164

212

39

617

1,579

530

% of space sold during the period (out of the
residential space alone)

2%

3%

4%

0.5%

9.5%

15%

9%

% cumulative consideration received until the
end of the period from the total of cumulative
96%
sales value (residential space alone, EUR in
millions)

96%

94%

96%

96%

94%

95%

Total consideration from binding sale contracts
199
for residential units (EUR in millions)

211

222

234

234

188

124

Total balance of expected consideration at end of
period from binding sale contracts for residential
units (EUR in millions)

15

17

10

10

15

7

6,764

3,650

16

Average price per sqm in the contracts signed
8,767 5,659 5,679 6,173 6,448
during the period (RMB)
Space sold from the date of the Report until
immediately prior to publication of the Report
(sqm) (Feb. 29, 2011 and March 18, 2010)

-

-

-

-

2,119 17,197

Average price per sqm in the contracts signed
from the date of the Report until immediately
prior to publication of the Report (RMB)
(Feb.29, 2011 and March 18, 2010)

-

-

-

-

5,756

6,424

8.6.1.6. Advances received:
2011
Advances received during the period
(EUR in millions)

45.4
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2010

63.7

2009

27.5

-

8.6.1.7. Expected recognition of revenues expected from binding sale contracts on
the project (signed contracts)34
Year (quarter) Total revenues to be recognized with respect to residential units (EUR in millions)

8.6.1.8. Gross margin (EUR in millions)35:
As of December
31, 2011

As of December
31, 2010

Total estimate of project revenues

329

291

Total expected project cost (estimate)

245

224

Total expected project income

84

67

26%

23%

Total expected gross margin on the
project

8.6.2. Galleria Dalian Project – a highly material project at the planning stage
8.6.2.1 Project presentation:
Data reflect 100% of the project; Details as of December 31, 2012

34

Data in this table with regard to the expected recognition of revenues constitute forward-looking information, as defined in the
Securities Law, based on management experience with construction and marketing of projects, on the costs of construction inputs at
the time of making the estimate, including the cost of subcontractors, on selling prices, on the state of the local and global market and
on specific project data. These estimates may not materialize, in whole or in part, or may materialize differently, even materially
differently than expected due to change in the factors on which the estimates are based, including those resulting from direct and/or
indirect implications of the global economic crisis, changes in market conditions and changes in demand for residential space and/or
realization, in whole or in part, of the risk factors listed in section 8.23 of this part.

35

Data in this table with regard to the estimate of revenues and costs, expected income and expected gross margin, expected costs and
expected gross income constitute forward-looking information, as defined in the Securities Law, based on management experience
with construction and marketing of projects, on the costs of construction inputs at the time of making the estimate, including the cost
of subcontractors, on selling prices, on the state of the local and global market and on specific project data. These estimates may not
materialize, in whole or in part, or may materialize differently, even materially differently than expected due to change in the factors
on which the estimates are based, including those resulting from direct and/or indirect implications of the global economic crisis,
changes in market conditions and changes in demand for residential space and/or realization, in whole or in part, of the risk factors
listed in section 8.23 of this part.
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Kardan Land China’s share – 100%
Project name:

Galleria Dalian

Project location:

Dalian, China

Brief description of project:

Land area intended for residential construction: 38,443 sqm.
Built-up area on this (residential construction without stores):
102,175 sqm. Serious marketing of the project has not yet
commenced

Corporation’s effective share in the
project:

100%

Structure of holdings in the project Kardan China holds 100% of the share capital of Land Dalian
(description

of

holdings

through (HK) Limited, which holds 100% of the share capital of
Kardan Land Dalian Ltd. that owns the project

subsidiaries and the like):
State names of the partners in the
project(in

situations

where

the

partners constitute a related party or None
hold more than 25% of the rights in
the property):
Presentation method in the financial
statements:

Consolidated

Date of acquiring the land on which
the project will be built:
Area of the land on which the project
will be built:
Planned end date of construction
work:

January 2010

38,433sqm

First half of 2015
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Expected start date of construction
work:
Details

of

legal

rights

in

the

land(ownership, lease and the like):

__June 2012_______

Usage rights for 40years

Material agreements pertaining to
the project (combination deals/vacate None
and build/other):
Existence of material exposures in the None
project for the corporation:
Has the net realizable value been
estimated

during

the

reporting No

period?
Discussion regarding existence of
infrastructure in the immediate area None
of the project:
Special topics (material construction
irregularities, soil pollution, etc.):

None

151

8.6.2.2. Planning situation of the project:
Planning situation of the project as of December 31, 2012
The data reflect 100%; Kardan Land China’s share in the project – 100%
Present planning stage
Type of inventory

Residential units

Total area
(sqm)

Total units

Comments)

The project is a combined project that
combines a commercial center and a
residential area. The part described in this
1,085
chapter only relates to the residential area and
accordingly does not include commercial
space

102,175

Commercial space

-

0

Unutilized building rights

-

0

8.6.2.3. Costs invested in the project
2011 (consolidated)

(The data reflect 100%;
Kardan

Land

share in the project –
100%)

Cumulative Cumulative

(EUR in millions)

China’s

Cumulativeat During During During During
end of 2011

Q4

Q3

Q2

at end of

at end of

2010

2009

12

10

Q1

Costs invested (data in
EUR millions):
Total cumulative land costs
at the end of period
Total

62

-

4

46

cumulative

development, taxes and fees

1

1

costs
Total

cumulative

2

1
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1

-

2011 (consolidated)

(The data reflect 100%;
Kardan

Land

share in the project –
100%)

Cumulative Cumulative

(EUR in millions)

China’s

Cumulativeat During During During During
end of 2011

Q4

Q3

Q2

at end of

at end of

2010

2009

Q1

construction costs
Total cumulative financing
costs (capitalized)
Total cumulative costs

65

-

65
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1

5

46

13

10-

1

5

46

13

10

8.6.3. Olympic Garden Project Phase 5 – Highly material project in planning stage:
8.6.3.1. Project presentation:
Data reflect 100% of the project;
Kardan Land China’s share – 50%

Details as of December 31, 2012

Project name:

Olympic Garden 5

Project location:

Shanxi, Xi’an Province, China

Brief description of project:

Land

area:

Planned

98,521

built-up

residential

construction:

commercial:

area
286,650square
35,292

sqm.
–
meter
sqm

Serious marketing of the project has not yet commenced
Corporation’s effective share in the
project:
Structure of holdings in the project
(description

of

holdings

through

subsidiaries and the like):

50%

Kardan Land China holds 50% of the project company Shanxi
GTC Lucky Hope Real Estate Development Ltd.

State names of the partners in the
project(in

situations

where

the

partners constitute a related party or
hold more than 25% of the rights in

The partner, Lucky Hope, holds the remaining 50% in the
project

the property):
Presentation method in the financial
statements:

Proportionately consolidated

Date of acquiring the land on which
the project will be built:

November 2006
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Area of the land on which the project
will be built:
Planned end date of construction
work:
Start date of construction work:

98,521sqm

2016

Q4 2012

Details of legal rights in the land Usage rights for 40years in the commercial part; usage rights
(ownership, lease and the like):

for 70years in the residential part

Material agreements pertaining to
the project (combination deals/vacate None
and build/other):
Existence of material exposures in the None
project for the corporation:
Has the net realizable value been
estimated

during

the

reporting No

period?
Discussion regarding existence of
infrastructure in the immediate area None
of the project:
Recently, the project's company received a notice from the
authorities that the heating fee will rise from the rate of RMB
Special topics (material construction 40.8 per m2 to the rate of RMB 200. Therefore, the fee
irregularities, soil pollution, etc.):

expenses of the project will rise considerably. The project's
company is in contact with the authorities to reduce the
aforementioned fee. At this stage the outcome is uncertain.
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8.6.3.2. Planning situation of the project:
Planning situation of the project as of December 31, 2011
The data reflect 100%; Kardan Land China’s share in the project – 50%
Present planning stage

Type of inventory

Total area

Total units

(sqm)

Comments)

[The residential units and part of the
Residential units

285,650

2,720

commercial space are intended for sale. The
rest of the commercial space is intended for
rental.

Commercial space

Unutilized building rights

40,398

(*)

-

-
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The final plans have not yet been approved
for this part.

8.6.3.3. Costs invested in the project
2011 (consolidated)
(EUR in millions)

(The data reflect 100%;
Kardan Land China’s share
in the project – 50%)

Cumulative
at end of

During During During During
Q4

2011

Cumulative Cumulative

Q3

Q2

at end of

at end of

2010

2009

Q1

Costs invested (data in EUR
millions):
Total cumulative land costs at
the end of period
Total

15

-

4

-

11

10

-

-

-

-

-

-

-

-

-

-

-

-

11

10

cumulative

development, taxes and fees

2

2

costs
Total cumulative construction
costs
Total cumulative financing
costs (capitalized)
Total cumulative costs

-

-

-

17

2

-
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4

8.6.4. Suzy Project Phases 4 and 5 – Highly material project in planning stages
8.6.4.1. Project presentation:
Data reflect 100% of the project;
Kardan Land China’s share – 50%

Details as of December 31, 2012

Project name:

Suzy phases 4-5

Project location:

Shenyang, Liaoning Province, China

Brief description of project:

Land

area:

Planned

96,253

built-up

residential

construction:

commercial:

sqm.

area
236,580

square

24,500

–
meter
sqm

Serious marketing of the project has not yet commenced
Corporation’s effective share in the
project:

50%

Structure of holdings in the project Kardan Land China holds 50% of the company, Rainfield
(description

of

holdings

through Development Limited, which owns the whole share capital of
the project company

subsidiaries and the like):
State names of the partners in the
project(in

situations

where

the

partners constitute a related party or
hold more than 25% of the rights in

The partner, Lucky Hope, holds the remaining 50% in the
project

the property):
Presentation method in the financial
statements:

Proportionately consolidated

Date of acquiring the land on which February 2008
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the project will be built:
Area of the land on which the project
will be built:
Planned end date of construction
work:
Start date of construction work:

96,253sqm

2016

Q3 2013

Details of legal rights in the land Usage rights for 40years in the commercial part; usage rights
(ownership, lease and the like):

for 50years in the residential part

Material agreements pertaining to
the project (combination deals/vacate None
and build/other):
Existence of material exposures in the None
project for the corporation:
Has the net realizable value been
estimated

during

the

reporting No

period?
Discussion regarding existence of
infrastructure in the immediate area None
of the project:
Special topics (material construction
irregularities, soil pollution, etc.):

None
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8.6.4.2. Planning situation of the project:
Planning situation of the project as of December 31, 2012
The data reflect 100%; Kardan Land China’s share in the project – 50%
Present planning stage

Type of inventory

Total area

Total units

(sqm)

Comments)

In relation to the number of units in the
236,580

Residential units

2,866

commercial part, this is only a general
estimate in light of the fact that the final
plans for this part have not yet been approved

Commercial space

25,400

(*) 521

-

-

Unutilized building rights

8.6.4.3. Costs invested in the project
2011 (consolidated)
(EUR in millions)

(The data reflect 100%;
Kardan Land China’s share
in the project – 50%)

Cumulative
at end of
2011

Cumulative Cumulative

During During During During
Q4

Q3

Q2

at end of

at end of

2010

2009

Q1

Costs invested (data in EUR
millions):
Total cumulative land costs at
the end of period
Total

26.84

-

22.44

0.32

-

4.18

3.76

1.61

0.09

0.54

0.12

0.85

-

-

cumulative

development, taxes and fees
costs
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2011 (consolidated)
(EUR in millions)

(The data reflect 100%;
Kardan Land China’s share
in the project – 50%)

Cumulative
at end of

During During During During
Q4

2011
Total cumulative construction
costs

Q2

0.02

0.18

-

-

-

28.80

0.11

23.16

costs (capitalized)
Total cumulative costs

Q3

0.35

Total cumulative financing

Cumulative Cumulative
at end of

at end of

2010

2009

Q1

0.02

0.46

0.14

-

-

-

-

-

0.99

4.18

3.76

8.6.5. City Dream Project Phases 3.2 to 5 – Very material project in planning stages
8.6.5.1. Project presentation:
Data reflect 100% of the project;
Kardan Land China’s share – 46%

Details as of December 31, 2012

Project name:

City Dream 3.2-5

Project location:

Changzhou, Jiangsu Province, China
Land

area:

Planned
Brief description of project:

79,389sqm.

built-up

residential
commercial:

construction:

area
207,362

–

square

25,400sqm

Serious marketing of the project has not yet commenced
Corporation’s effective share in the
project:

46%
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meter

Structure of holdings in the project Kardan Land China holds 50% of the company Green Power
(description

of

holdings

through Development Limited, which holds approximately 92% of the
share capital of the project company.

subsidiaries and the like):
State names of the partners in the
project(in

situations

where

the

partners constitute a related party or
hold more than 25% of the rights in

The partner, Lucky Hope, holds 46% in the project and
Zhongxin Group Ltd. holds 8%

the property):
Presentation method in the financial
statements
proportionately

(consolidated/
consolidated/equity

Proportionately consolidated

method:
Date of acquiring the land on which
the project will be built:
Area of the land on which the project
will be built:
Planned end date of construction
work:
Start date of construction work:

October 2008

79,389sqm

2017

Q1 2013

Details of legal rights in the land Usage rights for 40 years in the commercial part; usage rights
(ownership, lease and the like):

for 70years in the residential part

Material agreements pertaining to
the project (combination deals/vacate None
and build/other):
Existence of material exposures in the None
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project for the corporation:
Has the net realizable value been
estimated

during

the

reporting No

period?
Discussion regarding existence of
infrastructure in the immediate area None
of the project:
Special topics (material construction
irregularities, soil pollution, etc.):

None

8.6.5.2. Planning situation of the project:
Planning situation of the project as of December 31, 2012
The data reflect 100%; Kardan Land China’s share in the project – 46%
Present planning stage

Type of inventory

Total area

Total units

(sqm)

Comments)

*Regarding the number of units of the
Residential units

207,362

1,760

aforementioned commercial part with solely
general estimation in light of the fact that the
plans have not yet been approved.

Commercial space
Unutilized building rights

35,614

105(*)

-

-
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8.6.5.3. Costs invested in the project
2011 (consolidated)
(EUR in millions)

(The data reflect 100%;
Kardan Land China’s share
in the project – 46%)

Cumulative
at end of

During During During During
Q4

2011

Cumulative Cumulative

Q3

Q2

at end of

at end of

2010

2009

Q1

Costs invested (data in EUR
millions):
Total cumulative land costs at
the end of period
Total

26.27

-

5.32

0.28

-

21.17

15.97

0.70

0.10

0.03

0.07

0.50

-

-

0.17

-

0.05

-

0.12

-

-

-

-

-

-

-

-

27.14

0.10

5.40

0.62

21.17

15.97

cumulative

development, taxes and fees
costs
Total cumulative construction
costs
Total cumulative financing
costs (capitalized)
Total cumulative costs
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0.35

Additional information regarding the real estate development activity:

8.7. Customers
The Kardan Land China Group has numerous customers with whom it enters into engagements
for the sale of residential apartments.In most instances, customers are middle class. The average
price of an apartment in 2011 was RMB 443,000 (EUR _49_thousand). Moreover, most
customers buy just one apartment and there is thus no dependence whatsoever on any particular
customer. During 2011, the Company sold 1,883 apartments, primarily in three projects in three
different cities in China: City Dream in Changzhou, Suzy in Shenyang (and Olympic Garden in
Xi’an.
8.8. Suppliers
Kardan Land China operates as a real estate developer and performs the development processes in
stages, by means of main contractors and subcontractors in the spheres of planning, construction
and marketing. Kardan Land China selects the suppliers and contractors for each stage of the
project on the basis of price quotations that it obtains form a number of companies with
experience in each field, while engineers, who are engaged as employees of Kardan Land China
and/or the project companies that are the partners of Kardan Land China and of its local partners,
manage the project and supervise the work of the contractor companies. Kardan Land China has
no dependence on any particular supplier whatsoever and has no material suppliers.
8.9. Working Capital
8.9.1. Credit from suppliers
In most instances, Kardan Land China receives from its suppliers in the residential construction
sector credit of up to 60 days from the end of the month in which the work was performed or from
reaching a milestone (current month + 30-60 days).
8.9.2. Credit to customers
Kardan Land China receives full payment for the apartments upon their sale, even if construction
is still in process and even if construction has not even commenced. In any event, possession of
the apartment is only transferred after full payment for the apartment has been received therefor.
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In accordance with this policy, which is customary practice on the Chinese market, Kardan Land
does not provide credit to its customers. As a result of this situation, the balance of advances from
customers is material and is largely used to finance the project.
As of December 31, 2011, Kardan Land China’s working capital amounted in total to
EUR 147million.
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8.10. Order backlog
The order backlog i.e. the total of the sale transactions for projects under construction, which were
signed prior to December 31, 2011 and which have not yet been recognized as revenue in the
Statement of Comprehensive Income of Kardan Land China. Total order backlog value as of
December 31, 2011 was EUR 258.4 million (the Company's part – 46%-50%).
Below are details regarding Kardan Land China’s order backlog in the residential construction
sector as of December 31, 2011, analyzed by quarters:36
Expected revenue

Recognition of

recognition period

expected revenue
according to order
backlog
as of December 31,
2011

First quarter 2012

18.53

Second quarter 2012

13.46

Third quarter 2012

25.28

Fourth quarter 2012

17.76

Total 2012

75.03

Total 2013

164.56

Total 2014

18.82

The data with regard to the expected recognition of revenue from the order backlog is only
an estimate, which is based on past experience and planned timetables pursuant to the
various agreements. Changes in the core assumptions on which the aforesaid estimate was
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 demand for residential space,and/or
realization, in whole or in part, of the risk factors listed in section 8.22 of this part) could
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materially change Kardan Land China’s estimate with regard to the expected recognition of
revenue from the order backlog compared to the data presented above.

b. Description of investment property
8.11. General information about investment property activity in China
As stated above, Kardan Land China owns a single investment property in China, this being the
Galleria Chengdu shopping center, with a commercial space (net for letting) of approximately
35.8 thousand sqm, which, as of the date of the Report, is 50% held by Kardan Land China.
8.11.1. Investment property in China – The shopping centers market
The factor that stood out in the commercial real estate market in China in 2011 is the
commencement of the twelfth five-year plan, with growth in private consumption being a high
priority of the Chinese government’s policy. The measures taken by the Chinese government in
recent years to cool the residential real estate market has encouraged many investors to seek
investment opportunities in the commercial real estate market and this trend is expected to
continue. In the estimation of Kardan Land China’s management, a widespread trend of
urbanization, government initiatives to encourage private domestic consumption and the rapid
expansion of retail chains in China constitute positive growth factors in the commercial real estate
market in China. Simultaneously with the positive growth factors, a trend of increased
competition in this

area is expected both from local entrepreneurs and from international

companies that is liable to be manifested especially in greater competition of land for
development.
Kardan Land China's primary success factors in the commercial real estate sector – Constructing
projects in areas in demand of second and third tier cities, management capability in the Chinese
market based on local management with connections to Chinese government and business entities;
expertise in locating land for constructing projects; communication capability with local
construction companies and contractors; Western building and management standards, proven
ability of partial realization of the property.
For information regarding the investment property sector in China, see section 8.14 below.
8.11.2. Tenant mix
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Customers in the investment property sector are local and international companies that enter into
lease agreements for commercial space and stores of various sizes and for medium- and long-term
periods. In the large shopping centers sector, the Group acts to enter into lease agreements with
tenants who constitute a focus for drawing in a broad customer population.
The policy of companies operating in this sector is to contract, in as much as possible, with
established tenants for long terms. Kardan Land China’s tenants are for the main part Chinese and
international fashion brands (e.g., H&M, Adidas, Uniqlo, Bershka, Mango, Zara, Pull& Bear). In
addition, some of the tenants are food suppliers, mainly Chinese but also international, such as
Starbucks.As a rule, Kardan Land China's policy in the large commercial center sector is to enter
lease agreements with tenants which will constitute a focus for drawing in a broad customer
population such as large retail chains, international fashion chains, food centers and cinemas. This
sector is highly dependent on the buying power of the local population.

8.11.3. Policy on acquisition and realization of properties
Kardan Land China concentrates on project development and construction. It enters into
transactions for the acquisition of real estate and to date has not acquired properties that are
already under construction or already occupied.
Kardan Land China’s policy is to hold an investment property until its establishment, at the least,
and also thereafter, depending on market opportunities and the level of demand to consider selling
part or all of the rights in the property.
8.11.4. Unique tax implications
For details of taxation aspects, see section 8.17 below.
8.11.5. Economic parameters
For details of economic parameters concerning China, see section 8.3.2 above.
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8.11.6. Condensed results37
Presented below are the condensed results of investment property activity in China:

Parameter

For the year ended
31.12.2011

31.12.2010
EUR in millions

Total
operating
revenues (consolidated)

6.3

Revaluation gains/losses
(consolidated,
before
income tax)

16.3

Income
of
activity
sector
(consolidated,
before income tax and
financing,
deducting
marketing and direct
management
and
general costs).

18.6

0.6

33.3

31.2
Also
includes
revaluation profits and
not including profit
from realization of 50%
of the property.

Same property NOI for
the last two reporting
periods (consolidated)

3.2

Same property NOI for
the last two reporting
periods
(Company
share)

3.2

Total
(consolidated)

NOI

3

Total NOI (Company

3.

37

One commercial center that operated
only one month

Kardan Land’s sole investment property in China was opened toward the end of 2010. Consequently, data are not presented in this
section below with regard to investment properties in China for 2009.
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Parameter

For the year ended
31.12.2011

31.12.2010
EUR in millions

share)

In light of the fact that Kardan Land China has only a single investment property, the additional
numeric data (including the aggregate data required in relation to this activity) are provided, in order
to avoid duplication, within the framework of the details provided in section 8.12 below in relation to
the property itself, which is a highly material asset.

Specific Disclosure with Regard to a Highly Material Investment Property
8.12. Galleria Chengdu property38
8.12.1. General – Presentation of the property
Details as of December 31, 2011
Property name:

Galleria Chengdu shopping center

Start date of property’s operation:

24.11.2010

Location of property:

No.99 First Shenghe Road, Gaoxin District,
Chengdu, Sichuan Province, China

Division of space:

38

Net leasable area (sqm)

35,779

Number of stores

981

Holding structure in the property (description of the
holding through investee companies, including the
percentage holding therein and the percentages of their
holding in the property:

Kardan Land China holds 50% of GTC Chengdu
(HK) Real Estate Development Limited, which
is domiciled in Hong Kong and which holds
100% of Chengdu GTC Real Estate

Since the property was in operation for only five weeks in 2010, the part of the financial data that relate to that year are not presented.
In addition, most of the revenues for that year resulted from the business turnover of the businesses operating in the shopping center
and, since some some of these businesses enjoyed an initial operating period without charge, it would not be possible to present full
information of their business turnover. In light of the aforesaid, in relation to 2010, data have been presented in this section only for
relevant items and/or for items for which representative and uniform data can be provided.
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Development Limited, which is domiciled in
China and which holds the leasehold rights in the
property
Effective share of the corporation in the property (if On August 24, 2011, 50% of the property was
held by an investee company - the multiplication of the sold. Since September 2011, Kardan Land China
corporation’s share in the investee company by the has been consolidating 50% of the property.
investee company’s share in the property):
Start date of the property’s construction:

October 2007

Details of legal rights in the property (ownership, 40-year lease.
lease, etc.):
Significant unutilized building rights
Registration status of legal rights:

Land use right for commercial project of 40
years

Special matters (Material construction exceptions, land None
pollution, etc.):
Method of presentation in the financial statements Proportionately consolidated (50%)
(Consolidated/proportionately
consolidated/equity
method):
Details of sold property (50% of the property):
Date of sale

August 24, 2011

Sale value (for 50% of the property)

422.5 million Yuan (EUR 45.9 million)

The nominal value of the last valuation prior to the 992.5 million Chinese Yuan (EUR 110.4
sale and the date of the last aforementioned valuation million). The expiry date of the valuation (the
date to which the valuation relates) December
31, 2010
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8.12.2. Data
(Data reflect 100%; the Company’s share in
the property – from September 2011 – 50%)

2011

2010

Fair value at end of period (EUR in thousands)*

135,228

110,430

Revaluation gain or loss (EUR in thousands)

On the
date of the
acquiring
the
property
Construction
cost (EUR in
thousands)

78,350

33,322
16.273

Occupancy rate at the end of the year (%)

97%

87%

Average occupancy rate

81%

1.3

33,938

31,480

Activation rate as of December 31 (%)

97%

58%

Total revenues, not including management fees
(EUR in thousands)

5,940

350

Average rental per sqm (per month) (EUR)

18.1

Average rental per sqm in the contracts signed
during the period (EUR)^^

13.2

NOI (EUR in millions)

3.2

The
property
operated
only one
month
during this
year

Adjusted NOI (EUR in millions)

4.2

Leased areas (sqm)

Actual rate of return (%)
2.4%
Adjusted rate of return (%)
Number of tenants at the end of the reporting
year (#)
173

153

107

Date of
24.10.2007
acquiring the
land

Ratio of rentals to total revenues**
Exchange rate – EUR/RMB for calculating
revenue, rental fees and the NOI

12.5%

1.9

1.6

5

9.1

8.8065

1.8

7

**These data are to the best of the Company’s knowledge and are provided on the basis of information
received from the tenants or from other third parties, as the case may be. The Company is unable to
ensure that this information is in fact correct.
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8.12.3. Composition of revenues and costs
(Data reflect 100%; the Company’s Total 2011*
share in the property – 100%
through August 2011 and 50% since
September 2011)

Q4 2011

Revenues:

Q3 2011

Q2 2011

Q1 2011

(EUR in millions)

From rentals - fixed

4.30

1.39

1.10

0.97

0.85

From rentals - variable

1.34

0.45

0.37

0.38

0.15

From management fees

1.71

0.50

0.46

0.40

0.34

Others

0.29

0.16

0.05

0.06

0.01

Total revenues

7.64

2.50

1.97

1.81

1.36

Management, maintenance and
operating

4.40

1.75

0.82

0.86

0.98

Total costs:

3.24

0.75

1.15

0.95

0.38

Income:

3.124

0.75

1.15

0.95

0.38

NOI:

4.30

1.39

1.10

0.97

0.85

Costs:

** The property operated only one month of 2010, therefore no data is entered for this
year.
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8.12.4. Principal tenants in the property
Description of the lease
Percentage of
Is tenant
(Data reflect
Does the
the
responsible Sector to
100%; the
tenant
property’s
for 20% or which the
Company’s
constitute
revenues
tenant
share in the attributable an anchor more of the
property’s
belongs
property at to the tenant tenant?
revenues?
the date of
in 2011
the Report50%)
Tenant A

5%

Yes

No

Fashion

Original
lease period
and period
remaining
(years)

Extension
options
(years)*

Rentals
Details of
update or guarantees
linkage
(if any)
mechanism

15 years;

-

-

RMB
450,000

Note
material
dependence

_14__
remaining
Tenant B

4%

Yes

No

Fashion

15 years;
__14_
remaining

5 years

-

RMB
200,000

Tenant C

3%

Yes

No

Fashion

8 years;

-

An increase
of one
percent in
the
turnoverbased rental
in the first
year

RMB
600,000

-

An increase Rentals for
of half a
3 months
percent in
the
turnoverbased rental
every year

_7__
remaining

Tenant D

Tenant E

4%

3%

Yes

Yes

No

No

Culture and
entertainme
nt

Fashion

15 years;
_14__
remaining

5 years;

-

-

RMB
140,000

_4__
remaining

Expected revenues with respect to signed leases (assuming non-exercise of tenants’ option
periods)39:
Data at a rate of 100%; the For the year For the year For the year For the year
corporation’s share in the
ended
ended
ended
ended
property - 100%.
December
December
December
December
31, 2012
31, 2013
31, 2014
31, 2015

39

For the year
ended
December 31,
2016 and
thereafter

The estimate is in light of the valuation of the property. Data in this table with regard to the balance of the expected revenues constitute
forward-looking information, as defined in the Securities Law, based on agreements signed with tenants and on the actual payment of
the amounts due by these third parties, in accordance with said agreements. These assessments may not be realized, in whole or in part,
or may be realized other than expected, even materially so, as a result inter alia of the aforesaid amounts not actually being paid,
breach of the agreements, the revocation of the agreements, etc.
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EUR in millions (data reflect 100%; the corporation’s share as of the date of
h R
50%)
Fixed components

6.1

7

7.6

8.1

8.7

Variable components
(estimate)

3.2

4

4.3

4.6

4.9

Total

9.3

11

11.9

12.7

13.6

8.12.5. Specific financing
Details (Data reflect the Company’s share):*
Balances

in

statement
financial position

the 31.12.201 Presented

Loan A:
as

of 1 (EUR in short-term loans:

1.1

millions)
Presented as longterm loans:
31.12.201 Presented

as

0 (EUR in short-term loans:

13.2

1.36

millions)
Presented as longterm loans:

26.46

Fair value as of 31.12.2011 (EUR in thousands)
Date of taking original loan

3.08.2009

Size of original loan (EUR in millions)

25.15 (original currency - RMB; RMB/EUR
exchange rate on the date of taking the loan - 9.741)

Effective interest rate as of 31.12.2011 (%)

7.75%

Interest and principal repayment dates

Monthly interest payments; repayment of principal
in 18 payments, two annual payments (total of EUR
2-4 million per year) through 2019
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Main financial and other covenants

Ratio of debt balance to property value - 50%
maximum

Note whether in breach of main financial or other
covenants at the end of reporting year
Is the loan a non-recourse loan?

No

Yes

* During August 2009, , Kardan Land China entered into a loan agreement with the China
Construction Bank (CCB), pursuant to which Kardan Land China was granted a loan (nonrecourse) in an amount of RMB 245 million (EUR 25.1 million) for a period of ten years for
the property's construction. The loan which bears fixed interest at a rate of 5.94%,until half
a year after operating the property and afterwards at the interest rate determined by the
Central Chinese Bank regarding loans for periods over ten years (on December 2011, this
base interest was 7.05%) and with the addition of a margin of 10%.. As of December 31,
2011, the balance of the aforesaid loan of Kardan Land China amounts to EUR 14.3___
million (and immediately prior the date of this Report the balance amounts to EUR _14.3__
million exchange rate end of 2011) and is secured by a lien on part of Kardan Land China’s
real estate rights on the property – see below in section 8.12.6.

8.12.6. Liens and legal restrictions
Type

Details

Amount secured by the lien
As of 31.12.2011 (EUR in millions)

Liens

First ranking Mortgage on the property and land in

favor of the financing bank

The full amount of the loan is
secured by the lien

8.12.7. Details concerning the valuation
In 2011, the property was not valuated in light of the enacting of a substantial transaction of the
property a number of months before the end of the year with an unrelated party. As of December
2011, Kardan Land China performed an internal calculation whose result supported the transaction
price. Therefore, the property is presented in the financial statements as of December 31 at half of the
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value derived from the price of the transaction (half of EUR 135.2______million). Below are details
of the valuation as of December 31, 2010.
(Data reflect 100%; the corporation’s share 2011

2010

in the property – 100%)
The value determined (EUR in thousands)

110,430

Appraiser’s identity

CB Richard Ellis

Is the appraiser independent?

Yes

Is there an indemnification agreement?

Yes

Effective date of the valuation (the date to

31.12.2010

which the valuation relates)
The

valuation

model

Since the property is only at

(comparison/income/other cost)

the beginning of its activation,
and only operated for five
weeks in 2010, the valuation
was performed using three
different methods that are
described

below,

with

emphasis being given to the
method

that

makes

a

comparison with similar deals
that

have

taken

place

involving similar properties:
Direct Comparison - 50%
Direct Capitalization - 25%
Discounted Cash Flows - 25%

Principal parameters taken into account for the purpose of the valuation (to be provided on a specific basis
according to the valuation model):
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Proportion of the Gross
valuation

area

35,779 sqm

(GLA) (in sqm) taken

performed using into
the

leaseable

account

in

the

comparison calculation

approach
Selling price per sqm of
(Direct

GLA taken into account

Comparison

in

Approach)

(RMB)

the

RMB 17,000

calculation

Price range per sqm of
GLA

of

properties
account

RMB19,300-35,370

comparable
taken

into

in

the

calculation (RMB)
Number of comparable

4

properties (#) taken into
account

in

the

regarding

the

Property 1 - Jingdu Tower,

relevant

Jinjiang District, RMB 35,370

calculation
Details
principal
properties

taken

per m2s

into

account for the purpose
Property

of the comparison:

2

-

Zhengxi

International, Jinjiang District,
RMB 19,355 per m2s
Property 3 - an Kwai Fong,
Jinjiang District, RMB 19,755
per m2s
Property 4 - Dongfeng Trade
Square, Jinjiang District, RMB
19,573 per m2s
Sqis=
Net

rate

of

return

N/A
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reflected by the present
NOI of the property
(present NOI divided by
the value determined).
Proportion of the GLA (in sqm) taken
valuation

into

account

in

the

rate

in

35,779 sqm

performed using calculation
the

discounted

cash

flows

approach
(DCF Approach)

Occupancy

91% (weighted average)

year+1 (%)
Occupancy rate in the

Second year 95%; third year

following years, year+2

96%; fourth year 97%

and thereafter
Representative

N/A

occupancy rate for the
GLA for the purpose of
the valuation (%)
Average monthly rental

RMB 168

per sqm leased for the
purpose of the valuation
in year+1 (RMB)
Representative average

RMB 172

monthly rental per sqm
leased for the purpose of
the valuation in year+2
(RMB)
Representative average

RMB 179

monthly rental per sqm
leased for the purpose of
the valuation (RMB)
Representative

cash

RMB 55,800,000

flows/representative
NOI for the purpose of
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the valuation (EUR in
thousands).
Average
expenses

periodic
to

RMB 6,700,000

maintain

status quo

Rate of return for the
purpose

of

10%

the

valuation (%)
Time until theoretical

After 10 years

disposal
Coefficient/reversiona

6.5%

ry rate
Other

main

Rentals growth at a rate of

parameters

3.5% to 10%. Vacant period
(tenant changeover) of up to
one and an half months.

Other approach Main parameters

Average rental per sqm –
RMB 179

Direct
capitalization

Rate

approach

reversionary rate 8%
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of

return

9.5%;

c. Information about the Activity Sector as a Whole

8.13. Marketing and Distribution
In its activity in China, the Kardan Land China Group is assisted by marketing companies for the
purpose of marketing the projects. Marketing is based on branding of the project, establishing
sales sites and designing a marketing package, segmentation of the target market, direct marketing
to potential buyers, advertising on billboards in the area round the project and on public
transportation serving the project, putting on events at the launch of every stage of the project, etc.
It should be noted that the marketing of the residential projects in Xian, Shenyang and Changzhou
is being performed by companies related to Kardan Land China’s partner - Lucky Hope. The
decision to have the marketing performed through the local partner was taken solely on the basis
of professional considerations, and the Kardan Land China Group has no obligation to perform
the marketing solely through Lucky Hope. The project companies have no dependence on any
particular marketer.
The leasing of Kardan Land China’s first commercial project (Galleria Chengdu) is being
managed directly by Kardan Land China itself, while using international and local service
providers. Over the years, Kardan Land China established business relations with dozens of
international and local fashion chains that operate in China.
The selling and marketing expenses of the Kardan Land China Group in 2011, 2010 and 2009
amounted to EUR 4.3 million, EUR 4.3 million and EUR 1.9 million, respectively.

8.14. Competition
The real estate market in China is a very decentralized market in which hundreds of large real
estate companies operate. At their head are enormous local companies that specialize in
residential construction (such as Vanke, Gemdale, Soho and Forte); these are followed by Hong
Kong and Singapore companies (such as CapitalLand, CR Land and Swire) that are primarily
engaged in the commercial real estate sector and in the construction of luxury residential projects
in first and second tier cities.In addition, there are numerous local companies that are mainly
active in the provinces of China. As a consequence of the acceleration in the development of the
commercial real estate market in the first tier cities, many companies have expanded their activity
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to additional cities in the second and third tiers. As of the date of the Report, Kardan Land China
is unable to estimate its share of the real estate market in China.
In the residential real estate sector, Kardan Land China has been developing projects in second
tier cities since 2005 and possesses an organizational infrastructure and a network of contacts with
service providers and government agencies that assist it in expanding its activity in the cities and
provinces where it is active, as well as in new regions. In the commercial real estate sector,
Kardan Land China’s competitors at this stage are mainly local developers intending to develop
malls in second and third tier size cities.
The specific competition is different in the case of each project and depends on the other projects
built in in the immediate locality,

8.15. Human Capital
The head office of Kardan Land China, which is located in Beijing, has a staff of 32 employees as
of December 31, 2011 and _24_ employees as of December 31, 2010. The project management
companies in the Kardan Land China Group employed 309 employees as of December 31, 2011.
As of December 31, 2010, these companies employed 325 employees. The reduction in the size of
these companies’ work force is due to the adjustments required according to the scope and type of
activities of each one of the companies.
Generally, both the senior and junior employees of Kardan Land China are employed under
personal employment agreements that govern their salary and employment terms.
In October 2010 and June 2011, Kardan Land China granted options, which are exercisable into
2.94% and 5%, respectively, of the issued share capital of Kardan Land China (on a fully diluted
basis). The exercise price of the options granted on October 2010 will be determined according to
Kardan Land China’s shareholders' investment costs in Kardan Land China with the addition of
interest at LIBOR or Eurobor (depending on the investment currency) + 3% from the date of each
of the investments in the company. The exercise price of the options granted on June 2011 will be
determined according to Kardan Land China's shareholders' investment costs in Kardan Land
China at the date of realization. The options have a life span of seven years from the date of their
grant. The vesting period of the options ranges from immediate vesting in some instances through
to vesting in stages – starting from the third year through to the fifth year from the grant date.
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The total expense recorded in the financial statements of Kardan Land China with respect to the
aforesaid options amounted to EUR 3.5 million in 2010 and and EUR 5 million in 2011. For
further details see Note 19(2) of Financial Statements.
The activities of Kardan Land China are managed by a small, skilled managerial staff experienced
in the Chinese real estate market and synergetic fields, such as: finance, marketing and planning.

8.16. Financing
8.16.1. General
Kardan Land China finances its activity from equity capital, bank credit, shareholders’ loans and
receipts from apartment buyers. Bank credit in the investment property sector is usually granted
against a lien on the property for which the loan is required, while bank credit in the development
property sector is granted as part of the ongoing banking assistance framework of the entity that is
financing the project.
Presented below are aggregate data in relation to credit in the real estate sector in Asia (Kardan
Land China – consolidated) as of December 31, 2011:
As of December 31, 2011 (EUR in
millions)
0

Balance of unutilized credit

19.1

Balance of secured debt

0

Balance of unsecured debt

23.6

Balance of shareholders’ loans

Average interest rate
Long-

Short-

term

term

Effective interest rate
Average

%

%

%

7.54%

6.58%

7.39%

Long-

Short-

term

term
%

Average

%

%

Bank sources
RMB
U.S.$

-

-

-

-

-

-

EUR

-

-

-

-

-

-

Non-bank sources
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A loan from the
parent

4.3%

company

exists (cancelled in
the

consolidated

report)

8.16.2. Guarantees
As of December 31, 2011, the project companies of Kardan Land China had provided guarantees
amounting to EUR 64 million; (Kardan Land China's part in favor of the banks that provided
mortgages to house buyers in the projects constructed by the projects' companies as accepted in
China). .
When receiving a mortgage for purchase of an apartment in a residential project, the launching
company provides a guarantee to secure the purchaser's obligation to the financing bank until the
date of the delivery of the apartment to the purchaser (or then – the aforementioned guarantee is
cancelled). It is to be noted in this connection that banks in China do not grant mortgages at a rate
higher than 70% of the apartment's value (in the event of a first apartment and even lower if a
second apartment is purchased), i.e. at least 30% of the apartments price is from the purchaser's
equity.
For further details regarding guarantees and liens, see Note 29 to the financial statements.
8.16.3. Main Financial Covenants
As of December 31, 2011 and immediately prior to the date of this Report, the companies of the
Kardan Land Group were in compliance with the undertakings relating to the financial ratios in
regard to the projects (based on their financial statements as of December 31, 2011).
8.17. Taxation
For details regarding taxation in China and Hong Kong, see section 38 of this part. For further
details about taxation aspects, see Note 44 to the financial statements.

8.18. Environmental risks and management thereof
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The companies of the Kardan Land China Group that operate in the real estate sector in Asia are
required (inter alia, in the context of permits for project construction) to comply with various
environmental provisions with regard to environmental protection, such as noise, pollution, soil
impact, etc. which are normally governed by the urban building plan and/or construction permits
and/or other local legislation. The cost associated with implementation of these requirements is
not material for companies operating in the activity sector and, as of the date of this Report, they
are in compliance with such requirements. In addition, during the due diligence that accompanies
the acquisition of new land plots, Kardan Land China conducts preliminary tests to examine
compliance with the aforesaid environmental terms in order to reach a final decision regarding the
acquisition of the land.

8.19. Restrictions and supervision
The activity of the Kardan Land China Group in China is subject to the laws and regulations of
the regions in which it operates. The laws and restrictions are in the spheres of planning and
construction laws (viz., inter alia, with regard to the urban building plan and permitted uses), real
estate laws, municipal supervision (inter alia, with regard to obtaining the construction permit and
occupancy) and laws relating to environmental protection.

8.20. Material Agreements
Presented below is a condensed description of the main points of the material agreements, that are
outside the normal course of business, to which the companies in the Kardan Land China Group
are a party:
8.20.1. Engagements with Lucky Hope
In December 2005, Kardan Land China entered into an acquisition agreement, a joint-venture
agreement, a shareholders’ agreement and a loan agreement with a Group company from Hong
Kong, Lucky Hope (“Lucky Hope”), in connection with the first venture that was built by the
companies jointly in the city of Shenyang (“the First Agreement”): the QiliXiangdi project.
Pursuant to the First Agreement, the parties are equal partners (each party having a 50% interest)
in a joint venture for the construction and development of a residential and commercial real estate
project in the suburbs of the city of Shenyang. The First Agreement sets forth the arrangements

187

between the parties in connection with the joint management of the project by them: the
arrangements regarding the joint management of the company (including the right to hold the
company seal), the identity of the auditors of the company, the arrangements regarding dividend
distributions, the appointment of the chairman of the board of directors and a legal representative
for the company, etc. Among other matters, the agreement provides that the board of directors of
the project company will consist of six directors, half of whom will be appointed by Kardan Land
China and half by Lucky Hope.
The terms set forth in the First agreement applied to all the other projects that Kardan Land China
performed throughout China together with Lucky Hope, and also to all the real estate that it
acquired for the development of additional projects together with Lucky Hope. Through to the
date of the Report, 5 joint ventures had been established, within the framework of which 5 real
estate projects, which are at various stages, are being managed in three cities in China. The
additional projects held with Lucky Hopeare: City Dream, Palm Garden Olympic Garden and
Suzy. It should be clarified that Kardan Land China has projects in China that it does not perform
jointly with Lucky Hope. It was agreed that the board of directors of each project company will
consist of six directors, half of whom will be appointed by Kardan Land China and half by Lucky
Hope. Most of the project companies are held in equal shares by the parties (each holding 50%)40.
The arrangements include equal voting rights on the board of directors, which, as stated, consist of
an equal number of representatives of each shareholder. The chairman, who is appointed by
Kardan Land China and holds the company seal, does not have an extra or a deciding vote at the
board of directors.
It should be noted that the legal structure of the arrangements with Lucky Hope depend on the
type of company established for each venture, in accordance with Chinese and Hong Kong law, as
the case may be (some of the arrangements are set forth in the articles of association of the
companies and some are set forth in agreements between the shareholders that constitute the deeds
of incorporation of the company pursuant to the relevant local law). In some instances, an
additional joint venture agreement dealing with the consent of the shareholders is signed within
the framework of the deeds of incorporation. Consequently, Kardan Land China consolidates the
project held with Lucky Hope according to the proportionate consolidation method.

40

Kardan Land holds a 46% share in the City Dream project.
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Consequently, and in light of the fact that Kardan Land China also has a 50% holding in the
Galleria Chengdu project, GTC Holding consolidates the results of Kardan Land China according
to the proportionate consolidation method.
8.20.2. Sale of land in Hangzhou
On January 21, 2011, Kardan Land China entered into an agreement for the sale of its holdings in
a project in the city of Hangzhou for a consideration of RMB 269 million (EUR 29 million). The
transaction was closed in April 2011 and Kardan Land recognized a gain of EUR 6.5 million with
respect thereto in its financial statements for the second quarter of 2011. The project was at the
planning stage, hence the transaction reflected a sale of land.

8.20.3. Sale of 50% of Galleria Chengdu
On June 9, 2011, an agreement was signed pursuant to which Kardan Land China would sell 50%
of its holdings in the company that indirectly owns the Galleria Chengdu shopping center to the
MGPA private equity fund (“the Buyer”), which is a private fund engaged in investments in the
real estate sector and focusing on investments in Europe and Asia. On August 24, 2011, the
transaction was closed. The transaction reflected a value of EUR 118 million for Galleria
Chengdu. Kardan Land China continues to hold 50% of Galleria Chengdu, exercising joint control
with the Buyer, and also continues to operate and manage the shopping center. As a result of the
sale, Kardan Land recognized a gain of EUR 17 million with respect thereto in its financial
statements for the third quarter of 2011, in addition to gains of EUR 27 million that had been
recognized through to the date of sale with respect to revaluations in 2011.

8.20.4. Cancelled memorandum of understanding with regard to an allotment of shares
On December 27, 2011, Kardan Land China signed a memorandum of understanding with an
investor (“the Investor”), pursuant to which the Investor would be allotted shares that would
constitute (following the allotment) 10% of the issued share capital of Kardan Land China, in
return for an investment in the share capital in an amount of RMB 333.33 million (EUR
41million according to the EUR exchange rate at the end of the year), reflecting a value of
RMB 3.3 billion (EUR 407 million) for Kardan Land China, after the money according to the rate
at the end of the year.
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In January 2012, Kardan Land China and the Investor decided to terminate the process.

8.21. Legal Proceedings
For details regarding material legal proceedings, see Note 29C to the financial statements.

8.22. Goals, Strategy and Development Forecast
Kardan Land China has identified the Chinese market as an emerging market with significant
growth potential due, inter alia, to the rapid urbanization that is taking place in China and the
growth in the middle class. The business strategy is primarily based on the following factors:
-

Activity in Chinese cities in the second and third tiers, rather than in cities in the first tier,
since the potential for economic growth and real estate appreciation in these regions is
significantly greater than the average growth rate for China as a whole, and focusing on the
ever-expanding ranks of the middle class.

-

Operating in partnership with local entities in the residential sector combines the global
experience and resources of the Kardan Group in the real estate sector with the partners’
extensive knowledge of the local market.

-

Focusing in the future on shopping center investment property projects, such as Galleria
Chengdu, or on mixed use projects that combine an investment property element with
residential real estate (mixed use), such as the Dalian project.

-

Operating in accordance with the policy and trends dictated by the Chinese government, while
paying heed to the effects of government policy and its impact on the real estate market.

-

Establishing and nurturing local senior management by integrating international and Chinese
professionals.

Kardan Land China’s strategic objective for the next five years is to construct and operate ten
shopping centers.The development of the residential real estate sector is expected to be principally
based on projects that have a substantial element of commercial real estate.
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The estimates referred to above regarding the forecast developments constitute forwardlooking information, as defined in the Securities Law, based on the relevant macro-economic
data for each of the regions in which the Company operates, management experience and
the state of the local and global market, as well as management estimates. The aforesaid
estimates may not materialize, in whole or in part, or may materialize differently, even
materially differently than expected, inter alia, due to a lack of success in completing the
processes for land zoning changes, in both the investment properties sector and also in the
residential construction sector, and also due to the direct and/or indirect implications of the
global and Chinese economic crisis, changes in market conditions and changes in demand
for office, commercial and residential space, regulatory changes and/or realization, in whole
or in part, of the risk factors listed in section 8.23 of this part.
8.23. Discussion of Risk Factors
The following factors could have an effect on the business results of the Company in its activity
sector:
Macro Risks
8.23.1. Crisis in the global economy - In 2008, there was a significant worsening in the
global financial markets, which continued in 2009, causing a real worldwide
economic crisis. In 2011, there was a renewal of the global economic crisis, which
was focused primarily on Europe and the United States. As of the date of the Report,
it is unclear whether the direct economic implications of the aforesaid crisis have
been exhausted and its impact on the Chinese economy.was limited. A continuation
of the crisis and/or an additional crisis in the world economy and/or in the Chinese
economy could impact on Kardan Land China, inter alia, by reducing demand of
real estate in China, drop in real estate prices and rental fees, change in government
policy in the real estate sector, restricting sources of financing, damaging the
financial strength of buyers, tenants and subcontractors.
8.23.2. Investment in developing markets – Kardan Land China operates in the
developing Chinese market and is therefore exposed to the risks derived from
activities in this country, including political, economic and military risks.
8.23.3. Chinese government involvement – Kardan Land China is exposed to the Chinese
market in which the government has large-scale involvement in the economy in
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general and in the real estate segment in particular. This material exposure includes,
inter alia, the risks of legislative changes and changes in the regulations that govern
activity in the real estate segment, including those resulting from changes already
made to the rules. For example: encouraging investment in particular areas in
China, regulations governing the activities of foreign companies etc. Moreover, the
activity necessitates dealing with substantial bureaucracy and it is necessary to
obtain numerous authorizations in the course of business activity. Business activity
in China is substantially impacted by government policy both in the monetary area
and the regulatory area, Change of policy whose objective is to cool the residential
real estate market or the commercial real estate market, generally in China or in the
areas where Kardan Land China operates, is liable to negatively impact the
Company's ability to initiate new projects and the results of existing projects. The
Chinese government, through its policies, intentionally impacts the real estate
market. The principal means for this are determining the cost of mortgages and their
availability, limitations of the number of apartments for purchase in cities or specific
areas and regulating the scope and type of lands that flow to the market for
investment.
8.23.4. Changes in interest rates -. Due to government ownership of banks in China, in
addition to economic parameters, the availability of financing is also impacted by
government policies. One of the instruments of the Chinese government to impact
the real estate market is restricting bank financing for real estate projects. A result of
this policy may be toughening conditions for financing including requirements of
equity, the scope of required securities and financing costs, Changes for the worse in
this area are liable to expose Kardan Land China to material difficulties in
constructing and completing projects. This is true especially in regard to commercial
real estate which is more substantially dependent on bank financing that Kardan
Land China's residential projects.
8.23.5. Changes in the exchange rates of Chinese currency – Kardan Land China itself
does not have substantial exposure since most of the properties and loans are in local
currency. At the same time, Kardan NV has accounting exposure, since Kardan
NV's currency use in its financial statements is the EUR. Moreover, in the event of
capital raising or future debt in foreign currency there is liable to be a currency
exposure.
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Changes in interest rates – Material changes in interest rates of the Chinese market are liable to
impact Kardan Land China's future capital raising and thereby Company results.

8.23.6. Segment Risks
8.23.7. Exposure to fluctuations in supply and demand in the real estate market –
Kardan Land China is exposed to fluctuations and changes in supply and demand in
the Chinese real estate market, which could have a material adverse effect on the
occupancy rates of investment properties, on the level of rentals, and on
opportunities to dispose of the properties. Likewise, demand for commercial space
could contract as a result of an increase in the supply of space and as a result of
ever-growing competition for “quality” tenants (international trading companies and
chains having financial strength). In addition, changes in demand due to slower
growth of households, change in interest rates, change in bank mortgage terms,
expectation of changes in apartment prices and expectations of the yield on
apartment prices could all have a material adverse effect on the level of demand and
the prices for residential apartments. In light of the aforesaid, the exposures
described above could have an adverse effect on Kardan Land China’s results. The
effect could be expressed either directly on Kardan Land China’s operating revenues
and expenses or indirectly through the revaluations of the investment properties that
it owns. Likewise, a downturn in the rate of residential apartment sales could
adversely affect Kardan Land’ China s financing resources due to a decrease in the
scope of advances received from customers.
8.23.8. Greater competition in the real estate segment - The entry of additional investors
and real estate companies into the activity sector, both local and foreign could have
an effect on the level of competition in the real estate segment in the regions where
Kardan Land China operates and, consequently, also on its results.
8.23.9. Environmental protection - Activity in the sector is subject to regulations,
restrictions and conditions relating to environmental protection. Kardan Land China
is also examining the real estate that it acquires from an environmental protection
viewpoint, but such an examination does not ensure the exhaustion of all the
possible risks in this sphere, such as instances where a change occurs in the
applicable regulations and laws. This could make the Company liable for
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unexpected expenses, as well as also limiting its ability to develop some of the
properties, or to even lose this ability altogether.
8.23.10. Financial stability of tenants - The value of the investment property held by
Kardan Land China is dependent on the financial stability of its tenants. Should a
significant number of tenants be unable to meet their obligations or should Kardan
Land China be unable to collect the rent from the tenants, Kardan Land China’s
financial results and irs cash flows could be adversely affected. In the event of a
payment default by tenants, Kardan Land China could experience delays in
enforcing its rights as a landlord and might also incur substantial expenses in
protecting its investment.
8.23.11. Effect of the fair value of the properties of Kardan Land China on the financial
statements - In the financial statements, the investments in real estate are initially
presented at cost, including transaction costs; subsequently, once the project reaches
the development stage and a more advanced letting stage, and meets the criteria to
be classified as investment property, these investments are presented at their fair
value. The fair value is determined by an independent appraiser using generally
accepted valuation methods (e.g., future cash flows and generally accepted cap rates
for properties of the relevant class, real estate transactions conducted adjacent to the
valuation date and that possess similar characteristics and circumstances). The fair
value is based on an independent valuation, although said valuation is subject to
judgment, estimates and assumptions, and is not unequivocal since it is based on
market conditions, including forward-looking information as assessed at the time of
preparing the financial statements.
8.23.12. Commitments with regard to properties under construction or planned for
construction - Commitments with regard to properties under construction or
planned for construction are subject to risks, such as: contractor’s default;
unforeseen construction delays or other delays; cost overruns against the forecast for
the project or for several projects; tenants inability to make rent payments pursuant
to lease agreements; a decline in rental rates and/or in the prices of residential real
estate. Moreover, in light of the fact that the Group Companies guarantee the
security of the purchasers' obligations in favor of the financing banks until the
completion of the project and the delivery of the apartment, a limited risk exists that
in the future, companies of the Kardan Land China Group will be required to realize
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the aforementioned securities (as a result of purchasers' breach of obligations). Each
of the aforesaid risks could have a negative effect on the financial position of
Kardan Land China and on its results.
8.23.13. Regulatory changes - Changes in legislative requirements, and the enactment of
additional requirements could have a material adverse effect on activity in the sector
and could expose Kardan Land China to unexpected expenses and could even result
in having to extend project completion schedules.
8.23.14. Material changes in construction cost and in the prices of construction inputs Material changes in construction cost and in the prices of construction inputs could
affect the cost of residential project construction and revenues from the sale of
apartments, and could consequently affect Kardan Land China’s results.In addition,
deterioration in the financial strength of subcontractors (construction contractors)
who are the main suppliers of Kardan Land China could harm the results, primarily
due to the additional cost associated with replacing a construction contractor prior to
completing construction of the project.

8.23.15. Land availability – The launch of new projects depends, inter alia, on finding
potential land plots, on their price and on the applicable government and regulatory
policies.
8.23.16. Administrative delays vis-à-vis authorities - Delays in the provision of
construction permits and occupancy approvals, due to protracted proceedings with
authorities with regard to the projects of the companies operating in the sector could
harm business results.
8.23.17. Failure to comply with financial covenants and obligations arising from
financing agreements for residential projects - in conjunction with project
financing agreements for projects, the banking institution assisting the project is
granted supervisory and control powers with regard to meeting schedules and other
objectives with regard to the project, as well as the authority to intervene with
ongoing project management should the project fail to comply with the specified
business plans. In case of failure to comply with the provisions of the assistance
agreement, the banking institution may demand immediate repayment of the loan
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and may utilize the collateral given to it in conjunction with the financing
agreement. Use of these powers by the banking institutions with which the
companies operating in the sector are and/or will be affiliated could harm their
financial results and their ability to meet their obligations.
8.23.18. Construction defects - Should material construction defects be discovered in the
projects, this could negatively impact Kardan Land China’s profitability.
8.23.19. Dependence on interpretation and application of tax laws - The calculation of the
tax liabilities of Kardan Land involves their interpretation and application of various
tax laws, both within and outside China. Kardan Land has calculated its tax
liabilities on the basis of its understanding of the application of said laws. However,
the tax authorities could interpret or apply the relevant laws and treaties in a way
that would lead to additional tax liabilities.
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8.23.20. The table below lists the aforementioned risk factors, classified by the extent of the
risk factor’s effect on the activity sector:
Extent of the Risk Factor’s Effect on the
Activity Sector
Risk Factors
Major

Moderate

Minor

Effect

Effect

Effect

Macro Risks
Crisis in the global economy

X

Investments in developing markets

X

Involvement of the Chinese government

X

Availability and cost of financing sources

X

Changes in the exchange rates of Chinese currency

X

Changes in interest rates

X

Segment Risks
Exposure to fluctuations in supply and demand in

X

the real estate market
Greater competition in the real estate segment

X

Environmental protection

X

Financial stability of tenants

X

Effect of the fair value of the properties of Kardan

X

Land China on the financial statements
Commitments with regard to properties under

X

construction or planned for construction
Regulatory changes

X

Material changes in construction cost and in the

X

prices of construction inputs
Land availability

X

Administrative delays vis-a-vis authorities

X

Failure to comply with financial covenants and
obligations arising from financing agreements for
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X

Extent of the Risk Factor’s Effect on the
Activity Sector
Risk Factors
Major

Moderate

Minor

Effect

Effect

Effect

residential projects
Construction defects

X

Dependence on interpretation and application of
tax laws
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X

9.
9.1.

Description of the Financial Services Segment - the Banking and Retail Credit Segment
General
Kardan NV operates in the financial services segment - banking, retail credit, leasing (financial
and operating) and mortgages (“the banking and retail credit segment”)1 through KFS Group.
KFS is a private company incorporated in the Netherlands, which is engaged in the provision of
financial services through TBIF, a holding company that operates in the banking and retail credit
segment in Central and Eastern Europe and in the countries of the former Soviet Union. As of the
report date, Kardan NV holds 100% of KFS' issued share capital2, and KFS holds 100% of TBIF's
issued share capital3.
Through November 28, 2010, KFS also operated in the insurance and pension segment through
TBIH, a Dutch holding company that operates in this segment 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%) to Vienna
Insurance Group, an Austrian insurance company active in Central and Eastern Europe
(hereinafter: "VIG”), which held, immediately prior to the completion of the aforesaid
transaction, 60% of the share capital of TBIH. In addition, KFS received from VIG a CALL
option to acquire 93% of Doverie Pension Fund AD (hereinafter: “Doverie”), which is a pension
fund in Bulgaria owned by TBIH. For more information on the aforementioned option agreement,
see section 9.14.5 below. Following the aforesaid sale, Kardan NV no longer operates in the
financial services – insurance and pension segment and this activity is therefore not described in
this report.
As of the report date, KFS only owns TBIF, through which it operates in the banking and retail
credit segment as follows:
In Bulgaria and Romania, TBIF operated in 2011 through wholly-owned subsidiaries primarily
focused on retail credit and leasing operations. In July 2011, TBIF acquired TBI Bank EAD
(hereinafter: "TBI Bank")4, a bank which operates in Bulgaria. For further information regarding
the acquisition of TBI Bank, see Section 9.14.3 below.
TBIF operated in Russia during 2011 in the banking and retail credit segment through its holdings
in Sovcom Bank. In June 2011, TBIF contracted the sale of its entire holding stake in Sovcom

1

2

3

4

Until August 2011, TBIF was also engaged in property management in Bulgaria. In the fourth quarter of 2010, TBIF
contracted the sale of the aforementioned property management operations to VIG - and the sale closed in August
2011. The property management activity was immaterial in 2011, and is therefore not described in this report.
In March 2009, Kardan NV and Bank Discount entered into an agreement whereby Kardan NV was to acquire all of
Bank Discount's holdings in KFS shares, constituting 11% of the KFS share capital, in consideration for USD 38.5
million, of which EURO 30 million was paid at the time of the signing of the agreement, and EURO 8.5 million
(without interest) was to be paid upon completion of a seven-year period from the transaction consummation date. At
that time, the deal reflected a value of EURO 350 million for KFS. In addition, Bank Discount was granted an option
to purchase shares amounting to 5% of the KFS share capital for a six-year period starting from the time of the
signing of the agreement. The price of exercising said option will be derived from a value of approximately EURO
386 million for KFS plus 5% annually, which will accrue commencing with the third year after the signing of the
agreement (subject to adjustments stipulated in the agreement). For further details, see Note 23(1) of the Kardan NV
financial statements dated December 31, 2011.
As of December 31, 2011, a management company wholly-owned by a manager at TBIF (hereinafter: “the Manager
Company”) held 7.8% of the issued share capital of TBIF. In January 2011 an agreement was signed between the
Manager Company and KFS, under which KFS acquired the shares held by the Manager Company. For further
information see Section 9.9.5.1 below.
TBI Bank’s previous name was NLB Bank Sofia AD. The bank’s name was changed to its present name in
November 2011.
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Bank, which should close by November 2012, subject to fulfillment of suspending conditions. For
information about the agreement to sell TBIF's holding stake in Sovcom Bank, see section 9.14.1
below.
TBIF operated in Ukraine during 2011 in the leasing segment under the brand name Avis. The
sale of the rest of the operations in Ukraine in the banking and leasing segment, which operated
under the brand name VAB including through VAB Bank, was completed during the first quarter
of 2011, as detailed in Section 9.14.4 below.
For details regarding dividend distributed by KFS Group, see details according to regulation 13 of
Part D of this report
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9.1.1.

Presented below is the structure of the principal holdings of KFS in subsidiaries and related
companies as of the report date5:

KARDAN FINANCIAL SERVICES B.V.
100%

TBIF FINANCIAL
SERVICES B.V.

Romania

Ukraine

Russia
50%

Bulgaria

100
100%

Sovcom
Bank*

TBI
Leasing
SA

100%
TBI
Credit SA

66%

100

TBI
Bank**

TBI
Leasing
AD

Avis
Ukraine
100%

TBI Credit
EAD

50%
Hypocredit
AD

*
For information about the agreement to sell TBIF's holdings in Sovcom Bank, see section
8.14.1 below.
**
For further information regarding the acquisition of TBI Bank, see Section 8.14.3 below.
9.2.

Banking and Retail Credit Operating Segment

9.2.1.

Structure of the operating segment and changes that have occurred therein

9.2.1.1.

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 (financial and operating) and mortgages (the volume of which is immaterial to TBIF).
Banking - as of the report date, TBIF operates in the banking segment through Sovcom Bank, a
regional bank in Russia, and through TBI Bank in Bulgaria. The banking operations in Russia are
primarily retail credit operations (typically providing small-scale loans). In 2010, part of TBIF's
holding stake in Sovcom Bank was sold, and on June 15, 2011, TBIF contracted an agreement to
sell its remaining holdings (50%) in Sovcom Bank. For further details, see section 9.14.1 below.

5

This chart does not include immaterial subsidiaries held by KFS.
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On July 28, 2011, TBIF acquired TBI Bank. The aforesaid bank acquisition is in keeping with the
strategy of KFS, which is, inter alia, to strengthen the existing investments in Bulgaria and Romania
while executing new synergetic investments in these countries. According to the assessment of the
KFS management, acquiring the TBI Bank will provide TBIF with access to more diverse financing
resources due to the Bank’s ability to bring-in deposits from the public and will lead to the
strengthening of the retail credit activity in Bulgaria and Romania, primarily through organic
growth. For further information regarding the acquisition of TBI Bank, see Section 9.14.3 below.
During the last quarter of 2011, TBIF began examining and executing various steps intended to
fully utilize the synergy between the existing activity in the retail credit and leasing segment in
Bulgaria and the new banking activity in Bulgaria through TBI Bank. These moves should expand
and intensify in 2012, with the synergy reflected in different areas, including provision of part of
the retail credit and leasing loans through TBI Bank, and opening of joint branches including
deposit operations, which prior to the acquisition of TBI Bank did not take place in Bulgaria,
because TBIF had operated through companies not licensed to receive bank deposits.
Assessment by KFS Group management with regard to advantages of the TBI Bank
acquisition, including its contribution to reinforcing retail credit operations in Bulgaria,
constitutes forward-looking information, as defined in the Securities Act, which may not
materialize, in whole or in part, or may materialize differently - even materially differently than expected, including due to direct and/or indirect implications of the global economic
crisis and/or materialization of some or all of the risk factors listed in section 9.19 below.
In 2010, TBIF operated in the banking segment in Ukraine through VAB Bank, a regional bank in
Ukraine which provided standard banking services to individual and business clients. In the first
quarter of 2011, TBIF completed the sale of its entire holding stake in VAB Bank. For further
details, see section 9.14.4 below.
Retail Credit - Within the framework of the retail credit activity, TBIF extends loans at low
volumes and for short periods to individuals. The credit is provided both as credit for general
purposes and as specific credit for purchasing durable products such as electric goods and furniture.
Retail credit operations (which are not part of the banking operations) are conducted in Romania
and Bulgaria by TBIF subsidiaries under the Credit TBI brand. As mentioned above, these
operations are expected to undergo operational integration under the TBI Bank platform, i.e. the
retail credit and leasing products will eventually be offered under the united brand name TBI, and
the management and operation of these operations will be executed under the united bank
headquarters as part of TBIF's banking operations. The retail credit activity in Russia is part of the
banking activity that is carried out through Sovcom Bank.
Leasing (financial and operating) - Within the framework of the financial leasing activity, TBIF
extends loans for the purchase of vehicles and equipment. The financial leasing activity in Romania
and Bulgaria is carried out through TBIF subsidiaries under the brand name TBI Leasing.
As
mentioned above, these operations are expected to undergo operational integration under the TBI
Bank platform. The leasing activity in Russia is part of the banking activity and is carried out
through subsidiaries that are owned by Sovcom Bank. In Ukraine, these operations were carried out
in 2010 through VAB Leasing (a TBIF subsidiary); for details of sale of TBIF's holding stake in
VAB Leasing in February 2011, see section 8.14.4 below.
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Within the framework of the operating leasing activity, TBIF is also active in providing leasing
services and supplying cars in Ukraine. The activity in this segment in Ukraine is carried out
through VIP Rent Foreign Enterprise (“VIP”) under the brand name of AVIS6.
9.2.1.2.

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 until the emerging of the
global economic crisis in 2008. 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, which intensified during 2011 in light of the situation
of the European Union, these trends no longer characterized the period since then 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 current European financial crisis as well.
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 the developed
markets. The aforesaid effects of the global recession 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.
KFS Group management’s assessments with regard to the potential of the markets in the
countries KFS is active in, utilizing the growth processes in these markets, the future
penetration rates of the financing products, is 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 the realization of all or part of the risk factors detailed in Section
9.19 below.

9.2.1.3.

Presented below is an overview of the trends and effects of the economic crisis in the countries
in which TBIF operates as at the date of the report:
(a) Bulgaria - In 2011, the Bulgarian economy resumed growth, at 2%, following 5% negative
growth in 2010. The IMF believes that Bulgaria has growth potential which does not
materialize due to impact of the pan-European crisis, and that slow growth in 2011 was, inter
alia, related to this crisis. According to IMF forecasts, Bulgaria's economy is expected to
grow by 1.3% in 2012. The IMF believes that the Bulgarian banking system is well
regulated and ready to face the current European crisis, in view of high capital adequacy
ratios7.

6
7

TBIF operates (indirectly) in the operating leasing segment in Romania and Bulgaria as well, to an immaterial extent.
Source: Statement by the WB, EC and IMF on the Review of Bulgaria’s Economic Program, February 2012 and
CIA, world fact book dated February 2012.
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(b) Romania - In 2011, the Romanian economy resumed growth, at 2.5%, following 7%
negative growth in 2010. Inflation was lower at 6%. According to IMF forecasts, GDP
growth in 2012 should range between 1.5%-2%. Despite tensions on international markets
and lower credit portfolio quality, Romania's banking sector remains robust. The IMF had
provided to Romania assistance in 2009, to support economic growth and financial stability.
According to IMF reports, Romania is in compliance with program conditions and has taken
significant measures to implement it8.
(c) Russia - The growth trend of the Russian economy, which began in the second quarter of
2009 and stood at 4% in 2011 in comparison with growth of 3.7% in 2010, continued in
2011. The growth in Russia in recent years which is influenced, inter alia, by the high oil
prices, is expressed in a decrease of unemployment rates similarly to periods immediately
prior to the economic crisis, and is 7%. The Russian exposure to the current European crisis
exists, and the International Monetary Fund therefore expects a slowdown in growth in 2012,
to a level of 3.7%9.
(d) Ukraine - In 2011, Ukraine recorded growth of -4%, similar to the growth recorded in 2010
and after negative growth recorded in 2009. The growth rate in the second half of 2011
decreased in comparison with the first half and this is due to the negative influence of the
European crisis and decrease in export volumes. According to the assessment of the World
Bank, Ukraine’s economy is expected to grow by 2.5% in 2012. Ukraine’s rehabilitation
program with the International Monetary Fund, which began in 2009, has so far been
partially implemented, but the banking system has been stabilized. It should be mentioned
that Ukraine faces macro-financial challenges due to the combination of an expected
negative influence of the European crisis and internal factors, inter alia, political instability
and high external debt10.
9.2.1.4.

The effects of the economic crisis on the various countries in which TBIF operates are reflected in a
number of ways, including difficulties in obtaining renewed financing and a decline in demands for
credit especially in 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
loans in some of the activity countries. For further details, see Section 9.3 below.
Presented below are principal macro-economic indicators of countries in which the KFS
Group operates as of the date of the Report, with effect for 2011:11
12

GNP ($ in billions)

8

9

10
11

12

Bulgaria
101

Romania
264

Ukraine
327

Russia
2,373

Source: Statement by the WB, EC and IMF on the Review of Romania’s Economic Program, February 2012 and
CIA, world fact book dated February 2012.
Source: IMF, Russian Federation Concluding Statement for the December 2011 Staff Visit and CIA, world fact book
dated February 2012
Source: World Bank, Ukraine macro economic update, December 2011, and TBIF management assessments.
Source: CIA, World Fact Book dated February 2012. The data and analysis presented in this section above are based
on external data. Kardan NV is not responsible for the quality or accuracy of the data presented in this section below.
Additionally, the information that is presented in this section below, including any reference to projections and
estimates with respect to the future state of the markets, is forward looking information, as defined in the Securities
Law, which is based on the assessments of the management of KFS Group and on speculations prevailing in the
markets. The said assessments may not be realized, in whole or in part, or may be realized other than expected, even
materially so, resulting from the economic recovery in the activity countries of the TBIF Group that will be slower
with regard to Western economies, as a result of the political instability of countries the TBIF Group is active in
and/or the realization of all or part of the risk factors detailed in Section 9.19 below.
The GNP data are presented by the purchasing power parity method.
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GNP Growth (%)
GNP per capita (in dollars) Rate of inflation (%)
Population (in millions)
Average rate of unemployment (%)

9.2.2.

Bulgaria
2
13,500
4
7
9

Romania
2.5
12,300
6
22
5

Ukraine
4
7,200
9
45
8

Russia
4
16,700
9
138
7

Restrictions, legislation, standardization and special constraints
TBIF’s activity in the banking and off-bank financing segments 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 9.13 below.

9.2.3.

Changes in the volume of activity and its profitability
Due to the prolonged global economic crisis, KFS saw reduced business and profitability in 20092011. This lower business volume is due to two major factors: (a) sale of banking operations in
Ukraine, through VAB Bank, in the first quarter of 2011; (b) organic decrease in business volume
- primarily in Bulgaria and Romania, business was lower due to both weaker demand and dearth
of new financing sources. As of December 31, 2011, the credit portfolio of the companies in the
TBIF Group amounted to EUR 1 billion, compared to EUR 725 million as of December 31,
201013. The increase is primarily due to larger credit portfolio of Sovcom Bank. Excluding
Sovcom Bank's credit portfolio, as of December 31, 2011 the TBIF Group companies' credit
portfolio amounted to EUR 179 million, compared to EUR 198 million as of December 31,
201014.
Margin erosion was due to two major factors which resulted in higher expenses and lower
revenues - even a loss at some of the companies - as follows: 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. Erosion of credit portfolio quality was primarily due to lower purchasing power and to
economic slow-down. For further information about changes to revenues and income in 20102011, see section 9.4 below.

9.2.4.

Critical Success Factors
The success factors in the banking and retail credit sector are:

9.2.4.1.

Early identification of the target countries at stages where the level of penetration of banking
products and loans is low.

9.2.4.2.

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.) and for Russia, locating banking and retail credit branches in the periphery rather than in major

13

14

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 not including also the credit portfolio of the Ukrainian bank.
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 not including also the credit portfolio of the Ukrainian bank.
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cities, in line with the demand for the services offered (loans in relatively small amounts) and away
from the presence of major banks.
9.2.4.3.

Maintenance of a proven loan underwriting (borrower review) system that enables the rejection of
borrowers with a high level of risk.

9.2.4.4.

Obtaining financing sources at competitive prices that enable the growth of the loan portfolio and
the increase of the credit margin.

9.2.4.5.

Development of an effective client services system that promptly responds to the needs of the
client.

9.2.4.6.

Development of client products that are customized for the client.

9.2.4.7.

Recruitment and retaining of professional management staff in the countries of operation.

9.2.4.8.

Accumulated knowledge and experience of the local management of the TBIF Group companies.

9.2.5.
9.2.5.1.

Principal Entry and Exit Barriers of the operating segment and Changes Therein
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 due to the need to obtain sources of financing required for the acquisition of banks, and
ongoing financing sources must be obtained 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, namely the high cost of the acquisition of a bank, has been removed 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, financial 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.

9.2.5.2.

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.

9.2.6.

Alternatives to the products of the operating segment and changes therein
The substitutes for the products of the banking and loans segment are the use of cash money and
the financing of acquisitions without credit. The low rates of penetration of loans (bank and offbank) 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.

9.2.7.

Structure of competition in the operating segment and changes therein
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Banking - Most competitors in the banking segment in Central and Eastern Europe and in the
countries of the former Soviet Union are international banks (mainly European), which had
acquired banking operations, 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 operating segment, see
Section 9.7 below.
Retail credit and financial 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
segment. The advantage of the non-banking entities stems in the quality of the service and the
physical presence at selling points. For further details regarding the characteristics of the
competition in the operating segment, see Section 9.7 below.
9.3.
9.3.1.

Goods and services
Banking
Services provided in 2011 by TBIF in the banking sector in Russia through Sovcom Bank are
mostly retail credit services, with emphasis on small-scale loans. Additionally, the bank in Russia
issues credit cards of the international Visa and MasterCard as well as of local entities.
The activity of TBI Bank, as from its acquisition by TBIF in July 2011, was primarily the
historical activity of the bank (loans and deposits), which is mainly based on business clients. The
planned operating integration with the leasing and retail credit activity of TBIF, described in the
following sections, has not yet been materially expressed in the results and balance of the bank.

9.3.1.1.

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 TBI Bank Bulgaria15:

Total loan portfolio as of December 31,
2011 (EUR in millions)
Total loan portfolio as of December 31,
2010 (EUR in millions)
Total loan portfolio as of December 31,
2009 (EUR in millions)
Total deposits as of December 31, 2011
(EUR in millions)
Total deposits as of December 31, 2010
(EUR in millions)

15

Russia
Sovcom Bank

Bulgaria
TBI
Bank

827.0

25.3

527.1

NA

332.0

NA

1,010.7

14.2

762.5

NA

Data regarding the loans and deposits portfolio in the above chart reflect 100% of the balance in compliance with the
IFRS of each of the banks. Data from Sovcom Bank was consolidated on TBIF's financial statements at a rate of 50%
as at December 31, 2010 and December 31, 2011 and at a rate of 100% as at December 31, 2009. TBI Bank was
acquired in the third quarter of 2011and its data was first consolidated on TBIF's annual financial statements at a rate
of 100% on December 31, 2011.
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Total deposits as of December 31, 2009
(EUR in millions)
Number of branches and sale points as of
December 31, 2011
Number of ATM’s as of December 31,
2011
Number of credit cards issued as of
December 31, 2011

Russia
Sovcom Bank

Bulgaria
TBI
Bank

506.8

NA

221 branches and 801 points of sale

One
branch

584

-

726,650

-

A constant increase in the scope of deposits can be observed at Sovcom Bank: a 33% increase in
2011 and a 50% increase in 2010 (increase in terms of local currency: 37% in 2011 and 40% in
2010). The increase in these parameters is an expression of the strength of the Russian bank in its
ability to bring-in deposits thanks to its wide deployment of branches.
Additionally, an increase has occurred with loans at Sovcom Bank: 56% in 2011 and 59% in
2010 (62% and 48%, respectively, in local currency terms).
TBI Bank is a small Bulgarian bank that was acquired during 2011 in order to obtain a banking
license. The scope of its activity in 2011 is immaterial to KFS.
9.3.2.

Retail Credit
Retail credit is provided by subsidiaries of TBIF in Bulgaria and Romania under the brand name
TBI Credit through close to 5,800 branches and representations at branches of retail stores and at
various selling points throughout the countries in which they operate.
clients 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 client’s credit history in order to determine the measure of risk involved
in providing this client 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 appliances, furniture or cash. The TBIF Group proposes to its clients to purchase such
products with credit (the average transaction amount is EUR 400) for a term of up to 60 months
(average term - 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.
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9.3.2.1.

Following are several indicators pertaining to the retail credit activity in Bulgaria and
Romania:
Country

Bulgaria

Company

TBI Credit EAD

Total loan portfolio as of December
31, 2011 (EUR in millions)16
Total loan portfolio as of December
31, 2010 (EUR in millions)
Total loan portfolio as of December
31, 2009 (EUR in millions)

Number of branches and sale points as
of December 31, 2011

Romania
TBI Credit
SA

47.9

37.5

53.6

47.6

56.9

63.1

158 branches and selling points and
representation in 4,452 stores

103 branches
and selling
points and
representation
in 1,391
stores

96,218

40,800

Number of credit cards issued as of
December 31, 2011

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: in Bulgaria by 16% and in Romania - by 40%.
9.3.3.

financial and operating Leasing
The Leasing operations in Bulgaria and Romania are carried out through the subsidiaries of TBIF
under the brand name of TBI Leasing. The leasing activity in Ukraine is carried out through the
VIP Enterprise Rent Foreign Company ("VIP") that supplies car rental and leasing services under
the "AVIS" brand name.
The financial leasing operations are carried out through a network of 28 points of sale spread
throughout the countries in which they operate, as of the report date. Credit is usually granted to
clients for purposes of the purchase of new cars and equipment, and is mostly extended in the
form of financial leasing. Such credit is secured by a pledge on the vehicle or the equipment to
which the transaction relates. The average transaction amounts to EUR 18 thousand, and is for a
maximum period of 5 years (with an average period of close to 3 years).

16

The data pertaining to the loan portfolio reflects 100% of the balance according to IFRS for each of the companies as
of December 31 of 2009 to 2011.

209

9.3.3.1.

Presented below are several indicators pertaining to leasing operations (both financial and
operating):
Country
Company
Total loan portfolio as of December 31, 2011
(EUR in millions) 17
Total loan portfolio as of December 31, 2010
(EUR in millions)
Total loan portfolio as of December 31, 2009
(EUR in millions)
Number of branches as of December 31, 2011

Ukraine
VIP
(Avis)
14.2

Bulgaria
TBI Leasing
EAD

Romania
TBI Leasing
SA

16.7

20.2

11.9

26.1

29.3

6.0

34.3

51.3

9

13

8

Following the continuing economic crisis, there has been a decrease in leasing activity volume in
Bulgaria and Romania during the past few years. This was demonstrated by the decrease in the
loan portfolio during the last two years. In Bulgaria, the loan portfolio declined by 36% in 2011
and by 31% in 2010. In Romania, the loan portfolio declined by 25% in 2011 and by 43% in
2010. AVIS operations flourished, and its loan portfolio grew by 19% in 2011 and by 98% in
2010.
9.3.4.

Following are several indicators pertaining to TBIF operations:
The portfolio return on the loan portfolio 18described in the following chart reflects the average
quarterly gain on the loan portfolio of the operations. The rate of return takes into account the
interest income of the operations as well as commissions and other income directly attributable to
the activity. The higher the rate of return, the higher the gain on the loan portfolio. The following
data are represented without the influence of VAB Bank, whose sale was completed in the first
quarter of 2011, regarding also 2010 and 2009.

Banking
Retail credit

Leasing

17

18

Data pertaining to the loans portfolio in the above table based on a percentage holding of 100% of the balance
according to IFRS for each of the companies. Data for AVIS was consolidated on TBIF's financial statements at 66%
as of December 31 of 2009, 2010 and 2011. Company data in Bulgaria and Romania was consolidated on TBIF's
financial statements at 100% as of December 31 of 2009, 2010 and 2011.
In most cases, local currency translated into EUR.
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A trend of increase in the rate of return of loan portfolios can be seen in the banking activity,
primarily due to improved mix of loans bearing relatively high interest (retail credit) in
Sovcombank. In the leasing segment, a moderate decrease was recorded in 2011 both in Bulgaria
and Romania, due to the competition in the market. In the Retail Credit segment there is stability
in the return rate that embodies an increase in the return rate in Romania and a decrease in
Bulgaria. These trends are affected by a decrease in competition in the Romanian market due to
competitors exiting, in comparison to a continuing competition in the Bulgarian market.
9.3.4.1.

Credit portfolio volume
The chart hereunder concentrates the loans according to the segments of activity (banking
[excluding the data of VAB Bank], 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. As for loan balances for each
of the companies, see charts in Sections 9.3.1 - 9.3.3 above.

Mortgages

Leasing
Retail credit
Banking

During 2011 there was an 8% decrease in the credit portfolio volume. The aforesaid decrease was a
result of a decrease in the volumes of activity in Romania and Bulgaria and sale of activity in Ukraine
(VAB Leasing and VAB Bank) and was partially offset by the increase in volume of the loan portfolio
of Sovcom Bank in Russia. For information about factors resulting in lower business operations, see
section 9.2.3 above and section 9.4 below.
9.3.4.2.

Operational financing cost

TBIF's financing cost arises from TBIF liabilities for operational financing. The financing costs
described in the chart below include loans from banking institutions, debentures, and
shareholders. The financing costs in the banking segment also include the cost of deposits.
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Banking
Retail credit

Leasing

A general trend of decrease can be recognized in the financing cost rate. In the banking segment
the aforesaid decrease originates from an increase in low interest deposits relative to previous
years. In the leasing and retail credit segment the source of the decrease trend is primarily in
repayment of relatively high interest loans. The source of the slight increase in the financing cost
rate of the leasing activity in 2011 is primarily from the activity in Romania and Ukraine due to
the effect of the interest rate of the local currency. The source of the slight increase in the retail
credit activity in 2011 is due to the increase in the rate of the Euribor.
9.3.4.3. 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 loans19. The
following is the data regarding the provisioning expenses for doubtful debts in TBIF's financial
statements (EUR in millions):

19

Retail credit loans - The policy is to group loans into groups that share similar characteristics, based on a rating
system. The internal debt quality of each of the subsidiaries of TBIF, which takes into consideration various risk
factors, such as: payment in arrears, 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 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.
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Provision on
TBIF's financial
statements
(EUR in
millions)

2011
2010
2009

Banking20

Retail Credit

Leasing

19.5
98.7
93.1

11.3
10.8
12.6

2.9
8.0
3.8

The increasing trend of provision for 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. For further details about the effects of the economic crisis on the quality of the
credit portfolio see section 9.2.3 above.
In the banking segment, the decrease in the provision for doubtful debts in 2011 stems from the
changes in the composition of the consolidated companies. The data for VAB Bank, which
significantly contributed to the high provision are not included in 2011 due to the sale of the bank.
In addition, there is a decrease in Sovcombank's provision for doubtful debts, stemming from a
decrease in the rate of consolidation of the bank (100% in the first three quarters of 2011,
compared with 50% commencing with the fourth quarter of 2010), as well as from a decrease in
the rate of provision for doubtful debts in light of the improvement in the Sovcombank's credit
portfolio quality. It should be noted that the decrease in the provision for doubtful debts in the
banking segment, which originated at Sovcombank, was partially offset by an increase in said
provisions due to the first-time consolidation of TBI Bank. In the leasing segment, the source of
the decrease in 2011 was the sale of VAB Leasing in the first quarter of 2011, which was partially
offset by an increase in the provision rate in Bulgaria due to the deterioration in credit portfolio
quality. The source of the increase in the provisions for doubtful debts in 2009-2010 was
primarily the credit portfolio quality in Bulgaria. In the retail credit segment, the increase in
expenses stems mainly from an increase in expenses in the Bulgarian operations due to the
deterioration in credit portfolio quality. For further details on the impact of the economic crisis on
the quality of the credit portfolios, see Section 9.2.3 below.
Below is data pertaining to the extent of provisions for doubtful debts from the overall
credit portfolio (excluding data for VAB Bank):

Banking
Retail credit

Leasing

20

Includes expenses amounting to EUR 70 million in each of the years 2010 and 2011 with respect to VAB Bank
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For details regarding changes in the provision rate for doubtful debts as described in the above
illustration see the detailed explanations in section 9.3.4 above.

Below is data pertaining to loans in arrears as percentage of total credit portfolio (excluding
data for VAB Bank):

Banking
Retail credit

Leasing

9.4.

Breakdown of revenues from goods 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 segment:
Year

2011

Banking, in Russia,
Ukraine and Bulgaria
Percentage of
Amount
total
(EUR in
sales/profit
millions)
(%)
122.3
79

Retail credit in Bulgaria
and Romania
Percentage of
Amount
total
(EUR in
sales/profit
millions)
(%)
20.2
13

Leasing in Bulgaria, Romania
and the Ukraine
Percentage of
Amount
total sales/profit
(EUR in
(%)
millions)
13.7

9

Income
2010
2009

131.2
131.7

76
72

25.3
29.4

15
16

14.9
20.9

9
11

2011

50.2

----

(17.1)

----

(2.3)

----

2010
2009

(41)
(1.5)

-------

0.1
(3.1)

-------

(2.3)
3.4

-------

Pretax
profit
(loss)

The data in the table above pertain to all the operations in the banking and retail credit segment,
excluding the results of VAB Bank and VAB Leasing, which were sold in the first quarter of
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201121. The decrease in revenues in the banking segment stems from the change in the
consolidation of Sovcombank22. The upward trend in profitability in the banking segment reflects
Sovcombank's growth and a transition to profitability in 2010, following losses in 2009 stemming
from the effects of the economic crisis of 2008.
of
In the retail credit and leasing segments, there is a downward trend in revenues and an increase in
losses primarily stemming from a decrease in the activity volumes in Bulgaria and Romania, and a
drop in their revenues in light of the impact of the economic crisis on the economic situations in
those countries. In the retail credit segment in 2011, this was especially the case with regard to the
activity in Bulgaria. The profitability in this segment was mainly harmed by the drop in revenues
and the deterioration in the credit portfolio quality, which led to an increase in the provision for
doubtful debts.
9.5.

Clients
TBIF clients are both individuals and businesses. The engagement with private and business
clients is based on a uniform contract that comprises the standard terms applicable to such
contracts, and in the case of business clients the terms of the transaction are customarily
negotiated.

9.6.

Marketing and Distribution
The marketing and distribution activity in the banking and retail credit operating segment is
carried out at the actual selling points (the bank branches or stall presence at retail chains) through
signs, initiated approaching of clients and responding to client inquiries. In Bulgaria and
Romania, marketing is carried out through a client service call center. Moreover, TBIF advertises
its products by way of advertising campaigns in the press and on billboards.
TBIF believes in the importance of branding of its subsidiaries. Accordingly, the leasing and
retail credit operations 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. Moreover, the name
of the Bulgarian Bank purchased in 2011 was changed to TBI Bank. Banking and retail credit
operations were branded Sovcombank, and in Ukraine, TBIF leasing operations are under the
well-known international brand, AVIS.
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 clients.
In recent years the TBIF Group has reduced the volume of its activity due to the crisis in the
global economy, inter alia, by closing branches and points of sale and selling off some operations.
For further details pertaining to the branches and selling points see Section 9.3 above.
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22

For details on the classification of the VAB Bank and VAB Leasing's activity as a discontinued activity, see Note 5 of
the financial statements..
Up until the end of the third quarter of 2010, SovcomBank was fully consolidated, and as of the fourth quarter of
2010 Sovcombank is proportionately consolidated (50%). Disregarding the consolidation method, the revenues from
banking increased due to the increase in Sovcombank's revenues as a result of the increase in its credit portfolio.
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9.7.

Competition
The competitors of the TBIF Group in the various countries are mostly local and international
banks and financial institutions. In Russia, 18% of total bank assets are internationally owned,
whereas, in Bulgaria and Romania, 78% and 85%, respectively, of the aforesaid assets are
internationally owned. The effect of international banking ownership on competition is reflected
in cases where these international 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 client. Since the banking segment enjoys economies of
scale, and as regulation becomes more western-oriented, and its implementation requires
additional managerial and computer resources, the process of consolidation is bound to increase23.
The competition in the banking and retail credit operating segment focuses mainly on the growth
in the various types of clients (individual and business); differentiation is crucial for facing
competition for business clients.
Such competitive differentiation requires thorough
understanding of client needs, and tailoring of financing solutions and of the bank services
offered. Additionally, the competition in this operating segment 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 segment are its capability to
supply fast and simple credit, including through receipt of credit authorizations at the selling
points. This service allows the TBIF Group to compete with other parties that may offer lower
interest rates than those offered by the TBIF Group. In order to supply its products in the
aforesaid service format, the TBIF Group relies on its business contacts, as above, and on
deployment in the selling points.
While the bank in Russia is competing to provide general banking services in both the credit
products and the deposits segments, the non-banking credit companies in Bulgaria and Romania
compete only in the credit products segment. TBI Bank will compete with competitors in the
deposits segment as well with the development of its deposit bringing-in array.

9.7.1.

The principal methods for handling the competition are:

9.7.1.1.

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.

9.7.1.2.

An extensive basket of services that comprehensively addresses the needs of the client 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.

23

Data in this section is based on central bank data in the indicated countries as of September 30, 2011. 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 Eastern
European markets where TBIF is not active in the banking sector, on 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 may not be realized, in whole or in part, or may be realized
other than expected, even materially so, including as a result of changes in the trends of development in TBIF's
operating markets and/or changes in the policy of international bodies in the area, including as a result of the
direct and/or indirect implications of the crisis in the global economy.
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9.7.1.3.

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.

9.7.1.4.

The provision of an efficient and high-quality service, with emphasis on the approval of the
extension of credit as quickly as possible.

9.7.1.5.

Development of products that are customized to the needs of the client. These products primarily
include various credit products, such as: consumer loans, designated financing for the purchase of
durable goods, mortgages and a range of credit card-based products.

9.7.1.6.

Purchase of the TBI Bank which is expected to enable the Group to begin banking activity that
includes bringing-in deposits in Bulgaria.

9.7.2.

Presented below are several indicators pertaining to the competition in the banking sector in Russia
and Ukraine:24
Country
Company
Partners
Principal Competitors

Market Share
Market Rating
9.7.3.

Russia
Sovcom Bank.
Local entrepreneurs and
managers
Sberbank
VTB
Gazprombank
UniCredit Bank
Bank Moscow
OTP Bank
0.1%
74

Bulgaria
TBI Bank
UniCredit Bulbank
DSK Bank
United Bulgarian Bank
Raiffeisen Bank
Fibank
Eurobank EFG
0.1%
28

Presented below are several indicators pertaining to the competition in the retail credit operating
segment under the TBI brand name:25
Country
Company
Partners
Principal Competitors

Market Share
Market Rating

24

25

Romania
TBI Credit SA
BRD Finance
Cetelem
EFG Retail Services
UniCredit Consumer Financing
Close to 10%
5

Bulgaria
TBI Credit EAD
BNP Paribas Personal Finances
UniCredit Consumer Finance
CrediBul
30%
2

Data in the table is current as of December 2011. Data regarding the market share and market rating of the banking
activity in Russia and Bulgaria are based on the data of the rbc.ru website and the data of the Central Bank in
Bulgaria, respectively.
Data in the table is current as of December 2011. 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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9.7.4.

Presented below are several indicators pertaining to the competition in the leasing operating
segment (financial and operating) in the countries in which TBIF Group operates:26
Country

Ukraine
VIP
(Avis)

Romania

Bulgaria

TBI Leasing SA

TBI Leasing AD

Kardan Vehicle
ALD
Ilta
Sixt
Euroleasing
OTP Leasing
VTB Leasing
22%
4

Afin Romania
Sogelease
BCR
UniCredit Leasing
Euroleasing Romania
Raiffeisen Leasing
1.5%
27

Interlease
EDG Leasing
Raiffeisen Leasing
Afin Bulgaria
UniCredit Leasing
Immorent Bulgaria
1.3%
14

Company
Partners

Principal
Competitors

Market Share
Market Rating
Intangible assets

9.8.

The principal trademarks used by TBIF are: The TBI brand in Bulgaria and Romania,
Sovcombank in Russia and Avis in Ukraine. The trademarks are registered and owned by TBIF
Group companies.
9.9.

Human Resources
As of December 31 of 2011 and 2010, KFS and TBIF Group employed 5,284 and 6,510
employees, respectively. The decrease in headcount in 2011 is primarily due to the sale of VAB
operations in Ukraine and efficiency streamlining processes in Bulgaria and Romania.

9.9.1.

Presented below is the distribution of headcount for KFS Group as of December 31 of 2011 and
2010 by country:

As of December
31, 2011
On December 31,
2010

9.9.2.

The
Netherlands27
3

Bulgaria

Romania

Russia

Ukraine

Total

872

366

3,916

127

5,284

3

916

401

2,945

2,245

6,510

Benefits and nature of employment agreements
Employment terms of KFS and TBIF employees are regulated in personal contracts, and are
determined for each employee according to his skills, education and position.

9.9.3.

Employee remuneration programs

26

27

Data in the table is current as of December 2011. The datum regarding the market share and the market rating of
AVIS in the Ukraine is based on the Ukrainian Union of Lessors; the data regarding the market share and the market
rating in Romania and Bulgaria are based on the assessment by TBIF management.
Head office employees of KFS and TBIF. This is also true of the distribution of the employees in 2010.
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In accordance with the stock option plan of TBIF, TBIF employees have options that are
exercisable into shares of TBIF, representing 1.6% of the issued share capital of TBIF fully
diluted.
For further details regarding the stock option plan of TBIF, see Note 19 to the financial statements
of the company as of December 31, 2011.
9.9.4.

Agreement with a manager at TBIF
As of December 31, 2011, a management company wholly owned by a manager at TBIF
(hereinafter: "the Manager Company”) held 7.8% of the issued share capital of TBIF. In
January 2011 an agreement was signed between the Manager Company and KFS under which
KFS purchased all the holdings of the Manager Company in TBIF (hereinafter: "the
Agreement”). The consideration for the holdings of the Manager Company in TBIF was paid by
way of offsetting KFS’ right to return of loans that it provided to the Manger Company and whose
balance in the books of KFS as of December 31, 2011 stood at EUR 8 million. Under the
Agreement, any previous agreement between the Manager Company and KFS regarding its
holdings in TBIF was cancelled, including the cancellation of the Put option that enabled the
Manager Company to sell its holdings in TBIF to KFS, as well as the Call option which enabled
KFS to purchase the shares of the Manager Company in TBIF. The transaction was completed in
January 2011 in such a manner that after it and as of the date of the Report KFS holds all the
issued and paid up capital of TBIF. For further information see Note 42] to Kardan NV's
financial statements as of December 31, 2011.
Note that the Manager Company will continue to provide services to TBI Bank for consideration
which
is
immaterial.
In March 2012, TBIF signed an agreement with a management company wholly owned by a
different manager at TBIF (hereinafter: "the New Manager Company”), whereby the New
Manager Company would be eligible for a phantom stock option at the active companies of TBIF
(excluding Sovcom Bank) at a rate of approx. 4% of TBIF's holdings in the active companies. The
phantom stock options are entitled to protection against dilution, for capital investments in the
active companies of TBIF after said agreement date, up to a level of EURO 50 million in TBI
Bank and EURO 5 million, cumulatively, in the other companies. The phantom stock options are
subject to four-year vesting periods in four equal portions, on July 30 in the years 2012 to 2015.
The phantom stock options are exercisable each year between 2016 and 2018 for a period of 60
days after approval of TBIF's financial statements. In the event of a change of control in an active
company, TBIF will be entitled to cause the immediate vesting of all the phantom stock options at
said company, as well as the immediate exercise thereof. Upon exercise of the phantom stock
options at each of the active companies, the New Manager Company will be entitled to a cash
payment stemming from the difference between the capital investments (net) at the active
company and the fair value of the active company at the time of exercise, which will be calculated
on the basis of the formulas specified in the agreement.

9.10.

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.
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9.10.1.

Owner's loans provided by Kardan NV to KFS, and by KFS to TBIF
As of December 31, 2011, and as of the report date, the balance of owners’ loan extended by
Kardan NV to KFS was EUR 93 million. The aforesaid loan is for a 1-8 year term, bearing
annual interest at EURIBOR plus 2.875%.
As of December 31, 2011, and as of the report date, the balance of owners’ loan extended by KFS
to TBIF was EUR 93 million. The maturity of this loan, which bears annual interest at EURIBOR
plus 3%, is undetermined. The balance of the loan as of the report date is approximately EURO 85
million.
As of December 31, 2011, and as of the report date the balance of the loans extended by TBIF to
subsidiaries is approximately EUR 54 million.

9.10.2.

Following is data regarding average interest rates for loans as of December 31, 2011 and details
regarding the composition of KFS's loans as of December 31, 2011:

Currency

From banking
sources

From non-banking
sources

From banking
sources
From non-banking
sources

9.10.3.

9.10.4.

EUR
BGN
RON
Other
EUR
USD
Other
RUB
UHA
Other

Balance as of December
31, 2011
(EUR in millions)
Long term loans
87,222
10,481
6,157
6,647
100,613
11,747
722
Short-Term Loans
48,615

EUR

Average
(Weighted)
Interest Rate

Effective
Interest Rate

5.02%
8.00%
10.32%
9.00%
4.60%
4.90%
2.00%

5.11%
8.24%
10.58%
9.19%
4.83%
5.09%
2.10%

4.82%

4.90%

1,397

8.00%

8.10%

Following are details regarding variable interest credit and loans of KFS: [

Change
mechanism

Interest range

Credit amount as of
December 31, 2011
(in NIS thousands)

Euribor
Libor
Robor

0.2-6
3.5-8.2
4-5

188,473
15,330
6,157

Average interest rate
immediately prior to
the date of the
Report
4.46%
5.64%
9.03%

Credit facilities and utilized credit balances
The credit facilities available to TBIF 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
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facilities being secured by pledges (pledges on credit portfolios in the leasing, retail credit and
mortgage operating segments), while others are subject to compliance with covenants.
The total credit facilities of the TBIF Group as of December 31, 2011 and to the report date
amounted to EUR 191 million and EUR 258 million, respectively (of which EUR 52 million and
EUR 51 million are loans secured by pledges, respectively). The balance of the utilized credit
facility as of December 31, 2011 and as to the report date amounted to EUR 159 million and EUR
182 million, respectively.
9.10.5.

The following describes material financial liabilities which KFS and TBIF have undertaken with
respect to loans and material credit facilities in the banking and retail credit operating segment:

9.10.5.1.

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 of 6 to 11 year, against various pledges as
detailed below:
KFS may not distribute dividends nor repay owners' loans to Kardan NV without consent of
Discount Bank, unless several conditions have been met, primarily as follows: (1) loan principal
repayment of EUR 125 million or more; (2) TBIF shareholder equity exceeds EUR 150 million, and
taking into consideration the financial covenants set forth in this section below: (1) KFS has also
undertaken to comply with covenants with respect to TBIF, pursuant to which TBIF will maintain a
ratio of shareholder equity (including owners’ loans) to the Statement of Financial Position
(Balance Sheet) of at least 10% of its assets (as per the consolidated financial statements) and a
minimum shareholder equity (including owners’ loans) of EUR 100 million. In November 2010
KFS repaid EUR 125 million of the abovementioned credit facility principal, the source of which
was the compensation received from the sale KFS's holdings in TBIH in 2010. An additional EUR
29 million was repaid during 2011 and the first quarter of 2012, according to the original loan
agreement and the understanding described below.
In July 2011, KFS and Discount Bank reached an understanding whereby, upon completion of the
Sovcom Bank sale (described in section 9.14.1 below) and no later than December 1, 2012 (even if
the sale transaction is canceled), KFS would repay in full the loan extended by Discount Bank. The
parties also decided upon two early repayments amounting in total to EUR 14 million according to
the progress of the transaction, which were paid in full during the second half of 2011 and the first
quarter of 2012. As of December 31, 2011, and as of the report date, the outstanding balance owed
by KFS to Discount Bank amounts to EUR 36 million and EUR 29 million, respectively.
For details of Kardan NV's financial liabilities towards the financing bank, as mentioned,, see
section 14.1.7.2 below. As on the date of the report no financial undertakings of Kardan NV with
regard to the aforementioned loan exist. Concerning the settlement Kardan NV reached with the
bank with in order to settle its said financial undertakings see section 14.1.7.2 of the report

9.10.5.2.

Under the 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 higher than 10% ratio of current assets versus total
assets), as well as to comply with cross-default liability provisions in respect of the failure of
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subsidiaries of TBIF to comply with financial covenants relating to their loans.28 The balance of the
abovementioned loan as of December 31, 2011 and as of the report date, was EUR 6 million and
EUR 4 million, respectively.
9.10.5.3.

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.

9.10.5.4.

As at December 31, 2011 and shortly before the date of the report, TBIF and all the subsidiaries of
TBIF comply with all the financial terms of the loans they have taken. . For more information, to
Kardan NV's financial terms concerning the Discount loan to KFS see section 9.19.4.1 above.

9.10.5.5.

Loan received by Sovcombank from the Central Bank of Russia
In the fourth quarter of 2011, Sovcombank received several short-term loans from the Central Bank
of Russia, which mature in January 2012. The balance of the loans in the financial statements of
KFS as of December 31, 2011 amounted to EUR 36 million (this balance reflects 50% of the loans,
as the financial statements of Sovcombank are proportionately consolidated). The loans were
denominated in rubles and bore interest of 5.3%-6.8%. The loans were duly repaid in January 2012.

9.10.6.

Guarantees
KFS and Kardan NV have provided guarantees to TBIF in connection with the loan described in
Section 9.10.5.2 above. Kardan NV's guarantee was given to secure half of the abovementioned
loan's balance principal and KFS's guarantee is for the entire amount of the abovementioned loan.
For further information regarding Kardan NV’s guarantee, see section 14.1.6.3 below.

9.10.7.

In addition, Kardan NV placed a security of 50 million Euro to secure the loan from Discount as
detailed in section 9.10.5.1 above

9.10.8.

Collateral
KFS placed a lien of 49% of the holdings in TBIF and repayment rights of the shareholders loan
which KFS gave to TBIF.
KFS has pledged shares which, as of the report date, constitute 7% of TBIF's share capital, to
secure a loan extended by VIG to KFS for financing the CALL option to acquire 93% if Doverie
Pension Fund AD, as described in section 8.14.6 below.
For further information regarding asset pledges in the KFS Group see Note 29 to Kardan NV's
financial statements as of December 31, 2011.

9.11.

Taxation
Each KFS Group company is taxed in accordance with 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 information regarding the tax laws to
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In December 2010 the foreign bank, that provided the loan as aforementioned, agreed that from that date through
January 1, 2012, events and circumstances the source of which is the business or legal position of VAB Bank will not
be deemed in breach of the loan agreements. It was further agreed with respect to said loan agreements that the
interest rate would be increased over the aforesaid period by 0.25% and that during said period Kardan NV would
guarantee half the loan balance. For details with regard to the sale of VAB Bank see Section 8.14.3 below.
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which KFS and TBIF are subject, see Note 38 to the Company's financial statements as of
December 31, 2011 and Section 15 below.
9.12.

Credit Insurance
The retail credit activity in Romania and Bulgaria is covered by credit insurance.

9.13.
9.13.1.

Restrictions and Control in Banking and Retail Credit Segment
Banking in Russia
The Central Bank of the Russian Federation is the body which oversees the banking segment 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 segment, determining the modes of
operation and the accounting principles that are applicable to the segment. 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. The Central Bank also
determines certain threshold ratios that banks must comply with regarding capital, liquidity and
credit diversification. In addition to conducting annual reviews, the Central bank determines
reporting requirements for credit 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 700 thousand rubles
(EUR 17.5 thousand).
Sovcom Bank is required to maintain, in non-interest-bearing deposits, cash balances at the
central banks calculated as a percentage of the Bank’s liabilities less free cash and other balances.
There are no restrictions on the withdrawal of the aforementioned amounts from the central bank,
however, if requirements for minimum average balances are not met, the Bank must bear the
fines. In 2011 and 2010, the Bank fulfilled the aforementioned requirements.

9.13.2.

Banking in Bulgaria
The Bulgarian National Bank is the entity that oversees credit institutions operating in Bulgaria
and one of its main goals is to maintain the stability of the Bulgarian banking system and the
deposits of the public. Activity in the banking segment in Bulgaria is only possible after receiving
a license from the central bank. The banks are supervised by the central bank through examination
of their financial position and risk management system. The main measures examined by the
central bank are capital adequacy and liquidity. In cases where the minimum requirements of
capital adequacy or liquidity are not met, the central bank is permitted to take steps against the
bank, including removal of the bank license. In addition, the central bank determines threshold
ratios regarding minimum capital, investment modes, single borrower restrictions, money
laundering, etc. A Deposit Insurance Law exists in Bulgaria, according to which depositors will
be compensated up to a ceiling of EUR 100 thousand in case of bankruptcy of a bank. In addition
to conducting annual reviews, the Central bank determines reporting requirements for credit
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companies and banking institutions: there are many types of reports and the reporting dates are
daily, monthly, quarterly and annual.
The Bulgarian central bank also supervises the operations of non-bank credit companies and these
companies are required to provide the central bank with financial reports and to report
transactions to the central credit data bank.
TBIF Group banks hold all the required licenses and comply with the local regulatory
requirements in all significant aspects. For further information regarding regulatory capital
requirements applicable to TBIF, see Note 40 to Kardan NV's financial statements as of
December 31, 2011.
9.14.
9.14.1.

Material Agreements
Agreement for sale of shares of Sovcom Bank
On June 15, 2011, TBIF signed an agreement to sell its holding stake (50%) in shares of Sovcom
Bank to the Partner (as defined in Section 9.14.2 below). The consideration payable to TBIF for
the sale of the aforementioned holding amounts to EUR 123 million (hereinafter: "the
Consideration”). Through the report date, EUR 47 million of the Consideration have been paid to
TBIF. The balance of the Consideration will be paid no later than the date of completion of the
transaction which is expected to occur during 2012, subject to the fulfillment of suspending
conditions including receipt of regulatory authorizations. In February 2012, the Partner received
regulatory approval to acquire Sovcombank from TBIF. Note that according to the above
mentioned agreement, the parties may conclude the transaction in June, 2012. Pursuant to the
aforementioned acquisition agreement, in the event of the cancelation of the agreement by the
Partner TBIF will reimburse the Partner for the difference between the part of the consideration
paid to it and the sum of approx. EURO 22 million that will have remained in TBIF's hands as a
cancelation fee. For details regarding the accounting implications of the aforesaid transaction, see
Note 5 to Kardan NV's financial statements..
KFS Group management’s assessments with regard to the completion of the transaction to
sell Sovcom Bank shares in 2012 and generally, is forward looking information, as defined
in the Securities Law, which is based on the experience of KFS and its knowledge of the
transaction and the market in Russia. The said information 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 non fulfillment of the suspending conditions, non receipt of the regulatory
authorizations, unexpected macro-economic, political and other changes in Russia and/or
the realization of all or part of the risk factors detailed in Section 9.19 below

9.14.2.

Shareholder agreement - Sovcom Bank
In July 2007, TBIF entered into an agreement with the additional shareholder in Sovcom Bank
(hereinafter: “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 if the
disagreement pertains to the allotment of shares in Sovcom Bank to third parties, the sale 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. The agreement for sale of Sovcom Bank shares,
described in section 9.14.1 above (hereinafter: "the sale agreement"), stipulates that the BMBY
mechanism may not be activated through closing of the sale transaction or 6 months after
cancellation of the sale agreement, if any.
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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 entitled 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 from 2012, unless both parties should 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 sale agreement
stipulates that, for as long as the sale agreement is effective, the parties would act to distribute all
Sovcom Bank's distributable earnings as dividends, subject to all statutory provisions. In 2011 an
amount of EUR 27.5 million was distributed as a dividend to shareholders of Sovcom Bank in
respect of 2011.
The parties have undertaken to provide financi ng 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 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. The sale agreement
stipulates that these sections shall not apply through closing of the sale transaction or cancellation
of the sale agreement, if any.
9.14.3.

Agreement for sale of TBI Bank shares
On April 4, 2011, TBIF contracted an agreement to acquire NLB Bank, a bank located in
Bulgaria, from two banks: Slovenia Banks Nova Ljubljanska Banka and Factor Bank for total
consideration amounting to EUR 15 million. On July 28, 2011, the aforesaid transaction was
completed, after all the suspending conditions were fulfilled. In November 2011, the bank was
renamed TBI Bank EAD. As of July 28, 2011 (the transaction completion date), the total assets of
the bank were EUR 42 million, of which EUR 25 million in the loan portfolio. The bank's
shareholders equity of this date is EUR 10 million. Pursuant to the agreement, one of the selling
banks undertook to continue to provide NLB Bank with a line of credit amounting to EUR 15
million for terms of 3 months to 5 years. As of the report date, a loan of EUR 6 million from the
sellers is still outstanding. For further information, see Note 5 to Kardan NV's financial
statements.

9.14.4.

Agreement for sale of shares of VAB Bank and VAB Leasing
In December 2010, TBIF invested EUR 52 million in VAB Bank by way of equity increase.
Following the equity increase due to the aforesaid investment, TBIF holdings in the bank
increased from 71% to 84% as of December 31, 2010. On December 9, 2010 TBIF contracted a
series of agreements with multiple international companies for the sale of all of TBIF’s holdings
in VAB Bank. The consideration for the shares amounted to EUR 52 million, an equal amount to
the equity increase by TBIF in December 2010. The transaction closed on January 28, 2011 when
the shares (84%) were transferred to the buyers. For further information regarding the accounting
treatment of this transaction, see Note 5 to Kardan NV's financial statements.
On December 9, 2010, TBIF signed an agreement with VAB Bank according to which TBIF
would sell its holdings in the leasing company, VAB Leasing, to VAB Bank in return for USD 4.5
million. This transaction closed in February 2011. Pursuant to the aforesaid sale transactions, in
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Ukraine TBIF remains only with the operating leasing activity, carried through its holdings in VIP
(AVIS).
9.14.5.

Agreement to acquire an option in Doverie
In November 2010, KFS acquired from Doverie, for consideration of EUR 10 million, a CALL
option to acquire 93% of Doverie Pension Fund AD (hereinafter: "Doverie”), the leading pension
fund in Bulgaria, holding three pension funds under the brand name Doverie. As of December 31,
2011, total assets under management by Doverie amounted to approximately EURO 750 million,
and the number of account holders as of the same date was approximately EURO 1.3. The option
is for a 5-year term, and the exercise price is EUR 150 million in the first three years, or EUR 160
million in the following two years. The CALL option will allow KFS to benefit from the growth
potential and the advantages of Doverie in Bulgaria, as market conditions continue to improve.
The consideration for the aforementioned option was paid by KFS in the form of a loan of EUR
10 million that was extended by VIG to KFS, which bears interest at the rate of EURIBOR+2%
and matures at the end of 5 years or on the date of exercise of the option, whichever is sooner. To
secure this loan, shares representing, as of the report date, 7% of TBIF share capital 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 undertook to complete the pledges the total value of which will
constitute at least 120% of the loan balance. As of the report date, KFS is taking the necessary
steps to increase the number of aforementioned pledged shares.
Within the framework of the aforementioned agreement, KGS undertook not to engage, directly
or indirectly, in the business the TBIH Group is engaged in, in the countries in which it is
operating, without receiving the approval of VIG in advance, during two years from the date of
completion of the transaction.

9.14.6.
9.15.

For further information about material financing agreements, see section 9.10.5 above.
KFS and TBIA are not party to material legal proceedings which constitute 10% of their current
assets.Cooperation agreements
In February 2008 TBIF, together with Kardan Vehicle (which is also owned, inter alia, by the
controlling shareholder of Kardan NV), 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 EUR 10 million, and which allowed the minority shareholders to sell the balance
of their holdings (10%) to TBIF and Dan Vehicle for EUR 1.5 million, so that the transaction
reflected a value of EUR 11.5 million for VIP (subsequent to the transaction). In April 2011, after
the minority shareholder announced his wish to exercise the option, TBIF and Kardan Vehicle
acquired his shares for consideration amounting to EUR 750 thousand (TBIF's share - EUR 500
thousand).
According to the terms of the franchise of the Ukrainian company held by VIP relating to the
“AVIS” brand name, which it 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 Kardan
Vehicle have undertaken to offer to VIP participation in any business opportunity that relates to
operating leasing and short-term car rental operations in Eastern Europe and have also undertaken
not to compete with the business of VIP, existing and future, 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.
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9.16.

9.17.
9.17.1.

Legal proceedings

Business Objectives and Strategies
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 growth in the medium-long term. In recent years KFS
executed a series of sales of operations, including the sale of the subsidiary TBIH, the Ukrainian
activity under the brand name VAB and the sale of the banking activity in Russia, whose
completion is expected in 2012. After the aforesaid sales, the activity of TBIF will focus on the
banking and non-banking activity in Bulgaria and Romania, as well as the AVIS activity in
Ukraine.
The following strategic principles guide KFS Group:

9.17.2.

Development and expansion of KFS Group operations in the banking and retail credit segment in
the current countries of operation, while adjusting the volumes of activity to the condition of the
specific market, both through organic growth and through the establishment and acquisition of new
companies.

9.17.3.

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.

9.17.4.

At the head office of TBIF, management is carried out both by country and by the various operating
sectors.

9.17.5.

The establishment of a widespread marketing network in each of the target countries: branches,
selling points and bringing-in deposits and presence at retail chains and stores.

9.17.6.

Creation and maintenance of strong brands in the countries of operation.

9.17.7.

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.

9.17.8.

Assimilation of management and technological tools of Western quality in the companies of the
TBIF Group.

9.18.

Expected developments over the next 12 months
TBIF is focused on banking- and non-banking operations in two countries: Romania and
Bulgaria. It is the intention of TBIF to dedicate 2012 to focus on the existing business activity in
the non-banking segment, and to strengthen it through integration with TBI Bank.

9.19.

Risk Factors
TBIH Group operations are exposed to the following risk factors:
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9.19.1.

Macro Risks

9.19.1.1.

The crisis in the global economy and the economic condition of the markets in which TBIF
operates - the business strategy of TBIF 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 TBIF operates are
difficult to predict and are characterized by fluctuations. The success and growth of the business of
TBIF 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 TBIF, as well as its
chances to expand its business. In this context, the global financial crisis that commenced in 2008
should be noted, which had adversely affected the macro economic conditions in the countries in
which TBIF operates and the current European economic crisis. The continuation of the crisis could
have an adverse effect on the business of the TBIF Group, particularly as regarding difficulties in
refinancing liabilities for business growth. 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.

9.19.1.2.

Investments in emerging markets - TBIF 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 TBIF
Group operates could affect the markets in those countries and, as a result, materially and adversely
affect the activity and operating results of TBIF.

9.19.2.

Risks in the Field of Construction

9.19.2.1.

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 which TBIF operates,
the regulatory authorities and the courts are relatively inexperienced as compared to 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 TBIF
Group.

9.19.2.2.

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 TBIF 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 TBIF Group and make it impossible for the TBIF Group to carry out its operations, or its
transactions (including the transaction to sell Sovcom Bank), in whole or in part, as well as entail
the imposition of fines and penalties on the TBIF Group.

9.19.2.3.

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 TBIF Group, as well as their development. Additionally, an increase in
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financing expenses could affect the ability of the TBIF Group to develop at its desirable rate and
may adversely affect the financial results of the TBIF Group. The TBIF Group has widespread
marketing networks in the countries in which it operates. Insufficient financing or an increase in
financing expenses could affect the ability of TBIF Group to utilize its advantages from the
deployment of the marketing networks that it had established. As to interest risks in the field of
banking and retail credit, see Section 8.19.3.5 below.
9.19.2.4.

9.19.3.

Operating risk - TBIF Group does major business in various segments, which exposes TBIF
Group to operating risk such as: risk of loss due to faulty data processing methods, human error,
fraud and lack of appropriate control and testing processes, including loans such as providing loans
to individuals or entities intending to commit fraud by not repaying their debt, or who are unable to
repay their debt. These errors could materially and adversely affect the activity and operating
results of TBIF Group.
Special Risks

9.19.3.1.

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 TBIF Group.

9.19.3.2.

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 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.

9.19.3.3.

Risk related to the collateral quality - 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.

9.19.3.4.

Absence of a central and accurate database regarding credit risk - 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.

9.19.3.5.

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.
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9.19.3.6.

Liquidity risk - The operating results of TBIF could materially and adversely be 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 clients of
TBIF will withdraw deposits at unanticipated dates and volumes.

9.19.3.7.

Foreign exchange risk - Changes in the exchange rates of the various currencies in which TBIF
conducts its business operations 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.

9.19.3.8.

Inflation risk - Erosion in the purchasing power of the clients of the banks or the retail credit
companies could materially and adversely affect the debt repayment ability of such clients.

9.19.3.9.

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.

.19.3.10.

Results of investments by TBIF subsidiaries - TBIF's Operating results are based, inter alia, on
results of the investments of the subsidiaries of TBIF that operate in the banking segment 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.

9.19.4.

Presented below are the assessments by KFS and TBIF as to the type and level of the
aforementioned risk factors on TBIF business:
Degree of the Effect of the Risk
Factor
Great
Medium
Small
Impact
Impact
Impact

Risk Factor
Macro Risks
Crisis in the global and European economy
The economic condition of the markets of Central and Eastern Europe and the
markets of the countries of the former Soviet Union
Investments in developing markets
Risks in the Field of Construction
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
Approvals and licenses
Dependence on outside financing and increase in financing expenses
Operational risks
Special Risks
Competition
Credit risk
Risk in respect of the quality of collaterals
Absence of a central and accurate database of credit risks
Interest risk
Liquidity risk
Foreign exchange risk
Inflation risk
Dependence on business contacts
Results of investments by TBIF subsidiaries
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X
X
X
X

X
X
X
X
X
X
X
X
X
X
X
X
X

10.

Description of Infrastructure Segments - Project Operations segment and
Property Investment segment

10.1

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 waterrelated properties. Tahal Group operates in about 30 countries on four different
continents: Asia (primarily in China and Israel), Africa, Europe (Central and
Eastern Europe) and America (Central and South America).
Kardan NV operations in the infrastructure segment consist of two operating
segments, which are presented as business segments on Kardan NV financial
statements, namely:

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.
Property Investment segment: Tahal Assets is a holding company, investing in
investment property in the water and sewage infrastructure segment, such as, sewage
and water treatment plants, franchises for operating and maintaining municipal water
networks, and for operating a desalination plant.. Up until the date of completion of the
splitting procedure, Tahal Assets operated in the field of asset investment also by means
of Milgam Municipal Services Ltd., (a Kardan Municipal Services Ltd. Investee
company formerly "Tahal Assets Israel Ltd.") ("Kardan Services") that provides
services to the municipal sector in Israel, primarily in the fields of collection systems
management of water. For details on the sale of Kardan Services to Kardan Yazamut as
part of the splitting procedure, see Section 1.4.1 above.
For details on dividends distributed by the companies in Tahal Group International in
2011, see details according to Regulation 13 of Part 4 of this report.
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10.1.1

The following chart shows major holdings of Tahal Group in main subsidiaries and affiliates, as of the report date:
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10.2

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.

10.2.1

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, social mobility, and industrial expansion. As a result of this,
there is extensive activity in the water sector in developing markets, which is
reflected, inter alia, in the initiation of a large number of projects for the
construction and upgrading of water and sewage treatment plants, including for
the need to adapt them for international standards. A substantial number of the
projects are being carried out by means of tenders and are fully or partially
financed by means of incentive packages from governments and/or international
financing organizations that work to advance developing regions and/or
commercial financial institutions.
Nonetheless, due to restraining policies of financial institutions with regard to
loan grants, and erosion of government credit market quality, the supply of
financing instruments for implementation of the projects is lower than their
demand, and consequently there is a shortage of financing instruments.
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, and the increasing pollution
of natural water sources, results in growing demand for high-quality, treated
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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. The manner of addressing the increasing demand for
water varies among the countries and regions in which Tahal Group operates.
Tahal Group sometimes collaborates with development finance institutions such
as the World Bank Group and the European Bank for Reconstruction and
Development (EBRD) in infrastructure development projects in many developing
countries in Africa, Asia, Latin America and Europe.
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.
Property Investment operating segment - China
Tahal Group operates to identify and maximize business opportunities in the
water market in China, primarily in the Property Investment segment via Tahal
Assets via Kardan Water International group (HK) Ltd, fully owned by Yakal
Assets which (directly or indirectly) holds all assets in China (KWIGHK). Water
shortage, water pollution, migration to cities and industrial development in China
- all are behind significant investments in the water market in this country. The
activity in China constitutes a significant majority of the existing activity carried
out by Tahal Assets around the world. Furthermore, a report issued by Global
Water Intelligence1 indicates that, due to the imbalance stemming from the fact
that China is home to 21% of the global population yet it owns just 7% of the
water sources, the water market in China is expected to grow at a 20% annual rate
in the 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 entrepreneurs.
To the best of Tahal Group's knowledge, one of the areas of focus in China's Fiveyear Plan (2011-2015) is the upgrading of water quality and the treatment of
sewage, particularly in the second- and third-circle cities – Tahal Group's target
market in China. The Chinese government has created significant incentive
packages in order to address the present and anticipated water problem in China.
In addition, China encourages international expertise and investments in the field
of wastewater treatment plants.

1

A new professional monthly publication which discusses development in the area of global water (http://www.globalwaterintel.com)
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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.
China is the strongest market in the field of water project franchises among the
developing countries around the world. In recent years, the vast majority of the
PPP (Public Private Partnership) contracts signed in developing countries were
consummated in China.
The size of the Chinese economy and the large shortage of water infrastructures in
China are the basis for one of the potentially largest projects in the water
infrastructure field. Nonetheless, after a decade of growth of PPP water
infrastructure projects, there is a marked slowdown in the number of PPP water
contracts signed every year, and that's because the decreasing gap in
infrastructures. However, according to the assessment of the Tahal Group, over
the next few years, significant growth is expected in its activity in China, through
the expansion of existing plants and the addition of new plants, and we expect it to
continue to constitute the main activity carried out by Tahal Assets. Estimates
with regard to continued significant growth in coming years and significant
expansion of activity in China constitutes forward-looking information, as
defined in the Securities Act, based on Tahal Group management estimates
with regard to the water infrastructure in China. These estimates may not
materialize, in whole or in part, or may materialize differently, including
materially differently than expected, due to changes in Chinese government
policies, Macro changes in China, 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 11.20.
The policy of encouraging foreign investments in the field of environmental
protection, in general, and the field of wastewater treatment, in particular, is
expected to continue in the coming years. Wastewater treatment has been included
in the most favorable of the four foreign investment categories defined by the
Chinese regime. In addition, the government encourages private investments in
this field in order to bring about significant streamlining and compliance with
environmental objectives.
The loans in China are linked to the interest rate set by the Chinese central bank.
Regarding credit scope of new projects: Due to the inflationary pressures, we
anticipate that in the first half of 2012, the Chinese government will continue its
policy of monetary restraint. For that reason, the credit extended to local banks
will be restricted, and it will be more challenging to secure financing for new
projects.
The Project Operations segment -Africa
A significant part of the group's activities in the project operations segment (via
the Tahal Group) are carried out in African countries, primarily Ghana and
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Angola.
Ghana
Today Ghana is the economy with the highest growth rate in Africa. At the
beginning of 2011, Ghana began extracting and selling oil and gas that were found
within its international borders. The country invests huge resources in the
upgrading of its inferior infrastructures – in roads, transportation, energy and
water. Ghana has adopted a policy whereby the country must achieve connectivity
to drinking water for a total of 89%of the population by the year 20152. As an
outgrowth of this policy, there is a trend of accelerating projects for the design
and construction of water supply networks in the outlying areas. This trend is
expected to continue in the coming years. Tahal Group has three projects at the
implementation stages in Ghana, with an overall scope of approx. EURO
_143_million3. Furthermore, Tahal Group is in the process of developing
additional water projects in Ghana.
Angola
Angola is one of the largest economies in Africa, rich in natural resources,
including oil, gas, minerals and diamonds. Since 2002, after the end of a long civil
war, Angola has been working hard to renew and rehabilitate its infrastructures.
In Angola, Tahal Group sees potential in developing (planning and implementing)
projects in the fields of water, sewage, agriculture and landfills in both the
governmental and private sectors. Since Angolan law does not impose special
restrictions on foreign investments, it is possible to initiate projects through direct
negotiations and, of course, through the submission of tenders for projects that are
mostly governmental.
It is evident that the civil war totally destroyed the agricultural infrastructures in
the country. Consequently, there is a shortage of crops and food prices are very
high. There is, therefore, potential for contribution to the rehabilitation of Angola
and work with both the government and the private sector in the field of
agriculture.
In the field of planning, Tahal Group is active in Angola and has already
implemented important projects, including formulation of a national master plan
for developing the coastal strip. Moreover, all the implementation projects being
carried out by Tahal Group contain a planning element, such that, for example, the
project for regional development in Kamina (see Section [10.6.4] below), is in the
planning completion stage and is advancing to the implementation stage.
In terms of implementation, Tahal Group is currently involved in carrying out two
projects in the fields of water and agriculture at a total scope of approximately
EURO 182 million: construction of a water system for 4 regions in Luanda, and a
2

According to Pinsent Masons Water Yearbook 2011-2012

3

This figure does not include the scope of the 2K3 project in Ghana, which, by the date of publication of this report, had not yet gotten
underway. For details see Section 10.6.5 below.
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project for the construction of water and electricity supply infrastructures, and
regional agricultural development in Kamina. In addition, the Company is in the
process of developing additional projects in the country and sees in Angola great
potential for long-term projects. Tahal Group would like to be active in BOT
(Build Operate Transfer) project financing, mainly in the fields of water, sewage,
regional development and agriculture.
Tahal Group’s estimates with regard to continued Tahal Group’s activities
in China and Africa in the near future, constitutes forward-looking
information, as defined in the Securities Act, based on Tahal Group
management estimates with regard to the water infrastructure in China.
These estimates may not materialize, in whole or in part, or may materialize
differently, including materially differently than expected, due to changes in
government policies in these countries, Macro changes in these countries, 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 11.20.

10.2.2

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.
10.2.2.1

The Project Operations segment, in which Tahal Group carries out the activities,
consists of engineering consulting projects, engineering supervision projects,
engineering planning projects, execution projects as well as projects combining
several of these components.
In 2011, the Tahal Group's management team implemented a reorganization plan,
which, inter alia, placed emphasis on strengthening the marketing system abroad,
including the elimination of the geographical breakdown into marketing divisions
abroad and the consolidation thereof with the business development activities,
under the Overseas Business Development and Marketing Division. For further
details, see Section 9.16.1 below and Note 11.8.2 of the Kardan NV Financial
Statements.
The Project Operations segment consists of three major channels: Engineering
Division, Execution Division, Overseas Marketing Divisions and the Overseas
Business Development and Marketing 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
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project execution. The Overseas Business Development and Marketing Division is
responsible for identifying opportunities in relation to projects abroad and forging
strategic cooperation with foreign entities to that end.
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 financing the project. In such cases, the effective start of such a loan
agreement is usually a suspensive condition for the validity of the contract with
the customer or for the commencement of implementation of the jobs in
accordance with the agreement 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.
10.2.2.2

The Property Investment segment consists of holding, management and operation
of waste water purification, water treatment and water supply facilities, as well as
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 NonRecourse 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

10.2.3

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.
In August 2011, the Chinese State Council, which dictates policy in China,
published new guidelines for preventing and treating groundwater contamination.
The Company believes that those regulations will augment its activities in the
field of wastewater recycling since the toughening of the regulatory requirements
will increase the need for these services. Regulations restricting the pumping and
contamination of groundwater will obligate consumers to use recycled water and
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create business opportunities for the company, through the sale of water recycled
in the purification plants it operates. In addition, increased enforcement on
industrial plant emissions, will require increased wastewater treatment by the
relevant parties.
Today the concession agreements for operating wastewater treatment plants in
China oblige the operator to transfer the sludge to an area designated by the local
government, whereas the local government is the responsible for burying sludge.
For many years, most of the sludge was not properly treated and became a
significant environmental hazard. Currently the central government is formulating
regulatory tools aimed at encouraging the local governments to treat sludge in a
more efficient manner. At this point we still do not know what the nature of the
regulation will be or what business model will be adopted. Accordingly, at the
time of this report, the Tahal Group is unable to estimate the impact of the said
regulatory changes. At the time of this report, and in accordance with the Tahal
Group’s existing agreements, the Tahal Group cannot be obliged to treat sludge
The aforesaid risk, in as much as it exists, will be imposed on the customer.

10.2.4

Changes in the scope of the activity areas and profitability
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. 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.
The year 2011 was characterized by a continued weakening of the Western
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economies. As a result, there is an apparent decrease in those countries' support
for activities in the developing markets. The Western economies are being
replaced by the developing economies in the Far East and Brazil. These countries'
support for investments in developing countries is mainly being provided by
government corporations or companies affiliated with the governments of the
countries. This trend leads to preference of companies resident in the financing
countries, as often financing by a country stipulates (at times officially and
sometimes only effectively) significant involvement of companies resident in the
financing country, in the financed projects.
Project operations - The first two quarters of 2011 saw an erosion of revenues
and a decrease in the order backlog. The erosion of revenues mainly stemmed
from delays in obtaining customers' approvals with respect to the planning
documents that had been submitted by Tahal Group. The order backlog decrease
stemmed from a transition to implementation of some of the orders as well as
from a delay in entering the order backlog for the Kamina project in Angola as a
result of a delay in obtaining the advance payment for this project. For details, see
Section 10.6.4 below. Following receipt of the advance payment as mentioned, in
the third quarter of 2011, the order backlog increased significantly and almost
doubled. For further details, see sections 10.5 and 10.7 below.
Investment projects – During 2011, Tahal Assets increased their investments in
assets in China, and as a result the order backlog increased considerably to the
sum of €300 million. For further details see sections 11.2 and 11.3 below.
10.2.5

Critical success factors in operating segments and changes thereto
The critical success factors for Tahal Group in its operating segments are:
knowledge and experience gained in the water infrastructure field over its years in
business, 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 worldwide, in order to identify sources for financing.

10.2.6

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 worldwide, and has no material supplier and is not dependent on any
supplier.For additional details see section 11 below.
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10.2.7

Major barriers to entry and exit in the operating segments and changes therein
.10.2.7.1 The following are major entry and exit barriers to the operating
segments:
(a) The major entry barriers are: The need for the ability to manage 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 need for the existence of cash surplus and/or accessibility to
credit sources with scope and terms that enable to execute projects that, at
least for part of the period of implementation thereof, the cash flow is not
positive; and the need for the ability of organizing financing packages for the
customer to enable him to execute the project (see Section 10.2.2.1 above).
(b) The main exit barrier: :The main entry barriers arethe fact that the projects in
question are ones for which there are multiyear contractual obligations
towards the customer and/or towards third parties (mostly suppliers and subcontractors) for each project individually, as well as guarantees provided to
secure these obligations.

.10.2.7.2 The following are major barriers to exit and entry in the Property
Investment segments:(a) Main barriers to entry the need for the ability to
manage 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 need for 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 10.2.2.1
above).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.
10.2.8

Layout of competition in operating segments and changes therein
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 11.7 below.
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10.3
10.3.1

Description of Project Operations segment
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, 10 are execution projects and the rest - planning & supervision projects.

10.3.1.1

Execution projects
Execution projects usually consist of one or more of the following : planning,
procurement equipment and/or materials, construction and/or installation, and
organization of an export finance package. These components are supplied by
Tahal Group, either by itself or by subcontractors on its behalf. In a substantial
number of these projects, Tahal Group is responsible to the customer in a Turn
Key format.

10.3.1.2

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.

242

10.4

Breakdown of product and service revenues
Below is the 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):

Project type

Execution projects

Geography

2010

2009

Revenues

% of total
revenues

Revenues

% of total
revenues

Revenues

% of total
revenues

18.9

22.3%

33.3

29.8%

30.3

30.1%

0

0.0%

0.0%

1.3

1.3%

Asia and Africa

39.6

46.6%

53.2

47.6%

36.6

36.4%

4

Total execution

58.6

68.9%

86.6

77.5%

68.2

67.9%

Europe

5.6

6.6%

4.0

3.5%

6.2

6.1%

Latin America

3.0

3.5%

1.9

1.7%

2.0

2.0%

Asia and Africa

17.9

21.0%

19.3

17.3%

24.1

24.0%

Total planning 5

26.5

31.1%

25.2

22.5%

32.3

32.1%

85.1

100.0%

111.7

100.0%

100.5

100.0%

Europe
Latin America

Planning projects

2011

Total

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 2009-2011, there is a mixed trend in the rate of revenues from
execution projects both absolutely and with regard to their relative share of the
overall revenues from the projects sector. This trend is derived from the variety of
project mixes each year.The company’s strategy is to increase the scope of its
activity in this sector (see section 11.18 below).

The increase in revenues from execution projects in Asia and Africa in 2010 and
2011 compared to 2009 derived from the progress of execution projects in Ghana
and Angola the implementation of which started in 2009. The decrease in
revenues from execution projects in Asia and Africa in 2011 compared to 2010
stems from completion of the main part of the projects in Ghana, Angola and
Georgia, and a delay in the commencement of new projects in Angola.
The decrease in revenues from execution projects in Europe in 2011 compared to
2010, derived from completion of projects in Romania, and progress of projects in
Serbia. On the other hand, the increase in revenues from execution projects in
Europe in 2010 compared to 2009 stems from an increase in revenues from
projects in Poland and Serbia.
4

Total revenues from sales alone.

5

Total revenues from sales alone
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The increase in revenues from planning projects in 2011 compared to 2010, stems
mainly from new projects in America and Europe, an increase partially offset by
the decrease in planning activities in Asia and Africa. 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 have been executed in recent years in Africa.
For further details, see the Kardan NV Board of Directors Report dated December
31, 2011.
10.5
10.5.1

Breakdown of profitability of goods and services
Below is the composition of Tahal Group profitability in the Project Operations
segment, by execution projects and planning projects (EUR in millions):
2009

2011

2010

Gross
income

% of total
gross
income

Gross
income

% of total
gross
income

Gross
income

% of total
gross
income

Execution projects

4.9

54.2%

19.2

79.9%

12.7

61.2%

Planning projects*

4.2

45.8%

4.8

20.1%

8.1

38.8%

Total

9.1

100.0%

24.0

100.0%

20.8

100.0%

(*) In 2011 and 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% and some 22%, respectively.
10.6

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.

10.6.1

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 in relation to the quantities required
to execute the jobs and/or the services within 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 preagreed unit price (for example: number of valves, length of pipe etc.)

10.6.2

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
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an execution project as described above, and the lump sum price is based on
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.
10.6.3

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, either from his own sources or from 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 from loans that
financing entities extend to the customer 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 (usually 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 the total consideration, 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 thereof.
In order to reduce its exposure, Tahal Group tries to sign, where possible, back-toback contracts with its sub-contractors, including with regard to liability and
penalties for late delivery.
In many cases, contracts with customers include 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, 2011,
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.
For some contracts in the project activity sector, Tahal Group (or its subsidiaries)
is a partner, inter alia, in organizing a financing package for the project on behalf
of the customer, i.e. to find a commercial financial entity that will provide a loan
to the customer for financing the project. In such an event, the loan agreement
coming into force is usually a pending warranty for the validity of the contract
vis-à-vis the customer or the commencement of work according to the contract
with the customer.
In the framework of the aforementioned loan agreements, the financing party
usually secures a major part of the amount of the loan by an external guarantor.
Tahal group undertakes to that guarantor to meet its obligations according to the
commercial contract vis-à-vis the customer including Tahal Group's obligation to
indemnify the guarantor with the amounts that it shall pay the bank assisting the
project due to a breach by Tahal Group of the commercial agreement provisions
between Tahal Group and the customer in the aforementioned project. The
aforementioned undertakings of Tahal Group are with respect to payments that
were paid and/or will be paid to Tahal Group in accordance with the milestones
that were fixed in the project, as said. Moreover, Tahal Group undertakes to pay
installments in favor of the bank assisting the project on account of the loan in
virtue of unsecured amounts that were not paid by the borrower because of Tahal
Group's breach of the commercial agreement and due to the relative part of the
unsecured loan as described above. In certain cases, as a margin for this
undertaking, Tahal Group deposits the aforementioned amounts in a deposit in
favor of the bank. For reasons of conservatism, this deposit is listed as project
expense and is not taken into account of the project's profitability.

246

10.6.4

Below are details of material customers, the revenues from which in 2011 amounted to 10% or more of total Tahal Group revenues in
2011, and customers from which total expected revenues amount to 10% or more of total Tahal Group revenues in 2011:6

Customer

Contracting
company

The
Government
of Angola8

Tahal
Engineering
Consultancy
Ltd. (a private
company
through which
Tahal Group
operates on
projects
(“Tami”)

Ghana

Tahal Group

Project location
(city and
country)

Project
type

Kamina-Angola9

Turn-Key

Villages south of

Turn-Key

Project
start
date

Project nature

A project for planning and building a rural town,
including the construction of infrastructures for
water and electricity supplyand agricultural
The project includes water supply .development
and connection to the electricity grid for an
agricultural region;the construction of a farming
town consisting of 310 farmsteads, each containing
a family residence, 30 dunams of attached land
with an irrigation system and agricultural
development. In addition, the Company will build
a logistics center for the residents that will serve
the town for the purpose of processing, preserving
and marketing the products.
The project also includes a common agricultural
area consisting of approximately 10,000 dunams,
and, in addition, preparation of the land for 64
additional farms on approximately 500 dunams
each, and guidance for the farmers for two years
after project completion.
Planning and execution of reconstruction and

Project
planned
completion
date

Percent
complete7 As of
December 31,
2011

Total
project
revenues
in 2011
(EUR in
millions)

-

-

% of project
revenues
recognized in
2011

Total expected
consideration for
project (EUR in
millions)

2017

Q1
201210

October

The project
duration is
,three years
in ,and
,additiononsite guidance
for the
farmersfor
two
additional
years

April

-

Approx. EURO 143
million

60.6%

6

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

7

Percent Complete is in accordance with revenue recognition on financial statements of the contracting company.

8

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

9

For details on Kardan NV's guarantee with respect to this project, see Section 14.1.6.2 below.

10

At the date of this report, the conditions specified in the agreement with the client for the have not yet been implemented, for commencement of the building project period (including provision of land that has been cleared
and prepared, receipt of approval from the various authorities etc.)
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Customer

Contracting
company

The
Government
of Angola8

Tahal
Engineering
Consultancy
Ltd. (a private
company
through which
Tahal Group
operates on
projects
(“Tami”)

Project
type

Kamina-Angola9

Turn-Key

Kpong region Ghana11

National
Water
Company
Tami

Tami

11

Project location
(city and
country)

Three regions in
Ghana - Kumawu,
Konogo and
Kuaho Ridge.
Villages north of
Kpong region in
Ghana.

Turn-Key

Turn-Key

Project
start
date

Project nature

A project for planning and building a rural town,
including the construction of infrastructures for
water and electricity supplyand agricultural
The project includes water supply .development
and connection to the electricity grid for an
agricultural region;the construction of a farming
town consisting of 310 farmsteads, each containing
a family residence, 30 dunams of attached land
with an irrigation system and agricultural
development. In addition, the Company will build
a logistics center for the residents that will serve
the town for the purpose of processing, preserving
and marketing the products.
The project also includes a common agricultural
area consisting of approximately 10,000 dunams,
and, in addition, preparation of the land for 64
additional farms on approximately 500 dunams
each, and guidance for the farmers for two years
after project completion.
expansion of water supply system, inter alia, planning
and construction of water purification plant, main
waterlines, reservoirs and distribution networks.
Planning, construction, expansion and upgrade of
drinking water systems in three regions in Ghana.

Planning and execution of restoration and expansion
of water supply system, inter alia, planning and
construction of water purification plant,. main lines
and reservoirs

Project
planned
completion
date

Percent
complete7 As of
December 31,
2011

Total
project
revenues
in 2011
(EUR in
millions)

-

-

-

21.6

19.8%

% of project
revenues
recognized in
2011

Total expected
consideration for
project (EUR in
millions)

2017

Q1
201210

The project
duration is
,three years
in ,and
,additiononsite guidance
for the
farmersfor
two
additional
years

Approx. EURO 143
million

2009

Decembe
r 2010

December
2013

33.1%

October
2009

April 2013

72.4%

109.0
143.0

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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10.6.5

Below are details of material customers, whose expected consideration from each amounts to 10% or more of total Tahal Group revenues
in 2011, where the suspensive conditions for entry into force of the projects for which said revenue is expected to be received were met
after the report date :12

Customer

Contracting
company and
project type

Ghana
National Water
13
Company

Tami, Turn-Key

12

Project
location
(city and
country)

Kumawu
Region
Kaminain
Ghana

Project nature

Estimated
project
start date

Project duration
(by contractual
obligation)

Total expected
consideration for
project (in
EURO millions)

Q2 2012

36 months

74.0

Planning,
construction
and
expansion of a drinking water
system in the Kumawu Region in
Ghana, which constitutes a
continuation of
the
project
described in Section 9.6.4 above.

Prior conditions for commencement of
completion period which have not yet
been met.
Ghana authorities
exemption

approval

of

tax

The estimates specified in the above table relate to the total anticipated consideration, the project implementation commencement date (a place that the project hasn't started), its duration, and the estimated cost of the
project, is forward-looking information, as it is defined in the Securities Law, based on forecasts and estimates made by the Tami management team based on its experience and familiarity with the customer, the field of
activity, the preconditions for each project, and the difficulties involved in implementing financial closure for complex projects of this type. The aforementioned estimates might not materialize, in whole or in part, or they
might materialize differently, including materially, than expected due to political and economic changes in the relevant countries, legislative changes related to the sphere of infrastructures in those countries, changes in
policy and/or the economic environment in which the financing banks operate, and the direct and/or indirect impact on the global economic crisis and/or the materialization of all or some of the risk factors specified in
Section 11.20 of this part.

As of the report date,not all the conditions specified in the agreement with the customer with regard to commencement of the counting of the project execution period have been met.

13

The total effective consideration of the four projects being implemented by Tahal Group in Ghana amounts to approx. EURO 217 million, about 75% of which has not yet been received and is expected to be received in the
coming years.
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10.6.6

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 turnkey 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.
On February 16, 2012, Tahal Group informed the Government of Botswana of its
cancellation of the MOU in light of the disagreements that had developed between
the parties. Kardan NV and/or Tahal Group do not expect to record any loss in
connection with the MOU or the aforementioned cancellation thereof.
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10.7

Order backlog

10.7.1
Project type

Below is the order backlog of Tahal Group and forecast for its realization as of
__March,18______, 2012 (EUR in millions):

Geography

Order backlog

Order backlog realization forecast for the balance of
2011 (starting from 1.3.2011)

Percentage Balance of
Total order
first
of total
backlog as of
quarter
order
__March,
1______, 2012 backlog as of (starting
(EUR in
from
March 1,,
1.3.12)
millions)
2012
Europe
Latin America
Asia and Africa
Total execution
Europe
Latin America
Asia and Africa
Total planning

Execution
projects

Planning
projects
Total

10.7.2
Project type

31.6
0.0
265.2
196.8
10.41
9.6
54
72.4
370.5

8.5.0%
0.0%
71.6%
80.1%
2.7%
2.6 %
14.6%
22.9%
100%

Planning
projects
Total

Third
quarter

Fourth
quarter

Total
balance
for 2012
(starting
from
1.3.12)

Order
backlog
realizati
on
forecast
for 2013

Order
backlog
realization
forecast for
2014
onwards

8.6
0
16.2
24.8
1.4
1.5
5.8
7.6
33.5

7.7
0
12.6
20.3
1.4
2.2
9
7.8
28

4.5
0
21.6
26.1
1.4
2.2
3.6
6.8
33.3

22.6
0
55.1
77.7
5
8.0
17.6
32.8
108.8

9
0
114.1
123.1
2.5
0.8
13.8
17.1
140.2

0
0
96
96
2.1
0.8
22.6
22.5
121.5

Below is the order backlog of Tahal Group and forecast for its realization as of
December 31, 2011 (EUR in millions):

Geography

Order backlog

Total order
Percentage
backlog as of
of total
December 31,
order
2011
backlog as of
(EUR in
December
31, 2011
millions)
Execution
projects

29.2
0
4.7
6.5
1.3
2.1
3.3
61.8
13.2

Second
quarter

Europe
Latin America
Asia and Africa
Total execution
Europe
Latin America
Asia and Africa
Total planning

31.6

0.0
212.0
243.6
10.4
9.6
52.4
72.4
316.0

10.0%
0.0%
67.1%
77.1%
3.3%
3.0%
16.6%
22.9%
100%

Order backlog realization forecast for 2012

First
quarter

Second
quarter

Third
quarter

Fourth
quarter

Total 2012

2.4
0

8.6
0
16.2
24.8
1.4
1.5
5.8
7.8
33.5

7.7
0
12.6
20.3
1.4
2.2
4.9
5.8
28.8

4.5
0
21.6
26.1
1.4
2.2
3.6
7.2
33.3

23.2
0
60.2
83.4
5.8
8.0
18.8
32.6
116.

9.8

12.2
1.6
2.1
4.5
8.2
20.4
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Order
backlog
realizati
on
forecast
for 2013

Order
backlog
realization
forecast for
2014
onwards

8.4
0
83.3
91.1
2.5
0.8
13.7
17.6
108.7

0
0
68.5
68.5
2.1
0.8
19.9
22.8
91.3

10.7.3

Project
type

Execution
projects

Planning
projects

Below is the order backlog of Tahal Group as of December 31, 2010 (EUR in
millions):

Geography

Europe
Latin America
Asia and
Africa
Total execution
Europe
Latin America
Asia and
Africa
Total planning

Total

Order backlog
Total
Percentage
order
of total
backlog
order
as of
backlog as
December
of
31, 2010
December
(EUR in
31, 2010
millions)
35.8
20%
98.9
54%

Order backlog realization forecast for 2011
Order
Order
backlog
backlog
realization
realization
forecast for
forecast for
2013
2012
onwards

First
quarter

Second
quarter

Third
quarter

Fourth
quarter

Total 2011

5.9
9.8

6.1
11.3

4.8
11.6

3.7
16.5

20.5
49.2

5.1
45.1

10.2
4.5

134.7
9.4
1.9
36.9

74%
5%
1%
20%

15.7
0.7
0.5
3.9

17.4
1.3
0.3
4.8

16.4
1.3
0.2
3.9

20.2
1.1
0.2
3.9

69.7
4.4
1.2
16.5

50.2
2.4
0.5
11.8

14.7
2.6
0.2
8.5

48.2
182.9

26%
100%

5.1
20.8

6.4
23.9

5.4
21.8

5.2
25.4

22.1
91.8

14.7
64.9

11.2
25.9

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 11.20.
10.8

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 the Israel Water Planning Corporation
(“Water Planning”) signed an agreement whereby the Water Planning 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 The Water
Planning 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.
10.9

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 2011, the Tahal Corporations did not make a provision
for deductible amounts in connection with claims, as no claims were submitted
against the Company.

10.10

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 shareholders 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 stipulations.

10.10.1

Shareholders loans

10.10.2

The balance of loans provided by Tahal International to Tahal Group amounts to
EUR 18.1 million as of December 31, 2011. This sum consists of loans amounting
to approx. EURO 13.8 million and which are for 3-year terms and bear interest at
EURIBOR + 3% p.a. as well as a shekel loan of approx. NIS 21.3 million (approx.
EURO 4.3 million) that is for a 3-year term and bears interest at 10% p.a. As of
the Report Date, said shekel loan was converted into euros, and the balance of
loans amounts to approx. EURO 18.2 million for 3-year terms and bear interest at
EURIBOR + 3% p.a.

10.10.3

The composition of Tahal Group's loans as of December 31, 2011:
Currency

Balance as of December
2011
(EURO in millions)
Long-term loans

From bank sources

NIS

From bank sources

Dollar
NIS
Zloty

Average
interest rate
(weighted)

Effective
interest rate

2

7%

7%

3
1
1

4%
7%
5%

4%
7%
5%

Short-term loans
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10.10.4

10.10.5

Hereunder are details with regard to credit at variable interest rates:
Change mechanism

Range of Interest

Libor/Prime/Yavor

4%-7%

Total credit as
of December 31,
2011(euros in
millions)
7

Average interest rates close to
the publication of the report
5%

Balance of credit facilities and loans:
Tahal Group has credit facilities amounting in total, as of December 31, 2011 to
EUR 34 million, and to EUR 31 million as of the date of this report. The balance
of utilized credit facilities as of December 31, 2011 and as of the report date
amounted to EUR 7 million (of which approximately EUR 2 million in loans
secured by liens) The aforesaid credit facilities bear Libor/Prime interest with a
supplement margin of 2%-4%.

10.10.6

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:.

10.10.6.1 Tami (which coordinates project activity in Israel) 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 letter of undertaking) shall
not fall below approx. $15 million during the period up until the date of
publication of Tami's financial statements for 2011 or up until March 31, 2012
(whichever date falls first), and subsequent to this date, at no time will it fall
below approx. NIS 32 million; (2) The total basic equity (as defined in the letter
of undertaking) 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
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) During the period
commencing on the date of publication of the financial statements of Tami for
2011 or commencing on March 31, 2012 (whichever date falls first), the ratio of
the financial debt to the operating profit of Tami, as defined in the letter of
undertaking, 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.
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(As of December 31 2011, and as of the report date, Tami does not utilize the
financial credit line of this funding source..
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.
10.10.6.2 Moreover, Tami (which coordinates project activity in Israel) has undertaken to
another financing bank 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 letter of undertaking), and
with the addition of shareholders loans, shall not at any time fall below approx. $20
million; (2) the total credit from financial institutions in relation to the total balance
shall not fall below 30%.
As of December 31 2011, and as of the report date, the balance of loans as said is
€ 3 million approximately.
10.10.6.3 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.
10.10.6.4 As of December 31, 2011 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.
10.10.7

Guarantees
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.

10.10.7.1 Tahal Group and its investees usually provide bank guarantees to customers for
projects to secure the following: (1) bids submitted as part of tenders; (2) return of
down payment received from customers; (3) 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 26 million and EUR 23
million, as of December 31, 2011 and as of the date of the report, respectively.
Also, Tahal Group has provided a financing bank with a guarantee that will secure
all of Tami’s debts and liabilities vis-à-vis the financing bank for a sum of NIS 15
million (principal). Tahal is guarantor of in guarantees at various sums that secure
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the different undertakings of Tami towards the financing banks.
Additionally, Tahal International and Tahal Group are guarantors for guaranteeing
Tami’ undertakings vis-à-vis a financing bank for a total sum of approx. 100
million US Dollars. Also, Kardan NV has extended guarantees to guarantee the
undertakings of Tami vis-à-vis a different financing bank 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.

10.10.8

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 the Water planning assets and a fixed
charge on their share capital and reputation; (2) A charge on a Water Planning owned structure located on Ibn Gabirol Street in Tel-Aviv

10.10.9

On December 7, 2011, Tahal purchased (by means of Tami) 18,846,589 n.v.
Kardan NV debentures (Series A) in consideration for approx. NIS 20 million.
EURO 3 million – a short-term loan from LEUMI to Tami

11.

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 agreements14 or BOO (Build
Operate Own) agreements.15 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 Tahal Group's technology-engineering core.

14

(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 and 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.

15

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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11.1. Below is a concise description of Tahal Assets' assets:
11.1.1. Wastewater purification facilities and water supply
In the Property Investment segment, Tahal Assets contracts (via KWIG HK in
China and via Akfen Su in Turkey16)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 that 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.
The franchise agreements

16

(a)

Include commitments to set up the facilities and to operate them through 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 paid to the concessionaire, 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.

(b)

The franchise construction agreements, which establish the legal
relationship between the public authority ("the Customer") that is
constructing the facility pursuant to the project at its expense. In this type of
agreement, B/O/T franchises operate the facility throughout a predetermined
operating period in and upon completion of the operating period, the facility
returns to the Customer. During the period of operation as stated, the
franchise is in ownership of the facility. Franchise agreements for a B.O.O.type project are similar to agreements for a B.O.T. project, but upon
completion of the operating period, the facility and rights therein remain in
the hands of the franchise. . In addition, the agreement stipulates a

Akfen Çevre ve Su Yatirim Yapim ve Işletme A.Ş. ("Akfen Su"), a private holding company incorporated in Turkey, which Tahal Assets,
which holds 50% of the issued share capital therein via Task Water BV – a private company incorporated in Holland, which is wholly
owned by Tahal Assets. For details on the Akfen Su shareholders agreement see Section 9.24.2 below.
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distribution of risks between the parties during the period of the franchise,
including in such case as any damage or shutdown caused to the project
facilities prior to the date of delivery thereof to the Customer upon
completion of the franchise period which usually applies to the franchise
owner Moreover, in some cases, the franchise agreements include granting
the franchise owner the exclusive right to manage an expansion with respect
to the franchise agreement and a pre emptive right for additional periods.
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11.1.2. Below are details of waste water treatment and water supply facilities:

Property
type

Nine BOT
franchises
for
operation of
waste water
treatment
facilities
BOO
franchise for
operation of
waste water
treatment
and water
supply
facility.

Geography

Eight
facilities in
China and
one facility
in Turkey20

China

Remaining
franchise
term
(weighted
average)

Total
guaranteed
revenues17
(EUR in
millions)

24 years

547.5

29 years

-

Total
capacity as
of December
31, 2011

20.5
thousand
cubic meters
per day

10 cubic
meters per
day - waste
water
treatment,
and 100
cubic meters
per day water
supply

Total expected
capacity18

Revenues
Total
recognized investment
Investment
on 2011
through
in 2011
financial December
(EUR in
statements 31, 2011
millions)
(EUR in
(EUR in
millions)
millions)

501.5 thousand
cubic meters per
day in 2012 ,
550.5 thousand
cubic meters per
day in 2013
630.5 thousand
cubic meters per
day in 2014.
Waste water
treatment - 20
thousand cubic
meters per day
in 2013; 30
thousand cubic
meters per day
in 2017; water
supply - 150
cubic meters per
day in 2013 and
250 cubic
meters per day
in 2017.

19.6

65.0

20.0

12.5

1.93

35.6

2.7

7.0

11.1.3. Seawater Desalination Plant in Palmachim
Up until November 24, 2011, the Tahal Corporations (indirectly) held, through
Via Maris Desalination (Holdings) Ltd., 27.9% of the shares of Via Maris
Desalination Ltd. ( “Via Maris”), which owns a 25-year franchise for planning,
financing, construction and operating a sea water desalination plant in Palmachim
with an original capacity of 45 million cubic meters per year (hereafter:
“Desalination Plant”). This is according to a B.O.O agreement The
comprehensive cost of the investment recorded in the Via Maris books regarding
the construction of the desalination plant is approximately EUR10.7 million, and
approximately EUR 26.4 million were invested during 2010 and 2011. As of
30.9.2011, the revenues amounted o approximately EURO 20.4million.
On October 3, 2011, an agreement was signed between Global Environmental Solutions Ltd.
(a subsidiary wholly owned by Granite Hacarmel Investments Ltd.) ("the Purchaser") and
Tami for the sale of Tami's holdings (both directly and indirectly) in Via Maris, including the
17

Reflects customer commitment as to minimum waste water volume payable by the customer (whether or not provided to the facility)

18

Expected capacity after planned expansion and investment known as of December 31, 2011.

19

Expected investments are the investments known as of December 31, 2011 and only referring to planned investments for 2012- and
2013. 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.

20

Data for the property in Turkey included pro-rata to Tahal Assets' stake (50%) in this property.
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Total
expected
investment
(in EUR
millions)19

right to payback of shareholders loans amounting to approximately NIS 50,399 thousand, in
consideration for the total sum of NIS 62,375 thousand, which yielded Tahal Group a profit of
approx. EURO 2 million. On November 24, the deal was consummated after all the
suspensive conditions had been met.
11.2. Operating and Managing Water Systems and Related Infrastructures
As part of the asset investment activity segment, Tahal Assets has entered into 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 body21;
Up until the date of completion of the split proceeding, Tahal Assets operated in
this field also by means of Kardan Services (by means of Milgam), a private
company that provides services to the municipal sector in Israel, primarily in the
fields of collection system management and water. For details on the sale of
Kardan Services to Kardan Yazamut as part of the split proceeding, see Section
11.5.1 below. Milgam results were consolidated in the Tahal Group reports for
August 24 2011. Tahal Assets registered the total of EUR 8 million as profits in
the aforementioned sale.

21

Tahal Assets holds this franchise through Akfen SuAkfen.
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11.3. Other Activities
11.3.1.

A Power Plant for Producing Electricity in Kokhav HaYarden

Tahal Water Energy Ltd., a private company controlled by Tahal Group (“Tahal
Water Energy”)22 23, received, in May 2009, a conditional license to construct a
power plant with an installed capacity of 300 megawatts using the “pumped
storage”24 technology at Kokhav HaYarden (hereafter: “the Power Plant” and
"the Conditional License," respectively). The anticipated cost of constructing the
Power Plant is estimated at approximately USD 400 million (approximately EUR
310 million), and is expected to last about four to five years from the date of
commencement of implementation of the construction jobs. Construction of the
power plant is planned to be implemented by means of self-financing and the
securing of loans in a project finance format, i.e. financing by external parties
(such as banks and financial institutions), which are repaid from the cash flow of
the project. Construction of a power plant is subject to guidelines and regulations
in the field of electricity, in general, and the field of “pumped storage,” in
particular, as well as to the terms of the Conditional License and the terms to be
determined in the permanent license for the production of electricity (the
"Permanent License"), which will be granted at a later stage, in accordance with
the Electricity Sector Law, 1996.
The conditional license is for a period of six years and was given to Tahal Water
Energy's compliance with a number of benchmarks and preconditions, including
the receipt of a mandatory connection survey from the Israel Electric
Corporation, Ltd., which 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 ("Positive Connection
Survey"); of deposit and approval of an outline plan by the National Infrastructure
Committee ("NIC") for construction of the Power Plant ("NIP"); and arrival at
financial closure.
In September 2010, following Electric Corporation delays in performing the
connection survey , Tahal Water Energy received a Positive Connection Survey
determining 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.
Following the Connection Survey results and their impact on the possibility of
compliance with other benchmarks, including Tahal's deposit of the NIP and
arrival at financial closure, Tahal Water Energy submitted to the Public Electricity
Services Authority ("the Electricity Authority") an appeal regarding the results
22

Tahal Water Energy is managed by Tahal Assets, despite the fact that, legally speaking, it is owned by Tahal Group (indirectly).

23

81 % of Tahal Water Energy is held by Water Planning Israel and 19% are held by a third party.

24

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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of the survey ("the Appeal"), and asked the Electricity Authority to extend the
dates stipulated in the temporary license for meeting some of the benchmarks
stipulated in the Conditional Survey, including the date of financial closure and
other dates derived therefrom ("the Request to Extend Dates"). The Electricity
Authority informed Tahal Water Energy that will discuss the request to extend
dates only after removal of the lack of clarity regarding the Connection Survey. It
should be noted that, pursuant to the Electricity Authority's decisions, in the event
of submission of an appeal regarding the Connection Survey results, the
timetables for progressing in accordance with the benchmarks will be postponed.
The NIP was approved for deposit on February 13, 2012. Furthermore, on
_January 29, 2012 Tahal Water Energy received a positive Connection Survey
from the Electric Corporation, which in light of the results, the Electricity
Authority announced to Tahal on February 2-12, completion of Tahal's request for
extension of the dates.
In light of the aforesaid, as of the report date there is uncertainty with regard to
the overall project and with regard to up-to-date timeframes for Tahal Water
Energy to meet the benchmarks stipulated in the Conditional License in relation to
benchmarks that had not been met by the report date. Tahal Water Energy is
conducting talks with the Electricity Authority over the setting of new timetables
for the benchmarks that have not yet been met, including financial closure.
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”).As of the report date, and
especially in light of the uncertainty with regard to the realization of the project
and the updated timeframes for compliance with the benchmarks stipulated in the
Conditional License, there is uncertainty over whether Tahal Energy will indeed
meet the aforesaid benchmarks. Among other things, there is doubt as to whether
Tahal Energy will comply with the benchmark of reaching financial closure
enabling Tahal Water Energy to construct the power plant, in general, and before
exhausting the maximal quota for Fixed Availability, in particular.
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
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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 11.20 of this
part.
11.3.2. Tahal Assets (indirectly) holds, through Agri Products International NV, (“Agri”)a)
Foodyard Holding AD25, a company registered in Bulgaria which owns a factory for
processing agricultural produce in Bulgaria ( “Foodyard”) as well as Mastfoods SA,
registered in Greece owning a factory for processing agricultural produce in Greece
(“Mastfoods”)As of the report date, the Bulgarian factory is not operational and
Foodyard is in the process of selling the equipment at the factory. In June 2011, Agri
purchased all of the holdings of three of the partners in Foodyard (hereinafter: "the
Outgoing Partners"), which constitute 20.6% of Foodyard's total allocated capital, in
consideration for a total of EURO 210 thousand. The purchase transaction included a
mutual release of existing debit balances between Agri and the Outgoing Partners. As of
the report date, Agri holds approximately _87.6% of the Foodyard share capital. Until
December 31, 2011, Tahal Assets provided Agri Group with owners' loans in the
amount of approximately EUR 15.5million.

25

Tahal Assets holds about 51% of Agri capital shares. Agri holds approximately 87.6% of Foodyard capital shares. Foodyards holds about
71% of Mastfoods capital shares.
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11.4. Revenue Breakdown
11.4.1.
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:
2011

Product Group
Revenues

2010

2009

Percentage of
total
revenues

Revenues

Percentage of
total
revenues

Revenues

Percentage
of total
revenues

Plants for Sewage
Purification and Water
Supply

21.7

34.2%

16.4

25.4%

18.1

34.9%

Operating and Managing
Water Systems and
Related Infrastructures26

35.1

55.1%

42.2

65.2%

28.2

54.3%

Other

6.8

10.7%

6.1

9.4%

5.6

10.8%

Total

63.6

100%

64.7

100%

51.9

100%

11.4.2.
Following are details of revenues27 from the asset investment segment, by
breakdown into geographical regions:
Geographical
Region

2011

2010

2009

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)

% of total
revenues of the
asset
investment
segment

34.4

54.0%

41.3

63.8%

27.7

53.4%

China

20.2

31.8%

13.1

20.3%

15.1

29.1%

Turkey

42.2

3.5%

4.2

6.5%

3.5

6.7%

Greece

6.8

10.7%

6.1

9.4%

5.6.

10.8%

Total

63.6

100%

64.7

100%

51.9

100%

Israel

28

26

The data specified for 2011, including the data Kardan Services (including Milgam), which was sold to Kardan Yazamut as part of the
reorganization. The total revenue from additional water and infrastructure management without Milgam, during 20011,2010 and 2009
was Eur 0/7,0/9 and 0/5 million respectively, making up 2.4%, 3.8% and 2.1% of the total Tahal Assets revenues, respectively.

27

Revenues from sales alone (less equity profits and other revenues).

28

The data specified for 2011, do not include the data for Kardan Services (including Milgam), which was sold to Kardan Yazamut as
part of the split process. Without Milgam there were no revenues in Israel during 2011,2010, and 2009 in the area of investment in
assets. The total revenues stemming from investment in assets, without Milgam, in 2011,2010, and 2009, were EURO 29.2, 23.4 and
24.2 million, respectively.
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11.5.

Order Backlog and Guaranteed Income29

11.5.1. Following is the order backlog and guaranteed revenues from the asset and the forecasted
realization thereof as of December 31, 2011 (in EUR million):
Order Backlog

Backlog Realization Forecast for 2012

Order
backlog as
of
December
31, 2011

Percentage
of total
order
backlog as
of December
31, 2011

First
quarter

Second
quarter

Third
quarter

Fourth
quarter

Total
2012

Order
Backlog
Realization
Forecast for
2013

Operating and
managing water
systems and
auxiliary
infrastructures30

1.4

12%

0.1

0.2

0.3

0.1

0.7

0.7

Sewage
purification
plants

10.3

88%

0.5

0.7

0.9

1.4

3.5

6.8

Total

11.7

100%

0.6

0.9

1.2

1.5

4.2

7.5

Total Guaranteed Revenues up
to the end of the franchise
periods as of December 31, 2011

Sewage
purification
31
plants

547.4

Guaranteed Revenues in 2012

Guaranteed
Revenues for
2013

First
quarter

Second
quarter

Third
quarter

Fourth
quarter

Total
2011

Total 2012

2.9

2.9

2.9

4.2

12.9

13.9

Guaranteed
Revenues
starting
from 2014
and
Onwards
up to the
end of the
franchise
periods

29

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.

30

The data specified for 2011, including the data for Milgam, which was sold to Kardan Yazamut as part of the split procedure.

30

Akfen Su data consolidated in a proportionate consolidation of 50%.

31

The data specified for 2011, including the data for Kardan Services (including Milgam), which was sold to Kardan Yazamut as part of
the split procedure.
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520.6

11.5.2. Following is the order backlog and guaranteed revenues of the asset and the
forecasted realization thereof as of December 31, 2009 (in EUR millions):
Order Backlog

Total
order
backlog as
of
December
31, 2010

Backlog Realization Forecast 2011

Percentage
of total order
backlog as of
December 31,
2010

First
quarter

Second
quarter

Third
quarter

Fourth
quarter

Backlog
Realization
Forecast
2012
Total
2011

Operating and
managing
101.8
97.0%
122.
4ץ12
13.5
12.9
51.0
50.8
water systems
and auxiliary
infrastructures
Sewage
1.6
1.6
3.2
3.0%
0.4
0.4
0.4
0.4
purification
plants
100%
105.0
12.6
12.8
13.9
13.3
52.6
52.4
Total
11.5.3. Following is the order backlog and guaranteed revenues of the asset and the forecasted
realization thereof as of December 31, 2010 (in EUR millions):
Order Backlog

Operating and
managing
water systems
and auxiliary
infrastructures
Sewage
purification
plants
Total

Total
order
backlog as
of
December
31, 2010

Percentage

1.5

First
quarter

Second
quarter

31.9%

0.2

0.2

3.2

68.1%

0.4

4.7

100%

0.6

of total order
backlog as of
December 31,
2010

Total Guaranteed
Revenues up to the end
of the franchise periods
as of December 31, 2010

Sewage
purification
plants32
32

240.6

Backlog Realization Forecast 2011

Third
quarter

Fourth
quarter

Total
2011

0.2

0.2

0.8

0.7

0.4

0.4

0.4

1.6

1.6

0.6

0.6

0.6

2,4

2.3

Guaranteed Revenues in 2011

First
quarter

Second
quarter

2.3

2.3

Third
quarter
2.3

AkfenSu data consolidated in a proportionate consolidation of 50%.
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Backlog
Realization
Forecast
2012

Guaranteed
Revenues for
2012

Fourth
quarter

Total
2011

2.3

9.2

Guaranteed Revenues
starting from 2013
and Onwards up to
the end of the
franchise periods

Total 2012
9.2

222.2

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 11.20 of this part.
11.6.

Insurance

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.
11.7.

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.
11.7.1. Shareholders loans
The balance of loans Tahal International had provided Tahal Assets stood at
approximately EUR 38 million as of December 31, 2011, as of the date of the
report. This sum consists of loans amounting to approx. EURO 34 million for 3year terms that bear an annual interest rate of euro LIBOR +3%, and loans
amounting to approx. EURO 4 million for 50-year periods that do not bear
interest. .
During 2011, Kardan Land provided KWIG, a company wholly owned by Tahal
Assets, with three loans amounting to approx. EURO 13.8 million. The loans were
extended for a period of one year and bear an interest rate of EURIBOR + 4% p.a.
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11.7.2. Hereunder are details with regard to the average interest rates and effective interest
rates for loans as of December 31, 2011 and details about the credit composition and
rates of Tahal Assets as of December 31, 2011
Currency

From bank
sources

US
dollars
CNY
EUR

From bank
sources
From non-bank
sources

EUR
CNY
CNY

Balance as of
December 31,
2011
(euros in
millions)
Long-term loans
14

Average
interest rate
(weighted)

Effective
interest rate

4%

4%

21
7
Short-term loans
2
3
14

6. %
5. %

6. %
5. %

5%
7%
6%

5%
7%
6%

11.7.3. Hereunder are details with regard to credit at variable interest rates:

Change mechanism

Range of Interest

LIBOR/EUROBOR/BOC
rate

4%-7%

11.7.4.

Total credit
as of
December 31,
2011(euros in
millions)
46

Average interest rates
close to the publication
of the report
6%

Balance credit facilities and loan:

Tahal Assets has credit facilities amounting in total to some EUR 1 million as of
December 31, 2011 and as of the date of this report. The credit facilities as of
December 31, 2011 and as of the report date is fully utilized (all the credit
facilities as of December 31, 2011 and the date of the report are secured by
securities and/or liens). The aforesaid credit facilities bear average interest rates
of approx. 5%.

268

11.7.5. 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 investment segment.
11.7.5.1. Tahal Assets has undertaken to an Israeli bank to comply with covenants,
primarily with respect to equity and asset ratios, as follows:
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. The balance of loans as of December 31 2011 and as of
the report date total Eur 14 million. ($17.25 million). Close to the Reporting date,
Tahal Assets has reached an understanding with the bank regarding change to part
of its undertakings in connection with the aforementioned loan. In the said
framework of understandings, it was concluded that the amount of EUR 10 million
(with the addition of accumulated interest of equal value to the dollar), will be
given in advance payment (EUR 5 million will be paid immediately and EUR 5
million will be paid no later than September 30, 2012). The balance of the debt will
be paid according to the original payment timetable.
For details regarding the of Kardan NV's agreements in connection with financial
undertakings to the financing bank, see Section 7.14.1 below. As the Reporting
date, Kardan NV has no financial stipulations as aforementioned, see Section
14.1.7.1 of Financial Statement.
11.7.5.2. Akfen Su, Akfensu Dilovasi33 -Akfen Gulluk34 have undertaken to a foreign
bank to comply with covenants, primarily as follows:
(1) The ratio of the free cash flow to debt (as defined in the financing agreement)
at Akfensu Dilovasi and Akfen Gulluk,shall not fall below 1.2:1; (2) The ratio of
debt to EBITDA of Akfensu Dilovasi and Akfen Gulluk 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
Akfensu Gulluk shall not exceed 1.8:1; (4) The ratio of debt to equity in the
33

Akfensu Arbiogaz Dilovasi Atiksu Aritma Tesisi Yapim Ve Işletim A.Ş. (former name: Task-Arbiogaz Dilovasi Atik Su Aritma Tesisi
Yapim Ve Isletim AS) (“Akfensu Dilovasi”), a company held at a rate of 75% by Akfen Su (through which Tahal Assets hold the
franchise for a period of 35 years with the Municipal authority in Turkey, for purposes of management, operations and maintenance
services and collection of payments regarding the municipal water network under the municipal authority) has undertaken

34

Akfen Gulluk Cevre ve Su Yatirim Yapim ve Işletme A.Ş (previously Task Gulluk Kanalizasion Yatirim Yapim ve Işletme A.Ş)
(“Akfen Gulluk”) is 100% held by Akfen Su.
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consolidated balance sheet of Akfen Su, the parent company of Akfensu Dilovasi
and Akfen Gulluk, shall not exceed 3:1.The balance of loans as of December 31
2011 and as of the report date total EUR 6 million.
11.7.5.3. 10.5.3.3 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.
11.7.5.4. As of December 31, 2011 and shortly before the date of the report, Tahal Assets
and all the subsidiaries of Tahal Assets are in compliance with all of the covenants
pertaining to the credit facilities and loans received by them. (Regarding this subject,
see Section 11.5.3.1 below.
11.7.6. Guarantees
Hereunder is a description of the material guarantees Tahal Assets and its
subsidiaries and associated companies have extended and/or were extended to
them, with regard to material loans and credit facilities. Tahal 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 37 million euros as of
December 31, 2011 and as of the date of the report.
11.7.7. 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 charge on the shares of Dazhou Tianhe3536; (2) mortgaging the land on which
the Dazhou 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 Dazhou Tianhe has engaged with (5) a
negative pledge of KWIG HK shares; (6) a pledge on the shares of Akfen Su,
Akfensu Dilvoasi and Akfen Gulluk; (7) pledging rights of Akfensu 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; (8) a negative pledge of the shares of Akfen Su, Akfensu Dilovasi and
Akfen Gulluk and (9) a charge over Tianjin Huanke rights to receipts from the
three
sewage
purification
plants
that
it
owns.
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(Dazhou Tianhe) Dazhou Tianhe Water Supply and Drainage Co.Ltd, is indirectly owned by Tahal Assets, holding a B.O.O franchise for
a period of 30 years for a water supply facility and treatment of industrial waste in China.
Tianjin Huanke Water Development Co. Ltd ("Tianjin Huanke").
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Common Issues of the Project Activity Segment
and the Asset Investment Segment
11.8.

Marketing and Business Development

Following the organizational change at Tahal Group, the marketing activities,
business development and identification of investments is the responsibility of the
Overseas Business Development and Marketing Division. The organizational
change allows more efficient management of the Group's marketing resources
through a focus on key markets and collaboration development.
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 regard to
marketing.
11.9.

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.
The water market is characterized by the entry of new players. In light of the large
increase in investments in the field and the growth in the global water market,
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many players from the fields of construction, engineering, investments, commerce
and other fields are developing capabilities in the water field and competing for
tenders therein.
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.
11.10.

Human Capital

11.10.1. As of December 31, 2011, 812 employees are 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. The decrease in the number of
employees in 2011, compared to 2010, derives principally from the reduction of
staff in branches abroad (particularly in Romania, Russia and Serbia) following the
reorganizational process described below, and the change to employment of
workers through subcontractors in executionary projects in Ghana and Angola.
11.10.2. In 2011 Tahal Group launched a reorganization process, the main aspects of
which are as follows: The organizational structure in the area of projects activity
changed from a decentralized structure of geographies to a centralized structure of
professional divisions at Tahal Group's headquarters. The change focused on the
elimination of the geographic marketing division and its corporation with the
business development division into one division for project planning abroad and a
marketing and business development division was established and given
responsibility for sales, business development and tenders abroad.
Moreover, in 2011 changes were made with respect to Tahal Group's management
team, including, inter alia, the appointment of a new CEO, a new engineering
division manager and a new human resources division manager.
11.10.3.
Following are details of the human capital operating in the projects segment,
according to the organizational structure as of December 31, 2011:
Division/Organizational Unit
Engineering Division

216

Execution Division

80

Subsidiaries in Israel

69

Subsidiaries abroad

340

Marketing and business development division

37

Headquarters divisions and units (financial, legal
and human resources)

70

Total

812
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11.10.4. As of December 31, 2011, 410 employees are 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. The decrease in the number of
employees in 2011, compared to 2010, derives from the sale of Kardan Services
in the process of the split described in section 1.4.1 above,
11.10.5. Following are details of the human capital operating in the asset investment
segment as of December 31, 2011:
Geographical Region

The No. of Employees as of
December 31, 2011

Israel (without Kardan Services)

11

China

322

Turkey

41

Greece and Bulgaria

36

Total

420

11.10.6. 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, January 1, 2001, and June 1, 2011 between Tami and Water Planning 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 Water planning and Tami (hereafter: the “Collective Agreements”), about 123
Water Planning and Tami employees (as of December 31, 2011 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
retirement), 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.
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On July 11, 2011, Mr. Saar Beracha was appointed a member of the Managing
Board of Directors of Tahal International, Tahal Assets and Tahal Group and on
September 1, 2011, he began serving as CEO of Tami (The New CEO). In the
framework of his tasks, the New CEO supplies management and consultation
services to Tahal Group companies. In addition to a salary and consultation fees,
the New CEO is entitled to an annual grant of 25 of Tahal International's annual
profit before tax according to its audited and consolidated annual financial
statements. Likewise, it was agreed that the New CEO will be granted 797
options, realizable for 797 shares which at the date they were granted will
constitute approximately 3% of Tahal International's issued and outstanding share
capital. The agreements of granting the aforementioned options have not yet been
signed and the said options have not yet been granted to the New CEO.

11.10.6.1. Employee remuneration program
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 at the date they were granted constituted approximately 3%
of the issued share capital of Tahal International, after allocation by full
dilution and as of today constitute approximately 2.32% of Tahal
International's issued share capital, 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) 97 options that at the date they were granted constituted approximately 0.5%
of the issued share capital of Tahal International after allocation by full
dilution and as of today constitute approximately 0.39% of Tahal
International's issued share capital, were granted to an additional offeree.
578 options granted in the past to Tami's CEO, who also served as chairman
of the Management Board of Tahal International until the end of August 2011
(The Former CEO), were exercised by him on August 17, 2011, close to the
date he ended his position. As payment of the exercise price for the amount of
EUR 822,494, with the exercise of the options, Tahal International allocated
578 shares of (Allocated Shares) to the Former CEO. In according to the
agreement of August 17, 2011 between the Former CEO, Tahal International,
Kardan NV and the options trustee according to Section 102 of the Income
Tax Ordinance (The Trustee), the Former CEO sold the allocated shares to
Kardan NV in consideration of EUR 3.270 thousand. EUR 822,494 of the
said amount served as payment of the exercise price, EUR 1.340 thousand
were transferred to the Trustee for tax payment and the remaining EUR 1,100
thousand were paid by means of Kardan NV shares.
It is possible that in the future Tahal International will allocate additional
274

options according to the share option plans it has adopted.
For additional details regarding Tahal International’s option program see note
19(4) of the Kardan NV financial statements of December 31, 2011.
11.10.6.2. In December 2010, the KWIG HK37 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.
11.8.7.3

In June 2011, a director at KWIG HK was given 985 options exercisable for 985
shares constituting 2% of KWIG HK's issued capital are the allocation. The
operations are immediately exercisable. For further details, see Comment (3)
of the chart in Section 8.1 of Chapter D of Financial Statement.
For additional details regarding KWIG HK’s option plan, see note 19(4) of the
Kardan NV financial statements of December 31, 2010.

11.11.

Suppliers and Subcontractors
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.

37
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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.
For details of the risks for the Tahal Corporations due to said engagements with
suppliers and sub contractors, see Section 11.19.1.3 of this part.
11.12.

Working Capital

11.12.1.

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 2011 were 100
days. Average credit days for customers according to the agreements in 2011 were
70 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. and in practice stands
at an average of ___ days in 2011.
11.12.2. 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 2011 was approximately 90.
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
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during 2011 stood at approximately 60 days.
11.12.3. 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.
11.13.

Financing
Tahal International finances its operation through bank loans and external
financing (FIMI), 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.

11.13.1.

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, 2011, and as of the date of the report, the balance of loans
Kardan N.V. provided to the Tahal Corporations stood at approximately EUR 44
million and EUR 45 million, respectively. The said loans are for periods of 3
years and they bear an annual interest rate of Euro LIBOR +3%.
11.13.2.
Following are the details of the average interest rate and effective
interest rate of loans, as of December 31 2011, and details regarding the
structure of Tahal International credit rate as of December 31, 2011.
Currency

From bank sources

From non-bank sources
From bank sources

From non-bank sources

Balance as of
December 31,
2011
(euros in
millions)
Long-term loans
US Dollars
13
Chinese Yuan
21
Euro
7
Shekel
2
Dollar
13
Short-term loans
Euro
2
Chinese Yuan
3
Dollar
3
Shekel
1
Zloty
1
Chinese Yuan
14
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Average
interest rate
(weighted)

Effective
interest rate

4%
6%
5%
7%
4%

4%
6%
5%
7%
13%

5%
7%
4%
7%
5%
6%

5%
7%
4%
7%
5%
6%

11.13.3.

Hereunder are details with regard to credit at variable interest rates:

Change mechanism

Range of Interest

Libor/Eurobor/BOC
rate/Vibor/ Prime

4%-7%

11.13.4.

Total credit
as of
December 31,
2011(euros in
millions)
66

Average interest rates
close to the publication
of the report
5.3%

FIMI Loan

In July 2010, Tahal International and Kardan N.V. entered into a transaction with
an investment fund named FIMI Tahal 2010 Investment LP (hereafter: “FIMI”)
(hereafter: the “Transaction,” respectively). As part of the Transaction, Tahal
International and Kardan N.V. and FIMI signed a loan agreement and a Warrant
agreement "the Loan Agreement" and "the Warrant Agreement," respectively),
and Kardan N.V. and FIMI signed a shareholders agreement ("the Shareholders
Agreement").
On June 28, 2011, the parties to the Transaction signed an agreement amending
the Loan Agreement, the Warrant Agreement and the Shareholders
Agreement "the Amendment").
Under the Loan Agreement and the Amendment, on August 2, 2010 (the Closing
Date), FIMI granted Tahal International a loan in the amount of USD 25 million
(the Original Loan). 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, 2012 (the “Additional Loan), subject to the fulfillment of a number of
conditions that were determined in the agreement.
The payback date for all the loans (the Original Loan and the Additional Loan) is
until August 2, 2015.
As of the report date, Tahal International had not yet exercised its right to secure
the Additional Loan. The aforesaid loans will bear an interest rate of LIBOR + 3%
p.a. as of the Closing Date.
Under the Loan Agreement, as amended within the framework of the
Amendment, Tahal International undertook to comply with the financial
stipulations 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 companyalone quarterly reports, shall be at least at 40% of its total assets. (3) Tahal Assets’
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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) commencing with Q2 2012, the
EBITDA of the Tahal Corporations, in every given quarter, under their
consolidated and audited quarterly reports, 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 in the Loan Agreement 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.
As of December 31, 2011, and as of the report date, Tahal International is in
compliance with all the aforementioned commitments.
Under the Warrant Agreement, as amended as part of the Amendment, 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 (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. Under the Amendment, the aforesaid rights will
expire within 5 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 entitled to as part of the
sale event.
Under the Shareholders Agreement, as amended as part of the Amendment,
acceptable arrangements were set among shareholders, which will enter into force
in the event that FIMI exercises its rights to purchase Tahal International shares as
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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., in the Shareholders Agreement, 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
August 2, 2013 or at an earlier date in case of an occurrence of a “sale event” as
detailed in the Shareholders Agreement. For additional details, see an immediate
report published by Kardan N.V. on July 15, 2010 (the Securities Authority
Report Site (www.magna.isa.gov.il), regarding the signing of the Tahal-FIMI
Fund Agreement (reference number: 2010-01-555486), included herein by way of
reference..
11.13.5. Guarantees
As of December 31 2011 and as of the date of the report, total guarantees
provided by Tahal International to third parties amounted to approx. EURO 100
million. For further details see Note 29 of the Financial Statements.
11.13.6. The total guarantees (based on actual utilization) that Kardan N.V. has provided to
the Tahal Corporations, as of December 31, 2011, stands at approximately EUR
26 million.
11.14.

Taxation
As of December 31, 2011, Tami Consolidated has carry-forward losses from
previous years, which total approximately USD 9.4million (approximately EUR.7
3million), which were created in previous years from current operations. Tahal
Group believes that the loss primarily stems from a decrease in revenues and the
internal reorganization.
Tami and Water Planning have received final tax assessments for 2006. Tami and
Water Planning are in tax assessment discussions for the years 2007-2009, where
a statute of limitations applies to the 2007 tax year, and therefore the tax return for
that year is closed. In January 2012, Tami began performing an income tax,
deductions audit for the years 2008-2009.
The betterment tax manager issued Water Planning a betterment tax assessment
for the Sale Agreement mentioned in Section 10.8 above. Water Planning
submitted a reservation regarding this assessment, as part of which it refuted the
method of betterment tax calculation and the transaction value as determined by
the betterment tax manager. On 1.3.2012 a decision on the reservation was been
made, according to which the reservation regarding the value of the transaction
was rejected, with a mutual agreement to extend submission of the appeal until
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construction of the asset in the said transaction, with the understanding that by that
time, the exact scope of the building rights will be clarified, which is known to be
the most important detail in calculation of the transaction.. In addition, the tax
payment date was deferred to December 12, 2012, due to the non-fulfillment of the
suspensive conditions specified in the Sale Agreement, where, should the
suspensive conditions be fulfilled before the aforementioned date, Water Planning
must inform the betterment tax manager of same.
For additional details, see note 44 to the financial statements of Kardan NV as of
December 31, 2011 and also section 15 below.
11.15.

Environmental risks and the management thereof

11.15.1.
Environmental risks that have or are expected to have material impact
on Tahal Group.
The environmental risks involved in the Tahal Group's activities are characterized
according to type of activity – planning activity, execution activity and asset
operation and management activities in the fields of water and sanitation and
waste
in
Israel
and
abroad.
As a rule, Tahal Group has quality standards that oblige the Company's employees
to meet high standards in the areas of environmental protection and control,
procedures dealing with purchasing, the employment of subcontractors, the
manner of managing projects and obtaining proposals, in addition, there is an
integrated quality system designed to allow systematic, orderly work, command
and control of processes, and environmental protection and safety on the job.
Project Planning
The planning activities do not expose Tahal Group to material environmental
risks. The planning process at the Group has been implemented with great skill
for many years, during which it has obtained all the required approvals from the
Authorities, planning committees and government ministries responsible for
environmental issues. The environmental effects are examined at the initial stages
of each project. As part of planning projects for overseas customers, the Group
operates pursuant and subject to the regulations and standards in each of the
countries where it operates in the fields of water-sewage, environment, energy,
gas and agriculture. 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.
Project Execution
In general, projects executed according to environmental guideline given at the
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planning stage (in accordance with environmental surveys) should not cause any
environmental danger or nuisance. However, implementation of projects by their
nature, entail activities that may cause environmental danger or nuisance to people
or animals. Tahal Group implements projects by means of subcontractors under
Tahal Group's constant management and supervision, placing significant emphasis
on environmental aspects, including the inculcation of environmental work and
control processes throughout the implementation and planning projects in order to
instill understanding and focus with respect to material environmental issues that
may constitute a risk to the proper execution of the project as early as the initial
stages thereof.
Investment in Assets
Tahal Group manages and operates collection and treatment facilities for domestic
or industrial wastewater in Israel, China and Turkey; a desalination plant in
Cypress; and a waste landfill in Israel.
Israel
Wastewater treatment facilities: The main environmental risk in the field of
waste treatment facilities at the facilities operated by Palgei Mayim is soil
contamination. The treatment and pooling ponds at the wastewater treatment
facilities are not hermetically sealed and may cause soil and groundwater
contamination in the area. Since the area in which most of the facilities are
located is not hydrologically sensitive and the groundwater there is virtually
unutilized, the main problem stems from the causing of soil pollution and noncompliance with the clean soil law that has not yet gone into effect.
The Hagal Waste Landfill – located in the lowest-potential region for causing
groundwater contamination. The site is supervised by the Environmental
Protection Ministry officials and already contains monitoring drilling pursuant to
the legal requirements. The waste landfill is far from residential areas and does
not cause any environmental hazards.
China – KWIG
The Group's facilities that operate in China by KWIG, which primarily manages
and operates wastewater treatment facilities, water treatment facilities, wastewater
collection systems and water supply. As part of the operation of these facilities,
KWIG is obliged to meet the engineering process standards and comply with the
environmental regulations. All of KWIG's facilities are monitored continuously by
the local Authorities for compliance with the environmental standards. The
treatment process used in KWIG's facilities does not harm the environment.
Nonetheless, the pumping of low-quality wastewater into KWIG's treatment
facilities or an unexpected malfunction can cause environmental damage.
At each KWIG-owned facility that employs contractors for the maintenance and
continuous operation of the equipment and the various facilities, an examination
and attention to the environmental issues and safety during execution of the work
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is required, and each contractor is required to meet the safety and environmental
quality requirements. If irregularities are discovered, the chief engineer or safety
supervisors are entitled to demand that the performance contractor act
immediately to improve the situation during implementation of the work.
KWIG conducts environmental and safety impact surveys by itself or by means of
local companies, everything according to the requirements of the customer and the
local environmental protection agency and/or according to the requirements of the
competent bodies and the country's laws. In addition, the Company conducts a
periodic environmental risk survey aimed at assessing the quality of the
operational processes and the management of the facilities from an environmental,
safety and health point of view. Based on the assessment and evaluations, the
Company implements plans for minimizing the anticipated environmental
damage.
Environmental risks can stem from an immediate malfunction or sudden event
causing huge damage or an ongoing gradual malfunction causing slight yet
continual damage. Below are details of the primary environmental risks: Water
pollution (groundwater and streams): Groundwater pollution can cause health
risks and the stoppage of pumping with water drills if pollution has penetrated the
groundwater. Other risks can also stem from irrigation of food and fodder crops
with polluted water and transfer of the pollutants to the human and animal food
chain. The contamination of streams is liable to cause contamination of the sea
into which the stream feeds and transfer of the pollutants to the food chain by
means of fish living in the polluted area.
Soil pollution: Soil pollution usually leads to contamination of the groundwater
under it due to the transfer of the pollutants by rainwater. In addition,
contaminated soil can cause health risks to people and animals that eat food and
fodder crops growing in this soil.
Sea pollution: Sea pollution causes health risks to people who nourish themselves
on fish growing in polluted areas. Sea pollution can also harm the fish yield in the
polluted area by violating the ecological balance that is essential for optimal
growth of the fish.
Air pollution: It can cause soil and water contamination when pollutants reach the
soil by means of rain and wind, as well as health hazards to the people who
inhale these pollutants directly.
Significant impacts that the law provisions have on Tahal Group, including its
capital investments, profits and competitive status
11.15.2.

Israel

Tahal Group operates wastewater treatment facilities (both extensive and
intensive), primarily in the vicinity of the Zebulun Valley and the Jezreel Valley
by means of a subsidiary, Palgei Mayim. As part of its operation of the facilities,
the Group's activities are subject to continual control by the Ministry of Health,
the Ministry of Environmental Protection and the Water Authority.
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The main environmental laws and regulations that obligate Tahal Group as part of
its operations in Israel are as follows:
The Water Law
The Water Law stipulates a number of provisions with respect to the protection of
water sources and the prevention of water pollution. By virtue of the law, a
number of regulations on the matter came into effect, including the ban on
dumping salts into water source (The Water Regulations (prevention of water
pollution) (Ban on Dumping Salts into Water Sources), 1998), the Prevention
of Water Pollution) (prevention of water pollution) (the use of sludge and its
disposal), 2004, which addresses the disposal of sludge produced in the
wastewater treatment facilities).
The Inbar Regulations – In January 2010, the Knesset Internal and
Environmental Protection Committee approved the public health regulations
"Effluent Quality Standards, 2010" ("The Inbar Regulations" ), which will
enter into force gradually between July 2010 and January 2015.
The Inbar Regulations impose obligations on both the producer of wastewater and
the operators of wastewater purification plants to meet the stringent standards
of the regulations. In addition, The Inbar Regulations oblige the producer of
wastewater and the operator to monitor and control the wastewater, take
samples of the effluents emitted from the purification plants, and publish
extensive reports and release the information to the public. Moreover, the
regulations place a special emphasis on transparency to the public, including
reporting duty and publication of the effluent testing results. The Inbar
Regulations also include transition provisions with respect to wastewater
purification plants that had been constructed prior to the publication of the
regulations, said provisions stipulating a gradual timetable for application of all
the standards stipulated in the regulations, such that, within 5 years (up until
January 2015), all the purification plants in Israel will produce water at the
tertiary quality level (tertiary treatment is an additional effluent treatment that
raises the quality of the effluents such that they can be used for unrestricted
irrigation of agricultural crops for human consumption and/or irrigation above
aquifers without any concern for harming public health or contaminating the
aquifer).
The Afula, Solelim-Rani, Tel Adashim and Dovrat wastewater treatment facilities
will be obliged to comply with the Inbar Regulations as of January 1, 2013. The
Zarzir, Ramat Yishai, Migdal Ha'emek and Tiv'on facilities will be obliged to
comply with the Inbar Regulations as of January 1, 2015.
The Hazard Prevention Law – The Prevention of Unreasonable Air and
Odor Pollution from Solid Waste Disposal Sites (1990)
The regulations address the following issues: the entrance to the waste site; the
need for putting up fences and signs around the site; the manner of disposing
the waste at the site; the ongoing operation of the site (tightening the cover,
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etc.); and treatment of combustion events and mechanical equipment – all in
order to reduce and prevent the creation of environmental hazards stemming
from waste site operation.
The Local Authorities Law (sewage), 1962, which addresses the collection and
treatment of wastewater
Regulation in China
Each facility has a contract and separate franchise agreement governing all the
years of the franchise period, which is subject to all the guidelines and
regulations stipulated in the local and national standardization, as well as a
detailed table of wastewater quality levels posted at both the entrance and exit to
the facility, along with the allowable level of deviation. Any deviation from the
standards, should it occur, is subject to a calculation formula of fines.
Upon publication of a new regulation, the existing agreement is submitted for
discussion and renegotiation so the Company can adapt it to the new
standardization while withstanding the required capital impact involved in
applying the new regulation.
If an existing facility must undergo upgrading due to a new regulation, or in the
case of the planning and construction of a new facility, the relevant regulation is
valid. The capital impact on the construction manifests itself in suitable
budgeting formulated to cover the expenses.
The profit and competitive status are taken into account in order to preserve the
Company's profitability and prevent harm to the day-to-day operations. The sums
that the Company is expected to bear for the prevention or reduction of damage
to the environment are grossed up in the updated agreements, including an
updating of the rate and the commercial terms in accordance therewith.
The primary activity of the facilities for the treatment of waste, operated by the
Tahal Group, is an activity intended to improve the quality of the environment
and reduce environmental damage. Therefore, any material investment
implemented or planned by the company for facilities for the treatment of waste
and operated by the company is an investment directly relating to the matter of
the environment ; prevention and reduction of risks of environmental damage.
11.15.3.

The Tahal Group's environmental risk management policy

Pursuant to Tahal Group's policy, its employees are obliged to comply with procedures
relating to environmental risks and emergency events as part of the planning activities.
In addition, the Group conducts a comprehensive periodic environmental risk
survey aimed at assessing the quality of the environment-related operational
and management processes at the facilities it owns or that it operates in Israel
and abroad.
The surveys include visits to the facilities and completion of questionnaires that
survey the engineering performance quality vis-à-vis the existing regulations
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and the commitments to the customers. Tahal Group has an integrative quality
rules system, which is run according to ISO 9001 from 2008, ISO 14001 from
2004, OHSAS 18001 from 2007.
For further details see section 11.13.1 above.
11.16.

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
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.
In August 2011, the Chinese State Council, which dictates policy in China,
published new guidelines for preventing and treating groundwater contamination.
The Company believes that those regulations will augment its activities in the
field of wastewater recycling since the toughening of the regulatory requirements
will increase the need for these services. Regulations restricting the pumping and
contamination of groundwater will obligate consumers to use recycled water and
create business opportunities for the company, through the sale of water recycled
in the purification plants it operates. In addition, increased enforcement on
industrial plant emissions, will require increased wastewater treatment by the
relevant parties.

11.17.

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.

11.17.1. Kardan Services Shareholders Agreement
As part of the split procedure, Tahal Assets transferred all its holdings in Kardan
Services to Kardan NV, which entered into a contractual arrangement with
Kardan Yazamut on August 26, 2011, whereby Kardan Yazamut would purchase
from Kardan NV, inter alia, 1,000 ordinary shares with a par value of NIS 1 each,
which constitute all the Kardan Services held by Kardan NV at the time, in
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consideration for approximately NIS 80.5 million38 shares. For further details on
the split procedure, see Section 1.4.1 above.
11.17.2.

Akfen Su 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
issued share capital of Su (previous name: Task Su). The balance of Task Su
shares are held by a third party (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 shares, which requires the agreement of both
parties, and rights of first refusal and tag-along right of both parties.
11.17.3. Agreement for sale of franchise for operating the facility for waste treatment.
In May 2011, Tianjin Huanke39 entered an agreement to sell all its holdings in
Tianjin Baodi Huanke Bishui Wastewater treatment Co. Ltd (“Tianjin Boadi”) to
the government of China. Tianjin Baodi held the franchise for operation of the
facility for waste treatment in China according to the B.O.T type franchise, since
2003. In August 2011, said sale was completed for the consideration of
approximately EUR 2.6 million. The sale transaction yielded Tahal Assets a profit
of EURO 1.7 million.
11.17.4.
11.18.

For details on the FIMI loan agreement see section 11.11.4 above.
Legal Proceedings
Tahal Group is not party to any material legal proceedings – which constitute 10%
of its current property.

11.19.

Business goals and strategy
Tahal Corporations' strategy consists of the following principles:
Leverage of Takal’s reputation and ability to operate in developing markets. This
is seen in two areas of the group’s activities as detailed below, both in the
retention of the spirit of entrepreneurship and the ad hoc approach to business
opportunities of Tahal’s core business areas.
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), especially in developing countries in Africa and
south America, which will join Tahal's activities in the area of engineering and
supervision services.

38

39

Milgam was held, prior to the date of completion of the split procedure, by Kardan Services at a rate of 87%; the other shares were
held by the chairman of the board at Milgam (11.9%) and an additional shareholder (1.3%).
Tianjin Huanke Water development Co. Ltd ("Tianjin Huanke") is a company held indirectly by Tahal Assests (88.15%)
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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, in developing countries in Asia, amongst others..
11.20.

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 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.

11.21.

Risk Factors
Tahal Corporations' activities are characterized by the following risk factors:

11.21.1. Macro Risk Factors
The Global Economy - A recession and slowdown in the growth rate in the
11.21.1.1.
developing countries is liable to negatively impact the Tahal Group’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
raisefunds 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 affect 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.
11.21.1.2. 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
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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.
11.21.1.3. Cancellation of existing projects due to financing difficulties on the part of
customers/suppliers/subcontractors - The global economic crisis, as specified in
section 6 above, has harmed the results and assets of suppliers and subcontractors used
by Tahal Corporations in setting up projects. At the same 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.
Financing risks – Tahal Group's activities in the area of assets necessitate the
availability of funding sources for project execution. The Chinese government's
monetary policy, which is aimed at chilling the credit market, is liable to harm
Tahal Group's ability to raise the financing of debts for the purpose of investing in
projects. Industry Risk Factors

11.21.2.

Sectoral Risks

11.21.2.1. 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; nonreceipt 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
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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.
11.21.2.2. 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 Group 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 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.
11.21.2.3. 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
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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.
11.21.2.4. 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.
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.
11.21.3. 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
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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. Furthermore, particular policies (such as
fiscal policies) of governments in countries where the Tahal Group is active, may
bring about a cooling down of the credit market and hinder the raising of finances
to investment in the Tahal Group projects.
11.21.3.1. 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 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.
11.21.3.2. 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
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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.
11.21.3.3. 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 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.
11.21.3.4. 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
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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.
11.21.3.5. 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.
11.21.3.6. Currency exposure – Due to the fact that Tahal Corporations operates in various
countries with various currencies such as the kwanza, cidi, lari, ruble, lei, yuan etc.
including activity in currencies that are not usually "negotiable" in the global financial
market), Tahal Corporations are exposed to devaluation or revaluation of these
currencies vis-à-vis its activity currency, a fact that may have both a financial impact
on the Group's cash flow and an accounting impact on its financial statements.
11.21.3.7. Tax exposure – Calculation of the Tahal Corporations' tax liabilities involves the
interpretation and application of laws and various tax treaties. Tahal Corporations
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.
11.21.4. Unique Risk Factors
11.21.4.1. 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 10.6.4 and 10.6.5 above), 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.
11.21.4.2. 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
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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.
11.21.4.3. 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.
11.21.5. Hereunder is a table in which Tahal Corporations ranks the impact of the
aforementioned risk factors on its business should they materialize:
Impact
Risk Factors

High

Medium

Low

Macro Risk Factors
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

X

Industry Risk Factors
Performance risks

X

Limited bargaining power

X

Tahal Corporations' income as a factor dependent upon
the winning of tenders

X

Competition

X
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Impact
Risk Factors

High

Financing requirements

Medium

Low

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

Currency exposure
Tax exposure

X

Unique Risk Factors
Performance risks

X

Performance risks in light of the joint activity
frameworks

X

Investment risks

X
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12.

Ceased operations
Following the completion of the re-structuring process at Kardan NV, as
described in paragraph 1.4 above, on October 5, 2011, the majority of Kardan
NV’s activities in Israel in the various areas of activity which were carried out by
Kardan Israel and Milgam (which was held by Kardan Services), have been
classified in the financial statements of Kardan NV as ceased operations and
hence a most brief summary description of this activity has been provided below.
Additional information pertaining to the ceased operations is available in the
periodic report of Kardan Yazamot, the company that was spun-off from Kardan
NV during the re-structuring process, as published on March 30, 2012.

12.1

Kardan Israel
Kardan Israel was incorporated in 1982 under the laws of Israel and is a public
company, whose shares were listed for trading on the Tel-Aviv Stock Exchange.
Prior to the completion of the re-structuring Kardan NV held 73.67% of the issued
and paid-up share capital of Kardan Israel. Starting on the date of the completion
of the re-structuring, Kardan Yazamot holds 73.67% of the issued and paid-up
share capital of Kardan Israel.
As of the date of the completion of the re-structuring, the activities of Kardan
Israel, via its subsidiaries and related companies, have focused on five (5) areas of
activity: (1) real estate initiation; (2) construction work; (3) vehicle sales (4)
operating leasing and short-term vehicle rental and (5) communications and
technology. In addition, other activities that are not included in these areas are
included in the area termed “Others”. Kardan Israel also holds approximately 11%
of the issued capital of Kardan NV.
Below is a general description of Kardan Israel’s areas of activity, which are
reported as operating segments in Kardan Israel’s financial statements: The
description is up to the date of completion of the restructuring process, whereas
the financial data are as at September 30, 2011.

12.1.1

Real estate initiation
As of the date of the completion of the re-structuring, Kardan Israel held 71.94%
of the issued capital of Kardan Real Estate, a public company whose securities
were issued to the public pursuant to a prospectus from February 2010.
Kardan Real Estate through its holdings in companies and its joint initiatives in
Israel engaged, directly, as at the date of completion of the re-structuring process,
in three areas of activity reported as business segments in its financial statements,
as follows:
real estate initiation - location, initiation and development of
residential buildings in Israel intended for sale; investment real estate - location,
initiation, development, sale and rental of office buildings and commercial areas;
construction work execution provide executing subcontracting service for
building residential projects commercial buildings, public building and
infrastructure.
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In addition, Kardan Real Estate holds 40% of the issued capital of Mikdan
Management and Maintenance Ltd (“Mikdan”), which is engaged in the
management and maintenance of buildings. To the best of Kardan NV's
knowledge, this holding in Mikdan is not material to Kardan Israel.
Until March 11, 2011, Kardan Israel held (indirectly) 50% of the issued capital of
Emed, a private company that engages, inter alia, in the real estate segment in
Israel, the leasing of investment properties (offices, commercial areas and parking
lots), and owns unoccupied properties, mainly in the Gush Dan region. On March
10, 2011, Kardan Israel sold (indirectly) all of its holdings in Emed.
Until the date of the completion of the re-structuring, Kardan Israel’s real estate
initiation activity was classified as part of Kardan NV’s real estate operations (real
estate initiation and investment real estate).
Below are details regarding the real estate initiation activity of Kardan Israel (via
Kardan Real Estate):
12.1.1.1.

Below is consolidated information regarding residential construction projects
(projects under construction) (the data presents the Company's share in the
projects) as at September 30, 20111:

The
holding
entity

Number
of
projects
(and
stages)

Kardan
Real Estate

11

1

Initial
marketing
date

Total
number of
residential
units
planned

Number of
residential
units not
sold as at
September
30, 2011

Nr. of
residential
units sold as
at
September
30, 2011

Nr. of
residential
units sold as
at
December
31, 2011

Nr. of
residential
units sold as
at
December
31, 2009

2010-2011

868

304

564

390

253

The data in the table that refers to the anticipated project termination date and the anticipated date for terminating the sales
is forward looking information as defined in the Securities Law, based on agreements which Kardan Real Estate signed
with sub-contractors, The Kardan Real Estate management's experience building and marketing projects, the condition of
the relevant markets and the specific data of each project. These assessments may not materialize, fully or in part, or
materialize in a different manner, including essentially, than forecasted, as the result of unexpected delays in building the
projects, the condition of the local and global market, changes in the condition of the market and changes in the demand
for residential areas and/or the realization of all or part of the risk factors detailed in section 21 of this section.
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12.1.1.2

Below is consolidated information regarding residential construction projects
(projects in the planning phase construction of which has not yet started) as at
September 30, 20112:3
Number of
projects
(and stages)

The holding entity
Kardan Real Estate

12.1.1.3

8

Anticipated
project
termination
date
2014-2017

Total
residential
units
planned
614

Cost of land in the
books (NIS
thousands)
130,785

Below is detailed the stock of residential apartments who's construction
terminated by September 30, 2011 and have not yet been sold, as at December 31,
2009, December 31, 2010 and September 30, 2011:

The holding entity

Kardan Real Estate
Kardan Real Estate
– Associated
Companies 4

Number of
residential
units
construction of
which
terminated as
at September
30, 2011
181

Number of
residential
units
construction of
which
terminated as
at December
31, 2010
36

Number of
residential
units
construction of
which
terminated as
at December
31, 2009
134

91.5

91.5

23.4

The holding entity
Kardan Real
Estate
Kardan Real
Estate –
Associated
Companies5

Number of sold
residential units
construction of which
terminated as at
September 30, 2001
and have not yet been
delivered
38
3

Balance of finished
apartments not sold
as at September 30,
2011

Balance of finished
apartments not sold
as at December 31,
2010

Balance of finished
apartments not
sold as at
December 31, 2010

2

2

6

11

20

2.5

3

The data in the table that refers to the anticipated project termination date, the anticipated date for terminating
the sales, total number of units planned, expected costs and overall costs, are forward looking information as
defined in the Securities Law based on agreements with sub-contractors, cost of construction, the
management's experience in building and marketing projects, the condition of the relevant markets and the
specific data of each project. These assessments may not materialize, fully or in part, or materialize in a
different manner, including essentially, than forecasted, as the result of unexpected delays in building the
projects, changes in the condition of the local and global market, including as the result of direct and/or
indirect implications of an economic crisis and changes in demand for residential areas and/or the realization
of all or part of the risk factors detailed in section 21 of this section.

4

The data of the associated companies represent the share of Kardan Real Estate whereas with regard to Kardan
Real Estate, the data represent 100% of the project

5

The data of the associated companies represent the share of Kardan Real Estate whereas with regard to Kardan
Real Estate, the data represent 100% of the project.
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12.1.1.4

Below is consolidated data concerning sales** in residential projects
as at September 30, 2011;

The holding entity

Kardan Real Estate
Kardan Real Estate –
Associated Companies6

Number of residential
units sold during the nine
months terminating
September 30, 2011
236
9

Number of residential units for
which the sales agreement was
cancelled during the nine months
terminating September 30, 2011
2
-

** Kardan Real Estate defines "sale" any transaction that has a signed sales
contract with an apartment buyer.
12.1.1.5

Kardan
Real Estate
Kardan
Real Estate
–
Associated
Companies7

Aggregate data on projects that terminated in the years 2009-2010 and
during the nine months terminating September 30, 2011 charged to
profit and loss reports:

Total
residential
units

Number of
residential
units for
which
aggregate
income was
recognized
during the
reported
periods

642

91.5

Income charged to profit and
loss (NIS Thousands)

Cost charged to profit and loss (NIS
Thousands)

As at
September
30, 2011

2010

2009

As at
September
30, 2011

2010

209

308

63,436

10,466

116,377

52,981

7,742

99,497

78

40,254

67,632

26,488

38,425

65,334

25,257

*** Income from sale of residential apartments are recognized when the main
risks and benefits related with the ownership pare transferred to the buyer. Income
is recognized only at such time where significant uncertainties with regard to
collection of the proceeds of the transactions no longer exist, when the related
costs are known, and when continuing managerial involvement regarding the
transferred residential unit no longer exists. Generally, the said prevails upon
termination of a significant part of the building, transfer of the residential
apartment to the buyer and payment of the full price of the apartment by the
buyer.

6

The data of the associated companies represent the share of Kardan Real Estate whereas with regard to Kardan
Real Estate, the data represent 100% of the project.

7

The data of the associated companies represent the share of Kardan Real Estate whereas with regard to Kardan
Real Estate, the data represent 100% of the project
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Kardan Real Estate
Kardan Real Estate – Associated
Companies9

Kardan NV's share* in Gross Profit
(Loss)8
For the
nine
months
terminating
2010
2009
at
September
30, 2011
5,548
1,447
12,466
971

221

Rate of Gross Profit (Loss)
For the
nine
months
terminating
at
September
30, 2011
-16.5%

909

6.1%

2010

2009

26%

14.5%

3.3%

4.6%

* The data pertaining to the anticipated cost of project include attribution of costs
for Kardan Real Estate overheads and funding costs.

Until March 10, 2011Kardan Israel's investment property activities were executed
by Kardan Real Estate and by Emed- an additional company it held. In light of the
sale of its holdings in Emed, completed on March 10, 2011, all the data presented
hereunder, refer to the investment property owned by Kardan Real Estate alone.
It is noted that for the quarter ending March 31, 2011 the aggregate NOI of the
investment property owned by Emed totaled the sum of NIS 3,958 thousands (the
corporation's share – NIS 972 thousands). Revenues from rental fees for the
mentioned period totaled NIS 4,059 thousands (the corporation's share – NIS 997
thousands).
12.1.2

Breakdown of investment property areas – according to sectors and use
12.1.2.1 Breakdown of investment property areas – according to sectors and
use as at 30.09.2011
Offices

Sectors

Industry

Commerce

Parking
Lots

Total

In sq.m.
Israel

Consolidated

Share of Kardan
NV

17,627

6,387

11,588

35,602

9,353

3,389

6,149

8,890

8

The rate of gross profit detailed in the tables is the rate of profit from income

9

The data of the associated companies represent the share of Kardan Real Estate whereas with regard to Kardan
Real Estate, the data represent 100% of the project
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12.1.3

Breakdown of NOI (Net Operating Income) according to sectors and use
12.1.3.1 Breakdown of NOI according to sectors and use for the three quarters
ending on 30.09.2011:

Sectors
Israel (NIS
Thousands)

Offices

Industry

Commerce

Parking
Lots

Total

3,776

434

--

574

4,784

2,004

230

--

305

2,538

Consolidated

Share of Kardan
NV

It is noted that during the nine months ending on September 30, 2011, no profit or loss
reappraisal was recorded with regard to the investment property in Israel.

12.1.4

Breakdown of a number of investment properties according to sectors and use
12.1.4.1 A number of investment properties according to sectors and use:

Use
Sectors
Israel (NIS)

Offices
1

Industry
Commerce
As at 30.09.2011
1
-

Parking Lots
1*

*The parking lot is a part of the office investment property.
12.1.5

Breakdown of actual average yields (as per value at the end of the period of nine
months terminating September 30, 2010) according to sectors and use.
12.1.5.1 Breakdown of actual average yields (as per value at the end of the
period of nine months terminating September 30, 2010) according to
sectors and use:

Use
Sectors
Israel (NIS)

12.1.6

Offices
3.4%

Industry
Commerce
As at 30.09.2011
2.6%
-

Parking Lots
1.8%

Construction work
Kardan Israel indirectly held, as at the completion of the re-structuring process,
via Kardan Real Estate, El-Har which operates in the field of the provision of
contractor services for building projects for residential, commercial and public
buildings. In 2010, El-Har purchased Ramet Ltd (Hereinafter: "RAMET") which
is engaged in the building and engineering of complex civil engineering ventures
such as tunnels, bridges, interchanges, land leveling and paving (infrastructures),
as well as construction of residential, industrial and commercial projects and
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public buildings. El-Har's activity was not material to Kardan NV therefore, it was
not classified as an area of activity of Kardan NV and was not described in the
periodical report of Kardan NV for 2010 and therefore is not be described in this
report.

12.1.7

Vehicle sales
12.1.7.1
Kardan Israel held, as at the date of completion of the re-structuring process all
the issued capital of Kardan Partnerships Ltd (“Kardan Partnerships”), which
holds 90% of the issued capital of Teldan Motors Ltd (“Teldan”). Teldan holds
45% of the issued capital of UMI. UMI imports and markets vehicles produced by
General Motors (family vehicles, SUV's, commercial vehicles, light trucks,
executive vehicles and luxury vehicles)under the brand names of "Chevrolet",
"Buick" and "Cadillac" as well as vehicles produced by Izusu (pick-up and light
trucks)10 UMI held the concession for importing cars manufactured by Opel
which expired on December 31, 2011. In effect towards the end of 2010 UMI
stopped importing vehicles manufactured by Opel and thus, after selling the
balance stock, stopped marketing it in the second quarter of 2011.
Additionally, UMI markets spare parts for vehicles which it imports, mostly for its
authorized garages which it owns (five garages including the central garage) and
for the authorized garages managed by various concessionaires (51 garages).
Additionally, UMI is active in several complementary or associated activities that
until the date of the completion of the re-structuring process were not material to
Kardan NV. As at the date of completion of the re-structuring process, UMI was
presented in the financial statements of, Kardan Israel based on its equity value
and was a material associated company of Kardan Israel and was classified as an
area of activity in Kardan NV as well.
12.1.7.2 Below are details concerning delivery of vehicles (in units) in the
years 2009-2010 and for the first nine months of 2011:

Brand
Chevrolet
Buick
Cadillac
Opel
Isuzu
Total

10

The nine
months
terminating
September 30,
2011
12,182
775
182
364
1,125
14,628

2010

2009

10,333
1,196
134
890
1,875
14,430

11,847
416
92
167
1,381
13,976

UMI holds with Taavura Achzakot Ltd. (Hereinafter "Taavura"), equal share in Universal Trucks Israel Ltd.
(Hereinafter: UTI), imports and markets in Israel light trucks produced by Isuzu.
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For additional details concerning UMI results for 2011 see section 1.3 to the
Board of Directors report.

12.1.8

Operating leasing and short-term vehicle rentals
12.1.8.1 General
Kardan Israel held (indirectly) as at the date of completing the re-structuring
procedure Kardan Vehicle Ltd (“Kardan Vehicle”), a public company whose
shares are listed for trading on the Tel-Aviv Stock Exchange and is engaged in
the operating leasing and short-term vehicle rentals sector. Kardan Vehicle holds
the franchise for the “AVIS” brand in Israel. During the reporting year, Kardan
Israel held (indirectly) various holdings in Kardan Vehicle, up to a holding of
68.37% of its issued capital.
In September 2011, a transaction was completed in which Kardan Israel sold half
of its holdings in the shares of Kardan Vehicle (approximately 34%) to Eastern
Holdings Company Ltd, a company owned by the Eini family (the “Eastern
Company”), for consideration of NIS 200 million, plus interest, a total
consideration of NIS 201.3 million (Hereinafter: The Sale Agreement")., Kardan
Israel and the Eastern Company signed a shareholders agreement regarding their
holdings in Kardan Vehicle.
Upon the completion of the transaction, and as at the date of the completion of the
re-structuring process Kardan Israel held approximately 34% of the shares of
Kardan Vehicle.
Until the date of the completion of the re-structuring process, the operating
leasing and short-term vehicle rental activity of Kardan Israel was classified as an
area of activity in Kardan NV too.
12.1.8.2 The activity markets of Kardan Vehicle as at the date of completion of
the re-structuring process:
Short term vehicle rentals – in this market Kardan Vehicle rents in Israel various
types of vehicles , private and commercial, to Israeli customers and tourists, for
different periods (up to one year), and at different tariffs and sells the vehicles at
the termination of the rental period.
Operating leasing – in this market Kardan Vehicle leases in Israel various types
of vehicles, private and commercial, to customers mainly from the business
sector, for different periods (mainly three years), in return for a fixed monthly
payment. In the operating leasing method, the customer receives from Kardan
Vehicle a service package which includes a vehicle, garage services, licensing,
compulsory insurance, coverage in case of accident or theft, alternative car, road
services and transportation services through a reserve of drivers and sells the
vehicles at the termination of the lease period.
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In addition to the aforementioned activity markets Kardan Vehicle has several
secondary activity sectors that, jointly and severely, do not constitute a material
business element of Kardan Vehicles. These activities include sale of vouchers for
car rentals abroad, travel agency, trade-in for used vehicles and financed leasing
activity for private customers at a scope that are not material.
12.1.8.3 Kardan Vehicle customers in the operating leasing market are from
the business sector, mainly companies from all fields of the economy
that require vehicles for their business and also company cars for
their employees, as part of their conditions of employment. Most of
the customers are concentrated in the center of the country.
Customers holding one to 1,300 vehicles. Kardan Vehicle's customer
portfolios in the operating leasing sector are broad and dispersed.
For additional details regarding the results of Kardan Vehicle for 2011 see section
1.3 of the Board of Directors report.
12.1.9

Communications and technology
Kardan Israel is active in the communications and technology markets mainly
through two subsidiaries – Kardan Communications Ltd (Hereinafter: "Kardan
Communications") and Kardan Technologies Ltd (“Kardan Technologies”).
Kardan Communications is a company wholly owned by Kardan Israel, and it
coordinates the communications activities of Kardan Israel. Kardan
Communications holds a number of companies in the communications field, its
material holding as at the date of the completion of the re-structuring process
being its holding of 24.41% of the capital of RRsat Global Communications
Network Ltd, which is engaged in the provision of satellite broadcast management
and distribution services via satellite in Israel and abroad, and the provision of
mobile satellite communication services over the Immarsat network.
In addition, Kardan Communications had as at the date of the completion of the
re-structuring process holdings in other companies which are not material to
Kardan Israel, and which are engaged in the operation of a television channel for
babies and toddlers, the operation of a television channel for Israelis overseas; the
provision of call center services in Central-Eastern Europe; the provision of data
and added value service via mobile phones, monitoring and security-related video
solution services, building websites for children and a venture capital fund
specializing in technology.
Kardan Technologies is a public company whose shares are listed for trading on
the Tel-Aviv Stock Exchange, and are listed on the Maintenance List, and, as at
the date of the completion of the re-structuring process was held (directly and via
Kardan Communications) 84.94% by Kardan Israel. The principal activity of
Kardan Technologies is the holding of rights in a limited partnership which held,
at the date of the completion of the re-structuring process, a portfolio of two (2)
technology companies – one engaged in the development and marketing of GRIDbased decentralized applications (optimal collaboration and utilization of
computer resources), and the second Sapiens International Corporation NV
(“Sapiens”), a public company whose shares are traded on the NASDAQ and the
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Tel-Aviv Stock Exchange, whose shares were allocated to the partnership as part
of a merger transaction that was completed on August 21, 2011.
The activities of Kardan Communications and Kardan Technologies are not
material to Kardan NV therefore, they have not been classified as a activity sector
in Kardan NV and were not described in the periodical report of Kardan NV for
2010 and therefore are not be described in this report.

Others
The financial statements of Kardan Israel included as at the date of the completion
of the re-structuring process an additional segment (Others) that includes its
holdings in additional companies, which operate in other sectors. These activities
were not material to Kardan Israel as at the date of the completion of the restructuring process.
12.1.10

Material Investment
In addition, Kardan Israel holds around 11% of the issued capital of Kardan NV,
and this holding is presented in the financial statements of Kardan Israel as a
material investment. Kardan Israel designated its investment in the shares of
Kardan NV as an investment in which changes in its fair value would be charged,
each period, to the income statement. This means that the investment is revalued,
each quarter, based on the closing price of the Kardan NV share on the Tel-Aviv
Stock Exchange, on the last trading day of each quarter. For the period of nine
months terminated as at September 30, 2011, Kardan Israel registered a loss of
approximately NIS 122,118 for its aforesaid investment in Kardan NV.

12.2

Milgam (via Kardan Services) – services for the municipal sector
As at the date of completion of the re-structuring process Kardan Yazamot held,
via Kardan Services, Milgam Municipal Services Ltd (hereinafter: "Milgam"), a
private company incorporated in 1983 according to the laws of the State of Israel,
which supplies services to the municipal sector across Israel. Prior to the
completion of the completion of the re-structuring process Tahal Assets held
approximately 97% of the issued and paid-up capital of Milgam. Milgam's activity
was included, until the completion of the re-structuring process, with Kardan NV's
investment in assets segment in the operations and management of water systems
and auxiliary infrastructure market.
As at the date of the completion of the re-structuring process Milgam, itself and
through subsidiaries, supplied various services to the municipal sector throughout
Israel, the principal ones being:
Management of collection systems: the provision of management services for
collection of substantial income of local authorities and water corporations
(outsourced), including dealing with all parts of the collections chain, including
payment of city rates, water, parking, levies and additional municipal taxes that
constitute, in practice, sources of self-income for those local authorities’ main
source of income. The services offered by Milgam include, among others,
carrying out surveys, dealing with assessments, increasing debit bases, production
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and delivery of debits, ongoing collection, collection hotlines and explanations as
well as enforcement activities when necessary.
Services related to water consumption and maintenance: Providing services
for the maintenance of the water network including laying water and sewerage
pipes in local authorities for the local authorities and water corporations
(designated statutory corporations intended to handle the water supply to the local
authority and population. Income and profits of the water corporations are
intended for investment in the water infrastructure of local authorities for the
benefit of the resident), as well as the provision of services related to water
consumption, reading water meters (including remotely via designated portable
terminals) and replacement of water meters.
In addition, Milgam, operated through its subsidiaries, projects, which, at the date
of the completion of the re-structuring process, are not material to Milgam’s
activities, as detailed hereunder: (1) Pango – solutions for payment of parking fees
via cellular phone – via Milgam Cellular Parking Ltd.[144]; (2) Photo-voltaic
facilities – installation of photo-voltaic facilities (facilities for producing solar
energy) on building roofs (for which Milgam receives usage rights from local
authorities) and the sale of electricity produced by these facilities to the Electrical
Company – via Milgam Solar Ltd. (3) IT services – supply of general IT solutions
to the municipal sector via Metropolity-net Ltd.; and (4) Call center services –
supply of call center services through a computerized or human answering
response for local authorities – via Milgam's partnership with Kol from the
Tikshuv Group – a limited partnership.
For additional details regarding the results of Milgam ceased activity described
above for the nine months ending as at September 30, 2011 see section 1.3 of the
Board of Directors report.

307

Chapter D: Additional details
13.
13.1

Human Capital
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 NV11.

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, 2011, the
headquarters of Kardan NV in Amsterdam consisted of 18 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 10.2.5 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 some Kardan NV employees in Amsterdam 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.

11

As at the date of the report, Kardan NV is examining the possibility of making the transition to a
single level Directorate management structure as in Israel. Such change, as mentioned, is subject to
confirmation of General Assembly of Kardan NV shareholders and there is no certainty that
eventually such transition, as aforementioned, will indeed be executed.
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13.2

Highlights of the compensation policy of Kardan NV
A description of the highlights of the remuneration 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 analyze the possible results of the
various wage components and how they may affect the salary of the various
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
Long term variable salary
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 section
13.2.6.2 below for details on the share plan.

13.2.6

Compensation plans
13.2.6.1 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 options12, 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"). On June 19,
2008, the general meeting of Kardan NV approved an increase in the number
of options under this plan of 250,000, from 1,194,875 to 1,444,875 options.
In 2011, 770,724 of these options expired without being exercised and only
325,000 options remained.
(b) (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") in the capital gains track..
(c) Additionally, the plan states provisions for adjustment according to the cases
and conditions detailed in the plan and acceptable in this type of plans.
Dutch Law applies to the Option Plan. For details on the Exercise 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 Note 19b(1) of the financial
statements of Kardan NV of December 31, 2011.
In view of the Share 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 Option Plan for employees for 2006,
Kardan NV will not allocate additional options pursuant to this option plan13
(except as a result of adjustments in accordance with the terms of the Plan,
should they be required). 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. For further details regarding the
options that were granted to Offerees under the Option Plan, see paragraph
12.2.6.1(d) below.

12

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.
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(d) A summary of data on the options granted in accordance with the Option Plan follows:
Date of
granting

Exercised in

Number of
options

Offerees

November 2,
2006

716,927

4 members
of the
management
board at the
time

-

-

December 5,
2006

382,400

10 employees
of the Kardan
Group

11,933

-

April 1,
200817

May 30,
200818

Total

150,000

175,000

1,424,327

2007

A member
of the
management
board
A member
of the
management
board
-

2008-2011

Expiration year
2007

2008

2009

2010

2011

Balance of
options on
statement date

Maturation
dates

Expiration
date

Exercise price

For Israeli offerees – 90% of the

-

-

14

104,103

71,770

15

105,000

-

507,824

0

262,900-

0

November 2, closure price of the share of
Kardan NV on the Tel Aviv
As at the date 2011
Stock Exchange for November
of this report,
2, 2006 (NIS 46.512) (subject to
adjustments), for non-Israeli
the options
offerees – 90% of the closure
had fully
price of the Kardan NV share on
vested
December 5,

-

-

11,933

-

-

-

-

150,000

-

-

-

175,000

175,873

105,000

770,724

325,000

-

-

35,900

135,969

the Euronext on that date (EUR
8.568)
(subject
to
adjustments).16

2011

35,900

On three
occasions
between the
years 20102012

-

April 2013

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
(EUR 9.216) (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
(EUR 6.615) (subject to
adjustments)

-

14

The Offeree waived the options due to ending of the work between the Offeree and the Company.

15

The options expired due to the ending of the engagement between the Offeree and the Company.

16

The exercise 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.

17

For details regarding the Options Plan and its conditions, including the exercise terms and special circumstances, see, included here by way of reference, the Company’s reports
from June 2, 2008 (Ref. No. 2008-01-156843)

18

See footnote 147 above
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The expenditure that is included in the financial statements for 2011 for the said options
totaled approximately EUR 128,000. The balance of the expenditure that will be
charged to the statement on the total profit in the upcoming years totals approximately
EUR 30,000. See Note 19B of the financial statements of Kardan NV as of December
31, 2011 for further details on the options.
13.2.6.2 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 share plan, which was
approved by its general meeting on May 26, 2001 (above and hereinafter: "the
Share Plan") and took effect on the same date. The Share Plan is intended to
provide an incentive to the management board and other certain key employees
in the Kardan NV Group ("the Offerees")19.

(b)

The body in charge of applying the Share 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 Share 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 be from time to time.

(d)

The granting mechanism pursuant to the Share Plan is as follows:
The chosen offeree will receive a granting notice, which he will have to approve
by his signature within 60 days; The granting notice will specify, inter alia,
the date of the grant.
The granting date will be specified in the granting notice, among others.
Concerning granting to members of the management board: After the 3 year
performance measurement period ("the Evaluation Period") elapses,20 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

19
20

In the Share Plan, “the Offeree” is defined as a “participant”.
In the Share Plan, the “Evaluation Period” is defined as “the performance measurement period”.
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will be due to the Offeree as stated in the granting notices,21 this sum being
divided into the "average share price", as defined in the granting notice22, 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)23. 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 began on January 1, 2009 ("the First Measurement
Period").
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 share 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.
The allocated shares, which are defined in the share plan as "unreleased shares"
will be held in custody by Kardan NV for the Offerees.24
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. 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.

21

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 up to 50% of the three years average fixed annual salary of that management board member during the
Evaluation Period.

22

“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.

23

See this section below concerning the maximum quantity determined for each board member.

24

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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Concerning the First Allocation in accordance with the Share 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 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 share 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.
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 offeree is a 'good leaver' As defined by the share
plan.
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)

25

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 Period25. For the members of the management board, the definition
of the objectives that they must reach, as well as the parameters for the maximum

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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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.
(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 Share 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 Share Plan or of
rules or regulations for the management of the Share 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 Share Plan will be submitted for
the approval of the general meeting.

(h)

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.

(i)

See immediate reports 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 2010-01463389 and 2010-01-496443, respectively, for further
details on the amendment to the compensation plan of Kardan NV and
concerning the shares allocation plan.
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14.

Financing

14.1.1

Kardan NV finances its activity through bank loans, through capital that has been raised
from non-banking sources through debenture issuance and through flows from held
companies (including from dividends and from realization of holdings).

14.1.2

Loans that have been extended to Kardan NV

Average interest
(weighted)

Effective
interest

Long term loans
From banking sources

6.138%

4.99%- 6.6%

From non-banking
sources

4.31%

3.7%-6.6%

(Tradable debenture)

14.1.3

Details about credit and loans of variable interest as at December 31, 2011 follow:26

Change mechanism

Interest range

Sum of
credit
(in millions
of Euros)

Euribor

Euribor + 0.2%-6%

1,197

Euribor + 0.2%-6%

Libor

Libor + 1.12% –
3.5%

123

Libor + 1.12% – 3.5%

Bubor

Bubor + 2%-2.2%

2

Bubor + 2%-2.2%

Robor

Robor + 4% – 5%

6

Robor + 4% – 5%

Consumer Price Index in Israel

Index + 3%-0.75%

3

Index + 0.75%-3%

Interest range at the date
of the report

(*) Chinese Prime

26

Bubor – Hungary Budapest Interbank Offered Rate; Robor – Romanian Interbank Offered Rate; CHF Libor - Swiss franc Libor;
Sofibor - Sofia Interbank Offered Rate
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During the course of 2011 and up to the date of the report Kardan NV repaid a total of approximately EUR 24 million to banking corporations.

14.1.4

Following are the main details of the material financing agreements of Kardan NV:

The financing agreement below are material financing agreements, namely that the sum of the loan subject of the financing agreement constitutes
5% of the total assets of Kardan NV (consolidated) or that there are qualitative considerations within the financing agreement that justify,
according to the company's judgment, classifying them as such.

The lender/ the
lending body

Debit balance
(principal, interest
and linkage
differentials) on
31st December, 2011
(Euros in millions)

Terms of loan
Interest
rate
payable
and
linkage
conditions

Principal
repayment
date

Interest
repayment
date

Collateral

February of
2013-2016

February of
2008-2016

-

Financial and other liabilities, and calculation of
the extent to which Kardan NV is meeting them,
causes for calling for immediate repayment

Other significant
terms

(c)

(e)
Tradable
debentures
(series A)2728

27

26029
30

Linked to
the
consumer
price index

The trust deed signed in relation with the debentures
includes various events that constitute causes for
calling the debenture for immediate repayment, as
customary, including, inter alia, the following

On July 13, 2011 and December 15, 2011, the company announced a plan for the purchase of debentures (Series A) and debentures (Series B) of Kardan NV, which GTC Holding (a wholly owned
subsidiary of the company) adopted. For further details see the immediate reports published by the company on July 13, 2011, Ref No. 2011-01-211452 and on December 15, 2011, Ref No. 201101-363123. By the date of this report, NIS [174,344,863 par value Series A debentures and NIS [xx]48,311,499 par value Series B debentures of the company had been purchased by under these
purchase plans, and are held by GTC Holding and Tahal Consulting Engineering.
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The lender/ the
lending body

Debit balance
(principal, interest
and linkage
differentials) on
31st December, 2011
(Euros in millions)

Terms of loan
Interest
rate
payable
and
linkage
conditions

Principal
repayment
date

Interest
repayment
date

Collateral

for January
2007 plus
4.45%

(f)
Tradable
debentures
(series B)

318.331

Linked to
the
consumer
price index
for
December
2006 plus
4.9%

Financial and other liabilities, and calculation of
the extent to which Kardan NV is meeting them,
causes for calling for immediate repayment

Other significant
terms

material causes:: (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 10
million dollars at least is called for immediate
repayment. (3) if Kardan will not repay any sum due
for payment regarding the debentures within 7
business days following the date of repayment.
February of
2014-2020

February of
2009-2020

-

The trust deed signed in relation with the debentures
includes various events that constitute causes for
calling the debenture for immediate repayment, as
customary, including, inter alia,) if Kardan will not
repay any sum due for payment regarding the
debentures within 45 business days following the date
of repayment.

_______________________
28

29

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 EUR 81 million During December 2011 Kardan NV released an additional
transaction in return for approx.. EUR 11.7 million. After the date of the statement the company contacted an Israeli bank for the purpose of executing another as of the end of the period of the
report, hedge transactions are securing approximated 84% of the total sum of the debentures (Series A)

This balance does not include the sum of EUR 32.9million debentures (series A) purchased by Kardan NV or by its subsidiaries

30

)

31

This balance does not include the sum of EUR 11.9 million debentures (series B) purchased by Kardan NV or by its subsidiaries
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At times, loan agreements of the Kardan NV Group companies contain stipulations with regard to Cross Defaults according to which, if a loan of any
of the Kardan NV Group companies is called for immediate repayment, this can possibly entail calling additional loans for immediate repayment
and/or additional financing agreement.
For details regarding the debentures of Kardan NV including purchase plans, see paragraph 1.1 of the Report of the Directorate.
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14.1.5

Rating of the debentures
The Company has two series of negotiable tradable debentures that are held by the
public, debentures (series A) and debentures (series B).
As at the date of the report, the rating of the two debenture series, (series A) and (series
B) of Kardan NV (the “Debentures”) is (BBB+).
On January 25, 2011, and on June 13, 2011, Ma’alot announced the ratification of the
(BBB+) rating for the debentures of Kardan NV and a change of the rating schedule
outlook to positive. The main considerations that Ma’alot stated for this change in
outlook were the actions taken by Kardan NV to reduce its debt mainly by selling
assets. These actions strengthened Kardan NV’s liquidity, served to partially reduce its
leverage and increased its financial flexibility.
On July 13, 2011, Kardan NV approved a plan for the purchase of Kardan NV
debentures by GTC RE at a total amount of up to EUR 25 million by August 8, 2011.
On December 14, 2011, Kardan NV approved a plan for the purchase of Kardan NV
debentures by GTC RE at a total amount of up to EUR 50 million by December 14,
2012. As of December 31, 2011, and as of the date of the report, GTC RE and TCE hold
155,489,274 and 18,846,589 Kardan NV Series A debentures purchased under this plan.
GTC RE holds additional 48,311,499 of Kardan NV Series B debentures. These
debentures were purchased according to the plans as mentioned, and within a singular
purchase in June 2011. The purchase plans described above are in keeping with Kardan
NV’s strategy to reduce the leverage at the level of its investee companies.
For further details regarding Kardan NV’s debentures, see paragraph 2.3 of the Report
of the Directorate.

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, 2011 and around
the date of the statement, at approximately EUR 74 million and at
approximately EUR 67 million, 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, 2011 stood at approximately EUR 3 million.
14.1.6.2 Kardan NV extended a performance guarantee in favor of the Dutch
Government (via Atradius Dutch State Business NV), the body securing
the loan agreement between the Government of Angola and a commercial
bank (hereinafter: "the Insurer"), regarding financing of a Tahal Group
project in Kimina detailed in section 10.6.4 above (hereinafter: "the
Lender"). Concerning the guarantee mentioned, Kardan NV secured Tahal
Group's liabilities towards the Insurer to pay his sums which the Insurer
will pay the Lender in case of a breach by the Tahal Group of the
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provisions of the commercial agreement between Tahal Group and the
customer in the aforementioned project. Kardan NV's said guarantee is at a
ratio to payments that have been paid and/or will be paid to Tahal Group
in accordance with the milestones set by the project. As on December 31,
2011 and the date of the report an advance payment of EUR 21.5 million
has been paid to Tahal Group whereas, as on the date of the report the
project execution has not yet started. Additionally, upon starting the
execution of the mentioned project Kardan NV's Performance Guarantee
concerning the project is expected to enter into force, the balance of which
is EUR 7 million as on the date of the report.
14.1.6.3 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, in accordance with the
covenants between Kardan NV and the company to which the guarantee
was extended. The commissions are usually paid each quarter.
For additional details regarding guarantees given by Kardan NV see clarification 29b to
the financial statements.
14.1.7

Financial liabilities
In addition to the financial liabilities stipulated in the table in paragraph 13.1.4 above,
Kardan NV made the following financial undertakings concerning loans taken by its
subsidiaries and associated companies which are material to the relevant area of
activity:

14.1.7.1

Concerning a loan of a sum of EUR 101 million, which GTC Holding received
from Discount Bank (see paragraph 7.25.3 of this part), GTC undertook that
Kardan NV will fulfill various financial criteria, breach of which will be reason for
immediate repayment of the credit, including: (1) By June 30, 2012, the total
capital attributed to the shareholders of Kardan NV would not be less than a sum
of EUR 250 million and 27% of the total of the statement of the financial position
(solo balance sheet) of Kardan NV; (2) from July 1, 2012, the total capital
attributed to the shareholders of Kardan NV would not be less than a sum of EUR
290 million and 30% of the total of the statement of the financial position (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 position will not be less than 12%; (4) Kardan NV will have
control of not less than 51% of GTC Holding.

As at the date of the report financial liabilities as detailed in sub-section (1) above do
not exist. Close to the date of the report GTC Holding reached an understanding with
the bank with regard to a change in the structure of the said debt detailed in section
7.25.3(a) above. Within the understandings as mentioned, it was agreed that subject to
the signing of detailed agreements in accordance with these understandings, the
financial conditions detailed in sub-section (1) above will be amended, so that the total
capital referred to Kardan NV shareholders will not be reduced to less than EUR 160
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million and 21% of the report on Kardan NV's financial condition (solo balance).
Additionally conditions have been added related to Kardan NV with regard to this loan,
as follows: (1) Joseph Greenfeld, Eitan Rechter or Avi Shnor, jointly or severely, will
continue to control (directly or indirectly) Kardan NV: (2) Kardan NV will continue to
be a company reported and rated by Ma'alot or Midroog for the duration of the debt; (3)
and breach by Kardan NV will constitute a breach of GTC RE credit.
14.1.7.2

Concerning the guarantee for securing repayment the loans extended to KFS by
Discount Bank the balance of which totaled EUR 36 million as at December 31,
2011 and at the date of the report (see Section 8.10.5.1 above), 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) up until June 30, 2012, the
total capital attributable to Kardan NV shareholders will be no less than a sum of
EUR 250 million and 27% of the reported total of the Kardan NV financial
statement (solo balance); (2) As of July 1, 2012, the total capital attributable to
Kardan NV shareholders will be no less a sum of 290 million Euro and 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. For details regarding changes in the financial conditions
detailed in sub-section (1) above which applied to Kardan NV also with regard to
this loan, see section 14.1.7.1 above.. In July 2011 KFS and Discount Bank reached
an agreement that upon completion of the sale transaction of SovcomBank
described in section 9.14.1 above, KFS will repay the above loaned in full. For
additional details see section 9.10.5.1 above. Additionally, in accordance with this
agreement with Discount Bank KFS repaid in January 2012, approximately EUR 7
million of this loan, and as at the date of this report the balance loan above stands at
approximately EUR 29 million.
14.1.7.3 Concerning the guarantee for securing the repayment of loans to a sum of 23
million dollars (approximately EUR 18 million) that were granted by a
bank to Tahal Assets and to two of its associated companies, as stated in
Section 11.5.3 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 and also Kardan NV’s control of all the

322

controlling means of Tahal Assets, and KWIG HK and the corporations
controlled by it, shall be maintained.

For details regarding the amendment of the financial conditions detailed in sub-section (1)
to section 14.1.7.1 above that apply to Kardan NV which also apply with regard to this
loan, see end of section 14.1.7.1 above

14.1.8

Kardan NV estimates that as at the date of this statement, it has no need to raise
additional sources – with regard to the upcoming year. 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, existing debt cycle, should it be required, and in accordance with the
board of directors.

14.1.9

See Note 29 of the financial statements of Kardan NV for 2011 for additional details on
financing.

15.

Taxation
See Note 38 of the financial statements for details on taxation.
Further 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 EUR 200,000 and at 25.5% on a taxable income above a sum of EUR 200,000,
subject to certain exemptions that are stated in the Dutch tax laws. For tax year 2011,
taxable income exceeding EUR 200,000 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
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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 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
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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.
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 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

Kardan NV has received final assessments up to 2007 (inclusive).

15.3.3

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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Bulgaria
Corporate
Tax Rate

10%

Deductible
depreciation
for buildings

Maximum 4%

Thin
Financing
Laws

There is a capital-debt ratio of 3:1.
Thin financing rules are not applicable to financing expenses capitalized to the cost of the
property.
However, deduction of net financing expenses (financing expenses less financing incomes)
will be limited to 75% of the EBIT of the company.
Financing expenses to financial institutes that are not related parties if no surety or bond
has been provided for the loan via a related party will be allowed to be fully deducted.
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.
The regulations of thin financing do not apply to credit institutions (banks) according to the
definition of credit institutes in the Bulgarian law.

Capital Gains
Tax Rate

10%.
Basically, Dutch 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 prove eligibility for an exemption.
As a rule, an income that results from the sale of shares in a Bulgarian company that is
registered for trade on a stock exchange of an EU or EEA country is exempt from capital
gains tax in Bulgaria.

Transfer Tax
and VAT

The rate of real estate transfer tax (RETT) ranges from 0.1% to 3%.
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 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.

Withholding
Tax at source
for interest –
internal law

10%
5% applies for interest that is paid to associated companies that are EU residents, with the
fulfillment of the following conditions:
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- The income equitable right holder is an entity resident of the EU; and,
- The paying party is an entity resident of Bulgaria who constitutes an associated party to
entity who is the equitable right holders of the revenue.
The Bulgarian tax law defines an "Associated party", this definition states the condition of
holding equity for a period of no less than two years.
Withholding
Tax at source
for interest
distributed to a
company
resident of the
Netherland

Exempt from withholding tax at source in Bulgaria, in accordance with the treaty with the
Netherlands under the assumption that the receiving Dutch entity is an equitable right
owner to the interest income and on condition that the interest income were not produced
via a permanent institution in Bulgaria.
It is noted that the reduced tax rates in accordance with the treaty do not apply
automatically and an entity receiving the income which is not a resident of Bulgaria to
meet the procedure required in Bulgaria in order to be able to benefit from the alleviation
of the treaty.
The Bulgarian income tax law also includes a legal definition of an "equitable right holder"
for the matter of income from interest.

Withholding
Tax at source
for dividend –
internal law
Withholding
Tax at source
for dividend
distributed to a
company
resident of the
Netherland
Other Taxes

5%
0% withholding tax at source if the dividend paid to an entity resident of Bulgaria, an EU
country, or a country member of the EEA. The rate or duration of holding in the Bulgarian
company distributing the dividend is insignificant.
5%
In case the company receiving the dividend is a Dutch resident (that is not a partnership)
directly holding no less than 25% in the company distributing the dividend.

Annual municipal real estate tax imposed as of 1.1.2001ranging from 0.01% to 0.45% (in
accordance with the local authority at which the real estate is located).
Regarding residential property the municipal real estate tax applied to the value of the
property for tax purposes.
These tax rates apply to the higher sum out of the book real estate value and its value for
tax purposes.
In addition, property owners assume municipal waste disposal tax (at a rate that varies
from year to year) in accordance with the relevant areaץ

As of 1.1.2011 an insurance tax of 2% applies, except on life insurance (inter alia).

Hong Kong
Corporate Tax
Rate

16.5%
Hong Kong imposes taxes on a territorial basis, namely, based on the location where the
income was produced without consideration of residency. Therefore, If the interest income
derives from a source that is not in Hong Kong, it might not be subject to taxation in Hong
Kong. The source regulations in Hong Kong are not unequivocal with regard to the source
for producing the interest income, thus we can only relay on precedents. Generally, the
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source for interest income is determined according to the location where the loan was
granted to the borrower.
The interest payments paid to Hong Kong by a Chinese resident are subject to withholding
tax at source at a rate of 10%, as well as Business Tax (BT) of 5%, thus the effective tax in
China is 15%. The interest recipient in Hong Kong is entitled to a credit for the tax paid in
China (on the assumption that they will not claim that the source of interest income is
outside of Hong Kong), but only up to 10% of the tax deduction at source.
The BT at a rate of 5% is not credited in Hong Kong, but is considered a current expense,
as it is a tax imposed on turnover and not a tax imposed on net income.
In this case the possibilities are either to try to avoid payment of tax on income in Hong
Kong and bear the tax liability of 15% in China, or alternately, be subject to taxation in
Hong Kong and receive credit for the tax paid in China.
Thin
Financing
Laws
Capital Gains
Tax Rate
Withholding
Tax at source
for interest Internal law
Withholding
Tax at source
for a company
that is resident
of the
Netherlands
Withholding
Tax at source
for dividend internal law
Withholding
Tax at source
for dividend
distributed to
a company
resident of the
Netherlands

As a rule, there are no thin financing laws in Hong Kong, however, interest expenses are
subject to specific regulation.
0% Capital Gains Tax.
Determination of the type of gains (capital gains or not capital gains) is a crucial issue,
often debated in Hong Kong.
0% for payment of interest from Hong Kong to a foreign company.

Subject to the provisions of the tax treaty between Hong Kong and the Netherlands 0%.
Tax deduction at source will apply on payment of interest from Hong Kong to a Dutch
company.

0% tax deduction at source for payment of dividend from Hong Kong to a foreign
company.
Subject to the provisions of the tax treaty between Hong Kong and the Netherlands 0%.
Tax deduction at source will apply on payment of dividend from Hong Kong to a Dutch
company.

HUNGARY
Corporate Tax
Rate

A 10% tax rate applies to the first 500 million HUF and concerning any sum beyond this,
a tax rate of approximately 19% applies.

Deductible
depreciation
for buildings

Generally, at rates of 2%-6%. A rented commercial building is entitled to 5% depreciation.

Thin
Financing
Laws

Generally speaking there is a capital-debt ratio of 3:1.
As of 1.1.2012 changes in the thin financing law were introduced. Nevertheless the
capital-debt ration remained unchanged.
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Capital Gains
Tax Rate

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 a tax rate of 10% q 19%.
Dutch and Luxembourgian companies that sell shares in a Hungarian company are exempt

Transfer Tax
and VAT

As a rule, the transfer tax is at a rate of 4%, but sales of real estate or shares in a real estate
company that is a resident of Hungary the transfer tax rates is 4% on a sum not exceeding
1 billion HFU and 2% on the balance sum value.
The total tax sum will not exceed 200 million HUF for each property.
Transfer tax dis not included in the Hungary-Netherlands tax treaty
Purchase of residential real estate is subject to transfer tax of up to 2% for a sum of up to 4
billion HUF and 4% on the balance sum value.
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 on condition that the main activity of the real estate company in Hungary
is construction, rent, operation or purchase and sale of real estate or management of
building projects.
Transfer of shares of real estate between related sides are essentially exempt from VAT.

Withholding
Tax at source
for interest Internal law

Withholding
Tax at source
for a company
that is resident
of the
Netherlands
for payment of
interest to the
company

Payment of interest to companies that are residents of foreign countries is exempt of
withholding tax in 2011.

Withholding tax at source for interest does not apply under internal law

Withholding
Tax at source
for dividend internal law

Withholding tax at source for payment of dividend to companies that are residents of
foreign countries does not apply in 2011

Withholding
Tax at source
for dividend
distributed to
a company
resident of the
Netherlands

Withholding tax at source for dividend does not apply under internal law.

Other Taxes

Local tax business activities may reach a rate of 2% on gains from sales.
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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.

CHINA
Corporate
Tax Rate

25%.
A special tax rate of 24% for 2011 may apply if the company is located in a certain area.
Real estate development companies
In case of a real estate development project that is in the pre-completion stages offered for
early sale – a "temporary" corporation tax must be paid on a monthly or quarterly basis,
based on the revenues from the early sale, multiplied by the rate of notional gains and the
appropriate corporation tax. The minimum rate of notional tax depends on the type and
location of the real estate development project. Generally, the rate of notional gains varies
from 3% to 20%.
Real estate development projects that do not have gains/loss prior to entering the sales
phase, reporting tax based on notional gains is required to submit tax reports on an annual
basis, starting from the year it recognized revenues, according to the accounting policy.
Once the development project has been completed the company is required to draw a final
tax settlement in order to regularize the previous periods, and this within a defined time
frame following the completion of the project.
Once the real estate development company begin sales of the real estate property (or are
deemed notionally to have started selling the real estate property), they are required to
calculate their corporation tax liability based on the difference between gains from actual
sales and the respective costs. (Actually, the gains from sales are recognized the moment
the key to the property is handed over to the customer). From this date the real estate
development companies must submit reports on a regular quarterly and annual basis.
Waste water purification companies –
Waste water purification companies, authorized by the relevant tax authority, are entitled
to tax benefits for the duration of six years, from which, three years have full exemption
and the balance three years a tax reduction by half.
Receipt of an exemption from corporation tax at a ratio of 10% of the gains produced by
the sale of purified water is possible, on condition that such authorization is given by the
relevant tax authority.

Deductible
depreciation
for buildings

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..

Thin
Financing
Laws

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.

Real estate under construction held for sales by real estate development companies is
considered stock and is not depreciated.

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 financing laws are as
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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
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.
Capital Gains
Tax Rate

In case a Hong Kong company holds, directly or indirectly, no less than 25% of the shares
of a Chinese company, for a period of 12 months prior to the sales of the shares, a capital
gains tax at a rate of 10% will apply. Otherwise it is possible that the capital gains will be
exempted.
There is no tax relief for Dutch companies that sell the shares of a Chinese real estate
company
If the share transfer answers 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.

Transfer Tax
and VAT

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 for example, if the real estate of rights of use of the land were purchased
originally by the seller, or the purpose of calculating business tax the cost of the purchase
is deducted from the sale price of the real estate. Documentation pertaining to the original
purchase price must be presented to the tax authorities..
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 tax rate is 0.1% for both
parties to the agreement.

VAT
As a rule VAT at a rate of 17% applies to the sale of intangible assets and chattles, process
commission and repair commission.
A company that pays VAT can deduct the input tax payable at the time of the purchase
from the tax on sales transactions. i.e., liability to VAT = transaction tax less input tax.
Income from waste water purification, approved by the relevant tax office, can be VAT
exempted.
Input tax created from waste water purification activity is exempted from VAT, cannot be
written-off against the transaction tax of a company that derives from company activity
that is subject to VAT. Therefore, the input tax as mentioned is absorbed as cost by the
company.
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Sale of used equipment purchased before January 1, 2009 can be subject to VAT at a
reduced rate of 4%, VAT as mentioned cannot be written off by the purchaser of the used
equipment.
Withholding
Tax at source
for interest -

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.

Internal law
Withholding
Tax at source
for interest
distributed to
a company
resident of
Hong Kong

Subject to the provisions of the tax treaty between China and Hong Kong 7% tax
deduction at source will apply to payment of interest from China to a Hong Kong company
providing that the Hong Kong company can be considered "equitable right owner" of that
interest income.
In addition, a "business tax" at a rate of 5% is imposed on payment of interest on a Hong
Kong resident.

Withholding
Tax at source
for dividend -

10% withholding tax at source for payment of interest from China to a foreign company.

Internal law
Withholding
Tax at source
for dividend
distributed to
a company
resident of
Hong Kong

5% tax deduction at source for payment of dividend from China to a Hong Kong company
provided that:
1. The Hong Kong company can be considered "equitable right owner" of that divided
income, and
2. The Hong Kong company holds at least 25% of the voting rights in the Chinese
company for no less than a year prior to the declaration of dividend.

Other Taxes

"Municipal real estate tax" is 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 actuality.
Certain cities (such as Beijing) do not adopt, as at the time of writing this document, the
model for calculation the municipal real estate tax with regard to lettings.
In addition, companies in foreign investments assume land usage tax, which is calculated
as a fixed sum per m2, in accordance with the 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 such as local payment for education
(2%) and payment for maintaining the river bank are calculated on a certain percentage of
the company's tax turnover payments.
General
There is a "land revaluation" tax which is a progressive tax for the increase in value of the
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land imposed on the seller of the real estate property at a rate vitiating from 30% to 60%
applied at the time of the sale of the real estate. Over the past years the Chinese
Government launched a strict enforcement policy on the "land revaluation" tax. Making
temporary payments of the "land revaluation" tax (required to be at a rate no lower than
2% of the real estate sale price, providing the real estate in located in East China; at a rate
no lower than 1.5% of the real estate sale price, providing the real estate in located in
North East China; at a rate no lower than 1% of the real estate sale price, providing the real
estate in located in West China) that have not passed periodical inspection, (based on the
statutory rate of 30% - 60% of the revaluation value), will not be accepted by the
authorities.
In few cases the "notional land revaluation" tax can be adopted. The "notional land
revaluation" tax will not be less than 5% of the sale price of the real estate.

Slovakia
Corporate Tax
Rate

19%

Deductible
depreciation for
building

As a rule, over 20 years using the straight line or accelerated method, as chosen. In certain
cases, the depreciation will be over 12 years.

Thin Financing
Laws

There are none.

Capital Gains
Tax Rate

19%

Transfer Tax and
VAT

A Dutch 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.
There is no transfer tax.
VAT at a rate of 19% 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

Withholding Tax
at source for
interest –
internal law

19%.

Withholding Tax
at source for
interest
distributed to a
company resident
of the Netherland

Exempt in accordance with the treaty with the Netherlands.

0% if the conditions of the European directive are fulfilled
1. The person receiving interest is equitable to the interest and pays tax in an EU country.
2. The payer of interest has direct holding of at least 25% in the capital of the equitable
receiver of the interest, or alternatively, the Company, (third party) holds at least 25%
of the capital of the payer of interest and of the party equitable to receive interest.
3. The holdings above are for a continuous period of 24 months, prior to the date of
payment.
In case the conditions above do not prevail, the payment of interest can still be exempt
of withholding tax at source subject to a relevant tax treaty.
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Withholding
Tax at source
for dividend –
internal law

There is no withholding tax on dividend.

Withholding
Tax at source
for dividend
distributed to a
company
resident of the
Netherland

According to the local law in Slovakia, there is no withholding tax at source on
dividends.

Other Taxes

There is property tax for land (at a rate of 0.25% of the land value) and buildings (at a
rate of EUR 0.033 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 none material rates may apply.

Serbia
Corporate
Tax Rate

10%

Deductible
depreciation
for buildings

Buildings are depreciated based on the straight line method based on an annual rate of
2.5%.

Thin
Financing
Laws

The capital-debt ratio is 4:1. In addition, any financing expense deductible according to
this capital-debt ratio must be according to market value.
Today, the interest rate in the market is set according to the average interest rate applicable
to foreign loans taken by the banks in Serbia. Whereas, the interest rate on local currency
loans, is the rate set by the Central bank of Serbia.
The market interest rates related to different currencies are published by the Serbian
Ministry of Finance at the end of January for the previous year (example, in 2010 the
market interest rate on Euro loans was 3.42%).

Capital Gains
Tax Rate

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 considered 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 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).
The seller must attain a formal confirmation of his residency in the Netherlands in order to
be entitled to the benefits subject to the treaty.
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Transfer Tax
and VAT

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.

Withholding
Tax at source
for interest –
internal law

20%

Withholding
Tax at source
for interest
distributed to
a company
resident of the
Netherland

Exempt in accordance with the treaty with the Netherlands.
It is indicated that the exemption that is granted under the treaty does not apply
automatically and it is necessary to go through a certain procedure in order to prove
eligibility for the exemption.
A Dutch company that is the equitable right holder of the income interests is required to
fill in a special form that attests to residency for tax purposes.

Withholding
Tax at source
for dividend –
internal law

20%

Withholding
Tax at source
for dividend
distributed to
a company
resident of the
Netherland

5% withholding tax at source for payment of dividend to a Dutch entity holding more than
25% alternatively 15%.

Other Taxes

Annual purchase tax at 0.4% of the value of the property.

Poland
Corporate Tax
Rate

19%

Deductible
depreciation
for buildings

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.

Thin
Financing
Laws

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
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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. Financing expenses that
are not deductible are not transferable to the subsequent years.
Capital Gains
Tax Rate

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.

Transfer Tax
and VAT

Sale of real estate: in accordance with the VAT laws in Poland, there are a number of
options for VAT results– application of VAT, exemption from VAT or non-application of
VAT according to the circumstances . 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. The tax treaty between the
Netherland and Poland does not deny application of transfer tax applicable in Poland.
Other VAT rates applicable to providing services and certain commodities (as a rule, VAT
at 8% applies to residential real estate).

Withholding
Tax at source
for interest –
internal law

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 (see below).
Exemption from withholding tax at source will apply from July 1, 2013 onward (upon the
fulfillment of certain conditions, see below).

The conditions for eligibility to reduced withholding tax at source:
- Recipient of the interest income must provide a residence certificate in an EEA/EU
country.
- A confirmation that the recipient of the interest income does not receive exemption
on revenues abroad. i.e., the income from interest in the receiving company is
subject to full corporate tax in the EEA/EU country (that is not Poland) or
Switzerland.
- The company paying the interest is a resident of Poland.
- The company receiving the interest income holds for a continuous period of at least
two years, directly no less than 25% in a Polish entity (paying the interest) (the
requirement for periodic continuity can prevail also after the date of payment of
interest).
- The holding is the result of ownership
- The entity receiving the interest income is a permanent company or institute.
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Withholding
Tax at source
for interest
distributed to
a company
resident of the
Netherland

5% (there are exceptions concerning bank loans)

Withholding
Tax at source
for dividend –
internal law

19%
According to the Polish corporate tax which applied the European directive in the matter
of mother company-subsidiary an exemption from withholding tax at source on dividend
applies upon the aggregate prevalence of the following conditions:
1. Receiver of the dividend holds directly 10% of the shares of the distributor of
interest for a continuous period of at least two years the requirement for periodic
continuity can prevail also after the date of payment of interest).
2. The holding is the result of ownership
The receiving company is not exempted from corporate tax on the full revenue,
regardless to the source of revenue (this must be backed with a written declaration
from the company paying the dividend).

Withholding
Tax at source
for dividend
distributed to
a company
resident of the
Netherland

5% if the equitable right owner is a company (not a partnership) the directly holds at
least 10% of the shares in the entity that distributed the dividend.

Other Taxes

Annual property tax, paid each month, for the buildings, land and infrastructures owned
and/or leased from the state or local authorities.

15% in other cases.

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.

Croatia
Corporate Tax
Rate

20%

Deductible
depreciation
for buildings

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.

Thin
Financing
Laws

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.
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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 above does not apply to loans that have been received from financial
institutes.
Capital Gains
Tax Rate

20%.
Basically, Dutch companies that sell shares in a Croatian company are expected to be
exempt from tax in Croatia.
The exemption does not derive from applying the tax treaty between Croatia and the
Netherland but is based on the local Croatian law, according to which capital gains
produced by a foreign company from sales of its holdings in a Croatian company is not
subject to capital gains tax in Croatia.

Transfer Tax
and VAT

Real estate transfer tax at a rate of 5% applies to the transfer of land or buildings that were
built 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 business activity may be liable for
income tax.
VAT 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 on the value of the real estate excluding the value of the land
and commercial infrastructure that are subject to other taxation.
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.
The sale of real estate located in Croatia, held by a foreign resident, might be classified as
a business activity in Croatia that may entail registration for corporate taxation and VAT
in Croatia.

Withholding
Tax at source
for interest –
internal law

15%.

Withholding
Tax at source
for interest
distributed to
a company
resident of the
Netherland

Exempt in accordance with the treaty with the Netherlands.

Withholding
Tax at source
for dividend –
internal law

20% if the interest paid to the company whose management is located in a non EU
member country, with an average corporate tax rate lower than 12.5%.

In 2011 payment of dividend were not subject to payment of withholding tax at source in
Croatia.
As of March 1, 2012 a withholding tax at source at a rate of 12% on payments of dividend
to foreign entities will apply.
Gains subject to the withholding tax at source are gains from the previous years, excluding
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gains produced prior to 2001.
Withholding
Tax at source
for dividend
distributed to
a company
resident of the
Netherland

Dividend distributed to a Dutch company who is the equitable right owner and directly
holds no less than 10% in the distributing company, will not be subject to withholding
tax at source.

Other Taxes

There may be additional duties at immaterial rates.

Otherwise, withholding tax at a rate of 12% for payment of divided will apply.

Rumania
Corporate
Tax Rate

16%

Deductible
depreciation
for buildings

Buildings are deprecated using the straight line method. The depreciation options are for 8
to 60 years.

Thin
Financing
Laws

There are two criteria 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 level (6% in 2010 for loans in
foreign currency) are not deductible and may not be deductible in subsequent years either.

Capital Gains
Tax Rate

A 16% tax rate applies to capital gains that are created by parties 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 companies that sell shares to a Romanian company are not expected to be
tax liable in Romania.

Transfer Tax
and VAT

At the time of sale of real estate, transfer tax at a rate of 1%-4% 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.
VAT –
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).
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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 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.
Withholding
Tax at source
for interest –
internal law

16%.
0% will apply subject to certain conditions, including inter alia:
- Equitable right owner holding at least 25% for a continuous period of two years at
the date of payment of interest.
- Equitable right owner receiving the interest is a legal entity or a permanent
institution of a legal entity resident of an EU or EETA member country.
From 2011, an exemption will apply (to sibling companies too) if the European directive
concerning interest and royalties applies.

Withholding
Tax at source
for interest
distributed to
a company
resident of the
Netherland

Exempted in accordance with the treaty with the Netherlands.

Withholding
Tax at source
for dividend –
internal law

16%.

Withholding
Tax at source
for dividend
distributed to
a company
resident of the
Netherland

- 0% of the gross sum of dividend, if the equitable right owner is a company (not
partnership) that holds directly no less than 25% of the equity of the company
distributing the dividend.
- - 5% of the gross sum of the dividend, if the equitable right owner is a company (not
partnership) that holds directly no less than 10% of the equity of the company
distributing the dividend.
- 15% of the gross sum of the dividend, in any other case.

Other Taxes

Annual local tax for building owners, at a rate of 0.25%-1.5% of the book value of the
property.

0% will apply (subject to certain conditions) on condition that the equitable right owner
is a legal entity or a permanent institution of a legal entity resident of an EU country, and
the entity holds at least 10% for a continuous period of two years at the date of receipt of
the dividend.

Tax for land is applied in accordance with the size of the land, the type of the property and
its location.
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.
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Russia
Corporate
Tax Rate

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%.
Residents of "special commercial area" can benefit from a reduced regional tax of
approximately 13.5%.

Deductible
depreciation
for buildings

There are two common depreciation methods: (1) the straight line method (2) the nonlinear 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.
In cases in which the property lifetime is at less than 20 years, the depreciation will be
made in accordance with the taxpayer can choose one of the above mentioned methods
for accounting purposes.
Generally, a taxpayer can choose, prior to the beginning of the first depreciation period,
to reduce his tax liability up to 10% (or up to 30% in relation to real estate with a lifetime
of 3 to 20 years).
The depreciation method for commercial buildings depends on the type of depreciation
group to which the building is assigned.

Thin
Financing
Laws

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 14.4% may be deducted
(2) Concerning loans in foreign currency, financing expenses that stem from interest that is
lower than a rate of 6.4% may be deducted.

Capital Gains
Tax Rate

Identical to the corporate tax rate.
Basically, a Dutch 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.

Transfer Tax
and VAT

There is no transfer tax.
VAT The sale of real estate is essentially not subject to VAT
The sale of shares is not subject to VAT.

Withholding
Tax at source
for interest –
internal law

20%
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Withholding
Tax at source
for interest
distributed to
a company
resident of the
Netherland

No withholding tax at source will apply to interest (upon fulfillment of certain conditions)

Tax at source
for dividend –
internal law

15%

Withholding
Tax at source
for dividend
distributed to
a company
resident of the
Netherland

At the time of distribution of dividend from a Russian company a withholding tax at
source of 5% will apply, on condition the recipient of the dividend:

Other Taxes

1. Is an equitable right owner for receipt of dividend; and also,
2. Hold directly no less than 25% of the Russian company; and also,
3. Has invested in the Russian company no less than EUR 75,000 (European currency
unit) or an equivalent sum; and also,
4. Has no permanent institution in Russia.
If the conditions above are not fulfilled the withholding tax at source for dividend is at a
rate of 15%.
Russian property tax \9a regional tax) is imposed on the average book value of the
property, at a maximum rate of 2.2% (this tax varies in different areas).
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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 company32
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 44C 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 44E of the financial statements for details on accrued losses for tax purposes of the
companies of the Kardan NV Group.

32

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.
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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, the general meeting of the shareholders of Kardan NV approved the
change of the Articles of Kardan NV as above.

16.3

In December 2004, the Best Practice of Corporate Governance Code was incorporated in the
Dutch Civil Code that was filed by the Tabaksblat Committee in December 2003 ("the
Tabaksblat Code") and applies 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
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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 explanation
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 corporate governance
declaration. This declaration 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 Dutch companies and will not serve as the
chairman of the supervisory board of a traded Dutch 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
dealing with the corporate responsibility of the corporation: During 2010 the management
board of Kardan NV forwarded a message on the importance of creating long term,
sustainable solutions concerning social liability throughout the Kardan Group and the
importance of discussing this matter with the parties at interest of Kardan NV. The
supervisory board of Kardan NV supports the vision of the management board on all matters
regarding issues of environment, company and governance and the importance of Kardan's
Group future growth. To These matters relate to the operating and financing goals of the
Kardan Group. and the strategy for achieving these goals, the support of the supervisory board
will be requested. In all matters that are the responsibility of the management board, such as
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operation and/or investor relations, the management board may make a decision on these
matters without requiring the approval of the supervisory board.
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 paragraph: "the 2010 Share Plan"),
which will replace in full the Option Plan, when the time comes. 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.
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 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
receives compensation for his services as a managing director of Kardan Israel, a company
controlled by Kardan NV until October 5, 2011. Mrs Rechter will leave her position on the
supervisory board of Kardan NV at the annual meeting for 2012. Kardan NV does not fulfill
section 2.1.III of the best practice provisions, as stated, since Kardan NV maintains a position
according to which a long-term relationship with a supervising director who is not
independent may be vitally important to all the shareholders of Kardan NV. Kardan NV
believes that the provisions regarding 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.

16.3.7

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
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is unique to Kardan NV and its business activity and concerning the responsibility imposed on
the supervisory board.
16.3.8

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 this report, Kardan NV is in fact
fulfilling the best practice provisions on this matter, since currently there is no director on 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.
Nevertheless, the rules of the supervisory board state that the supervisory board must
determine, regarding the appointment of any additional director to the supervisory board, if
there is any conflict of interest in this appointment which could adversely affect the ability of
the supervisory board to carry out its role properly in Kardan NV and under what
circumstances a member of the supervisory board should be asked to resign – in cases where
the position causes a conflict of interests. Kardan NV believes that an examination of each
case on its own merits, as stated, best serves the principle underlying this provision of the
code, rather than adopting a numerical criterion. Additional legislation that includes this
prohibition in the Dutch Code is expected to enter into effect during 2012. Kardan NV will
keep track of this legislative process and will ensure that it is in compliance with it.

16.3.9

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.

16.3.10

The best practice provisions include provisions concerning transactions between Kardan NV
and a legal or natural entity holding at least 10% of the capital of Kardan NV: although
Kardan NV is not arranging these transactions 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.

16.3.11

The best practice provisions regarding the adopting of a resolution to cancel the binding
nature of an appointment of a management board member or a supervisory board member
and/or a resolution to terminate the service of a member of the management board or
supervisory board: Kardan NV sees the merit in the fact that the right of the supervisory board
regarding the appointment will be binding unless the general meeting denies the binding
nature 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.

16.3.12

The best practice provisions that state that meetings with 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 in general Kardan NV fulfills the provisions concerning due disclosure,
considering the number of meetings with investors and the sensitivity concerning the identity
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of some of the investors, it is not always possible to fulfill the best practice provisions
regarding this matter. In the event that the presentations include relevant information, they
will be published on the Kardan NV website afterwards, in accordance with the application of
the provision.
16.3.13

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.
Agreements of Kardan NV with the investors will always be conducted in consideration of the
provisions of the law and regulations, especially in relation to laws that deal with selective
disclosure, sensitive information that may affect the price of securities and equal treatment.
Kardan NV does not fully fulfill best practice provision IV.3.4, as it cannot deny in advance
discussions with investors during the blocked period , before the publication of financial
information, because Kardan NV believes that, it is important to maintain regular contact with
this investor base, and that contact with new potential investors may be important at any given
time, in accordance with the formation of an appropriate opportunity. In addition, Kardan NV
is also traded on the Stock Exchange in Israel, where there is no such restriction.

16.4

Material changes in the Dutch Companies Law in the year 2011 and up to the date of
the report
During 2011 no material changes in Dutch Companies Law came into effect.
16.4.1 In January 2011 the law for more efficient enforcement procedures in the Securities
Authority was published (legislation amendments) 2011 ("Administrative Enforcement
Law"). The law determines administrative enforcement settlements, for certain types of legal
violations over which the Authority is responsible, inter alia, the Securities Law. Within the
framework of these settlements it is possible to impose various means of enforcement on the
violator, inter alia: financial sanction, payment to the party injured by the violation, ban from
holding a senior position in a controlled entity for a restricted period, and cancellation or
suspension of license, certificate or permit. In certain cases, in which the violator is a
corporation, the law states, that the General Manager will be held liable for it, except, if upon
the prevalence of certain conditions, among which, the existence of regulations within the
corporation to prevent the violation. The law also includes an agreed settlement mechanism as
alternative for a criminal or administrative procedure that also enables imposing the said
means of enforcement. As at the time of the report, Kardan NV is active in adopting an
internal enforcement plan, that will include, inter alia, regulations for strengthening the
fulfillment of the provisions of the Securities Law and other relevant laws and the reliability
of the financial reporting and discovery.
For further restrictions that apply to activities of the Kardan NV Group, see the description of
the various areas of activity.
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17.

Material agreements
For a description of material financing agreements see Section 14.1.4 below .
For a description of agreements pertaining to the re-structuring process, see paragraph 1.4.1
above.
See the material agreement sections in the chapters describing the fields of activity of Kardan
NV and in this chapter for a description of material agreements in the fields of activity of the
companies of Kardan NV Group..

18.

Judicial proceedings
See Note 29Cof the financial statements for details on material judicial proceedings.

19.

Objectives and business strategy

19.1

Strategy
The Kardan NV Group engages in entrepreneurship and developing business in emerging
markets. Accordingly, Kardan NV’s focus is on the creation of medium- to long-term value,.
The Group’s aim is to create value for its shareholders by identifying business opportunities
in developing markets, and developing them.. The strategy of the Kardan NV 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:
(a) Identifying promising emerging markets, in which there is a growing middle class to
underpin economic growth.
(b)Diversification of the asset basis into many geographical regions and activity in two central
sectors: real estate and infrastructure.
(c) Establishing local business platforms in selected countries based on identifying demand,
economic capability and legal infrastructure .
(d)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.
(e) Providing key personnel in the Kardan N.V. Group with the proper incentives by granting
shares and options of certain companies in the Group.
(f) Involvement and significant contribution of the Kardan NV’s management in laying out
strategy, managerial support, risk management and control of local platforms.
(g)The cash flows from the various activities are mostly re-invested in the operating assets in
order to support their growth. According to this business model upstream cash flow from
the subsidiaries to the holding companies and to Kardan NV are limited. According to the
circumstances and the need for funding the plans for growth Kardan NV intends raising
capital or loans from its subsidiaries.
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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 the following subjects:
(a) Expanding its activity in the real estate and infrastructure segment.
(b) Initiating new business activities in Asia,.
In addition, the Group management intends to continue to act to deepen and expand the
Group’s activity in the international capital markets. .

20.

Anticipation for development in the upcoming year
For information regarding the forecast for development in the forthcoming year see page
18 of the Board of Directors Report as at December 31, 2011.

21.

Information on events after the date of the statement on financial position
See Section 1.2of the Report of the Directorate for events after the date of the statement on
financial position.

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.
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.

22.1.2

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.
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22.1.3

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 highlyregulated 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.

22.1.4

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 and financial services. 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.

22.1.5

Risks deriving from the condition of the Israeli market – The security situation and economic
situation in Israel affect the readiness of Israeli entities to provide credit to Kardan NV. 2011
was characterized by a geopolitical trend of instability in the Middle-East which may, in
certain scenarios, negatively affect the condition of the Israeli economy and on Kardan's
ability to raise financing in the Israeli market .

22.1.6

Credit rating – the lowering of the credit rating may increase Kardan NV’s future credit
raising efforts cost. On May 6, 2010, SAP 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.

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. For information regarding a settlement with Discount Bank with regard
to Karan NV's financial liabilities see section 14.1.7 above. As at December 31, 2011, at
about the time of the statement, Kardan NV is fulfilling all of its financial undertakings (based
on its financial statements for December 31, 2011). 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.
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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

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, euro, Yuan (China's currency), the U.S. dollar,
new Israeli shekels and currencies of central and eastern European countries. 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.

22.2.4

Fluctuations in the share prices of held companies –Kardan NV has holdings in GTC Poland,
traded on the Polish stock exchange.. A significant decrease in the market value of GTC
Poland, 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.

22.2.5

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 inter alia because Kardan NV Group
has significant loans (including debentures) with variable interest rates and/or rates linked to
the inflation rate in Israel, therefore, future changes in these rates may adversely affect the
results of Kardan NV Group.

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
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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 –. 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. Kardan NV Group may be dependent on the consent of the shareholders of third parties
in companies that it invests in. 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 this 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 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 The realization of its holdings and 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 by creating a lien on its shares and realize its holdings therein.
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, 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

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.
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22.3.7

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 deriving from the condition of the Israeli economy

X

Credit rating

X

Branch related risks
Failure to fulfill financial criteria

X

Taxation exposure

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

Environmental protection

X

Fulfillment of reporting requirements under the law
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X

Part D
Additional information about the corporation

Company name:

Kardan NV – Company incorporated in Holland
(hereinafter: "Kardan NV")

Company ID with Registrar
of companies in Holland:
34189974
Address (Regulation 25a):

Claude Debussylaan 30 Viñoly Building, 1082 MD
Amsterdam, The Netherlands
In Israel:
154 Derech Menachem Begin, Tel Aviv 64921 - c/o
Attorney Ayelet Veller

Email address (Regulation 25a): info@kardan.nl
Telephone (Regulation 25a): In Holland: 31-20-3050010+
In Israel:
6083444 - 03
Fax (Regulation 25a):

31-20-3050011+

Balance sheet date:

31.12.2011

Report date:

27.03.2012

Report period:

6083434 - 03

1.

31.12.2011 - 1.1.2011

2.

27.03.2012 - 1.1.2012

1

1. Regulation 10a:

Condensed statements of comprehensive incomeThe following
table provides a summary of comprehensive income of Kardan NV for each quarter in

the reported period, EUR in millions.
First
Quarter

Second
quarter

Third
quarter

Fourth
quarter

Total - 2011

7
29
21
33
6

17
25
21
39
1

15
34
31
35
2

28
26
21
35
1

67
114
107
142
6

7
20

14
23

13
24

23
25

57
92

Maintenance of rental property

19
10

20
11

24
9

24
10

87
40

Other expenses

2

19

42

25

88

Gross income (loss)
Sales and marketing
General and administrative
Operating income (loss) before fair value
adjustments and realized assets
Appreciation (impairment) of investment property,
net
Impairment of assets
Gain from share issuance to third party in investees,
net
Gain from realized assets and other revenues
Income before financing and taxes on income

34
4
12

39
5
22

5
5
10

4
7
17

72
21
61

18

1

(10)

(20)

(11)

16

(26)
(22)

(100)
(11)

(95)
(35)

(205)
(68)

-

4

18

-

22

34

(42)

(103)

(150)

(261)

(21)

(32)

(43)

(27)

(123)

13
-

(74)
-

(147)
(1)

(179)
(2)

(387)
(3)

13
7
6
(2)

(74)
(1)
(73)
(3)

(147)
20
(167)
13

(179)
12
(191)
7

(387)
38
(425)
16

4

(76)

(153)

(184)

(409)

4

(36)
(40)

(31)
(122)

(81)
(103)

(148)
(261)

4

(76)

(153)

(184)

(409)

(20)

(2)

4

9

(9)

17

(9)

(15)

10

3

(1)
(4)

(11)

(11)

19

(1)
(7)

Revenues
Sales and services
Work performed
Banking operations and retail credit
Rent
Revenues from auto fleet rental
Revenues from auto fleet sales
Management fees from associates
Expenses
Cost of sales and services
Cost of work performed
Banking operations and retail credit granted

Financing revenues / expenses
Fair value adjustment of other financial instruments
Financing revenues (expenses), net
Income before Company share of income of
associates, net
Share of income of associates, net
Income before taxes on income
Taxes on income (tax benefit)
Net operating income
Income from discontinued operations
Net income
Attributable to:
Equity holders of the Company
Minority interest
Statement of comprehensive income
Net income (loss)
Other comprehensive income (loss):
Adjustments due to translation of financial
statements of foreign operations
Income (loss) with respect to cash flow hedging
transactions net of tax effect
Loss with respect to financial assets available for
sale, net
Other comprehensive income (loss), net

2

Total comprehensive income
Attributable to:
Equity holders of the Company
Minority interest

-

(87)

(164)

(165)

(416)

(11)
11

(49)
(38)

(33)
(131)

(57)
(108)

(150)
(266)

3

2.

Regulation 10c: Use of proceeds from securities in reference to designated
proceeds as per prospectus
None.
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3.
Number

.1
.2

.3
.4
.5
.6
.7
.8
.9
.10
.11

Regulation 11 (1)-(3): Investments in investees and affiliates as of the date of the statement of financial standing (other than non-active
companies)
Loans
(In EUR
millions)

% of
capital1

% of vote2

% of
authority to
appoint
directors3

EUR18,000

Value in
separate
financial
statement
(In EUR
millions)
360

150

100%

100%

100%

Number of
securities on
stock market and
rate as of report
date of financial
state
-

50,921,195

PLN 5,092,120

Included in 1

0

27.75

27.75

27.75

-

D

9,961,620

PLN 996,162

Emerging Investments III B.V.
(Holland)
Kardan Land Asia B.V. (Former
Name: GTC Real Estate Asia B.V.)
GTC Com1 Sp. Zo.o.
(Poland)
GTC Aeropark Sp.zo.o.
(Poland)

Regular

18,000

EUR 18,000

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular

18,000

EUR18,000

Included in 1

Included in 2

100

100

100

-

Regular

100

PLN 50,000

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular

100

50,000

Included in 1

Included in 2

27.75

27.75

27.75

-

GTC Karkonowska Sp. z o.o. (previously GTC
Wroclaw Office)

Regular

100

50,000PLN

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular

100

50,000PLN

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular

300,570

3,005,700PLN

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular

500

50,000PLN

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular

500

50,000PLN

Included in 1

Included in 2

27.75

27.75

27.75

-

Company name

GTC Real Estate Holding
B.V. ("GTC Holding")(Holland)
Globe Trade Centre S.A. ("GTC
Poland")

(Poland)
GTC Konstancja Sp.zo.o.
(Poland)
GTC Korona S.A
(Poland)
GTC Topaz Office Sp.zo.o.
(Poland)
GTC Nefryt Sp. Zo.o.
(Poland)

Share type

Number of
shares

Total nominal
value

18,000

A

Regular

1

The percentages presented in this column are presented by linking.

2

The percentages presented in this column are presented by linking.

3

The data presented in this column relates to the authority to appoint directors imparted to the holding company.
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Number

.12
.13
.14
.15
.16
.17

.18

.19

.20

.21

.22

.23
.24

Company name

GTC Satellite Sp.zo.o
(Poland)
GTC Galeria CTWA Sp.zo.o
(Poland)
Globis Poznan Sp.zo.o.
(Poland)
Globis Wroclaw Sp.zo.o.
(Poland)
GTC GK Office Sp. zo.o.
(Poland)
GTC Ogrody Galileo Sp. z o.o.
Sp. z o.o. (previously GTC Sonata)
(Poland)
GTC UBP Sp. z o.o. (previously GTC
Com 3)
(Poland)
GTC Wilason Park Sp. z o.o
(previously GTC Com 4)
(Poland)
GTC Moderna Sp. z o.o. (previously
GTC Com 5)
(Poland)
GTC Francuska Sp. z o.o (previously
GTC Cyril)
(Poland)
GTC Ortal Sp. z o.o. (previously
Byrant)
(Poland)
Diego Sp.zo.o.
()פולין
Alfa Development Inwestycje Sp.
z.o.o
(Poland)

Loans
(In EUR
millions)

% of
capital1

% of vote2

% of
authority to
appoint
directors3

50,000PLN

Value in
separate
financial
statement
(In EUR
millions)
Included in 1

Included in 2

27.75

27.75

27.75

Number of
securities on
stock market and
rate as of report
date of financial
state
-

500

50.000PLN

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular

8.000

8,000,000PLN

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular

100

50,000PLN

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular

100

50,000PLN

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular

100

50,000PLN

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular

500

50.000PLN

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular

500

50.000PLN

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular

500

50.000PLN

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular

500

50.000PLN

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular

500

50.000PLN

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular

500

50.000PLN

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular

500

50,000PLN

Included in 1

Included in 2

27.75

27.75

27.75

-

Share type

Number of
shares

Total nominal
value

Regular

500

Regular

6

Number

.25

Company name

.33

GTC Corius sp. z o.o (previously
Sigma development)
(Poland)
Omega Development Inwestycje Sp.
z.o.o
()פולין
Delta Development Inwestycje Sp.
z.o.o
(Poland)
Omikron Development Inwestycje
Sp. z.o.o
(Poland)
Centrum Światowida sp. z o.o.
( Poland)
Światowida Development sp. z o.o.
( Poland)
Mieszkania Światowida sp. z o.o.
( Poland)
GTC Hungary Real Estate and
Development Company Zrt
(Hungary)
Budapest Investments B.V.

.34

Budapest Offices B.V.

.35

Center Point 1 Kft
(Hungary)
Center Point 2 Kft
(Hungary)
Spiral Holding Kft
(Hungary)
Spiral 1 Kft
(Hungary)

.26
.27

.28

.29
.30
.31
.32

.36
.37
.38

Loans
(In EUR
millions)

% of
capital1

% of vote2

% of
authority to
appoint
directors3

50,000PLN

Value in
separate
financial
statement
(In EUR
millions)
Included in 1

Included in 2

27.75

27.75

27.75

Number of
securities on
stock market and
rate as of report
date of financial
state
-

500

50,000PLN

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular

500

50,000PLN

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular

500

50,000PLN

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular

500

50,000PLN

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular

500

50,000PLN

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular

500

50,000PLN

Included in 1

Included in 2

27.75

27.75

27.75

-

D
A
B
Regular

20,000
6,907
23,811
18,000

20,000HUF
6,907,000HUF
23,811,000HUF
18,000EUR

Included in 1

Included in 2

27.75

27.75

27.75

-

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular

18,000

18,000EUR

Included in 1

Included in 2

27.75

27.75

27.75

-

Stock

-

3,000,000HUF

Included in 1

Included in 2

27.75

27.75

27.75

-

Stock

-

3,000,000HUF

Included in 1

Included in 2

27.75

27.75

27.75

-

Stock

-

3,000,000HUF

Included in 1

Included in 2

27.75

27.75

27.75

-

Stock

-

3,000,000HUF

Included in 1

Included in 2

27.75

27.75

27.75

-

Share type

Number of
shares

Total nominal
value

Regular

500

Regular

7

Number

.39
.40
.41
.42
.43
.44
.45
.46
.47
.48
.49
.50
.51
.52
.53
.54

Company name

Spiral 2 Kft
(Hungary)
River Loft Kft
(Hungary)
Riverside Apartments Kft
(Hungary)
Vaci Ut 81-85 Kft
(Hungary)
Albertfalva Kft
(Hungary)
GTC Metro Kft.
(Hungary)
Toborzo Szeplak Kft.
(Hungary)
Mastix Champion Kft.
(Hungary)
GTC Renaisance Plaza Kft.
(Hungary)
Abritus Kft.
(Hungary)
Preston Park Kft.
(Hungary)
Amarantan Kft.
(Hungary)
Szemi – Ingatlan Kft.
(Hungary)
Immo Buda Kft.
(Hungary)
Sasad Resort Offices Kft. (Hungary)
GTC Real Estate Investmnts Romania
B.V.
(Holland)

Loans
(In EUR
millions)

% of
capital1

% of vote2

% of
authority to
appoint
directors3

6,000,000HUF

Value in
separate
financial
statement
(In EUR
millions)
Included in 1

Included in 2

27.75

27.75

27.75

Number of
securities on
stock market and
rate as of report
date of financial
state
-

-

44,200,000HUF

1-כלול ב

Included in 2

27.75

27.75

27.75

-

Stock

-

701,000,000HUF

1-כלול ב

Included in 2

27.75

27.75

27.75

-

Stock

-

3,000,000HUF

Included in 1

Included in 2

27.75

27.75

27.75

-

Stock

-

560,100,000HUF

Included in 1

Included in 2

27.75

27.75

27.75

-

Stock

-

3,000,000HUF

Included in 1

Included in 2

27.75

27.75

27.75

-

Stock

-

3,000,000HUF

Included in 1

Included in 2

27.75

27.75

27.75

-

Stock

-

5,000,000HUF

Included in 1

Included in 2

27.75

27.75

27.75

-

Stock

-

62,000,000HUF

Included in 1

Included in 2

27.75

27.75

27.75

-

Quata

-

5,000,000HUF

Included in 1

Included in 2

27.75

27.75

27.75

-

Stock

-

3,000,000HUF

Included in 1

Included in 2

27.75

27.75

27.75

-

Stock

-

20.000.000HUF

Included in 1

Included in 2

27.75

27.75

27.75

-

Stock

-

5.000.000HUF

Included in 1

Included in 2

27.75

27.75

27.75

-

Stock

-

5.000.000HUF

Included in 1

Included in 2

27.75

27.75

27.75

-

Stock
A
B
C
D

542
1,925
525
794

5,000,000HUF
5,420Euro
19,250 Euro
5,250 Euro
7,940Euro

Included in 1
Included in 1

Included in 2
Included in 2

27.75
27.75

27.75
27.75

27.75
27.75

-

Share type

Number of
shares

Total nominal
value

Stock

-

Stock

8

Number

.55
.56
.57
.58
.59
.60
.61
.62
.63
.64
.65
.66
.67
.68
.69
.70
.71
.72

Company name

Mercury Commercial Center SRL
(Romania)
Bucharest Properties BV
Towers International Property SRL
(Romania)
Galeria Shopping Center SRL
(Romania)
Green Dream SRL
(Romania)
Yasmine Residential Complex SRL
(Romania)
Mablethompe Investitii SRL
(Romania)
Cefin Real Estate Galati SRL
(Romania)
Bucharest Tower Investments B.V.
(Romania)
Titulescu Investments B.V (Holland)
BCG investments B.V
GTC Real Estate Investments Serbia
B.V.
(Holland)
Atlas Centar d.o.o.
(Serbia)
Demo Invest
(Serbia)
GTC Business Park d.o.o.
(Serbia)
GTC Commercial & Residential
Ventures d.o.o
GTC Medj Razvojnekethina doo
(Serbia)
GTC Real estate Developments d.o.o

Loans
(In EUR
millions)

% of
capital1

% of vote2

% of
authority to
appoint
directors3

30,000RON

Value in
separate
financial
statement
(In EUR
millions)
Included in 1

Included in 2

27.75

27.75

27.75

Number of
securities on
stock market and
rate as of report
date of financial
state
-

18,000
50

18,000EUR
500 RON

Included in 1
Included in 1

Included in 2
Included in 2

27.75
27.75

27.75
27.75

27.75
27.75

-

Regular

120

1.200RON

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular

120

1.200RON

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular

20

200RON

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular

166

1,660RON

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular

1001

10,010RON

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular

18,000

18,000EUR

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular
Regular
A
B
C
Regular

18,000
18,000
6,000
20,684
4,034
1qouta

18,000EUR
18,000EUR
6,000 Euro
20,684 Euro
4,034 Euro
5,000 Euro

Included in 1
Included in 1
Included in 1

Included in 2
Included in 2
Included in 2

27.75
27.75
27.75

27.75
27.75
27.75

27.75
27.75
27.75

-

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular

1qouta

500 Euro

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular

1qouta

4,076.30 Euro

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular

1qouta

4,145EURO

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular

1qouta

11,093 Euro

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular

1qouta

500 Euro

Included in 1

Included in 2

26.36

26.36

26.36

-

Share type

Number of
shares

Total nominal
value

Regular

3000

Regular
Regular

9

Number

.73
.74
.75
.76
.77
.78
.79
.80
.81
.82
.83
.84
.85
.86
.87

Company name

(Serbia)
GTC Commercial Developments
d.o.o
(Serbia)
City Properties Serbia B.V.(Holland)
GTC Real Estate Investments Croatia
B.V.
(Holland)
GTC Nekeretnine Zagreb d.o.o
(Croatia)
GTC Središnja točka d.o.o.) (Croatia)
GTC Nekretnine Zapad d.o.o.
(Croatia)
GTC Nekretnine Jug d.o.o. (Croatia)(
GTC Real Estate Investments
Bulgaria B.V. (Holland)
GTC Yuzhen Park EAD
(Bulgaria)
NRL EAD
(Bulgaria)
GTC Business Park EAD
(Bulgaria)
GTC Real Estate Investments
Slovakia B.V.
(Holland)
GTC Real Estate Management SRO
(Slovakia)
GTC Real Estate investments Russia
B.V.
(Holland)
GTC Cyprus Consultants Ltd.
(Cyprus)

Share type

Number of
shares

Total nominal
value

Value in
separate
financial
statement
(In EUR
millions)

Loans
(In EUR
millions)

% of
capital1

% of vote2

% of
authority to
appoint
directors3

Number of
securities on
stock market and
rate as of report
date of financial
state

Regular

1qouta

500 Euro

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular
A
B

18,000
2,729
15,271

18,000EUR
2,729Euro
15,271Euro

Included in 1
Included in 1

Included in 2
Included in 2

27.75
27.75

27.75
27.75

27.75
27.75

-

Quata

-

100,200 HRK

Included in 1

Included in 2

27.75

27.75

27.75

-

Quata

-

20,000HRK

Included in 1

Included in 2

27.75

27.75

27.75

-

Quata

-

20,000HRK

Included in 1

Included in 2

27.75

27.75

27.75

-

Quata
Regular

18,000

20,000HRK
18,000 Euro

Included in 1
Included in 1

Included in 2
Included in 2

27.75
27.75

27.75
27.75

27.75
27.75

-

Regular

50,000

50,000BGN

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular

50,000

50,000BGN

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular

400,000

400,000BGN

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular

18,000

18,000EUR

Included in 1

Included in 2

27.75

27.75

27.75

-

Ownership
Interest
Regular

1

6,639EUR

Included in 1

Included in 2

27.75

27.75

27.75

-

18,000

18,000Euro

Included in 1

Included in 2

27.75

27.75

27.75

-

Regular

1

1,000EUR

Included in 1

Included in 2

100

100

100

-
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Number

.88
.89
.90

.91
.92
.93
.94
.95
.96
.97
.98
.99
.100
.101

Company name

GTC India Holding Co Ltd (Cyprus)
Gtc RE India Consultants Pvt.Ltd(
(India)
Kardan Land China Limited
(Formerly GTC Real Estate China
Ltd
(Hong Kong)
("Kardan Land China")
Shenyang taiying Real Estate
Development Ltd
(China)
GTC Lucky Hope Dadong Ltd.
(Hong Kong)
Shenyang GTC Palm Garden
Development Co. Ltd.
(China)
Sino Castle Development Ltd.
(Hong Kong)
Sino Court International Ltd.
(Hong Kong)
Sinolong Enterprises Limited
(Hong Kong)
Shanxi GTC Lucky Hope Real Estate
Development Ltd.
(China)
Green Power Development Ltd.
(Hong Kong)
Changzhou GTC Lucky Hope Real
Estate Development Ltd.
(China)
Rainfield Development Ltd.
(Hong Kong)
GTC Lucky Hope Suzy Real Estate

Loans
(In EUR
millions)

% of
capital1

% of vote2

% of
authority to
appoint
directors3

1,000EUR
2,200,000RS

Value in
separate
financial
statement
(In EUR
millions)
Included in 1
Included in 1

Included in 2
Included in 2

100
100

100
100

100
100

Number of
securities on
stock market and
rate as of report
date of financial
state
-

48250

48,250HKG$

Included in 1

Included in 2

100

100

100

-

Regular

2,500,000

2,500,000USD

Included in 1

Included in 2

50

50

50

-

Regular

2

2HKG$

Included in 1

Included in 2

50

50

50

-

Regular

6,500,000

6,500,000US$

Included in 1

Included in 2

50

50

50

-

Regular

2

2 HKG$

Included in 1

Included in 2

50

50

50

-

Regular

1

1HKG$

Included in 1

Included in 2

50

50

50

-

Regular

1

1HKG$

Included in 1

Included in 2

50

50

50

-

Regular

37,500,000

37,500,000RMB

Included in 1

Included in 2

50

50

50

-

Regular

1

1HKG$

Included in 1

Included in 2

50

50

50

-

17,785,000USD

Included in 1

Included in 2

46.14

46.14

46.14

-

Share type

Number of
shares

Total nominal
value

Regular
Regular

1
22,000

Regular

Regular
17,785.000
Regular

1

$ 1HKG

Included in 1

Included in 2

50

50

50

-

Regular

72,500,000

72,500,000 RMB

Included in 1

Included in 2

50

50

50

-
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Number

.102

.103

.104

.105

.106

.107
.108
.109
.110
.111
.112

Company name

Development Ltd.
(China)
Kardan Land Chengdu (HK) Limited
(Formerly known as GTC Chengdu
(HK) Real Estate Development Ltd.)
(Hong Kong)
Kardan Land (Chengdu) Limeted
(Formerly known as GTC Chengdu
Real Estate Development Ltd.)
(China)
Kardan Land Dalian (HK) Limeted
(Formerly known as GTC Dalian
Galleria (HK) Real Estate Ltd.)
(Hong Kong)
Kardan Land Dalian LTD (Formerly
known as GTC Dalian Galleria Real
Estate Ltd.)
(China)
Kardan Land (BJ) mnagment and
counsulting CO. Ltd. (Formerly
known as GTC (BJ) Management &
Consulting Co. Ltd.) (China)
GTC China Investment Co.
Ltd.(China)
GTC (Chengdu) Asset Management
Ltd.
GTC Investments B.V.
(Holland)
Blitz Portfolio GmbH
(Germany)
Bonn-Blitz Portfolio GmbH
(Germany)
Munich-Blitz Portfolio GmbH

Share type

Number of
shares

Total nominal
value

Value in
separate
financial
statement
(In EUR
millions)

Loans
(In EUR
millions)

% of
capital1

% of vote2

% of
authority to
appoint
directors3

Number of
securities on
stock market and
rate as of report
date of financial
state

Regular

159

159 HKG $

Included in 1

Included in 2

50

50

50

-

Regular

210,000,000

210,000,000
RMB

Included in 1

Included in 2

50

50

50

-

Regular

1

1HKG $

Included in 1

Included in 2

100

100

100

-

Regular

990,000,000

990,000,000
RMB

Included in 1

Included in 2

100

100

100

-

Regular

14,500,000

14,500,000RMB

Included in 1

Included in 2

100

100

100

-

Regular

4,550,142

4,550,142RMB

Included in 1

Included in 2

100

100

100

-

Regular

5,000,000

5,000,000RMB

Included in 1

Included in 2

100

100

100

-

A

8,775

8,775Euro

Included in 1

Included in 2

48.75

48.75

48.75

-

Regular

1

21,250EUR

Included in 1

Included in 2

41.44

41.44

41.44

-

Regular

2

23,500EUR

Included in 1

Included in 2

39

39

39

-

Regular

2

23,500EUR

Included in 1

Included in 2

39

39

39

-
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Number

.113
.114
.115
.116
.117
.118
.119
.120
.121

.122
.123
.124
.125
.126
.127
4

Company name

(Germany)
Essen-Blitz Portfolio GmbH
(Germany)
Hamburg-Blitz Portfolio GmbH
(Germany)
Mainz 1-Blitz Portfolio GmbH
(Germany)
Mainz 2-Blitz Portfolio GmbH
(Germany)
Mainz 3-Blitz Portfolio GmbH
(Germany)
Swiss Lux-Port Sarl ()לוקסמבורג
Durango Switzerland B.V.
(Holland)
Kardan Financial Services B.V
(“KFS”) (Holland)
TBIF Financial Services
B.V. (“TBIF”)
(Holland)4
TBIF Russian Holdings B.V.
(Holland)
TBI Bank EAD
(Bulgariia)
TBI Leasing AD
(Bulgariia)
Creditex OOD
(Bulgariia)
Hypocredit AD
(Bulgariia)
Hypocapital AD

Share type

Number of
shares

Total nominal
value

Value in
separate
financial
statement
(In EUR
millions)

Loans
(In EUR
millions)

% of
capital1

% of vote2

% of
authority to
appoint
directors3

Number of
securities on
stock market and
rate as of report
date of financial
state

Regular

2

23,500EUR

Included in 1

Included in 2

39

39

39

-

Regular

2

23,500EUR

Included in 1

Included in 2

39

39

39

-

Regular

2

23,500EUR

Included in 1

Included in 2

39

39

39

-

Regular

2

23,500EUR

Included in 1

Included in 2

39

39

39

-

Regular

2

23,500EUR

Included in 1

Included in 2

39

39

39

-

Regular
Regular

10,000
14,400

10,000EUR
14,400EUR

Included in 1
Included in 1

Included in 2
Included in 2

39
39

39
39

39
39

-

Regular

42,010,039

15,123,614 EUR

Included in 2

100

100

100

-

Regular

67,702,453

EUR
67,702,453

Included in 120

Included in
120

92.18

92.18

100

Regular

18,000

18,000

Included in 120

92.18

92.18

100

Regular

46,400,000

46,400,000

Included in 120

92.18

92.18

100

Regular

4,500

1,936BGN

Included in 120

92.18

92.18

100

Regular

5,000

500,000BGN

Included in 120

46.09

46.09

50

Regular

35,000

3,500,000BGN

Included in 120

46.09

46.09

50

Regular

32,500

325,000 BGN

Included in 120

Included in
120
Included in
120
Included in
120
Included in
120
Included in
120
Included in

46.09

46.09

50

In January 2012, KFS purchased the full holdings of the minority shareholders in TBIF (5,743,471 regular shares of EUR 1 per share, which constitute 7.82% of the issued capital of TBIF) in consideration of waiving returm of
loans provided in the past to the minority shareholder whose balance in KFS books amounted to EUR 12 million.
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Number

.128
.129
.130
.131
.132
.133
.134
.135
.136
.137
.138
.139
.140
.141

.142

Company name

Share type

Number of
shares

Total nominal
value

Value in
separate
financial
statement
(In EUR
millions)

Regular

1,000

1,000,000BGN

Included in 120

Regular

364,620

36,462,000RON

Included in 120

TBI Insurance Agent de Asigurare
(Rumania)
TBI Credit IFN SA
(Rumania)
TBI Fleet Management (Rumania)

Regular

250

25,000RON

Included in 120

Regular

292,989,476

Included in 120

Regular

7,056

RON
29,298,947.6
705,600RON

TBI Call Center SRL
(Rumania)
TBI Credit EAD
(Bulgariia)
TBI Financial Services Bulgaria EAD
–
(former name: TBIF Bulgaria AD)
Sovcom Bank LLC
(Russia)
RLK Leasing LLC
(Russia)
LKR Leasing LLC
(Russia)
BKA LLC(Russia)

Regular

17,060

170,060RON

Included in 120

Regular

500

Included in 120

Regular

16,000,000

BGN
25,800,000
16,000,000 BGN

Regular

548,780,488

548,780,488Rur

Included in 120

Regular

925,310,000

925,310,000Rur

Included in 120

Regular

155,000,000

155,000,000Rur

Included in 120

Regular

5,000,000

5,000,000RUR

Included in 120

-

-

500,000UAH

Included in 120

Regular

660

1,015EUR

Included in 120

Regular

24,240

24,240

Separately

(Bulgariia)
TBI Rent EAD
(Bulgariia)
TBI Leasing IFN SA (Rumania)

CFI VIP Rent Ltd.
(Ukraine)
TBIF Dan Leasing Ltd.
(Former name: Tishafield
Investments Ltd.)
(Cyprus)
Tahal Group International BV
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Included in 120

Included in 120

Loans
(In EUR
millions)

120
Included in
120
Included in
120
Included in
120
Included in
120
Included in
120
Included in
120
Included in
120
Included in
120
Included in
120
Included in
120
Included in
120
Included in
120
Included in
120
Included in
120
Separately

% of
capital1

% of vote2

% of
authority to
appoint
directors3

92.18

92.18

100

92.18

100

92.18

92.18

100h

92.18

92.18

100

92.18

92.18

100

92.18

92.18

100

92.18

92.18

100

92.18

92.18

100

46.09

46.09

50

46.09

46.09

50

46.09

46.09

50

46.09

46.09

50

61.45

61.45

66.7

61.45

61.45

66.7

100

100

100

92.18

Number of
securities on
stock market and
rate as of report
date of financial
state

-

Number

Company name

.143

Tahal Group B.V.
(Holland)
Tahal Consulting Engineers Ltd
(Tami)
Water Planning for Israel Ltd. (Tahal)

.144
.145
.146
.147
.148
.149
.150
.151
.152
.153
.154
.155

Share type

Number of
shares

Total nominal
value

Regular

18,160

18,160 EUR

Value in
separate
financial
statement
(In EUR
millions)
completed
Included in 142

Regular

5

1,001

101

Included in 142

15,958,045

₪ 15,958,045

Included in 142

Class
B

18,000

36,000N

Included in 142

Regular

1,000

406,581.80RON

Included in 142

-

-

-

Included in 142

-

-

40,868.34 EUR

Included in 142

Regular

570,000

570,000KZ

Included in 142

Tahalgua, Incorporated
(Guatemala)
Tahal Leitersdorf
Ltd.
Palgey Mayim Ltd.

Regular

5,291

-

Included in 142

Regular

50

₪ 50

Included in 142

Regular

283,086

₪ 283,086

Included in 142

Tahal Operation & Services S.R.L
(Rumania)
Tahal Water Energy Ltd.

Regular

18

180RON

Included in 142

Regular

8,100

₪ 8,100

Included in 142

Tahal Consultants
(Africa) Ltd.
(Nigeria)
S.C. Tahal Romania SRL
(Rumania)
Tahal St. Petersburg Ltd.
(Russia)
Tahal Fideco D.O.O.
(Serbia)
Tahal Angola Ltd.

Regular

6

Loans
(In EUR
millions)

completed
Included in
142
Included in
142
Included in
142
Included in
142
Included in
142
Included in
142
Included in
142
Included in
142
Included in
142
Included in
142
Included in
142
Included in
142
Included in
142

% of
capital1

% of vote2

% of
authority to
appoint
directors3

Number of
securities on
stock market and
rate as of report
date of financial
state

100

100

100

-

100

100

100

-

99.99

99.99

99.99

40

40

40

-

100

100

100

-

100

100

100

-

100

100

100

70

70

80

-

99.99

99.99

99.99

-

50

50

50

-

55.5

55.5

55.5

-

90

90

90

-

81

81

66.66

-

5

In October 2011, Tami and Tahal Group B.V. (hereinafter: Tahal Group) which holds Tami's full issued capital of Tami engaged in an agreement by which the owners' loans for the amount of NIS 20,816,096 granted by Tahal
Group share to Tami will be capitalized and in consideration Tami will allocate 100 regular shares to Tami. As of the date of the Financial Statement, the shares have not yet been allocated

6

In October 2011, Tahal and Tami, which holds 99.99% of Tahal's issued capital, engaged in an agreement by which the owners' loans for the amount of NIS 20,816,096 that Tami granted to Tahal will be capitalized and in
consideration, Tahal will allocate 79 regular shares to Tami. As of the date of the Financial Statement, the shares have not yet been allocated
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Number

Company name

.156

Loans
(In EUR
millions)

% of
capital1

% of vote2

% of
authority to
appoint
directors3

Included in
142
Included in
142
Included in
142
Included in
142
Included in
142
Included in
142
Included in
142

100

100

100

70

70

70

100

100

100

51

51

51

44.676

44.676

44.676

44.676

44.676

44.676

31.72

31.72

31.72

Included in
142
Included in
142

100

100

100

-

50

50

50

-

Included in 142

Included in
142

37.5

37.5

37.5

-

3,650,000YTL

Included in 142

Included in
142

50

50

50

-

10,000HK$

Included in 142

Included in

100

100

100

-

Share type

Number of
shares

Total nominal
value

Eko-Wark Sp. ZOO

Regular

28

280,000PLN

Value in
separate
financial
statement
(In EUR
millions)
Included in 142

.157

Tahal-Kaz Ltd

Regular

-

84,000Tenge

Included in 142

.158

Regular

18,000

18,000EUR

Included in 142

Regular

102,000

102,000EUR

Included in 142

.160

Tahal Group Assets BV
(Holland)
Agri Products International N.V.
(Holland)
Foodyard Holding AD

Regular

876

87,600Levs

Included in 142

.161

Foodyard EOOD

Regular

500

5,000Levs

Included in 142

.162

Mastfoods S.A
(Greece)

Regular

224,524

657,855EUR

Included in 142

.163

Task Water B.V.
(Holland)
Akfen Çevre ve Su Yatirim Yapim ve
Işletme A.Ş.7
(Turkey)
Akfensu Arbiogaz Dilovasi Atiksu
Aritma Tesisi Yapim ve Işletim A.Ş.8
(Turkey)

Regular

18,000

18,000EUR

Included in 142

Class B

6,500,000

6,500,000YTL

Included in 142

Class A

4,537,500

4,537,500 YTL

.166

Akfen Güllük Çevre ve Su Yatirim
Yapim ve Işletme A.Ş.9
(Turkey)

Class A

3,650,000

.167

Tahal China Group Limited

Regular

10,000

.159

.164
.165

7Former name Task Su Kanalizasyon Yatirim Yapim ve Isletme A.S
8 Former name Task-Abriogaz Dilovasi Atiksu Aritma Tesisi Yapim ve Isletim A.S
9 Former name Task Güllük Su Kanalizasyon Yatırım Yapım ve İşletme A.S
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Number of
securities on
stock market and
rate as of report
date of financial
state

.210

-

Number

.168

.169
.170
.171
.172
.173
.174
.175
.176
.177

10

Company name

(China)
Kardan Water International Group
Limited
(Cayman Islands) ("KWIG")10
Kardan Water International Group
(HK) Limited (Hong Kong)
Kardan Water Xuanhua Development
Co.Limited
(Hong Kong)
Zhangjiakou Kardan Water
Development Co. Ltd.
(China)
KWIG Dingzhou Development
Limited
(Hong Kong)
Dingzhou City Kardan Water Co.
Ltd.
(China)
Perilla Water Group Limited
)(Hong Kong)
Tianjin Huanke Water Development
Co. Ltd.
(China)
Tianjin Deyuan Environmental
Technology Co. Ltd.
(China)
Tianjin Jinnan Huanke Sewage
Treatment Co. Ltd..
(China)

Share type

Number of
shares

Regular
Preferred

36,668

Value in
separate
financial
statement
(In EUR
millions)
Included in 142

3,667 EUR

% of
capital1

% of vote2

% of
authority to
appoint
directors3

Number of
securities on
stock market and
rate as of report
date of financial
state

90.91

90.91

90.91

-

Included in
142
Included in
142

100

100

100

-

100

100

100

-

Loans
(In EUR
millions)

142
Included in
142

EUR 1

10
Regular

47,000

Regular

1

Equity

1

Total nominal
value

-

HKG$ 47,000

Included in 142

HKG$ 1

Included in 142

Euro 14.08
million

Included in 142

Included in
142

100

100

100

-

1 HKG$

Included in 142

Included in
142

100

100

100

-

Regular
regular

1

RMB 19 million

Included in 142

Included in
142

100

100

100

-

regular

1

HKG$ 1

Included in 142

100

100

100

-

-

RMB 71 million

Included in 142

Included in
142
Included in
142

88.15

88.15

88.15

-

Equity

-

RMB 0.5 million

Included in 142

Included in
142

88.15

88.15

88.15

-

Equity

-

RMB 2 million

Included in 142

Included in
142

88.15

88.15

88.15

-

Equity

 In November 2010, Tahal Assets Co. purchased from KWIG shareholders 260 KWIG shares which constitute 0.71% of KWIG share capital in consideration of EUR 36 thousand. As of the date of the financial statement, the
transfer of the aforementioned shares has not yet been completed. 
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Number

Company name

.178

Tianjin Dagang Huanke Lantian
Sewage Treatment Co. Ltd..
(China)
Tianjin Tanggu Huanke Xinhe
Sewage Treatment Co. Ltd..
(China)
Zibo Huantai Huanke Sewage
Treatment Co. Ltd..
(China)
Zibo Boshan Huanke Sewage
Treatment Co. Ltd.
(China)
Tri-River Water Group Limited
)(Hong Kong)
Dazhou Tian He Water Supply and
Drainage Co, Ltd.
(China)
Kardan Water Investment Co. Ltd.
(China)
Zibo Kardan Water Co. Ltd.
(China)
Kardan Water International (Beijing)
Management Co. Ltd
(China)

.179
.180
.181
.182
.183
.184
.185
.186

Loans
(In EUR
millions)

% of
capital1

% of vote2

% of
authority to
appoint
directors3

Included in
142

88.15

88.15

88.15

Number of
securities on
stock market and
rate as of report
date of financial
state
-

Included in 142

Included in
142

88.15

88.15

88.15

-

RMB 1 million

Included in 142

Included in
142

88.15

88.15

88.15

-

RMB 23.5
,million

Included in 142

Included in
142

88.15

88.15

88.15

-

Included in 142

Included in
142
Included in
142

100

100

100

-

100

100

100

-

Included in
142
Included in
142
Included in
142

100

100

100

-

100

100

100

-

100

100

100

-

Share type

Number of
shares

Total nominal
value

Equity

-

RMB 2 million

Value in
separate
financial
statement
(In EUR
millions)
Included in 142

Equity

-

RMB 2 million

Equity

-

Equity

-

regular

1

Equity

-

RMB 123 million

Included in 142

Equity

-

USD 30 million

Included in 142

Equity

-

USD 4.3 million

Included in 142

Equity

-

RMB 10 million

Included in 142

HKG$ 1
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4.

Regulation 12: Changes to investments in investees and affiliates during the
reported period
Kardan Israel
1. As part of the spinoff executed by Kardan Group as detailed in Section of Part A
of Financial Statement (Spinoff), as of October 5, 2011, Kardan Israel is no
longer a subsidiary of Kardan N.V. With the establishment of Kardan Yazamut
(2011) Ltd. (Kardan Yazamut), a new public company whose shares were listed
for trade on NASDAQ Ltd. all Kardan N.V. holdings in Kardan Israel have been
transferred to Kardan Yazamut. For further details see Section ___ to Part 1 of
Financial Statement.
Real estate sector – Abroad
Real estate sector – Europe
2. In January 2011, GTC Holding sold 35,100,000 shares of GTC Poland as a
private offer to chosen institutional bodies in consideration of PLN 754,650
thousand (EUR 195,000 thousand) (gross). After the sale, GTC Holdings held
27.14% of GTC Poland’s share capital. In September 2011, GTC Holding
purchased 1,353,635 additional shares of GTC Poland in consideration of PLN
15,700 thousand (EUR 3,800 thousand), so that after the purchase and as of the
date of the Financial Statement it holds 60,882,815 of GTC Poland shares, which
constitute 27.75% of GTC Poland’s share capital.
3. In February, July and September 2011, GTC Poland Co. purchased 100% of the
shares of three companies in Poland that hold land in Warsaw, Centrum
Swiatowida Sp z.o.o, Swiatowida Development SP z.o.o and Mieszkania
Swiatowida Sp z.o.o for the consideration of EUR 1,759 thousand.
4. In January and September 2011, loans of thousands of euro of the Mercury
Commercial Center SRL Co. were converted to capital. In the wake of the
aforementioned conversion, 2,000 shares of the Mercury Commercial Center
SRL Co. were issued.
5. In April 2011, GTC Romania purchased 150 shares of Cefin Real Estate Galati
SRL which constitute 15% of the share capital of Cefin Real Estate Galati SRL
in consideration of EUR 209 thousand, so that after the purchase GTC Romania
holds the issued and paid-up share capital of Cefin Real Estate Galati SRL Co.
6. In February 2011, GTC Romania purchased 100% of Bucharest Tower
Investments B.V. Co. shares, in consideration of its issued and paid capital
amounting to EUR 18,000.
7. In April 2011, a shareholder of GTC Investments B.V realized a sales option, by
which he sold 450 shares to GTC Real Estate Holding B.V Co. which constitute
2.5% of GTC Investments B.V’s share capital in consideration of EUR 256
thousand. After the aforementioned purchase, GTC Real Estate Holding B.V
holds 8.775 shares of GTC Investments B.V, which constitute 48.75% of GTC
Investments B.V’s share capital.
8. In December 2011, GTC Investments B.V established a new subsidiary in
Luxemburg, Swiss Lux Port Sarl, of which it holds 80% in consideration of the
nominal value of the shares, EUR 10,000.
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9. In August 2011, GTC Poland sold all its holdings in Galeria Mokotow Shopping
Centre in consideration of EUR 139 thousand.
Real estate – Asia
10. In August 2011, Kardan Land China Limited sold 210,000,000 shares of Kardan
Land Chengdu (HK) Ltd. which constitute 50% of Kardan Land Chengdu (HK)
Ltd. share capital in consideration of EUR 45,000 thousand.
11. In January and April 2011, 91,528,088 shares of Kardan Land Dalian Ltd were
allocated to Kardan Land Dalian (HK) in consideration of RMB 91,528 thousand
(EUR 9,700 thousand).
12. In April 2011, Kardan Land China Limited sold its full holdings in Hangzhou
International Financial Center Co. Ltd. in consideration of approximately EUR
29.000 thousand.
Infrastructure projects – properties and investments
13. In August 2011, a position holder of Tahal International Group B.V (TGI)
realized 578 options granted to him for 578 TGI shares that constitute 3% of TGI
share capital. At the same time, the position holder realized sale options that
were granted to him by which in exchange for TGI shares that he received as
aforementioned, 392,846 Kardan NV shares were allocated to him and he was
paid the consideration of EUR 1,343 thousand.
14. In October 2011, an agreement was signed between Tahal Consulting Engineers
Ltd. (Tami) and another shareholder of Derech Hayam (Holdings) Ltd. (Derech
Hayam Holdings) by which Tami sold to the other shareholder its direct and
indirect full holdings of Derech Hayam Holdings and of its subsidiaries in
consideration of NIS 62,375 thousand.
15. In August 2011, Tahal Group Assets B.V (Tahal Assets) sold its direct and
indirect full holdings of Kardan Municipal Services Co.Ltd. and its subsidiary
Milgam Municipal Services Ltd. to Kardan Yazamut Ltd. in consideration of
NIS 80,000 thousand. For further details, see Section ___ of Part A of Financial
Statement.
16. In continuation of the buy-back of Eko-Wark Sp. ZOO Co. (Eko-Wark) shares
from other shareholders in 2010, as a result of which Tahal Group B.V. became a
100% owner of the company shares, in 2011 a reduction of capital was
performed in Eko-Wark by which the shares it purchased in the framework of the
buy-back were cancelled and its share capital was reduced to PLN 280,000.
17. In August 2011, Tianjin Huanke Water Development Co. Ltd. sold its full
holdings in Tianjin Baodi Huanke Bishui Wastewater Treatment Co. Ltd. in
consideration amounting to RMB 23.6 (EUR 2.600 thousand).
18. In June 2011, Agri Products International N.V. purchased from other
shareholders of Foodyard Holding AD (Foodyard) 20.6% of Foodyard’s
allocated capital in consideration amounting to EUR 210 thousand.
19. In April 2011, KWIG a company in China established Zibo Kardan Water Co.
Ltd. at the cost of EUR 5 thousand.
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Financial services
20. In January 2011, KFS sold all its holdings (911,151,935 shares) in VAB Bank in
consideration of EUR 52 million.
21. In February 2011, TBIF sold all its holdings in VAB Leasing in consideration
amounting to EUR 4,500 thousand.
22. In April 2011, KFS purchased 1,160,446 TBIF regular shares of EUR 1 nominal
value (which constitutes 1.8% of its share capital) from the minority shareholder
of TBIF, due to his non-participation in shareholder’s loan capitalization,
reflecting share value of EUR 2.6.
23. In April 2011, TBIF purchased 66 TBIF Dan Leasing Ltd. shares (which
constitute 6.6% of its share capital) in consideration of EUR 500 thousand.
24. In May 2011, Tbif purchased all the shares of TBIF Russian Holdings Co.
(18.000 shares of EUR I nominal value per share) from Kardan NV Co. in
consideration of EUR 18 thousand.
25. In August 2011, TBIF sold all holdings in TBI Invest and TBI Asset
Management in consideration of EUR 1,900 thousand.
26. In July 2011, TBIF purchased all TBI Bank shares (38,399,001 shares of BGN 1
nominal value per share) in consideration of EUR 15,000 thousand.
27. In October 2011 8,000,999 regular TBI Bank shares of BGN 1 nominal value,
per share,were allocated to TBIF in consideration of BGN 8,001 thousand
(approximately EUR 4 million).
28. In January 2012, KFS purchased from a minority shareholder of TBIF (who
served as a company manager) – all his holdings in TBIF (about 7.82%) in
consideration of a waiver of repayment of loans made to the minority
shareholder, the balance of which are registered in KFS books as totalling EUR
12 million.
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5. Regulation 13: Revenues of subsidiaries and associates and revenues of Kardan NV from such companies:
Company
name

Comprehensive income
(loss) before tax (NIS in
thousands)

Income
(loss)
Kardan Israel
Kardan
Yazamut
GTC
HOLDING
Tahal Group
International
BV
KFS

Net income
(loss)
attributabl
e to equity
holders of
the
Company
(NIS in
thousands)

Comprehensive
income (loss)
attributable to
equity holders
of the
Company
(NIS in
thousands)

Dividends
(NIS in
thousands)
For 2011

Management
fees (NIS in
thousands)
For 2011

Dividends
declared after
date of the
statement of
financial
standing (NIS
in thousands)

(26,557)
(17,337)

(25,619)
(16,646)

-

-

-

Management fees
after date of the
statement of
financial standing
(NIS in thousands)

Financing revenues (NIS in
thousands)

(20,113)
(17,289)

Other
comprehensive
income (loss)
1,206
1,206

For 2011

(297,027)

9,903

(60,859)

(54,451)

-

404

-

-

6.218

386

(2,853)

1,128

(3,647)

(1,017)

-

196

-

-

2,231

547

(39,502)

(2,652)

(49,242)

(51.894)

-

400

-

-

4,194

1,049

-

-

For dates after
the report date
-

*The data presented in this table for Kardan Israel and Kardan Yazamut are upuntil September 30,2011.

6.

Regulation 14: Balance of loans granted as of the balance sheet date.
None.

7.
7.1

Regulation 20: Trading on stock exchange - securities listed for trading / dates and causes of trading halts.
On March 2011, 105,000 options, granted to an employee of Kardan NV who retired from Kardan NV, expired before their final exercise
date.
In November 2011, 406,292 options, granted to employees of Kardan NV, expired upon expiration of their exercise period.
In December 2011, 364,432 options, granted to employees of Kardan NV, expired upon expiration of their exercise period.
In the reported period there were no trading halts of Kardan NV shared on the stock exchange11.

7.2
7.3
7.4
11

Except for temporary trading halts.
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8.
8a.

Regulation 21: Remuneration for Interested Parties and Senior Executives
Regulation 21: Remuneration of interested parties and officers of the Company: Five highest-remunerated officers of Kardan NV and
companies controlled there by.
Remunerated party

Name

Full-time
position
equivalent

Holding
stake of
Corporate
capital
-

Chairmand of the board of 100%
366
(1) 87
(3) (2)**5,367
Kardan Land China Ltd.
(1)
Chairman of Supervisory 100%
0.12%
(5)
(6)*(3,293)
(4)420
Eli Elroy
Board of GTC Poland
5,341
2
("Globe Trade Centre
SA")
Erez
CEO of GTC RE China 100%
310
(8) 460
**(9) 139
3
Apelrot
Ltd. Member, Executive
(7)
Board of Kardan Water
International Group and
Group representative in
China
Hagay Harel
Manager, International
100%
0.09%
(11) 257
(12)*89
(10) 325
4
Development and
Member, Executive Board
of GTC Poland
Erez Boniel Member, Executive Board
100%
0.05%
33
(11) 257
*(12) 89
(13) 267
5
and CFO of Globe Trade
(11)
Centres SA.
* Despite the provision recorded on Company accounts, a major portion of the options and phantom options are out of the money.
** The options thus granted are options in private companies.
1

Alon Shlank

Position

Remuneration for services rendered (EUR in
thousands)
Salary
Bonus
Share-based
Management
payment
fee
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Other
remuneration
Loans

Total (excludes
share-based
payment)
(EUR in
thousands)

-

Total
(includes
share-based
payment)
(EUR in
thousands)
5,820

-

2,468

5,761

-

909

770

-

671

582

-

646

557

453

Notes to table:
1.
Pursuant to Mr. Alon Shlenk's ("Shlenk") employment contract dated July ___,
2011, Shlenk serves as Senior Advisor with Bug Multisystems Distribution (1997) Ltd.
("Bug"), am indirect wholly-owned subsidiary of the Company, as from January 1, 2011.
In addition to his monthly salary, Soroka is eligible to receive customary social benefits
and additional benefits, including cellular phone and a company car (with full tax roll-up).
The agreement may be terminated by 90 days' prior written notice to the other party. The
agreement stipulates that Bug would pay Shlenk an annual bonus at its own discretion and
based on Bug's success in achieving its business goals, as well as based on the subjective
assessment by the Bug Board of Directors of Shlenk's contribution to the company's
success. The annual bonus shall be no less than NIS 170,600 per year, gross.
4.
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 ___ of Part A of this report),
which included, inter alia, extension of the service agreement through December 31, 2013
("end of agreement term").
5.
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.
6.
The Chairman has previously received 1,900,000 phantom options ("existing
phantom options"), exercisable 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 (EUR 4.50) per share, and of 700,000 of the existing phantom
options is PLN 22.50 (EUR 5.60) per share,
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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 (EUR 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
___ 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 2011, GTC Poland recorded a provision amounting to EUR ___ thousand with
respect to some of the existing phantom options which vested in 2011 and with
respect to the new phantom options. However, note that the price of GTC Poland
share as of ___ soon prior to publication of this report, is PLN ___ and therefore,
despite the provision recorded by GTC Poland, a major portion of these phantom
options are "out of the money".
1. Upon the launch of the joint venture of GTC RE and Property & Building Corporation
Ltd., which is operated via GTC investments, in May 2006, 2.5% of the issued and
paid-in share capital of GTC Investments were allotted to the Chairman. The
Chairman and GTC RE agreed that any financing to be provided by shareholders to
GTC Investments would be subject to the following: 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 report date is EUR
388 thousand. The loan bears interest at 3.05% p.a. Additionally, the Chairman
provided GTC Investments directly with loans whose balance as of the report date is
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 of: November 2010 or the date on which the Chairman will cease
to provide services to GTC Investments [Was this option exercised?]. GTC Holding
recorded a ___ in the provision for said option in 2011.
2. 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.
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3. 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 actual fact, the options were only allotted to
Mr. Apelrot in October 2010, such that upon their allotment, 75% of the options had
already vested, and therefore most of the provision on Company accounts with respect
to this option grant was made in 2010. The remaining options vested in April 2011.
Mr. Apelrot may exercise these options from their vesting date through the 7th
anniversary of their grant date, i.e. through 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 these options is EUR 2,837 thousand.
Upon incorporation 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 actual fact, the options were only allotted to Mr.
Apelrot in December 2010, such that upon their allotment, 75% of the options had
already vested, and therefore most of the provision on Company accounts with respect
to this option grant was made in 2010. The remaining options vested in April 2011.
Mr. Apelrot may exercise these options from their vesting date through the 5th
anniversary of his employment start date with KWIG, i.e. through 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.
4. 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.
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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 24 may be exercised through December 31, 2015.
c. The exercise price for 315 thousand of the phantom shares is PLN 18.15 (EUR
4.50); the exercise price for 75 thousand of the phantom shares is PLN 22.50 (EUR
5.60); The exercise price for 428 thousand of the phantom shares is PLN 22 (EUR
5.50).
In the reported period, GTC Poland recognized an expense with respect to share-based
payments granted to Mr. Harel amounting to EUR 232 thousand.
Shlenk:
5. Mr. Shlenk is also eligible for monthly compensation for consulting services provided
by him, through Bug, to Kardan Water International Group Ltd. ("KWIG") and to
Kardan Land China Ltd., indirect investees of the Company. Pursuant to consulting
service agreements with these companies, either party may terminate the agreement at
any time, subject to 90 days' advance notice.
6. Share-based payment: In December 2011, KWIG granted to Shlenk 1,021 options
convertible into KWIG shares, pursuant to the option agreement signed by Tahal
Group, KWIG Assets BV and Mr. Shlenk in June 2011. According to this agreement,
Mr. Shlenk was promised a grant of options by KWIG equal to 2% of holdings of
TGA ("Tahal Group Assets BV), Shlenk and related parties out of KWIG's share
capital plus a PUT option.
+ option agreement GTC RE CHINA + PUT OPTION
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8.2.

Three highest-remunerated officers of Kardan NV not listed in section a. above:
Remunerated party
Cost of
salary
(EUR in
thousands
)

Bonus
(EUR in
thousands
)

Sharebased
payment
(EUR in
thousands)

Managemen
t fee (EUR
in
thousands)

Other

100%

Share
of
capital
and
voting
rights
-

Other
remuneration
Loans

220 (1)

47 (3)

14(2)

-

-

-

281

Total
(excludes
sharebased
payment)
(EUR in
thousands
)
267

100%

2.96%

78(4)

67

- (5)

194 (4)

-

215 (6)

339

339

100%

-

251(7)

53(3)

114(8)

-

-

-

419

305

Name

Position

Full-time
position
equivalen
t

Walter Van
Damme

Member,
Executive
Board of
Kardan NV
Chairman of
Executive
Board,
Kardan NV
and holds
multiple
positions with
Kardan
Group
Member,
Executive
Board of
Kardan NV

Alain
Ickovics

Jan
Slootweg

Remuneration for services
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Total
(includes
share-based
payment)
(EUR in
thousands)

Notes to table:
(1) Pursuant to the employment contract signed by Mr. Van Damme and Kardan NV, Mr.
Van Damme serves as member of Kardan NV's Executive Board and as COO as from
January 2007. In June2012, Mr. Van Damme leaves his employment with the
Company
and
will
serve
as
CEO
of
a
subsidiary.
For details of remuneration plan foe members of the Executive Board
("Remuneration Plan") adopted by the General Meeting of Company shareholders
on May 31, 2011, see immediate reported issued by the Company on April 14, 2011
and amended report dated May 25, 2011 as well as report dated June 1, 2011, with
references 2011-01-123663 , 2011-01-161766 and 2011-01-172455, respectively;
also see section _12.2 of Part A 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 12.2.61of Part A 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
EUR 6.60 per share. On March 26, 2012, soon prior to the date of this report, the
price per Kardan NV share is EUR 1,324 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 2011 amounted to EUR 14 thousand.
As a member of the Executive Board, Mr. Van Dame is also included in the stock plan
adopted by the Company's General Meeting of shareholders on May 26, 2010, as part
of the Company's overall remuneration policy ("the stock plan"). For details of the
stock plan, see Section 16.3.6of Part A 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 stock plan.
(3) The bonus was paid to Mr. Van Dame and to Mr, Ickovics and Mr. Slotweg with
respect to 2010, and was approved by the Company's General Meeting of shareholders
on May 31, 2011. For further details see immediate reports that the company
publicized on May 25, 2011 and on June 1. 2011 whose reference numbers for
publicizing are 2011- 01-161766 and 2011-01-172455 respectively by way of
reference.
(4) Mr. Ickovics serves as Member of Kardan NV's Executive Board as from June 2006;
in June 2007 he was appointed Chairman of the Executive Board. Mr. Ickovics also
serves12 in other capacities with Group subsidiaries. For management services
provided to Kardan NV and to Group subsidiaries in 2011, Mr. Ickovics and a
company wholly-owned by him were paid as follows: Salary, at a cost of EUR 59
thousand to Kardan NV; salary of EUR 9 thousand from GTC Holding and salary of
EUR 10 thousand from Tahal Consultants Engineers Ltd. (a wholly-owned subsidiary
of Kardan NV), as well as management fee amounting to EUR 141 thousand from
Kardan NV and EUR 53 thousand from GTC Holding ( a wholly-owned subsidiary of
Kardan NV). Mr.Ickovics is due to end his position as the CHariman of the Board of
Directors upon the appointment of Mr. Shuky Oren by the general Meeting of the
12

I t should be noted that Mr. Icksovics in the cousin of Mr. Joseph Greenfelt, one of the controlling shareholders of the company,
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company at the end of May 2012., asnd as of 6,4,2912 he will serve as the chairman
of the supervisory board of directors for GTC Poland.
(5) Under the 2006 stock option plan, Mr. Ickovics was allocated 179,232 options
exercisable into Company shares, which expired in December 2011. In 2011, no
provision was made with respect to these options. Furthermore, Mr. Ickovics, as
member of the Executive Board, is eligible to participate in the stock plan. As of the
report date, no shares have been allocated to Mr. Ickovics, and no provision was
recorded by the Company with respect to the stock plan. For details of the 2006 stock
option plan and of the stock plan, see Sections 12,2,6,1 and _12.2.6.2, respectively, in
Part A of this report.
(6) Upon incorporation of a joint venture of GTC RE and of Property & Building Corp.
("PBC") - operated by GTC Investments - Mr. Ickovics, 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. Ickovics transferred 1.25% of GTC Investments' share capital to PBC. Mr.
Ickovics and GTC RE agreed, in an agreement dated March 2007, that with respect to
the 1.25% of share capital he retained, he would pay the pro-rata share of investment
in the company's share capital. GTC RE and Mr. Ickovics further agreed that any
financing provided by shareholders to the company would be subject to the following:
Mr. Ickovics would be liable to provide 20% of his share of financing from his own
sources, and 80% would be extended to Mr. Ickovics by GTC RE as a loan, to be
secured by a non-recourse lien on Mr. Ickovics shares of GTC Investments.
Accordingly, GTC RE (currently GTC Holding) extended to Mr. Ickovics loans
whose balance as of the report date is EUR 215 thousand. The loan bears interest at
3.05% p.a. Additionally, the Mr. Ickovics provided GTC Investments directly with
loans whose balance as of the report date is EUR 48 thousand. In addition, Mr.
Ickovics 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 of: November
2010 or the date on which Mr. Ickovics will cease to provide services to GTC
Investments. GTC Holdings recorded a decrease in provision for said option in 2010
to the sum if EUR 64 thousand.
(7) Pursuant to Mr. Slotweg's employment contract with Kardan NV, Mr. Slotweg serves
as member of the Executive Board
of Kardan NV as from June 1, 2008 for a three-year term.
For details of remuneration plan foe members of the Executive Board
("Remuneration Plan") adopted by the General Meeting of Company shareholders
on May 31, 2011, see immediate reported issued by the Company on April 14, 2011
and amended report dated May 25, 2011 as well as report dated June 1, 2011, with
references 2011-01-123663 , 2011-01-161766 and 2011-01-172455, respectively;
also see section _12.2 of Part A of this report.
(8) Share-based payment: In July 2008, Kardan NV granted to Mr. Van Dame 175,000
options convertible into Kardan NV shares, under terms of the 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,
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see Section 12.2.6.1 of Part A 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 EUR 9.20 per share. On March 26, 2012,
soon prior to the date of this report, the price per Kardan NV share is EUR1,324 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 2011 amounted to EUR 114 thousand.
As an Executive Board member, Mr. Slotweg is also included in the stock plan (as
defined above). For details of the stock plan, see Section ___ of Part A 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 stock plan.

8.3 Remunderation granted to interested parties at Kardan NV
Following are the details of the remunerations paid for the period of the report, but Kardan NV or for
companies in which the controlling interested party is Kardan NV:
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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:
Remuneration for services
Name

Remunerated party
Position

Full-time
position
equivalent

Share of
capital and
voting rights

Salary*

Bonus

Sharebased
payment

Management
fee

Consulting
fee

Other

Yosef Grunfeld (1)

Chairman of the Board of Directors,
Kardan Israel serves in an advisory
capacity for Universal Motores
Israel Ltd.

75%
25%

19.87%

EUR
186thousand
*

-

-

-

EUR 231
thousand

-

Eytan Rechter and
Shamait Ltd. (3)

CEO of Kardan Israel; provides
consulting services to SFDI Ltd. and
to Kardan Communications13 Ltd.

50% 25%

3.67%

EUR 261
thousand*

-

-

-

EUR 261
thousand*(4)

-

Karenina Rechter
(5)

Member, Supervisory Board of
Kardan NV

Avi Shnor (6)

Member, Supervisory Board of
Kardan NV
Chairman, Supervisory Board of
Kardan NV
Member, Supervisory Board of
Kardan NV
Member, Supervisory Board of
Kardan NV
Member, Supervisory Board of
Kardan NV
Member, Supervisory Board of
Kardan NV

Joseph Krant
Max Groen
Hendrik Benjamins
Israel Fink
Jay Liv Pomrenze

23

Total
(includes
share-based
payment)
(EUR in
thousands)
EUR 417
thousand*

Total
(excludes
share-based
payment)
(EUR in
thousands)
_ EUR 417
thousand _*

EUR 522
thousand*

_ EUR 522
thousand* *

7

27

-

17.73%

-

-

-

-

23

-

23

23

-

-

-

-

-

-

39

-

39

39

-

-

-

-

-

-

27

-

27

27

-

-

-

-

-

-

27

-

27

27

-

-

-

-

-

-

23

-

23

23

-

0.13%

-

-

-

-

27

-

27

27

-

-

191

43 (7)

- (8)

-

-

-

191

191

13

Einat Oz-Gabber

Member, Executive Board of
Kardan NV
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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 2011, which was NIS ___.

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 Grunfeld ("Grunfeld"), Mr.
Grunfeld, 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. Grunfeld is eligible to other
benefits, customary social benefits including expenses incurred on duty and a
company car (from Kardan Israel or its affiliate. Consequently, in actual fact,
Universal Motors Israel Ltd., an associate of Kardan Israel ("UMI") is providing
the car to Mr. Grunfeld.) In accordance with the employment agreement between
Mr. Grunfeld and Kardan Israel, each of the parties may terminate the agreement
at any time. Should Mr. Grunfeld 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. Grunfeld 180 days' notice.
(2) Telromit Ltd. ("Telromit"), a company wholly-owned by Mr. Grunfeld, is eligible,
pursuant to an agreement between Telromit, Mr. Grunfeld and UMI, to receive
quarterly remuneration with respect to his office as Board member of UMI and for
consulting services provided by Mr. Grunfeld 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. Grunfeld 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. Grunfeld 180 days'
notice.
(3) Pursuant to Mr. Ethan Rechter's ("Rechter") employment contract dated February
2000, Mr. Rechter, 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 payment of expenses while on duty, a company car (Grade 7). 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.
(3) Through May 1, 2011, Mr. Rechter provided, via Shamait Ltd. ("Shamait"), a
company wholly owned by Mr. Rechter and his wife, consulting services at 25% of
full-time position equivalent, to SFDI Ltd. ("SFDI") and to Kardan
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Communications Ltd., (Kardan Communications”)subsidiaries of Kardan Israel
(hereinafter in this section:
"the subsidiaries"). In accordance with the
employment agreement between Shamait 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,
they would give Mr. Rechter 180 days' notice.
In addition, at the end of April 2011, Shamait supplied consulting services to SFDI
Ltd (SFDI), a full subsidiarty of Kardann Israel, and the sum that appears on the
table includes sums paid to Mr. Rechter by SFDI.
Due to reduced operations by SFDI investees, Shamait recently informed SFDI that
it would discontinue providing it with consulting services as from May 1, 2011.
Accordingly, as from this date, SFDI discontinued payment of consideration
amounting to NIS 53 thousand per month, paid for the aforementioned consulting
services. Furthermore, on May 3, 2011, the General Meeting of Kardan Vehicle
Ltd. (formerly Dan Vehicle and Transportation - DRT) ("Kardan Vehicle"), after
approval by Kardan Vehicle's Board of Directors and Audit Committee, approved
payment to Mr. Rechter for his office as Chairman of Kardan Vehicle's Board of
Directors, amounting to NIS 53 thousand per month plus VAT. Note that since the
amount payable by Kardan Vehicle to Mr. Rechter, for his office as Chairman of
Kardan Vehicle's Board of Directors, is identical to the amount paid by SFDI to
Shamait for consulting services provided through May 1, 2011 - there would be no
change in total remuneration paid to Mr. Rechter by Kardan Israel and subsidiaries
there of.
In addition, as of December 2011, Mr. Rechter serves as Chairman of the Milgam
Board of Directors.14

(5) Ms. Karenina Rechter is the spouse of Mr. Eytan Rechter, a controlling
shareholder of the Company. For further details of the renumeration received by
Ms. Karenina Rechter for her services as aforementioned, see Section 10.1.10
above.
(6) For further details of the renumeration received by Mr. Avi Shnor for his service as
aforementioned, see Section 10.1. 9 above.
(7). 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 2010, and
was approved by the Company's General Meeting of shareholders on May 31,
2011. For further details see immediate reports that the company publicized on
May 25, 2011 and on June 1, 2011 whose reference numbers for publicizing are
2011-01-161766 and 2011-01-172455 respectively by way of reference.
(8) Under the 2006 stock option plan, Ms. Oz-Gaber was allocated 149,360 options
exercisable into Company shares. These options expired in November 2011. In
2011, no provision was made with respect to these options. As member of the
14

It should be clarified that Mr. Rechter is not reimbursed for his tenure as Chairman of the Milgam Board of Directors.
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Executive Board, Ms. Oz-Gaber is eligible for participation in the stock plan. 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 stock plan. For details
of the 2006 stock option plan and of the stock plan, see Sections 12.2.6.1 and
12.2.6.2___, respectively, in Part A of this report.
9.

Regulation 21a: Controlling shareholders of the company.

The controlling shareholders of Kardan NV are Messrs. Yosef Grunfeld, 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 Corporate Act, 1999

10.1.1 For further information about Mr. Grunfeld's employment agreement with regard
to his office as Chairman of Kardan Israel's Board of Directors, and for consulting
services provided to UMI, see section 8 above, notes _(1)__ and _(2)__ to table15.
10.1.2 In January 2006, Mr. Ido Lebovich, the son-in-law of Mr. Yosef Grunfeld, a
controlling shareholder of the Company16, was appointed VP and later on CEO of
Radio Kol Chay Faith Broadcasting Ltd. (in this section: "Radio Kol Chay"), a
company controlled by Kardan NV which is indirectly owned (70%). Pursuant to
his employment 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
439thousand and for the period from January 1, 2012 through the report date, Mr.
Lebovich is entitled to pay amounting to NIS 119 thousand ()17.
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'

15

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 Grunfeld's employment terms, and in August 2004, when Kardan Israel was a
private company, a further change in his employment terms was approved. In September 2011, the General Meeting of Kardan
Israel shareholders, after approval by Kardan Israel's Audit & Financial Statements Review Committee and Board of Directors,
approved employment and employment terms of Mr. Grunfeld with Kardan Israel, as well as his consulting service agreement with
UMI. The controlling shareholders who have a personal interest in the contract described in this section are: Mr. Yosef Grunfeld,
as the nature of the contract consists of payment of salary and consulting fee to Mr. Grunfeld and to Telromit, and Messrs. Avi
Shnor and Eytan Rechter, who are party to a shareholder Agreement in Kardan NV to which Mr. Grunfeld is also party. Note that
as of the report date, Kardan NV is no longer the controlling shareholder of Kardan Israel and UMI, which Mr. Grunfeld serves as
Chairman of the Board of Director and as consulting service provider, respectively - but rather Kardan Yazamut is. For details see
section ___ of Part A of this report.

16

The controlling shareholders who have a personal interest in contracts with Mr. Lebovich, as set forth in the section above are:
Yosef Grunfeld, Mr. Lebovich's father in-law, and Messrs. Avi Shnor and Eytan Rechter, who are party to a shareholder agreement
in Kardan NV to which Mr. Grunfeld is also party. Note that, as of the report date, Kardan NV is no longer the controlling
shareholder of Kardan Israel and its subsidiaries - but Kardan Yazamut is. For details see section ___ of Part A of this report.

17

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 and then in October 2009, after approval by the Audit Committee and Board of
Directors of Kardan Israel on July 15, 2007 and August 23, 2009, respectively, as well as by the General Meeting of Kardan Israel
shareholders held in September 2011, after approval by Kardan Israel's Audit and Financial Statements Review Committee dated
July 21, 2011 and July 26, 2011, respectively. Mr. Lebovich's employment and employment terms with Radio Kol Chay were also
approved by Radio Kol Chay.
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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 10,000 and for the period from January 1, 2012 through the
report date, Mr. Lebovich is entitled to pay amounting to NIS _221__ thousand
(amounted to N*S _39__ thousand)18.
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
granted to Mr. Lebovich, on October 27, 2010, 35,000 options exercisable into up
to 35,000 Kardan Israel ordinary shares of NIS 1 par value each, at an exercise
price of NIS 7 per share.19 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 2011,
Kardan Israel recorded a provision amounting to NIS 15,000 with respect to said
option grant to Mr. Lebovich. In the period from January 1, 2012 through the
report date, Kardan Israel recorded a provision amounting to NIS ___ thousand
for said option grant20. Note that on September 27, 2011, the General Meeting of
Kardan Israel shareholders21 approved the amendment of the aforementioned stock
option plan, whereby the exercise price per option would be reduced from NIS 7
to NIS 6, thereby aligning terms of the stock option plan for relatives of the
controlling shareholder, including Mr. Ido Lebovich, with terms of the stock
option plan for other Kardan Israel employees. No other changes were made to
the stock option plan. In January 2012, Mr. Lebovich asked the Company not to
receive, at this stage, the benefit approved by the aforementioned General
Meeting. Mr. Lebovich reserves the right to receive this benefit at a later date and
therefore, as of the report date, the aforementioned benefit was not granted to Mr.
Lebovich.
For further details of the stock option plan adopted by Kardan Israel, see section
10.1.5 Mr. Shnor, a controlling shareholder of Kardan NV, serves as member of the
Kardan NV Supervisory Board22. With respect to his office during the reported
period, Mr. Shnor was paid EUR 23 thousand. With respect to the period from

18

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; these were also ratified by the General Meeting of Kardan Israel shareholders on October 11, 2009, after approval by Kardan
Israel's Audit Committee and Board of Directors dated August 23, 2009.

19

Except for Mr. Lebovich and Mr. Vulcan (see section ___ 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.

20

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.

21

After approval by Kardan Israel's Audit and Financial Statements Review Committee and Board of Directors dated July 21, 2011
and July 26, 2011, respectively.

22

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 NV and because
the salary paid him as a director does not exceed the lowest remuneration paid to another director of Kardan NV. For details, see
immediate reports dated April 29, 2010 and May 26, 2010 with reference numbers 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 Grunfeld and Eytan Rechter, since they are parties to a shareholder agreement in Kardan NV, to
which Mr. Shnor is also party.
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January 1, 2012 through the report date, Mr. Shnor is eligible to receive EUR 6
thousand.
10.1.6

Mr. Alon Vulcan, who serves as Deputy CEO and Economic Consultant with
Kardan Israel, is the son-in-law of Mr. Avner Avraham Shnor, a controlling
shareholder of the Company23. 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 position)24. As from ____, 2011, Mr.
Vulcan's pay was updated to NIS 52,500, linked to the CPI, plus social benefits
and terms customary for the Company, including a company car (Class 6) with
full tax gross-up25.
The cost of Mr. Vulcan's employment in the reported period amounted to NIS ___
thousand, and for the period from January 1, 2012 through the report date, Mr.
Vulcan is eligible to receive payment of NIS ___ thousand.
Furthermore, for Mr. Vulcan's employment with Kardan Israel in 2010, he
received an annual bonus equal to two monthly salaries, amounting to NIS _87__
thousand26.
In conjunction with the stock option plan (as defined in section ___ 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 exercisable into up to
180,000 Kardan Israel ordinary shares of NIS 1 par value, at an exercise price of
NIS 7 per share27. 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
Israel. In 2011, Kardan Israel recorded a provision amounting to NIS ___ with
respect to said option grant to Mr. Vulcan. In the period from January 1, 2012
through the report date, Kardan Israel recorded a provision amounting to NIS ___
thousand for said option grant28. Note that on September 27, 2011, the General
Meeting of Kardan Israel shareholders29 approved the amendment of the

23

The controlling shareholders who have a personal interest in contracts with Mr. Lebovich, as set forth in section ___ are: Yosef
Grunfeld, Mr. Lebovich's father in-law, and Messrs. Avi Shnor and Eytan Rechter, who are party to a shareholder agreement in
Kardan NV to which Mr. Grunfeld is also party. Note that, as of the report date, Kardan NV is no longer the controlling
shareholder of Kardan Israel - which Mr. Vulcan serves as Deputy CEO and Economic Advisor - but Kardan Yazamut is. For
details see section ___ of Part A of this report.

24

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 on January 20, 2009 and March 1,
2009, respectively.

25

The agreement was approved by the General Meeting of Kardan Israel shareholders on September 27, 2011, after approval by
Kardan Israel's Board of Directors and Audit and Financial Statements Review Committee on July 21, 2011 and July 26, 2011,
respectively.

26

The bonus paid to Mr. Vulcan, as described above, was approved by the General Meeting of Kardan Israel shareholders on
September 27, 2011, after approval by the Audit and Financial Statements Review Committee and the Board of Directors of the
company on July 21, 2011 and July 26, 2011, respectively.

27

See footnote __ above.

28

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.

29

After approval by Kardan Israel's Audit and Financial Statements Review Committee and Board of Directors dated July 21, 2011
and July 26, 2011, respectively.
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aforementioned stock option plan, whereby the exercise price per option would be
reduced from NIS 7 to NIS 6, thereby aligning terms of the stock option plan for
relatives of the controlling shareholder, including Mr. Alon Vulcan, with terms of
the stock option plan for other Kardan Israel employees. No other changes were
made to the stock option plan. In January 2012, Mr. Vulcan asked the Company
not to receive, at this stage, the benefit approved by the aforementioned General
Meeting. Mr. Vulcan reserves the right to receive this benefit at a later date and
therefore, as of the report date, the aforementioned benefit was not granted to Mr.
Vulcan.
The cost of employment of Mr. Lebovich by the Company in the reported period
amounted to NIS ___ thousand (amounted to EUR ___thousand) and for the
period from January 1, 2012 through the report date, Mr. Lebovich is entitled to
pay amounting to NIS ___ thousand (amounted to EUR ___ thousand).
For further details of the aforementioned stock option plan, see section ___ of Part
A of this report.
10.1.7 In conjunction with the stock option grant of Kardan NV stock options to
employees of Kardan NV Group30, Mr. Alon Vulcan was granted in December
2006, a total of 47,800 options exercisable into shares of Kardan NV. The options
may be exercised at an exercise price of NIS 45 per share, and expire in
November 2011. For details of the 2006 stock option plan, see section ___ of Part
A of this report.
10.1.8 For further information about Mr. Rechter's employment agreement31 with respect
to his position as CEO of Kardan Israel, and consulting fee payable to Mr.
Rechter, through a company under his control (Shamait Ltd.), by subsidiaries of
Kardan Israel, see section 8___ above, notes _(4)__ and _(3)__ to table32.

30

The option grant was approved by the Executive Board and Supervisory Board of Kardan NV. .

31

The controlling shareholders having a personal interest in this agreement are Messrs. Eytan Rechter, being party to the agreement
with regard to his pay and to consulting fees payable to him (via Shamait). Also Messrs. Yosef Grunfeld 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. Note that as of the report date, Kardan NV is no longer the controlling shareholder of Kardan Israel and Kardan Vehicle,
which Mr. Rechter serves as CEO and consulting service provider, respectively - but rather Kardan Yazamut is. For details see
section ___ of Part A of this report.

32

Mr. Rechter's employment terms and consulting fees payable to him via a company owned by him (Shamait 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 Shamait 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 Shamait Ltd. In September 2011, the General Meeting of Kardan Israel shareholders, after approval by Kardan
Israel's Audit & Financial Statements Review Committee and Board of Directors, approved the aforementioned agreement with
Mr. Rechter. 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 Shamait Ltd. as follows: (a) increase the
consulting fee payable to Shamait Ltd. by Kardan Communications Ltd. and SFDI Ltd., which are wholly-owned subsidiaries of
Kardan Israel, as from January 1, 2007 (retroactively) by NIS 30 thousand per month, such that the consulting fee, after said
increase, would amount to NIS 68.5 thousand per month, linked to the CPI, plus VAT (compared to a total of NIS 38.5 thousand
per month prior to said increase); (b) increase the consulting fee payable to to Shamait Ltd. by Kardan Communications Ltd. and
SFDI Ltd., which are wholly-owned subsidiaries of Kardan Israel, as from January 1, 2008 (retroactively) by NIS 30 thousand per
month, such that the consulting fee, after said increase, would amount to NIS 98.3 thousand per month, linked to the CPI, plus
VAT. As from May 1, 2011, Shamait no longer provides consulting services to SFDI, and accordingly, as from this date, SFDI
discontinued payment of consideration amounting to NIS 53 thousand per month, paid for the aforementioned consulting services.
On September 27, 2011, the General Meeting of Company shareholders, after approval by the Company's Audit and Financial
Statements Review Committee and Board of Directors on July 21, 2011 and July 26, 2011, respectively, approved payment of the
consulting fee payable by Kardan Communications to Mr. Rechter (through Shamait). Furthermore, on May 3, 2011, the General
Meeting of Kardan Vehicle Ltd., after approval by Kardan Vehicle's Board of Directors and Audit Committee, approved payment
to Mr. Rechter for his office as Chairman of Kardan Vehicle's Board of Directors, amounting to NIS 53 thousand per month plus
VAT.
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Moreover, as from January 2011, Mr. Rechter provides, through Shamait, consulting
services to Kardan Vehicle Ltd. ("Kardan Vehicle")33, for monthly payment of
NIS 53 thousand plus VAT. In 2011, for his office as Chairman of the Kardan
Vehicle Board of Directors, Mr. Rechter's remuneration amounted to NIS ___
thousand. With respect to the period from January 1, 2012 through the report
date, Mr. Rechter is eligible to receive NIS ___ thousand.
10.1.9 Mr. Eytan Rechter's spouse, Ms. Karenina Rechter, serves as member of Kardan
NV's Supervisory Board. For her office during the reported period, Ms. Rechter
was paid EUR 27 thousand, as set forth in section 8.3_ above. For her office from
January 1, 2012 through the report date, she is eligible for payment of EUR 7
thousand. Note that Ms. Rechter's remuneration is identical to remuneration of all
other members of the Supervisory Board34.
10.1.11 In May 2011, Migam Cellular Parking Ltd, (“Milgam Cellular Parking”) which
was at the time under indirect control of Kardan NV, signed an employment
agreement for appointment of Mr. Yuval Rechter, which is the son of Mr. Eitan
Rechter, one of the controlling shareholders in the company, along with his
employment conditions of employment as manager of business development in the
overseas market, as of May 1 2011, in a full time position.35. In consideration of
his employment, Mr. Yuval Rechter with receive a monthly salary of 10,000 NIS
gross, in addition the customary social benefits as per the law, including provision
for manager’s insurance, a study fund and a cellular phone.
Mr. Yuval Rechter will be entitled to an annual bonus to the sum of three salaries, based
on review by his direct superior,After starting Milgam cellular parking activities
abroad, at which time Mr. Yuval Rechter will be entitled to a salary of 13,500 nis,
In addition, he will have a car at his disposal (non aggregate) by Milgam Cellulr
Parking for the purpose of his work and personal use. The agreement for the
appointment of Mr. Yuval rechter is for a period of three yeaers commencing on
May 1 2011. The cost of his employment from May 1 to December 31 2011,
added up to a total of 142 thousan NIS. The cost of his employment from January
1 2012 and up until the date of the report was 25 thousand NIS.
In order to complet the picture it should be said that on Gebruary 19 2012, Kardan
Yazamut Board of Directors following the committee for auditing and examining
Kardan Yazamut financial reports, approved Mr. Yuval Rechter’s employement.
The said agreement is due to be brought to the Kardan Yazamut general meeting
to be held on April 22 , 2012.
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 and two other
Kardan NV Group companies ("the insured companies"). The liability caps are:
33

The agreement was approved by the General Meeting of Kardan Vehicle shareholders on May 3, 2011, after approval by Kardan
Vehicle's Audit Committee and Board of Directors on March 13, 2011 and March 14, 2011, respectively.

34

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 numbers 2010-01-466389 and 2010-01496443, 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 Grunfeld and Avi Shnor who are parties to a shareholder agreement in Kardan NV, to which
Mr. Rechter is also party.

35

Despite te fact that the terms of employment of a relation of a controlling shareholder of a subsidiary or an affiliate of Kardan NV do
not require a special regulartion, Kardan NV decided to have the agreepent approved by the general meeting on May 31 2011,
following approvl of the board of Directors on April 13 2011
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EUR 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 27, 2010, 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, 2010, with liability caps ranging between EUR 25,000
thousand and EUR 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 EUR 150 thousand and EUR 300 thousand (excluding fees and taxes) (for
all insured companies).
For the aforementioned policy, Kardan NV Group paid in total EUR 161 thousand
for the period from September 2010 to September 2011. Kardan NV's share of
insurance cost with respect to directors' and officers' liability insurance policy for
the aforementioned period amounted to EUR 32 thousand, or 15% to 20% of the
total premium for Kardan Group.
Furthermore, on April 13, 2011, the Company's Supervisory Board resolved to
approve contracting by the Company of a new insurance policy for officers' and
Board members' liability for all of Kardan Group, for a one-year term as from
September 15, 2011, with liability caps ranging between EUR 30,000 thousand
and EUR 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 EUR
150 thousand and EUR 300 thousand (excluding fees and taxes). For the
aforementioned policy, Kardan NV Group paid in total EUR 131 thousand for the
period from September 2010 to September 2011. Kardan NV's share of insurance
cost with respect to Board members' and officers' liability insurance policy for the
aforementioned periods amounted to EUR39 thousand, or _30%__% of the total
premium for Kardan Nv36.

10.1.11

Grant of waiver and indemnification to controlling shareholders by
Kardan NV Group companies

Kardan Israel, Kardan Technologies, Kardan Communications, Kardan Real Estate
and Kardan Vehicle37 have issued letters of indemnification to Board members and
36

The controlling shareholders who have a personal interest in this contract are Mr. Avi Shnor and Ms. Karnina Rechter, wife of Mr.
Eytan Rechter, the controlling shareholder of the Company, who are members of the Company's Supervisory Board, as well as
Messrs. Yossef Grunfeld and Eytan Shechter, who are party to a shareholders' agreement in Kardan NV, to which Mr. Shnor is also
party, and who serve as Board members of companies to which the insurance policy applies. Pursuant to Kardan NV Bylaws,
since contracting of this Board members' and officers' liability insurance with regard to the controlling shareholders is under the
same terms as contracting for other officers, and was made at market terms and does not materially impact the Company's
profitability, assets or liability - no approval by the General Meeting of shareholders is required, and approval by the Supervisory
Board - by special majority - is sufficient. Note that following re-structuring of the Company, as of the report date Kardan Israel
and Kardan Real Estate are no longer investees of Kardan NV - but rather are investees of Kardan Yazamut. Moreover, Board
members and officers of Kardan Israel and Kardan Real Estate are no longer insured under Kardan NV's insurance policy, but
rather are insured under a new insurance policy along with Kardan Yazamut. For further information about the re-structuring, see
section ___ of Part A of this report.

37

Through October 5, 2011, Kardan NV owned 73.67% of Kardan Israel's share capital, 62.57% (indirectly) of Kardan Technologies'
share capital; 100% (indirectly) of Kardan Communications' share capital, 53% (indirectly) of Kardan Real Estate's share capital
and 26% (indirectly) of Kardan Vehicle's share capital. As from October 5, 2011, the controlling shareholder of the
aforementioned companies is Kardan Yazamut. This follows the re-structuring of the Company, completed in October 2011,
following which Kardan NV is no longer the controlling shareholder of Kardan Israel, and is therefore no longer the indirect
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officers there of, 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, Kardan Real Estate or Kardan Vehicle, 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 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. Moreover, the letters of indemnification by Kardan Technologies and
Kardan Real Estate contain a commitment to indemnify their officers also for the
following expenses or liabilities: (c) monetary liability imposed on the officer due to
payment by all injured parties by an infringement pursuant to an administrative proceeding
(as defined in the letter of indemnification), as per Section 52-53(a)(1)(a) of the Securities
Act; (d) expenses incurred by the officer in conjunction with an administrative proceeding
(as defined in the letter of indemnification) with regard to the officer, including reasonable
litigation expenses, including attorney's fees;









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

shareholder of Kardan Technologies, Kardan Real Estate and Kardan Communications, but rather Kardan Yazamut is - a public
company whose shares are traded on the Tel Aviv Stock Exchange Ltd.
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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.
The indemnification amount payable by Kardan Vehicle to all the officers,
on cumulative basis, pursuant to all the letters of indemnification, shall not
exceed USD 15 million and shall not exceed 25% of its shareholder equity
based upon granting the indemnification, plus any amounts received, if any,
from an insurance company under an officers and Board members' liability
insurance policy obtained by Kardan Vehicle.

The aforementioned companies 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 the same company
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, up to the
amount of monetary liability imposed on the officer.
Moreover, 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 as the case may be, due to
breach of their duty of care towards the companies38.
In accordance with the indemnity papers, the company’s commitment will cover
senior executives even after the end of their tenur, provided that the activities
where are under obligation for indemnity,
10.2

Other transactions:

10.2.1 In December 2011, the capital note with par value of NIS 6,520 thousand, nonlinked and non interest-bearing, issued by Taladium Ltd., a company owned by
the controlling shareholders of the Company, to Kardan Partnerships Ltd.
(formerly: Kardan Motors Ltd.) in 1992, was redeemed. For further information
see Note ___ to the financial statements.
10.2.2 In September 2010, Universal Motors Israel Ltd., at that time an affiliate of
Kardan NV 40.5% indirectly owned by the latter ("UMI"), entered into agreement
with Raithlon Ltd., a private company wholly 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 (EUR 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 in 2011, UMI paid to
Raithlon NIS 312thousand (including VAT).
38

Note that resolutions to grant waivers and letters of indemnification were approved as follows: By General Meetings of Kardan
Technologies shareholders on October 6, 2002, December 22, 2011 and December 29, 2011; by General Meeting of Kardan
Communications shareholders on September 25, 2002; by General Meetings of Kardan Real Estate shareholders on October 12,
2009 and January 5, 2011; and by General Meeting of Kardan Vehicle shareholders on October 10, 2006. Note hat Kardan
Technologies and Kardan Real Estate did not grant waivers to officers who are controlling shareholders of the Company or
relatives there of.
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For the period from January 1, 2011 through the report date, Raithlon is entitled to
consulting fees amounting to NIS ___78 thousand 39.
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 which upon contracting
was indirectly 30.13% 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 BFTV40. For their aforementioned
employment, Mr. Guy Oranim and Ms. Sharon Rechter receive annual salaries
with a cost to BFTV of $245 thousand (NIS 176 thousand)) and $175 thousand
(NIS 125 ___ thousand), respectively. Their employment agreements may be
terminated by 90 days' prior written notice to the other party. For the period from
January 1, 2012 through the report date, Mr. Oranim is entitle to payment
amounting to $50 thousand (NIS 38 ___ thousand). For the period from January
1, 2012 through the report date, Ms. Rechter is entitle to payment amounting to
$41 thousand (NIS 31 ___ thousand)41.
10.3 Other 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 ___ of the Board
of
Directors'
report,
enclosed
in
Part
B
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 of office space, provision of office
services to a company controlled by the Company's controlling shareholders and to
an officer of a company owned by the Company's controlling shareholders,
purchase of motor vehicles, leasing of motor vehicles, short-term car rental,
purchase of household equipment and electric goods, provision of auxiliary cellular
services, purchase of cellular parking services and provision of collection 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
39

The aforementioned contract was approved by the Board of Directors and General Meeting of UMI shareholders. Note that, as of
the report date, Kardan NV is no longer the controlling shareholder of Kardan Israel and of UMI - but rather Kardan Yazamut is.
For details see section ___ of Part A of this report.

40

The controlling shareholder who has a personal interest in the contract described in section ___ is Mr. Eytan Rechter, since the
contracting parties are his relatives, and due to his being a shareholder of BFTV. Also Messrs. Yosef Grunfeld 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. Note that, as of the report date, Kardan NV is no longer the controlling shareholder of Kardan Israel and its subsidiaries
- but rather Kardan Yazamut is. For details see section ___ of Part A of this report.

41

The agreement was approved by the General Meeting of BFTV shareholders,, by special majority.
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Regulations (Periodic and Immediate reports), 1970 ("the 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 Corporate Act).
[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
Asset ratio

Calculating negligibility
Value of assets (bought or sold) in the transaction divided
by total assets on the most recent consolidated financial
statements.
Contribution to Income / loss from the transaction divided by the annual
income / loss
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
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Revenue ratio

Expense ratio

of the Company based on the most recent consolidated
financial statements.
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.
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:
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 changes 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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11.
Holdings of interested parties and senior officer: [To be completed soon prior to
report date]
11.1 Shares and securities owned by each interested party in Kardan NV as of March 30, 2012
and dormant shares and securities convertible into dormant shares which Kardan NV or a subsidiary
there of own in Kardan NV:
Name of
interested
party

ID /
Passport
/
Compan
y ID

Security
name

Security
ID on
stock
exchange

Number of
securities
owned ordinary EUR
0.20 par value
shares

Number of
other
securities
owned

Holding stake

(%) of
capital
Yosef
Grunfeld
(2)
Avner
Shnor (3)
Eytan
Rechter (4)

Holding stake,
fully diluted (1)

4399960

Kardan NV
- shares

1087949

22,384,267.18

0

19/87

(%) of
voting
rights
20.09

4605689

Kardan NV
- shares
Kardan NV
- shares

1087949

19,818,464.36

0

17.73

17.93

17.68

17.87

1087949

4,098,719.04

3.67

3.71

3.66

3.70

0.13

0.14

0.13

0.14

4735534
2

Debentures
(Series B)

109,827
Debentures
(Series B)
0

1113034

(%) of
capital
19.82

(%) of
voting
rights
20.03

Jay Liv
Pomrenze
(5)
Alain
Ickovics
(6)

1130988
05

Kardan NV
- shares

1087949

150,052

3181384
35

Kardan NV
- shares

1087949

3,312,974

2.96

3.00

2.96

2.99

Alon
Shlenk (7)

0559631
02

Kardan NV
- shares

1087949

40,675

0.04

0.04

0.04

0.04

Eynat
Gaber (8)

2842278
0

Kardan NV
- shares

1087949

3,289

0

0

0.0

0.0

Jan
Slotweg
(9)
Walter Van
Damme
(10)
Kardan
Israel Ltd.
(11)
Kardan NV
(12)
GTC Real
Estate
Holding
B.V. (13)

NX7LJP
420

Kardan NV
- shares

1099621

-

0

0

0.16

0.16

NU85913
R4

Kardan NV
- shares

1099621

-

5200334
57

Kardan NV
- shares

1087949

12,300,330.10

NV12391
14
34303469

Kardan NV
- shares
Kardan NV
shares
Securities
A and B

1087949

48,538
(dormant)
1,219,884

1087949

175,000
employee
stock options
150,000
employee
stock options
-

0

0

0.13

0.14

11

11.13

10.97

11.09

-

0

0

0

0

1.090

0

1.09

0

55,498,274

1105535

48,311,499

1113034
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Tahal
Engineerin
g
Consultatio
ns ltd (14)
IDB Group
(15)

-

Securities

1105535

Kardan NV
- shares

1087949

Debentures
(Series A)

18,846,589

6.049
781.34

68,169,355

0

0

0

0

5.477

5.40

5.46

247,036,187

1105535

Debentures
(Series B)
113034

Notes to table:
(1)
(2)
(3)
(4)
(5)
(6)
(7)
(8)
(9)
(10)
(11)
(12)
(13)

11.2

Assuming conversion of all stock options granted to Company employees into Kardan NV shares.
Directly held as well as through Telromit Financial Holdings (1995) Ltd. (private company ID 512835661)
("Telromit"), a private company incorporated in Israel, wholly-owned by Mr. Yossef Grunfeld. Mr. Yossef
Grunfeld is a controlling shareholder of Kardan NV.
The holding is indirect, through Raitalon Ltd., a private company incorporated in Israel (company ID 512597303),
which is wholly owned by Mr. Avi Schnor. Mr. Avi Shnor is a Supervisory Board member of Kardan NV and a
controlling shareholder of Kardan NV.
Held through Shamait Ltd. (private company ID 51282661), a private company incorporated in Israel and whollyowned by Mr. Rechter and his wife. Mr. Eytan Rechter is a controlling shareholder of Kardan NV. Mr. Rechter's
wife is a Supervisory Board member of Kardan NV.
Mr. Jay Liv Pomrenze is a Supervisory Board member of Kardan NV.
Mr. Alain Ickovics is a Supervisory Board member of Kardan NV.
Mr. Alon Shlenk is a Board member of GTC Real Estate China Limited. And Chairman of kardan Water
International Group For further information of other companies on whose Board of Directors Mr. Shlenk serves, see
section 14 below.
Ms. Eynat Oz-Gaber is an Executive Board member of Kardan NV.
Mr. Jan Slotweg is an Executive Board member of Kardan NV.
Mr. Walter Van Damme is an Executive Board member of Kardan NV.
Kardan Israel Ltd. is an affiliate of Kardan NV.
Kardan NV shares acquired by Kardan NV do not confer any rights to capital nor any voting rights.
The holding described in the table above is a joint holding by companies of IDB Holdings Ltd. Group, which
includes Clal Holdings Insurance Business Ltd., Clal Finance Ltd., Epsilon Provident Fund Management Ltd. and
Epsilon Mutual Fund Management (1991) Ltd. as well as jointly with Ms. Shelley Bergman. Holding information
for IDB Group is current as of ___.

Agreements among interested parties of Kardan NV with regard to their holding of Kardan NV
shares:
In April 2006, the controlling shareholders of Kardan NV (Telromit Financial Holdings (1999)
Ltd., Yossef Grunfeld, Raithlon Ltd., Avi Shnor, Eytan Rechter and Shamait Ltd.) contracted a
shareholder agreement with regard to part of their holdings in Kardan NV. This agreement
stipulates, inter alia, arrangements with regard to voting coordination at General Meetings of
shareholders, arrangements with regard to Board member appointment, restrictions on transfer of
their Kardan NV holdings during the blocking period (as defined in the agreement) and a
mechanism for right of first refusal.
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11.3

Shares and securities owned, to the best of Kardan NV's knowledge, in any Kardan NV
investee whose operations are material for Kardan NV, as of March 27, 201242

Name of
interested
party

Alain
Ickovics (1)

IDB Group
(2)

ID /
Compan
y ID
with
Registra
r
3181384
35

-

Subsidiary
or affiliate
owned

Security name

Kardan
Israel

Ordinary share

GTC
Investment
BV
Kardan
Israel Ltd.

Number of
shares

Number of
other
securities
owned

Holding stake

Holding stake,
fully diluted
in
in
capita
voting
l
rights

in
capital

in
voting
rights

148,038

-

0.18

0.18

0.17

0.17

Class C

225

-

1.25

-

1.25

-

Ordinary share

2819,542.6
2

23,165,912
Kardan Israel
D Securities

3,47

3,4

4,4

4,4

13.71

15.71

13.71

13.71

0.02

02

0.06

0.06

0.06

0.06

0

0

3

3

0.1

0.1

0.93

0.93

Debentures
(Series D)
IDB Group
(3)

IDB Group
(2)

-

-

Kardan Real
Estate
Enterprise
and
Developmen
t Ltd.
Dan Vehicle
and
Transportati
on D.R.T.
Ltd.

Ordinary share

27,987,686

Debentures
(Series 1)
Ordinary share

4,523,096

3,768

15,123,438.08
20,568,625.69

(Series F)

Amnon
Lipkin
Shachak (9)
Eli Elroy (10)

0808919
5
0506063
18

Erez Boniel
(11)
Hagay Harel
(12)
Erez Apelrot
(9)

1152388
6
0574697
51
0244932
23

Alon Shlank
(9)

0559631
02
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GTC Poland

GTC Poland
GTC Poland
KWIG
Kardan Land
China
KWIG
Kardan

02

10,127,370.7

debentures
(Series D)
(Series E)

Kardan
Israel
TGI

02

(Series G)
51,961
Employee stock
options

-

Ordinary share

211,000

578

1,900,999

Employee stock
options
Employee stock
options
Employee stock
options
Employee
options

-

818,000

0

0

0.41

0.41

-

818,000
205,271
1.016
Options
kardan Land
China
985

0

0

0.45

0.45

2.00

2.00

2.00

2.00

Employee
options

For details of Kardan NV's holdings in subsidiaries and affiliates, see section 3 above.
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Notes to table:
(1) Mr. Ickovics is member of Kardan NV's Supervisory Board.
(2) The holding described in the table above is a joint holding by companies of IDB Holdings Ltd. Group, which
includes Clal Holdings Insurance Business Ltd., Clal Finance Ltd., Epsilon Provident Fund Management Ltd. and
Epsilon Mutual Fund Management (1991) Ltd. as well as jointly with Ms. Shelley Bergman. Holding information for
IDB Group is current as of ___.
(3) The holding described in the table above for IDB Group is a joint holding by subsidiaries of Clal Holdings Insurance
Business Ltd., a public company indirectly owned by IDB Holdings Ltd., which include Clal Insurance Ltd., Clal
Finance Mutual Fund Management Ltd. Holding information for IDB Group is current as of ___.
(4) Mr. Amnon Lipkin Shachak is a Board member of Tichnun HaMayim Le-Israel Ltd.
(5) Mr. Eli Elroy is Chairman of GTS Poland's Supervisory Board.
(6) Mr. Erez Boniel is member of GTC Poland's Executive Board.
(7) Mr. Hagay Harel is member of GTC Poland's Executive Board.
(8) Mr. Erez Apelrot serves and VP Kardan land China Ltd., and a member of the board of directors for Kardan Water
International Group,
(9) Mr. Along Shlank serves as Charman for Kardan land China Ltd., and for Kardan Water International Group For
further details see section 14

12a. Regulation 24a: Registered and issued capital and convertible securities (as of March
29, 2012):
Registered
share
capital

Issued share
capital

225,000,000
ordinary
EUR 0.20
par value
shares

111,824,639
ordinary
EUR 0.20 par
value shares

Dormant shares
Do not
confer
voting
rights
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Do not
confer
any
rights
48,538

Issued share
capital net of
dormant
shares
111,776,101
ordinary EUR
0.20 par value
shares

Convertible securities of Kardan NV (as of March 27, 2012):

Security name
Employee stock options Kardan Group

Security ID
1099621

Qty
325,000

12b. Regulation 24b: Registry of Company shareholders:

Shareholder
name

ID

Country of
citizenship /
incorporatio
n

Address

Incorporated
in Holland

Damrak
70
1012

33149445

Incorporated
in Holland

Damrak
70
1012

265728

Israel

Omri 27,
Tel Aviv

Ehud Keydar

5042093

Israel

Carlibach
10
Tel Aviv

Shlomo Cohen

5016526

Israel

Carlibach
10
Tel Aviv

Yehuda BarLev

64837123

Israel

Tolokovski
3a
Tel Aviv

Sasson Zion

4249483

Israel

Reynes 34
Ramat
HaSharon

Avraham BenNaftali

0801351

Israel

Brenner
15, Tel
Aviv

Avraham Barak

3055795

Israel

Bernstein
86

Netherlands
Centraal
Instituut voor
Giraal
Effectenverkee
r
Netherlands
Centraal
Instituut voor
Giraal
Effectenverkee
r
Eliezer Ronen

33149445

Shares not
conferring
rights to
capital

48,538

Shares
not
conferrin
g voting
rights

1,219,884

Share
class

Share count

Held
in
trust?

Ordinar
y EUR
0.20 par
value
shares

110,556,079

Yes

Ordinar
y EUR
0.20 par
value
shares
Ordinar
y EUR
0.20 par
value
shares
Ordinar
y EUR
0.20 par
value
shares
Ordinar
y EUR
0.20 par
value
shares
Ordinar
y EUR
0.20 par
value
shares
Ordinar
y EUR
0.20 par
value
shares
Ordinar
y EUR
50

Yes

Ordinar
y EUR
0.20 par
value
shares
4

No

4

No

4

No
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No

4

No

4

Yes

4

No

Ramat
Chen
Boaz Adini

53560488

Israel

Bet Oved

Yanku Ariel

4556613

Israel

HaRav
Kook 45,
Herzlia

Aharon
Shechter

3075562

Israel

Jabotinski
30
Bat Yam

0.20 par
value
shares
Ordinar
y EUR
0.20 par
value
shares
Ordinar
y EUR
0.20 par
value
shares
Ordinar
y EUR
0.20 par
value
shares

4

No

27

No

37

No

Employee stock options

Shareholder
name

ID

Country of
Address
citizenship /
incorporation

Kardan Group
employees

Type of
security

Option
count

Held in
trust?

Option
warrants

325,000

No

Registry of debentures (Series A) holders
Holder
name

ID

Registration
Company of
Bank Leumi
Le-Israel
Ltd.

510098064

Country of
citizenship /
incorporation
Incorporated in
Israel

Address
Lilienblum
2
Tel Aviv

Type of
security

Security
count

Held in
trust?

Debentures
(Series A)

NIS
1,190,000,000
par value

Yes

Type of
security

Security
count

Held in
trust?

Debentures
(Series B)

NIS
1,333,967,977
par value

Yes

Registry of debentures (Series B) holders
Holder
name

ID

Registration
Company of
Bank Leumi
Le-Israel
Ltd.

510098064

Country of
citizenship /
incorporation
Incorporated in
Israel

Address
Lilienblum
2
Tel Aviv
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13.
Regulation 26: Kardan NV Board members
Below is information about members of Kardan NV's Supervisory Board:
1.

Board member name:
Appointment date:
Passport number:
Birth date:
Citizenship:
Address:

Yossef Krant
July 9, 2003, re-appointed May 13, 2011
3319366 NK
30.3.1948
Dutch
De Cuserstraat 21, 1081 CK, Amsterdam, The
Netherlands

Board committee membership:

Chairman of Supervisory Board, Member of Audit
Committee, Member of Remuneration, Appointment
and Election Committee.

Meets criteria for independent
Board member, as defined in
Company Bylaws43:
Has financial management and
accounting knowledge?
Is employed by Kardan NV,
subsidiary, affiliate or interested
party?
Education:
Employment over past 5 years:

Other corporations served as Board
member:

Related to other interested party of
Kardan NV?

2.

Board member name:
Appointment date:
Passport number:
Birth date:
Citizenship:
Address:
Board committee membership:
Meets criteria for independent
43

Yes
No
High school, Economics studies at ISW.
Managing Director of Catalyst Advisors B.V;
Managing director and CEO of Kempen & Co;
CEO of Dexia Bank Netherland.
Supervisory Board member of: Cyrte
Investments B.V.
Management Board member of:
Catalyst Advisors B.V
.

No

Israel Fink
May 2, 2003 and re-appointed May 31, 2011
116280EE
29.8.1946
Belgian
Prins Albertlei 7, Berchem 2600, Belgium
None.

Kardan NV is a company incorporated in Holland and is therefore not subject to provisions of the Corporate Act, 1999; inter alia it does not appoint
external Board members and is not required to appoint Board members with financial or accounting qualifications. However, pursuant to Kardan
NV Bylaws, some resolutions should be adopted by the Supervisory Board under a special approval process which requires, inter alia, consent of
the "independent Board members", as defined in Company Bylaws, present at the meeting. Moreover, according to Dutch Corporate Governance
Code, the Company has undertaken the obligation to have at least one member of the Supervisory Board have financial management and
accounting qualifications. For information about the Corporate Governance Code ("Hetbeksblat Code") applicable in Holland, see section 16 of
Part A of this report.
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Board member, as defined in
Company Bylaws?
Has financial management and
accounting knowledge?
Is employed by Kardan NV,
subsidiary, affiliate or interested
party?
Education:

Yes
No
Civil Engineering degree from Brussels University.
Sales & Marketing Manager and Managing Partner
of Fancy Diamonds International BVBA
None.

Employment over past 5 years:
Other corporations served as Board
member:
Related to other interested party of
Kardan NV?

No.

(Mr. Israel Fink's father was married to Mr. Avner Shnor's mother (deceased); Mr. Shnor is
member of Kardan NV's Supervisory Board and a controlling shareholder of Kardan NV).

3.

Board member name:
Appointment date:
Passport number:
Birth date:
Citizenship:
Address:
Board committee membership:
Meets criteria for independent
Board member, as defined in
Company Bylaws?
Has financial management and
accounting knowledge?
Is employed by Kardan NV,
subsidiary, affiliate or interested
party?
Education:
Employment over past 5 years:

Other corporations served as
Board member:

Related to other interested party
of Kardan NV?

Hendrik Benjamins
November 1, 2006 re-appointed May 26, 2010
0179093NG
2.11.1943
Dutch
Lingsforterweg 70, 5944BE, Arcen, The Netherlands
Chairman of Remuneration, Appointment and Election
Committee.
Yes
No
High school.
CEO of Koninklijke Frans Maas Groep NV; Member
of Executive Board VNO/NCW; Transport Manager
Akzo Nobel.
Chairman of the Supervisory Board:
Californië BV;
Central Aankoopbureau F.N.Z B.V;
Munckhof Greup B.V ;
Vos Logistics BV,;
Memberships Supervisory Board:
Flora Holland Cooperatie;
Academisch Ziekenhuis Maastricht (Hospital of
Maastricht);
No
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4.

Board member name:
Appointment date:
Passport number:
Birth date:
Citizenship:
Address:
Board committee membership:
Meets criteria for independent
Board member, as defined in
Company Bylaws?
Has financial management and
accounting knowledge?
Is employed by Kardan NV,
subsidiary, affiliate or interested
party?
Education:

Employment over past 5 years:
Other corporations served as
Board member:
Related to other interested party
of Kardan NV?

5.

Board member name:
Appointment date:
Passport number:
Birth date:
Citizenship:
Address:
Board committee membership:
Meets criteria for independent
Board member, as defined in
Company Bylaws?
Has financial management and
accounting knowledge?
Is employed by Kardan NV,
subsidiary, affiliate or interested
party?
Education:
Employment over past 5 years:
Other corporations served as
Board member:

Jay Liv Pomrenze
May 18, 2004 re-appointed June 19, 2008
113098805
26.10.1949
USA
Cremieux 6, Jerusalem
Member of Remuneration, Appointment & Election
Committee.
Yes
No
BAin Chemistry – Yeshiva University (New York)
MBA – Finance & Economics – New York
University
MA in Philosophy - Yeshiva University (New York)
Ordained Rabbi - Yeshiva University (New York)
Partner, Caymen Partners, a US company; Partner,
KCPS Capital Management
Poalim Capital Markets Ltd.;
Keinan Cohen Pomrenze Steinhardt & Company
No

Karenina Rechter
May 2, 2003 re-appointed June 13, 2007
10924531
26.8.1953
Israeli
HaRakafot 12, Kfar Shemaryahu
No
No
No
BA in Social Work from Bar Ilan University, BA in
Law from London University
Partner, Bash-Rechter & Co. - attorney and broker
None.
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Related to other interested party
of Kardan NV?

6.

Wife of Mr. Eytan Rechter - controlling shareholder
of Kardan NV.

Board member name:
Appointment date:
Passport number:
Birth date:
Citizenship:
Address:
Board committee membership:
Meets criteria for independent
Board member, as defined in
Company Bylaws?
Has financial management and
accounting knowledge?
Is employed by Kardan NV,
subsidiary, affiliate or interested
party?
Education:
Employment over past 5 years:

Avner Avraham Schnur
July 9, 2003 re-appointed June 13, 2007
004605689
12.6.1948
Israeli and Belgian
HaTichon 17, Savyon
None.
No

Other corporations served as
Board member:

UMI, Kardan Yazamut (2011) Ltd., Taladium
Holdings (1987) Ltd., Taladium Ltd., Taldan Motors
Ltd.; Astra Diamond Makers Ltd.; Guadeloupe Trade
and Investments Ltd.; Raithlon Ltd.; PDD Diamonds
Ltd.; AP Diamonds Ltd.; AJC International
Gemology Labs (2004) Ltd., Astra-Michalin
Diamonds Ltd.; Rachminov Diamonds (Israel) 1891
Ltd., Rachminov Jewellery 1891 Ltd., Telethlon
Properties Ltd., Delior Diamonds Ltd., Smart
Diamond Enterprises Ltd., Rachminov Precious
Stones Ltd.

Related to other interested party
of Kardan NV?

No
High school
Diamond trade and investments; Manager, Astra
Diamond Makers Ltd.; Board member of Kardan
Technologies Ltd.;

No

(Mr. Avner Shnor's mother (deceased) was married to Mr. Israel Fink's father; Mr. Fink is
a Kardan NV Board member.)

7.

Board member name:
Appointment date:
Passport number:
Birth date:
Citizenship:
Address:
Board committee membership:
Meets criteria for independent

Max Groen
July 1, 2005 re-appointed May 20, 2009
NM7F47B89
31.5.1946
Dutch
Watercirkel 314, 1186 NE Amstelveen, The
Netherlands
Chairman, Audit Committee
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Board member, as defined in
Company Bylaws?
Has financial management and
accounting knowledge?
Is employed by Kardan NV,
subsidiary, affiliate or interested
party?
Education:
Employment over past 5 years:

Other corporations served as
Board member:

Yes
Yes
No
Graduate degree in Economics and Accounting from
Amsterdam University
Partner – KPMG Business Advisory Services
KPMG Accountants, Amsterdam;
Board Member of:
Netherlands Synagogue Community;
Member of appeals Committee of Foundation
Collective Maror-gelden Nererland;
Member of the Netherlands Institute of Certified
Public Accountants.

Related to other interested party
of Kardan NV?

No
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Below is information about members of Kardan NV's Executive Board:

1.

Board member name:
Appointment date:
Passport number:
Birth date:
Citizenship:
Address:

Jan Slootweg
19.6.2008
NX7LJP420
13.05.1957
Dutch
Kooikersweg 8, 2141 VS Vijfhuizen, The
Netherlands
Yes

Has financial management and
accounting knowledge?
Is employed by Kardan NV,
subsidiary, affiliate or interested
party?
Education:
Employment over past 5 years:

Member, Executive Board of Kardan NV
BA in Accounting from Nivra University (CPA)
Athlon Car Lease International B.V - CFO
Athlon Holdings NV – member of the Executive
Board

Other corporations served as Board
member:

Kooikersweg Beheer B.V
Supervisory Board Member of:
Tahal Group International B.V;
TBIF Financial Services B.V;
Management Board Member of:
GTC Real Estate Holding B.V.;
Kardan Land India B.V;
Kardan Land India Residential B.V

Related to other interested party of
Kardan NV?

2.

Board member name:
Appointment date:
Passport number:
Birth date:
Citizenship:
Address:
Has financial management and
accounting knowledge?
Is employed by Kardan NV,
subsidiary, affiliate or interested

No

Walter Van Damme
January 1, 2007 re-appointed May 26, 2010
NN568F2B3
22.7.1972
Dutch
Claude Debussylaan 30, 1082 MD Amsterdam, the
Netherkands
No
Member, Executive Board of Kardan NV
and Chief Operating Officer ("COO")
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party?
Education:

Employment over past 5 years:

Other corporations served as
Board member:

MA in Law from Amsterdam University.
Propaedeutics at the Institute for Business
Administration
and Economics (HEAO), HES Amsterdam
Intermediate business education (MEAO),
Europa College Amsterdam
Shareholder and Board member of
First Dutch Capital B.V.
Member of committee of
recommendation of XSML (a social
investment fund).
First Van Damme Holding B.V.
Supervisory Board Member of:
GTC Real Estate Investments Ukraine B.V.;
TBIF Financial Services B.V;
Management Board Member of:
GTC Real Estate Holding B.V.;
GTC Investments B.V.;
Kardan Financial Services B.V.;
Tahal Group International B.V.;
Tahal Group B.V.;
Tahal Group Assets B.V.;
Emerging Investments III B.V.;
Kardan Land Asia B.V;
Kardan Land India B.V;
Kardan Land India Residential B.V
Task Water B.V

3.

Related to other interested party
of Kardan NV?

No

Board member name:

Alain Ickovics

Appointment date:
ID
Birth date:
Citizenship:
Address:
Has financial management and
accounting knowledge?
Is employed by Kardan NV,
subsidiary, affiliate or interested
party?
Education:

June 14, 2006 re-appointed May 20, 2009
EH940960
4.6.1959
Israeli and Belgian
HaTzanchanim 3, Raanana
Yes
Member of Kardan NV Executive Board and Board
member of Kardan NV subsidiaries and affiliates (see
below).
BSc in Industrial Engineering and Management from
Technion, Haifa and MBA (specialized in finance)
from Columbia University Graduate School of
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Business, New York, USA

Employment over past 5 years:

Other corporations served as
Board member:

4.

Chairman of the Board of Directors, Globe Trade
Center S.A; Chairman of the Management Board
of Kardan NV; Director of International operations
of Kardan NV
Kardan Israel Ltd., Bug Multisystems Distribution
(1997) Ltd., Ashitait Management & Investments Ltd.,
Forexmanage Ltd.
Forexmanage Ltd;
Supervisory Board Member of:
GTC Real Estate Investments Ukraine B.V;
TBIF Financial services B.V;
Tahal Group International B.V.;
Management Board Member of:
Kardan Land Asia B.V.;
Kardan Land India B.V;
Kardan Land India Residental B.V;
GTC Real Estate Holding B.V.;
Globe Trade Center SA

Related to other interested party
of Kardan NV?

No

Board member name:

Einat Oz-Gabber

Appointment date:
ID
Birth date:
Citizenship:
Address:

May 19, 2005 re-appointed June 19, 2008
NW134B866
27.1.1971
Israeli and Dutch
30 claude debusseylaan, 1082 MD Amsterdam,
The Netherlands
Yes

Has financial management and
accounting knowledge?
Is employed by Kardan NV,
subsidiary, affiliate or interested
party?
Education:
Employment over past 5 years:

Other corporations served as
Board member:

Member, Executive and Supervisory Boards of Kardan
NV
and CFO of the Company.
Degree in Economics and Accounting from Tel Aviv
University
CFO of Kardan NV, Comptroller of Kardan NV
Group, CPA, Luboshitz Kasierer & Co. (Arthur
Andersen), Israel, CPA, Arthur Andersen Deloitte
Touche, Amsterdam
Supervisory Board Member of:
TBIF Financial Services B.V;
Tahal Group International B.V.;
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Management Board Member of:
GTC Real Estate Holding B.V.
GTC Investments B.V.;
Durango Switzerland B.V.;
GTC Real Estate Investments Croatia B.V.;
GTC Real Estate Investments Romania B.V.;
National Commercial Centers (NCC) B.V.;
Bucharest City Gate (BCG) B.V.;
Bucharest Properties B.V.;
BCG Investments B.V.;
BCG Investments B.V.;
GTC Real Estate Investments Serbia B.V.;
GTC Real Estate Investments Slovakia B.V.;
GTC Real Estate Investments Bulgaria B.V.;
GTC Real Estate Investments Ukraine B.V.;
Emerging Investments III B.V.;
GTC Real Estate Investments Russia B.V.;
City Properties Serbia B.V.;
GTC Real Estate Developments Bratislava B.V.;
Kardan Land India Residential B.V;
Kardan Land India B.V;
Kardan Land Asia B.V;
Bucharest Tower Investments B.V;
Titulescu Investments B.V;
BCG Investments B.V;
Budapest Offices B.V;
Budapest Investments B.V.

Related to other interested party
of Kardan NV?

No

14.

Regulation 26a: Senior officers of Kardan NV

1.

Board member name:

Alon Yitzhak Shlank

September 29, 2005 (Kardan Land China Ltd,ׂ◌), April 29,
2007 (Kardan Water International Group Ltd.)
10929563
Passport number:
16.8.1959
Birth date:
Israeli
Citizenship:
Bodenheimer 19, Tel Aviv
Address:
Has financial management No
and accounting
knowledge?
Board member of Kardan NV subsidiaries and affiliates (see
Is employed by Kardan
NV, subsidiary, affiliate or below).
interested party?
LLB from Tel Aviv University.
Education:
Manager and Board member of Kardan NV Group
Employment over past 5
companies
years:
Appointment date:
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Other corporations served
as Board member:

Teomim Shlank Ltd., JDAAM (2003) Ltd.
Kardan Group Asia Limited
Kardan Land China Limited;
GTC Lucky Hope Dadong Ltd.;
Sino Castle Development Ltd.;
Sino Court International Ltd.;
Sinolong Enterprises Ltd.;
Shenyang Taiying Real Estate Development Ltd.;
Shenyang GTC Palm Garden Real Estate Development
Ltd.;
Shaan’xi GTC Lucky Hope Real Estate Development
Ltd.;
Changzhou GTC Lucky Hope Real Estate Development
Ltd.;
Suzy GTC Lucy Hope Real Estate Development Ltd.
Kardan Water International Group Ltd. (KWIG);
Tahal China Group Ltd;
Dazhou Tianhe Water Supply and Drainage Co., Ltd.;
Tianjin Huanke Water Development Co., Ltd;
Green Power Development Ltd.;
Rainfield Development Ltd.;
Kardan Land Dalian Ltd.;
Kardan Land Dalian (HK) Limited.;
Kardan Land (Beijing) Management and Consulting Co.,
Ltd.;
GTC (Chengdu) Assets Management Ltd.;
GTC (China) Investment Co. Ltd.;
Kardan Water International Group (HK) Ltd. (KWIG
(HK));
KWIG Xuanhua Development Ltd.;
Tianhe Project Company Dingzhou City KardanWater
Co. Ltd.;
Kardan Water Investment (China) Co.Ltd;
Zhangjiakou Kardan Water Industry Development Co.Ltd.
Zibo Kardan Water Co., Ltd.
Zibo Boshan Huanke Wastewater Treatment Co., Ltd.
Kardan Water International (Beijing) Management Co.
Ltd.

Related to other interested
party of Kardan NV?
No
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2.

Officer's name:
ID:
Birth date:
Education:
Appointment date:
Occupation over past five
years:
Position held with
company, subsidiary,
affiliate or interested
party:
Relationship with other
interested parties:

Yossi Genosar
055377071
13.11.1958
Undergraduate degree in Economics and Accounting,
Hebrew University
1.4.2006
Managing Partner, Fahn Kanne Management & Control Ltd.
Internal Auditor, Kardan NV
Internal Auditor of Kardan Israel Ltd., Kardan Real Estate
Development Ltd., TBIF Financial Services B.V , Globe
Trade Centre S.A, GTC Real Estate China Ltd and
Tahal Group international B.V
None.
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3.

Officer's name:
ID:
Birth date:
Education:

Amnon Lipkin Shachak
08089195
18/03/1944
Undergraduate degree in History from Tel Aviv
University.
19/04/2001
Appointment date:
Chairman of the Board, Tichnun HaMayim Le-Israel
Occupation over past five
Ltd., Chairman of NGO for construction of Yitzhak
years:
Rabin Center for Israeli Studies, Chairman, Executive
Committee - Peres Center for Peace, private business
activities.
Position held with company, Executive Chairman, Tichnun HaMayim Le-Israel Ltd. a company indirectly controlled by Kardan NV.
subsidiary, affiliate or
Controlling shareholder of Kardan Israel.
Board
interested party:
member of various companies: Tichnun HaMayim LeIsrael Ltd., Tahal Engineering Consulting Ltd., Nilit
Ltd., El Al Israel Airlines Ltd., and Chairman, IDS
Integral Warning Systems Ltd., Supervisory Board
member of Tahal Group International BV;
None.
Relationship with other
interested parties:
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4.

Officer's name:
ID:
Birth date:
Education:

Eli Elroy
050606318
13/05/1951
BSc in Civil Engineering from Tehcnion (1973); MSc from
Stanford University, USA (1982).

1994
Appointment date:
Chairman,
Supervisory Board of GTC Poland
Occupation over past five
years:
Position held with company, Chairman, Supervisory Board of GTC Poland
subsidiary, affiliate or
interested party:
None.
Relationship with other
interested parties:

5.

Officer's name:
ID:
Birth date:
Education:

Erez Boniel
022644116
2/9/1966
Undergraduate degree in Economics and Accounting
from Haifa University
MBA from University of Calgary.
CPA.
1997
Member, Executive Board of GTC Poland

Appointment date:
Occupation over past five
years:
Position held with company, Member, Executive Board of GTC Poland
subsidiary, affiliate or
interested party:
None.
Relationship with other
interested parties:
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6.

Officer's name:
ID:
Birth date:
Education:

Hagay Harel
057469751
13/03/1962
Undergraduate degree in Economics and Accounting
from Tel Aviv University
MBA from Tel Aviv University
2004
Member, Executive Board of GTC Poland

Appointment date:
Occupation over past five
years:
Position held with company, Member, Executive Board of GTC Poland; Member of
Supervisory and Executive Boards of various GTC
subsidiary, affiliate or
subsidiaries.
interested party:
None.
Relationship with other
interested parties:

65

7.
ID:
Birth date:
Education:

Appointment date:
Occupation over past five
years:
Position held with company,
subsidiary, affiliate or
interested party:
Relationship with other
interested parties:

Ariel Hason
029291994
06/06/1973
Undergraduate degree in Management and Economics, Tel
Aviv University; MBA
Nothwestern University.
10/08/2010
Manager, Emerging Market Division at Bank HaPoalim;
Personal Assistant to President of Bank HaPoalim.
Executive Board member of TBIF Financial Services BV,
and Kardan Financial Services B.V.
None.

8.
ID:
Birth date:
Education:

Erez Apelrot
024493223
09/08/1969
Undergraduate degree in Business Administration,
Ben Gurion University, Be'er Sheva. Graduate degree
in Mechanical Engineering, Technion

Appointment date:
Occupation over past five
years:
Position held with company,
subsidiary, affiliate or
interested party:

16/04/2006
CEO, Kardan Land China Ltd , Executive Board
member, Kardan Water International Group

Relationship with other
interested parties:

Board member with subsidiaries and affiliates of
Kardan Land China Ltd and of Kardan Water
International Group
None.

Gali Naveh-Stern
024832669
08/01/1970
Undergraduate Law degree from Tel Aviv University.
Graduate degree in Commercial Law and Business
Administration from Tel Aviv University.
01/06/2010
Appointment date:
VP, Business Development with Magnolia Silver
Occupation over past five
Jewelry Group Ltd., VP, Markstone Capital Partners,
years:
Private Equity Fund
Position held with company, VP, Business Development.
subsidiary, affiliate or
interested party:
None.
Relationship with other
interested parties:
9.
ID:
Birth date:
Education:
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10.
ID:
Birth date:
Education:

Ehud Yehuda Brant
22630529
14/09/1966
Undergraduate degree in Business Administration
from Ben Gurion University; Graduate degree in
Economics and Business Administration from Ben
Gurion University.

01/10/2010
Appointment date:
CFO, Machteshim Agan Europe and USA.
Occupation over past five
years:
Position held with company,
CFO, Tahal Group.
subsidiary, affiliate or
interested party:
None.
Relationship with other
interested parties:
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Shlomi Hakim
Id number 037427275
Date of birth 06/03/1980
Education Undergraduate degree in
Economics and
Accounting, Hebrew
University. MBA,
College of
Management, Rishon
Le-Zion.
01/04/2011
Assistant Comptroller, Kardan NV;
Trainee and CPA with Kost, Forer,
Gabbay & Kasierer.
Comptroller, Kardan NV

11.
ID:
Birth date:
Education:

Appointment date:
Occupation over past five
years:
Position held with
company, subsidiary,
affiliate or interested party:
Relationship with other
interested parties:

None.

Saar Bracha
027779180
17/10/1970
Undergraduate Law degree, Interdisciplinary Center,
Herzlia. Undergraduate degree in Business
Administration, Interdisciplinary Center, Herzlia.
01/09/2011
Appointment date:
CEO, Baran America; Manager, Communications
Occupation over past five
Division, Baran Group; CEO, Baran Asia-Pacific.
years:
CEO, Tahal Group International B.V, Board
Position held with
member of:
company, subsidiary,
affiliate or interested party: Tahal Group International BV,Tahal Group BV,
LLC Tahal St. Petersburg, Tahal Group Assets
BV, Eko Wark P.P - U, Task Water BV.
None.
Relationship with other
interested parties:
Caroline Vogelzeng
13.
12.
ID:
Birth date:
Education:

Passport number:
Birth date:
Education:

NN8RO6715
29/09/1959
Graduate degree in History, University of Leiden.
Graduate of Management Program, Insead, France.
01/04/2010
Partner, AMROP

Appointment date:
Occupation over past five
years:
Manager, Investor Relations
Position held with
company, subsidiary,
affiliate or interested party:
None.
Relationship with other
interested parties:
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14.
Passport number:
Birth date:
Education:
Appointment date:
Occupation over past five
years:
Position held with
company, subsidiary,
affiliate or interested party:
Relationship with other
interested parties:

Jacky Bridweld
NV05L8042
06/08/1976
Graduate Law degree in Holland, University of
Leiden, The Netherlands
01/09/2011
Legal Counsel, James Hardie Industries NV.
Attorney, APX-ENDEX.
Legal Counsel, Kardan NV
None.
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15.

Regulation 26b: Independent signatories on behalf of the corporation
None.

16.

Regulation 27: Independent auditors of Kardan NV
In Holland:
Ernst & Young Holland
Drentestraat 20, 1083 HK, Amsterdam
In Israel:
Kost, Forer, Gabbay & Kasierer
Aminadav 3, Tel Aviv

17.

Regulation 28: Changes to Articles of Association and Bylaws
The General Meeting of Kardan NV shareholders, held on May 31, 2011, resolved to
approve amendments to Company Bylaws, in accordance with Draft Deed of Amendment
of the Articles of Association dated March 24, 2011 - prepared by the Company's legal
counsel in Holland. For further information see immediate reports issued by Kardan NV on
May 25, 2011 and on June 1, 2011, with references 2011-01-161766, 2011-01-172455 and
2011-01-172473, respectively.

18.

Regulation 29: Recommendations and resolutions by the Board of Directors

19.1 Recommendations by the Board of Directors to the General Meeting, and Board resolutions not requiring
approval by the General Meeting, with regard to:
Payment of dividend or distribution, as defined in the Corporate Act, by other means or distribution of bonus
shares; In August 2011, Kardan NV's Supervisory and Executive Boards approved distribution in kind of
111,776,101 Kardan Yazamut ordinary shares to Company shareholders, and said dividend was distributed
on October 5, 2011. For further information see section ___ of Part A of this report, and immediate reports
issued by the Company on September 15, 2011, September 19, 2011 and October 6, 2011 with references:
2011-01-276300, 2011-01-278085 and 2011-01-294357.
who owned Company shares on the effective date for said distribution.

Based on the

foregoing, the value of the dividend for all Kardan Yazamut shares distributed amounted to
NIS 94.549 million.

(1)Changes to registered or issued share capital of Kardan NV
See section ___ above and section ___ of Part A of this report.
(2)Changes to Articles of Association or Bylaws of Kardan NV
See section 17 above.
(3)Redemption of redeemable securities, as defined in Section 312 of the
Corporate Act
None.

71

(4)Early redemption of debentures
None.
(5)Transactions other than at market terms between Kardan NV and an interested party there of:
For the sake of caution, see transactions with interested parties and controlling shareholders of the
Company listed in sections 8 and 10 above.
19.2

Resolutions passed by the General Meeting other than as
recommended by Management
None.

19.3

Resolutions passed by Special General Meeting:
19.3.1 In September 2011, the General Meeting of Kardan NV shareholders approved
distribution in kind of 111,776,101 Kardan Yazamut ordinary shares to Company
shareholders, and said dividend was distributed on October 5, 2011. For further
information see section ___ of Part A of this report, and immediate reports issued by
the Company on September 15, 2011, September 19, 2011 and October 6, 2011 with
references: 2011-01-276300, 2011-01-278085 and 2011-01-294357.

20.

Regulation 29a: Corporate resolutions:
20.1 Approval of officers' actions pursuant to Section 255 of the Corporate
Act:
None.
20.2 Approval of officers' actions pursuant to Section 254(a) of the Corporate Act
which was not granted, whether or not submitted for approval pursuant to Section 255
of the Corporate Act:
None.

20.3 Unusual transactions requiring special approval pursuant to Section 270(1) of the
Corporate Act:
The Company is a Dutch company and therefore not subject to provisions of the Corporate Act, 1999
For information about transactions in which Kardan NV officers may have an interest which were
approved by the Company, see sections 8 and 10 above.
20.4

Waiver, insurance and indemnification of officers effective as of the
report date:
For information about contracting by the Company of Board members' and officers' liabilit
insurance, see section ___ above.

March 27, 2012 ------------------------------Date
Kardan NV
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Names of Signatories:
Alain Ickovics - Chairman, Executive Board
Walter Van Damme - Member, Executive Board
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