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Bank Leumi le-lsrael B.M.
Directors Report

Developmentsin the Economy

Economic activity stabilized in the first quarter of 2003 following a conspicuous downtrend over the past
two years. Nevertheless, the unemployment rate rose by 10.8%. Gross Domestic Product grew by some
0.4% compared with the corresponding quarter in 2002, posting a 2.5% annualized rise compared with the
last quarter of 2002. Thisimprovement resulted from industrial sector growth (particularly in export-oriented
sectors), along with a degree of recovery in commercial and service sectors. Despite this, the State’s tax
revenues were substantially eroded, giving rise to fears that the budget deficit target as established in the
Budget Law (3% of GDP) would be exceeded by a considerable margin. This being so, the government
decided on an “economic recovery plan for Isragl” providing for a series of reforms designed to promote
growth along with budgetary adjustments (as outlined below). As uncertainties were reduced, along with
expectations for an improvement in the economic position, the shekel gained strength. April saw a
reinforcement of this trend. The Consumer Price Index posted a moderate first quarter rise of 0.8% which,
with the inflation environment subsiding, enabled the Bank of Isragl to proceed to a moderate reduction of
the nominal shekel interest rate. Share prices were up in the capital market, with the trend accelerating in
April and May, primarily due to the consolidation of the US victory in the war with Iraq and the approval of
the economic plan by the government and the Knesset (on first reading). Yield to maturity on long-term,
primarily unlinked, shekel debentures was down, for similar reasons.

Relatively large provisions for doubtful debts continued to be posted in the first quarter of the year, in view
of the economic situation.

Economic Sectors

The first quarter of 2003 showed some alleviation of the downturn in economic activity that had
characterized the business sector since the end of 2000, with some sectors posting a certain increase in
activity. The business sector’s product shrank by some 0.2% compared with the first quarter of 2002, but
expanded by some 3.1% on an annual basis, compared with the last quarter of 2002. Increased activity in the
industrial sector and certain trade and services sectors contributed to this.

The first-quarter activity of the tourism sector continued to decrease, primarily due to the preparations for
and expectations of the war in Irag. Tourism overnight stay figures point to a slide of 24% compared with the
first quarter of 2002, to some half a million overnight stays. The number of overnight stays recorded by
Israelis in hotels was also down to some 1.8 million overnight stays, a decrease of some 20% compared to
the corresponding period in 2002. Thus total overnight stays posted a downturn of some 21%.

The Government Budget

The government recorded a deficit of some NIS 4.5 billion in its budget (exclusive of net credit granted) for
the first quarter of the year. This resulted from a domestic budget deficit of some NIS 5.3 billion, which was
offset by a surplus of some NIS 0.8 billion in the government’ s overseas activity, deriving mainly from US
civilian aid received for 2002, in the amount of some NIS 2 billion. The major deficit in the domestic
budget, that constitutes some half of the planned domestic deficit for the entire year, may be ascribed to a
downturn of some 10% in real termsin tax revenues for the first quarter of the year compared with the
corresponding quarter in 2002. This, resulted from the economic recession, that made its mark chiefly in the
decline in the collection of income tax, as an outcome of the erosion of wages and the increase in tax
refunds, together with the effects of the tax reform that came into effect at the beginning of 2003. It was the
sharp decline in tax revenues and the large budget deficit that formed the backdrop to the economic recovery
plan presented in March.

) Source of data: publications of the Central Bureau of Statistics, the Bank of Israel, the Ministry of Finance and the
Tel Aviv Stock Exchange.



Foreign Trade

In the first three months of the year, export of goods amounted to some $7.0 billion, import of goods totaled
about $8.0 billion and the trade deficit came to some one billion dollars. Export of goods expanded by some
11%, compared with the corresponding quarter in 2002, while import was up by about 4%. This reduced the
trade deficit by some 27%.

The increase in the export of goods derived from a rise in industrial export (exclusive of diamonds),
particularly to the European Union, to the United States and to Asia. This rise was recorded thanks to the
improvement in export profitability, notwithstanding the slow economic growth in those parts of the world.
The increase in the import of goods was due to a dollar term increase of energy product imports (as their
prices rose in global terms), and an increase in the import of diamonds. By contrast, there was a decrease (-
18%) in the import of consumer products, whereas the rate of decrease in the import of raw materials and
investment products became more moderate.

Inflation

In the first quarter of the year, the Consumer Price Index was up 0.8%, mainly as aresult of the rise in the
transport and communications item by 3.0% (carrying a weight of about one fifth of the index). This was
due, inter alia, to the effect of rising fuel prices. An especialy steep, seasonally influenced, decline in prices
was recorded in clothing and footwear (-14.8%). In the past 12 months (March 2002 — March 2003), the
index recorded a 4.8% rise, while the core index (exclusive of fruit and vegetables and exclusive of housing)
posted a sharper rise of 6.2%. Inflation expectations for the coming 12-month period, as computed by the
Bank of Israel, reached some 3.2% on average for the first quarter compared with the 1%-3% inflation target
for 2003. In April and May, expectations were down to less than 2.0%.

Exchange Rate

In the first three months of the year, the shekel appreciated against both the dollar and the currency basket.
The shekel rose by some 1.1% against the dollar, and posted a slight gain of some 0.2% against the currency
basket. This strengthening of the shekel occurred mainly in March, in the then prevailing atmosphere of
expectations of a decrease in the level of uncertainty, with the progress of the military campaign in Irag and
the presentation of the Government’s economic plan. Worth bearing in mind is the underlying fact that the
first quarter recorded an improvement in the trade deficit and that there was also a certain increase in net
capital flows by the non-banking private sector. The months of April and May (prior to the closing of the
financial statements on 27 May) marked a reinforcement of the trends outlined above, with the shekel
gaining about another 5.0% against the dollar.

Israel's foreign currency reserve balances amounted at the end of March to some $23.5 hillion, down by
some $0.1 billion as compared with the end of December 2002. The decrease in reserves is explained by the
government’s foreign spending and withdrawals made by the banks from their deposits with the Bank of
Israel, these being offset by receipt of the 2002 civilian aid grant from the US administration and the Bank
of Israel’sincome fromits foreign currency reserves.

Monetary Policy

In the first quarter of the year, the Bank of Israel slightly reduced the interest rate which had been holding
steady at the level determined as of July 2002. The interest rate, which in December 2002 stood at 9.1%,
was lowered to 8.9% and this level was maintained through March. In the monetary program for the months
of April to June, the interest rate was again lowered, to 8.0%. The principa reason for lowering the interest
rate was the decrease in inflation expectations, and the possibility that the 1%-3% inflation target might be
achieved with a lower interest rate. This approach was based on the appreciation of the shekel and the
decrease in long-term interest rates.



Financial Assets Held by the Public

In the first three months of the year, the value of the financial assets portfolio held by the public rose by
some 0.5%. This increase derived, for the most part, from a rise in the value of marketable assets such as
stocks and debentures following the upswing in their market prices. Accordingly, no significant change took
placein their proportion of the assets portfolio in the hands of the public.

Credit tothe Public

Bank credit to the public throughout the banking system (the data is based on monthly averages of the
banking system as a whole, including mortgage banks) was down by some 0.9% in real terms in the first
guarter of the year. The main explanations of this decrease were the economic recession and the
appreciation of the shekel against the dollar. Where credit is examined in terms of linkage sectors, a red
decrease is seen in unlinked and CPl-linked loans.

The Capital Market

Thefirst quarter of the year was characterized by a moderate upward trend in stock prices, while the average
daily trading turnover on the Tel Aviv Stock Exchange declined from NIS 219 million in 2002 to some NIS
168 million in the first quarter of 2003. The high level of uncertainty, especialy in view of preparations for
the war with Irag, was a principal cause of the reduced volume of activity. In March and, more markedly in
April and May, the upswing in stock prices intensified while trading volumes increased. The background to
this trend were expectations that the economic recovery plan would be approved, and also the US victory in
the war with Irag.

The stock and convertible securities index rose in the first quarter of 2003 by some 4.2% in nominal terms,
while the Tel-Aviv 100 index posted a 2.8% rise. All principal trading sectors posted gains, except for the
stocks of investment holding companies and banks.

In view of the positive expectations as described, the Tel-Aviv 100 index rose by some 21.7% in April and
May (until shortly before the closing of the financial statements).

Unlinked debenture prices rose conspicuoudly in the first quarter, posting sharp gains, mostly in March. This
was due to the lowering of the inflation environment and the lessening of the uncertainty that had hitherto
been reflected in unlinked debenture yields. The unlinked debentures total return index rose by some 4.9%,
while the fixed-interest (“ Shachar” ) debentures index was up by some 5.1%. In April and May the Shachar
index went on to gain another 6.1%. Thus, the nominal yield to maturity of Shachar 9-10-year debentures,
which in March stood at 10.7%, fell in May to some 8.5%.

The prices of CPI-linked government bonds were up in the first quarter by 2.9%, and the longer the term to
meaturity, the higher the rise. Thus, 10-15-year debentures posted gains of 4.1%. Expectations that the
economic recovery plan would bring about a decrease in the budget deficit and the grant of guarantees from
the US administration resulted in marked downturns in yield to maturity during April and May, to some
5.0% in debentures with a yield to maturity of ten years. (By comparison, in January 2003, the yield to
maturity on such debentures stood at 5.9%).

Trade in foreign currency denominated and linked debentures in January-March was marked by slight
downslides resulting from the strengthening of the shekel against the dollar. The prices of these debentures
fell by about one percent.

I srael's Economic Recovery Plan

On 30 April 2003, the Knesset approved, on first reading, the Proposed Plan for Israel’ s Economic Recovery
Law (Legislative Amendments for achieving the Goals of the Budget and Economic Policy for the Financial
Y ears 2003 and 2004), 5763-2003. This was part of the economic recovery plan for Isragl approved by the
government.



The plan includes reforms designed to promote economic growth. These include, inter alia, measures for
reducing government spending by some NIS 9 hillion, long-term structural rationalization of the public
sector, such as improving the efficiency of the wage system and reforming long-standing pension funds. The
plan features proposals for privatization and reform in the capital market and for boosting infrastructure
investments, ingtituting reforms in the labor market and in various economic sectors, and bringing forward
taxation system reforms and changes. Changes are also proposed in the composition of the budget, along
with further structural changes.

Implementation of the plan is expected to produce effects, currently being studied, on the business of the
Bank and the Group.

The Credit Rating of the State of 1srael and Bank Leumi

In October 2002, Standard & Poor’ s announced that it was lowering the local currency long-term rating from
(AA-) to (A+) and the short-term rating from (A-1)+ to (A-1). The foreign currency credit rating remains
unchanged at (A-).

In October 2002 the credit rating agency, Fitch, announced no change in the long-term foreign currency
credit rating of the State of Israel (A-), but lowered the long-term local currency rating from (A+) to (A-).
The outlook for the ratings remained “negative’.

In March 2003, the credit rating agency, Moody’s, published its annual report on the Israeli economy, in
which it announced that Israel's credit rating would remain unchanged at alevel of A2, and that its outlook
was stable.

The Bank is accorded a (BBB+) credit rating by the international rating companies Fitch and Standard &
Poor’s, and an A2 rating by the Moody’ s credit rating company.

In February 2003, the credit rating agency, “Maalot”, a strategic partner of S& P, announced the lowering of
the Bank’s credit rating from AAA to AA+.

In April 2003, Fitch announced the lowering of the credit rating of a number of Israeli banks. The Bank’s
rating was lowered from (A-) to (BBB+). The rating forecast was revised from “negative’ to “stable’. The
lowering of the rating was explained by the deterioration in asset quality and weak capital levels by
international standards (although in line with domestic levels).

Below are details of changes in the consumer price index and in the exchange rates:

For three months  For the
ended 31 March year

2003 2002 2002

(Percentages)
Rate of increase of the “known” CPI 0.30 177 6.69
Rate of increase (decrease) of the “actual” CPI 0.78 2.36 6.50
Difference (0.48) (0.59) 0.19
Rate of increase (decrease) in the rate of the US dollar -
nominal: (1.1 5.7 7.3
real: (1.8) 3.3 0.7
Rate of increase (decrease) in the rate of the currency basket -
nominal: (0.2) 52 13.0
real: (2.0) 2.8 6.1
Rate of increase in the rate of the euro -
nominal: 2.8 44 27.2
real: 2.0 2.0 19.2




L egislation Affecting the Banking System
Memorandum of the Banking (Licensing) (Amendment No. 13) L aw, 5762-2002

The said Memorandum was circulated by the Ministry of Finance, with the consent of the Bank of Israel, and
it reflects the recommendations of the committee headed by the Director-General of the Ministry of Finance,
that was established to examine the aspects relating to the sales of the State’ s holdings in the Bank through
the capital market, and was also an appendix to the committee’s report. The Memorandum contains
amendments the object of the majority of which is to adapt the regulation, supervision and control over the
banking corporations and the holders of the means of control therein to a situation in which there is no
identified controlling core that holds a control permit from the Governor of the Bank of Isragl.

The principal recommendations were detailed in the financial statements for 2002.

Engagement in I nvestment Counseling and I nvestment Portfolio Management (Regulation) Law, 5755-
1995 - OM 431/01 Association of Banksv. Securities Authority

On 23 October 2002 the said judgment was given by the District Court.

The judgment deals with the interpretation of the expression “counseling” in the Engagement in Investment
Counseling and Portfolio Management (Regulation) Law, 5755-1995. The Association of Banks applied to
the Court following a letter and a series of clarifications that were issued in consequence thereof by the
Securities Authority, whereby the Authority clarified its position with regard to the meaning of the
expression “counseling” in the said Law, as follows: “giving information about a security or other financial
instrument, where the choice of the information is made in accordance with the discretion of the person
giving the information or the entity with whom he is employed and the information may lead the recipient
thereof to a conclusion as to the appropriateness of an investment in a specific security or financial
instrument, also constitutes investment counseling, even if an express investment recommendation is not
given”.

The meaning of the Authority’s position was that certain types of information could be given only by
investment counselors.

The District Court did not accept the Association of Banks' application to cancel the Authority’s directive,
but laid down a series of directions and restrictions with regard to the giving of information by bank officials
who are not investment counselors, and directed that the Authority’s directives be adapted in accordance
with its directions.

The Court held that the banks should cooperate with the Securities Authority in formulating the principles
and guidelines for implementing the judgment, and mainly with regard to the following questions:

@ What is information that leads the recipient thereof to a conclusion about the advisability of the
transaction?

(b) What is negative information that may almost certainly detrimentally affect the advisability of the
transaction?

The Bank hasinstructed its employees as to the significance of the judgment in respect of the Bank’s activity
in the information and investment counseling sphere and discussions were held on the subject, through the
Association of Banks, with the Securities Authority, but the parties did not reach agreement.

In April 2003 the parties filed appeal s against the judgment with the Supreme Court.

A hearing has not yet been held by the Supreme Court.



Development of I ncome, Expenses and Tax Provisions®

The net profit of the Bank Leumi Group in the period from January to March of 2003 totaled
NIS 176 million, compared with NIS 230 million in the corresponding period in 2002, a decrease of 23.5%.
The decrease in the net profit of the Group in the period from January to March 2003 as compared with the
corresponding period in 2002 can mainly be explained by the following factors:

@ Effect of net negative exchange rate differencesin respect of overseas investments.

(b) Voluntary retirement expenses.

(© Salary costs deriving from implementing Accounting Standard No. 14.

(d) A decrease in the operating and other income.

On the other hand, the following factors partially offset the said effect:

@ Anincrease in interest income before provision for doubtful debts.

(b) An increase in profits of companiesincluded on the equity basis.

(© An increase in the value of the assets of the severance fund and the provident fund, which serve asa
reserve for the Bank’ s severance and pension obligations.

(d) A lower inflation level in the period from January to March of the year, 0.78% as compared with
2.36% in the corresponding period in 2002, resulted in alower erosion of the surplus of the financial
assets mainly in the unlinked segment.

Following is a quantitative itemization of the said effects*:

1 Effect of net negative exchange rate differences in respect of overseas investments offsetting
exchange rate differences after tax from financing the foreign investments in the sum of
NIS 36 million, compared with positive exchange rate differences in the corresponding period in
2002 of NIS 46 million after the effect of tax.

2. Voluntary retirement expenses in the sum of NIS 55 million, before the effect of tax.

3. Anincreasein salary expensesin the sum of NIS 49 million, before the effect of tax.

4, A decrease in operating and other income in the sum of NIS 46 million before the effect of tax.

5. An increase in operating and other expenses, without salary and voluntary retirement, in the sum of
NIS 50 million.

* Before minority interests in consolidated companies.

The decrease in net profit was partially offset by:

1 An increase in interest income before provision for doubtful debts in the sum of NIS 108 million
(8.1%), before the effect of tax.

@ The Financial Statements were prepared on a cost basis adjusted to changes in the general purchasing power of the shekel. The
consumer price index increased by 0.78% in January-March 2003. The shekel appreciated nominally during this period: against
the US dollar by 1.1% and depreciated against the euro by 2.8%. The representative exchange rate of the US dollar on 31 March
2003 was NIS 4.687.



The increase principally derived from an increase in the market value of debentures for trading and
also from a decrease in the inflationary erasion of the surplus of the financial assets in the unlinked
shekel sector in consequence of the declinein the inflation level.

See “Net interest income before provision for doubtful debts’ on this page below for further details
of the increase in interest income.

An increase in the Group’'s share in profits of companies included on the equity basis of
NIS 48 million, net.

The effect on net profit during the period from the difference between the risein the “actual” index
and therisein the“known” index

Pursuant to a provisional directive of the Supervisor of Banks and the instructions of the Supervisor in
respect of the manner of calculating the effect on the net profit, the following data explain the effect:

For the three months
ended 31 March
2003 2002
(NIS millions)
Reported net profit 176 230
Effect of differences between the “actual” and the “known” indices on net
interest income before provision for doubtful debts 31 57
Effect of the related tax (14 (26)
Effect on the provision for taxes deriving from adjustment of capital on the
basis of the “actual” index instead of the “known” index 18 22
Total effect on net profit 35 53
Profit after the effect 211 283

Operating Profit

Net interest income before provision for doubtful debts of the Bank Leumi Group in the period from
January to March 2003 amounted to NIS 1,439 million, compared with NIS 1,331 million in the
corresponding period in 2002, an increase of 8.1%.

Theincrease in net interest income before provision for doubtful debts in the Group stemmed mainly from:

1.

Anincrease in net market value of derivativesin the sum of NIS 28 million, compared with alossin
the sum of NIS 89 million in the corresponding period in 2002.

Profits realized from the sale of debentures and profits that have not been realized from adjustments
to fair value of debentures held for trading in the sum of NIS 80 million, compared with alossin the
sum of NIS 51 million in the corresponding period in 2002.

The effect of the increase in the index by 0.78% in the first quarter of 2003, compared with 2.36% in
the corresponding period of 2002, which caused a smaller erosion of the financia assets in the
surplus of financial assetsin the unlinked sector.

On the other hand, the increase in non-accrual credit as compared with the corresponding period in 2002
partially offset the said increases.



The overall interest spread (excluding transactions in derivatives) in the period from January to March of
2003 was 1.23%, compared with 2.66% in the corresponding period in 2002. The interest spread including
transactions in derivatives was 1.65% in the period from January to March 2003, compared with 1.78% in
the corresponding period in 2002.

Pursuant to the Supervisor of Banks' directives the financial derivatives are presented as from 1 January
2003 according to new rules relating to “accounting for derivatives and hedging activities’ as detailed in
Note 9 of the Financial Statements.

In consequence of the said changes, the average balance sheet balances in respect of the activity in the
majority of the derivatives were increased, while in the past the majority of them were presented as offset.

In consequence of the “inflation” in the activity volumes in 2003, as mentioned above, the interest spread is
lower than in 2002. In the Bank’s assessment, had the interest spread been calculated in 2003 without these
changes, the interest spread would have reached 2.06%, compared with 1.78% in 2002, that is to say an
improvement of some 0.3%. This improvement stems principally from the non-linked shekel sector as a
result of profitsin lieu of losses in respect of derivatives and also erosion of the surplus at a lower rate in
consequence of the decline in the inflation rate.

Provision for doubtful debts amounted to NIS 375 million in the period from January to March 2003,
compared with NIS 370 million in the corresponding period in 2002, an increase of 1.4%.

The Group continued to increase the specific provisions for doubtful debts against the background of the
economic situation.

The additional and general provisions for doubtful debtsin respect of unidentified risksin the credit portfolio
and which are based on the risk characteristics in the credit portfolio and also in respect of a sectoral excess
of credit increased by NIS 11 million in the first quarter of the year, compared with a decrease of
NIS 8 million in the corresponding period in 2002 and an increase of NIS 53 million in all of 2002.

The total rate of the provision for doubtful debts in the period from January to March of 2003 was 0.87% of
total credit to the public (in annual terms), compared with a rate of 0.86% in the corresponding period in
2002 and compared with 1.11% in all of 2002.

The aggregate balance of the general provision and the additional provision for doubtful debts (according to
risk characteristics defined by the Supervisor of Banks) at the Bank and its consolidated companies
amounted to NIS 1,125 million on 31 March 2003 (representing 0.65% of total credit to the public),
compared with NIS 1,114 million at the end of 2002.



Set forth below is the development of problem loans according to the classifications determined in the
Supervisor of Banks' directives:

31 March 31 March 31 December

2003 2002 2002
(NIS millions)

Non-accrual 4,298 2,705 4,107
Restructured 139 552 573
To berestructured 65 83 76
In temporary arrears 1,523 1,608 1,342
Under special supervision* 11,088 11,562 10,945
Total balance sheet credit 17,113 16,510 17,043
Off-balance sheet credit risk 2,177 1,021 1,918
Total overal credit risk 19,290 17,531 18,961
*Of which: debts for which thereisa

specific provision 5,369 5,198 5,507

credit for housing for

which there is a provision

according to the extent of

the arrears 476 413 429
* Classified as ‘under specia supervision’ are debts in respect of which, in accordance with Bank of

Israel definitions, the Bank’s management considers it necessary to intensify the monitoring and
control, but does not anticipate losses in respect thereof; and also the balance of a borrower’s
liability another part of which was defined as a problem loan in another classification.

Net interest income after provision for doubtful debts of the Bank Leumi Group in the period from
January to March 2003 amounted to NIS 1,064 million, compared with NIS 961 million in the corresponding
period in 2002, an increase of 10.7%.

Total operating and other income of the Bank Leumi Group amounted to NIS 734 million in the period
from January to March 2003, compared with NIS 780 million in the corresponding period in 2002, a
decrease of 5.9%.

The decrease in operating and other income principally derived from a decrease in commissions from
customers' operations on the capital market, which was partially offset by the increase in income from credit
cards and account management charges.

The proportion of operating and other income to total income (i.e. net interest income before provision for
doubtful debts and operating and other income) was 33.8%, compared with 36.9% in the corresponding
period of 2002.

Operating and other income covered 50.7% of operating and other expenses, compared with 60.2% in the
corresponding period last year and 55.1% in the whole of 2002.

Total operating and other expenses of the Bank Leumi Group in the period from January to March 2003
amounted to NIS 1,449 million, compared with NIS 1,295 million in the corresponding period in 2002, an
increase of 11.9%.

Salary expenses (including the cost of voluntary retirement) increased by 12.6% in the period from January
to March 2003 as compared with the corresponding period in 2002. Theincrease in salary expenses primarily
derived from an increase in the voluntary retirement costs in the sum of NIS 55 million, and from the effects
of applying Accounting Standard No. 14, in calculating the reserves for severance and pensions, for holidays
and jubilee grant. On the other hand, the increase in the value of the assets of the severance fund and
provident fund, which constitute reserves for the Bank’s liabilities for severance pay and pensions, partially
offset the said effects. See Note 10 to the Financial Statements for further particulars.



In other operating expenses (maintenance of buildings and equipment, depreciation and other expenses) there
was an increase of 10.7% in the period from January to March 2003 as compared with the corresponding
period in 2002. Part of the increase derived from provisions relating to the reorganization in France.

Operating expenses constituted 66.7% of total income, compared with 61.3% in the corresponding period in
2002 and 65.8% for the whole of 2002.

Total operating and other expenses (in annua terms) constituted 2.37% of total income, compared with
2.14% in the corresponding period in 2002 and compared with 2.16% in the whole of 2002.

Operating profit before taxes of the Bank Leumi Group amounted to NIS 349 million in the period from
January to March 2003, compared with NIS 446 million in the corresponding period in 2002, a decrease of
21.7%.

Provision for taxes on operating profit of the Bank Leumi Group in the period from January to March
2003 amounted to NIS 205 million, compared with NIS 189 million in the corresponding period in 2002. The
rate of provision in the said period was some 58.7% of pre-tax profit, compared with 42.4% in the
corresponding period in 2002.

The increase in the rate of the provision for taxes in the period from January to March 2003 was principally
due to the effect of exchange rate differences in respect of overseas investments that are not included in the
basis for computing taxes and which were negative as compared with positive exchange rate differencesin
the corresponding period in 2002.

Operating profit after taxes totaled NIS 144 million in the period from January to March 2003, compared
with NIS 257 million in the corresponding period in 2002, a decrease of 44.0%.

The Group’s sharein net operating profit of companiesincluded on the equity basisin the period from
January to March 2003 amounted to NIS 36 million, compared with a loss of some NIS 12 million in the
corresponding period in 2002, an increase of NIS 48 million.

Minority interestsin the Group’s profits amounted to a profit of NIS 1 million in the period from January
to March 2003, compared with a profit of NIS 14 million in the corresponding period of 2002.

Loss from extraordinary items after taxes totaled a loss of NIS 3 million in the period from January to
March 2003, compared with aloss of NIS 1 million in the corresponding period of 2002.

Ratio of operating profit before taxes to net shareholders equity™ in annual terms was 11.6% in the
period from January to March 2003, compared with 15.4% in the corresponding period in 2002.

Ratio of net operating profit to shareholders equity (net return on equity) in annual terms was 4.7%
in the period from January to March 2003, compared with 8.6% in the corresponding period in 2002.

Net operating profit per NIS 1 par value of share capital was NIS0.127 in the period from January to
March 2003, compared with NIS 0.164 in the corresponding period in 2002.

Net profit per NIS 1 par value of share capital was NIS 0.125 in the period from January to March 2003,
compared with NIS 0.163 in the corresponding period in 2002.

©) Shareholders' equity together with the rights of minority interests less investments in equity of companies

included on the equity basis. The profit does not include the profit of companiesincluded on the equity basis.
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Return on shareholders equity in annual terms (excluding minority inter ests) of:

For the three months ended 31 March

2003 2002
%
Net profit 5.3 7.1
Net operating profit 54 7.1

Status of Capital Resour ces

Shareholders’ equity increased since the end of 2002 by 1.8% and on 31 March 2003 totaled
NIS 13,741 million, compared with NIS 13,504 million at the end of 2002. The growth in shareholders
equity derives primarily from the profit for the period and from changes in adjustments in respect of the
presentation of securities available for sale according to fair value.

In the (nostro) securities portfolio there are mainly government debentures, which generally represent the use
of raised sources. The magjority of the securities portfolio is classified as securities available for sale and is
included in the balance sheet on afair value basis. The income in the profit and loss statement is recorded on
an accrual basis and the difference between the value according to accrua with regard to debentures and
according to cost with regard to shares and the fair value is directly recorded in the capital reserves account.

In consequence of an increase in the market value of debenturesin al the sectors, provisions for a decrease
in value were reduced by NIS67 million net in capital reserves, compared with a decrease in value of
NIS 151 million in the corresponding period in 2002 and a decrease in value of NIS 236 million in all of
2002. All the amounts are net after the effect of taxes.

The total net aggregate balance of the decline in value of securities held in the available for sale portfolio as
at 31 March 2003 amounted to NIS (72) million (after the effect of taxes).

According to the capital adequacy calculation rules, this reduction of the capital does not affect the capital
adequacy calculation.

Shareholders' equity relative to total assets was 5.6% on 31 March 2003, compared with 5.4% at the end
of 2002.

Shareholders’ equity relative to risk assets was 10.8% on 31 March 2003, compared with 10.31% at the
end of 2002, of which some 7.09% and 6.83% respectively were Tier | capital.

In the period from January to March 2003 the Group raised some NIS 370 million in Tier Il capital
(subordinated deposits and subordinated capital notes).

I ssue of Capital Notes
In 2003 the Group continued to issue subordinated capital notes, as follows:

1 NIS 360 million subordinated capital notes were issued under the prospectus published by Leumi
Finance Company Ltd. in March 2003.

2. Furthermore, the Bank raised some NIS 10 million in subordinated deposits.
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Development of Assetsand Liabilities

Total assets of the Bank Leumi Group on 31 March 2003 amounted to NIS 246.6 billion, compared with
NIS 250.1 hillion at the end of 2002, a decrease of 1.4% and compared with 31 March 2002, an increase of
1.1%.

The value of assets in or linked to foreign currency was some NIS 107.2 billion, some 43.5% of total assets.
In the period from January to March 2003 the shekel appreciated in real terms against the US dollar by 1.8%
and appreciated in rea terms against the basket of currencies by 1.0%. On the other hand, the shekel
depreciated against the euro in real terms by 2.0%. The change in the rate of exchange contributed to a
decrease of 0.6% in total assets.

Deposits of the public totaled NIS 206.6 billion on 31 March 2003, compared with NIS 210.6 billion on
31 December 2002, a decrease of 1.9%, and compared with 31 March 2002, an increase of 1.8%.

Credit to the public totaled NIS 173.5 billion on 31 March 2003, compared with NIS 176.4 billion on 31
December 2002, a decrease of 1.6%, and compared with 31 March 2002, an increase of 0.2%.

Credit to governments totaled NIS 1,387 million on 31 March 2003, compared with NIS 1,464 million on
31 December 2002, a decrease of 5.3%, and compared with 31 March 2002, a decrease of 12.2%.

Securities totaled NIS 38.7 billion on 31 March 2003, compared with NIS37.1 billion on 31 December
2002, anincrease of 4.3%, and compared with 31 March 2002, a decrease of 0.2%.

Assets and Liabilities Classified According to Linkage Basis

Assets and liabilities classified according to linkage basis are presented on pages 42 to 44 and include the
balances of the assets and liabilities and also off balance sheet transactions.

Set forth below is a summary of the net assets and liabilities classified according to linkage basis:

Asat 31 March 2003

Israeli currency Foreign currency
Non-
CPI- incl. Foreign Monetary
Unlinked linked currency linked Items Total
(in NIS millions)

Assets 70,122 63,533 107,210 5,773 246,638
Liabilities 76,800 55,606 99,368 84 232,628
Difference (6,678) 7,927 7,842 4,919 14,010
Net forward
transactions 6,782 (428) (6,354) - -
Net options (in
underlying
asset terms) (249) (2 251 - -

" The differencesin percentages were calculated according to the balancesin NIS millions.
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As at 31 December 2002

Israeli Currency Foreign
Currency Non-
CPI- incl. Foreign Monetary
Unlinked linked currency linked Items Total
(in NIS millions)

Assets 71,533 62,608 110,288 5,706 250,135
Liabilities 79,018 56,008 100,348 833 236,207
Difference (7,485) 6,600 9,940 4,873 13,928
Net forward
transactions 9,263 (701) (8,562) - -
Net options (in
underlying
asset terms) 523 (4) (519) - -

On 31 March 2003 the surplus of liabilities over assets (including forward transactions and options in
underlying asset terms) in the unlinked shekel sector amounted to NIS 145 million, compared with a surplus
of assets of NIS 2,301 million at the end of 2002.

The surplus of assets in the CPl-linked sector amounted to NIS 7,497 million, compared with
NIS 5,895 million at the end of 2002.

The surplus of assets in the foreign currency sector, including the foreign currency-linked shekel sector,
amounted to NIS 1,739 million, compared with a surplus of assets of NIS 859 million at the end of 2002. The
increase in the surplus assets principally derives from hedging that the Bank carried out in respect of problem
foreign currency credit that was defined as non-accrual .

The basis exposures reflected in assets and liabilities classified according to linkage basis comply with the
[imitations determined by the Board of Directors.

Funding and Liquidity
Liquidity Status (at the Bank)

Against the background of the geopolitical situation and the war in Irag, the first quarter was typified by the
instability of the financial markets.

In the first quarter of the year, against a background of the preparations for the war with Irag and the
uncertainty as regards the budget and meeting the government’ s deficit, the shekel appreciated by some 1.1%
against the dollar, the yields on government index-linked and shekel debentures maintained their high level
and embodied great uncertainty.

In March, with rapid progress in the war on the one hand and the formulation of an economic program on the
other, the uncertainty level declined somewhat. In consequence, there was a sharp strengthening of the
shekel and price increases in the majority of investment channels.

The decline in inflationary expectations led the Bank of Israel to commence reducing the monetary interest
rate, and in March the interest rate decreased by 0.2%.

During the period, the high level of unlinked debenture yields, the forecast for a slow decrease in the interest
rates in the economy and the tax advantages of investing in short term shekel debentures intensified the
process of shifting financial assets from deposits with banks to traded investments, particularly Makam
shekel debentures.
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Unlinked Shekels:

Against the background of the public's preference for traded assets, the volume of the public’s unlinked
shekel deposits with the Bank declined by some NIS 2.4 billion, representing areal decline of 3.2%.

The monies that were withdrawn from the deposits were, as aforesaid, inter alia, used to purchase
government debentures (Makam). During the quarter the volume of the public’s investments in Makam
increased by some NIS 5.4 billion.

The volume of unlinked monetary tenders of the Bank of Israel for absorbing funds from the banking system
increased on average during the first quarter of 2003 by some NIS 1.7 billion as compared with the last
guarter of 2002. These included tenders for placing interest-bearing deposits with the Bank of Isragl and
tenders for shekel/dollar swaps. The balance of the tenders at the end of March 2003 reached some
NIS 40 billion, and the Bank’ s share in the balance of the tenders was some 18%.

Utilization of monetary loans that the Bank of Isragl places at the banks disposal remained very small
compared with the aforesaid absorption of funds, at an average level of some NIS 0.8 billion.

During the quarter, the Bank launched a number of new products, some against the background of the tax
reform, in the context whereof the Treasury’s regulations to encourage savings were repealed. The prominent
among them are:

- Index-linked savings schemes for periods from one year, “one year’s index linked savings’. With the
shortening of the period this product also constitutes an alternative for longer deposits.

- Monthly income for long periods — index-linked savings with monthly income for periods of eight
and 15 years, with adjusted interest of around 6% and also a shekel deposit for a period of five years
paying a monthly income.

- “Index falls - grant rises’ - adeposit giving fixed shekel interest less the increase in the index.

In addition, the activity in structured derivatives was intensified. Among the products that were marketed
were deposits and securities linked to various share indices, deposits and securities guaranteeing high foreign
currency interest conditional upon the interest level in the euro market and deposits guaranteeing high shekel
interest conditional upon the level of the foreign exchange rates.

Total credit to the public in unlinked shekels declined by some NIS 1.3 billion, a decrease of 2.7%.
Index-Linked

In the first three months of 2003 there was no material change in the volume of linked sources. The decrease
that was recorded in the volume of savings schemes was fully offset by an increase in the volume of the
public’'s deposits.

The balance of index-linked credit increased by some NIS 1.0 billion, arate of increase of some 3.6%.
Foreign Currency and Foreign Currency-Linked:

Foreign currency and foreign currency-linked deposits by the public increased by NIS 261 million, an
increase of 0.4% (some 2.2% in dollar terms). The major part of the increase derived from an increase in
corporate Pamach, that rose by some 6.7% in dollar terms, and from an issue of foreign currency-linked
subordinated capital notes of some NIS 360 million by Leumi Finance Company, for a period of seven years

with floating interest. The capital notes were issued inter alia in order to expand the Bank’s Tier 1l capital
basis.
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The volume of loans declined sharply by some $ 318 million, a decrease of some 2.9% (in dollar terms),
following an increase of some 7.1% (in dollar terms)in 2002, against the background of the reduction in the
volume of economic activity alongside the increase in the cost of foreign currency sources that commenced
during 2002.

The gradual reduction in secondary liquidity obligations on foreign currency deposits, which commenced in
August 2002 and ended in May 2003, increased the balance of the free sources by $ 4 billion in the system
and by $ 1.3 billion at the Bank.

Against the background of a considerable increase in the foreign currency liquidity level at the Bank, the
Bank’ s foreign securities portfolio was increased by some $ 200 million in the first quarter.

Risk Management Policy

Market risk management policy is intended to assist in achieving business goals, while limiting the losses
that can stem from exposure to changes in the money and capital markets, interest rates, exchange rates and
inflation.

The market risk management policy is formulated and controlled within the context of the market risk
management committee headed by the Manager of Market Risks and with the participation of the Chief
Derivatives Officer, the Head of the Risk Management Control Department and senior staff members from
the business divisions and others connected with asset and liability management (ALM).

For this purpose risks are measured by the accepted methods and measurement of the sensitivity of the
theoretical economic value of the capital, and of the reported profit to the principal parameters (interest rates,
changes in inflation and the currency exchange rates) and also by value at risk (VAR) and by examining the
possible damage to the Group in various scenarios.

VAR measures the maximum expected potential damage (the expected decrease in fair value of the assets
less the liahilities) from the holding of positions for a given future period, at a given assurance level. The
VAR calculations are made daily at the Bank and monthly at the Group.

The expected damage at low probabilitiesis not measured by VAR, but by extreme scenario analyses. These
analyses are also being carried out systematically at the Bank.

In accordance with the directives of the Bank of Israel, the risk measured by VAR relates the damage from
holding all balance sheet and off-balance sheet positions, from basis risk, interest risk and equity risk and not
only to the traded portfolios' positions. The exposure to embodied options in addition to express ones is also
measured.

The model used to estimate potential damage is still undergoing a process of on-going change and
development, based on the best information and professional evaluations. Changesin VAR in agiven period
therefore also represent, in addition to changes in positions of the Bank or in the various risk factors,
methodological changes or changes in model assumptions.

The base currency for calculating VAR is the CPI-linked shekel as derived from the daily behavior of CPI-
linked assetsin the capital market.

The VAR calculations, as detailed bel ow, were made using the parametric VAR system, at an assurance level
of 99%, for a holding period of two weeks.
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Estimates of the VAR amount;

31 March 2003 31 December 2002
(NIS millions)
The Bank 249 390
Consolidated 318 514

There were no changes in the market risk management policies of the Bank in the period from January to
March 2003 compared with the description in the Directors Report for 2002.

The decrease in the VAR derives primarily from the decline in the interest rates and their volatility.

Operational Segments

The Group operates in different operational segments through the Bank and its subsidiaries in all spheres of
banking and financial services. Furthermore, the Group invests in non-banking corporations that operate in
various spheres, such asinsurance, real estate, hotels, shipping, energy, industry and more.

The operational segments are according to characteristics that were determined by the Bank of Israel and the
manner of their measurement is detailed in the annual report.

Following is the development of the net profit according to operational segments after tax:

Three months ending 31 March Y ear

2003 2002 2002
NIS millions
Corporate and international banking (21) (29 67
Retail banking 96 141 464
Commercial banking 33 77 182
Global private banking 16 41 222
Construction and real estate 38 17 61
Mortgages - housing loans 17 19 117
Credit card operations 2 (25 (6)
Capital market operations (©)] Q) (26)
Others (2 (30) (648)
Total 176 230 433

Following is an explanation of the profitability in the period from January to March 2003:

1.

The decrease in the profitability of retail banking derives principaly from an increase in the
operating expenses.

The decrease in the profitability of commercial banking derives principally from a decrease in
income, an increase in the operating expenses stemming from reorganization in France, and also the
effect of exchange rate differencesin respect of overseas investments, that are not included in the tax
calculation basis and which were negative in the said period as compared with positive exchange rate
differences in the corresponding period last year. On the other hand, there was a decline in the
provision for doubtful debts.

The decrease in the profitability of global private banking derives principally from an increase in the
operating expenses and also from the effect of exchange rate differences in respect of overseas
investments that are not included in the tax calculation basis and which were negative in the said
period as compared with positive exchange rate differences in the corresponding period last year.

16



4, Theincrease in the profitability of the construction and real estate segment derives principaly from a
decrease in the provisions for doubtful debts and an increase in income.

5. The increase in the profitability of the credit cards segment derives from an improvement in the
profitability of Leumi Card.

6. The reduction in the losses of the “others” sector derives principally from an increase in the market
value of securities for trading and derivatives, a decrease in the erosion of the unlinked financial
assets surplus in consequence of the lower inflation rate and an increase in the profits of companies
included on the equity basis.

See pages 45 and 46 for further details.
Activitiesof Major Subsidiaries and Affiliates by Activity Sector
Consolidated Subsidiariesin Israel

The Bank’s investments in consolidated subsidiaries in Israel amounted to NIS 3,711 million on 31 March
2003, compared with NIS 3,640 million on 31 December 2002. The contribution to net profit in the period
from January to March 2003 was NIS 51 million, compared with NIS 25 million in the corresponding period
in 2002, an increase of 104%.

See Notes 3, 5 and 6 to the Financial Statements concerning legal claims and other subjects relating to
consolidated subsidiaries and the Bank.

Overseas Consolidated Subsidiaries

The Bank’s investments in overseas consolidated subsidiaries amounted to NIS 3,719 million on 31 March
2003, compared with NIS 3,576 million on 31 December 2002.

The nominal profit of the overseas consolidated subsidiaries, as reported by them, in the first quarter of 2003
amounted to US$ 14.4 million, compared with US$ 13.5 million in the corresponding period in 2002, an
increase of 6.7%.

The contribution of overseas consolidated subsidiaries to the Group’s net adjusted profit, in shekels, in the
period from January to March 2003 amounted to a loss of NIS11 million, compared with a profit of
NIS 135 million in the corresponding period in 2002.

The decrease in the contribution derives from the effect of the appreciation in the rate of the shekel against
the US dollar and sterling. The effect of the negative exchange rate differences was a decrease in profit of
NIS 61 million in 2003, compared with an increase in profit of NIS 80 million in the corresponding period in
2002. Net financing income which was generated in the Bank and offset part of these exchange rate
differences amounted to some NIS 36 million in 2003, compared with a set-off of NIS 46 million in the
corresponding period in 2002.

Banque Leumi France SA.

On 16 May 2003, the board of directors of Banque Leumi France S.A. authorized the general manager of
Bangue Leumi France to commence discussions with its employees as part of an examination of possible
measures being considered with a view to terminating its operations, which will be carried out in full
cooperation with the relevant authorities in France.

In parallel, the Bank is taking stepsto set up a representative office in France.
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Activities of Subsidiariesin the Capital Market
Mutual Funds

The value of the assets of the mutual funds in the Group in Isragl on 31 March 2003 was NIS 15.1 hillion,
compared with NIS 15.0 billion at the end of 2002. The value of the assets of the mutual funds in the Group
at the end of March 2003 constituted 31.82% of the assets of all mutual funds in the system.

The Group has three mutual fund management companiesin Israel:

Leumi-Pia - As at 31 March 2003 Leumi-Pia managed 40 mutual funds with total assets amounting to some
NIS 7.8 billion, similar to 2002. Its share of the sector’ s total assets was 16.46% at the end of March 2003.

Psagot - Asat 31 March 2003 Psagot managed 36 mutual funds with total assets amounting to some NIS 6.7
billion, similar to the end of 2002. Its share of Israel’s mutual fund sector was 14.14% at the end of March
2003. At the end of March Psagot issued four new funds: Psagot Euro, Psagot Dollar, Psagot Index and
Psagot Shekel.

Ofek Mutual Funds Ltd. — As a 31 March 2003 Ofek managed 10 mutual funds, with total assets
amounting to NIS 0.6 billion, constituting some 1.22% of the assets of the sector.

Provident Funds

The provident funds managed by the Bank Leumi Group include seven funds for the self-employed, four
funds for salaried employees and four central funds for severance pay and a fund for the payment of sick
pay. In addition, funds are also managed for employees of the Bank and Leumi Mortgage Bank. The Group,
through Leumi Gemel Ltd, provides services for specialized funds, including the Electricity Corp’s
employee’ s supplementary training fund and the engineers and architects’ provident fund.

The value of the assets of the provident funds managed by the Group amounted to some NIS 27.5 billion on
31 March 2003, compared with some NIS 28.4 hillion at the end of 2002.

During the period from January to March 2003, the provident funds managed by the Group produced
positive real yields, except for Signon Foreign Currency and the foreign currency path of the Central Fund
for Severance Pay that recorded negative yields in consequence of weakness of the dollar against the shekel.

Reor ganization Arrangement/Merger between the Provident Fundsand Leumi Gemel Ltd.

Proceedings are being conducted in the Tel Aviv District Court to approve a reorganization/merger
arrangement between the provident funds and Leumi Gemel, which was approved at the provident funds
members general meetings, under which the provident funds will be changed from companies to schemes
that will be managed by Leumi Gemel.

The said change will not impair the rights of the members of the provident funds.

The arrangement is being made in accordance with the policy of the Capital Market, Insurance and Savings
Department in the Ministry of Finance, and the Commissioner of the Capital Market, Insurance and Savings
has approved the arrangement in principle.

The Court has approved the arrangement with regard to a number of provident funds in respect whereof
objections to the implementation thereof were not filed and in some of them the reorganization process has
been completed and they have become schemes managed by Leumi Gemel. With regard to some of the
provident funds, the Court’s decision on the objection to the arrangement has not been given.
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Supplementary Training Funds

K ahal Employees Supplementary Training Fund Ltd. (“ Kahal”) (jointly managed by the Bank and Israel
Discount Bank) - the value of the assets of Kahal and Kahal Paths Supplementary Training Fund reached
some NIS 8.2 billion on 31 March 2003, compared with some NIS 8.3 hillion at the end of 2002. The
number of employers contributing to the fund is some 37,000; the number of accounts in the fund is some
392,000.

Kahal's real net yield for the period from January to March 2003 was positive in all paths (except for the
foreign currency path, which recorded a negative yield of 3.3%).

Non-Banking Activities of Companies Included on the Equity Basis

Total investments of the Group in companies included on the equity basis amounted to
NIS 1,402 million on 31 March 2003, compared with NIS 1,387 million on 31 December 2002.

In the period from January to March 2003 the contribution to net profit amounted to a profit of some NIS 36
million, compared with aloss of some NIS 12 million in the corresponding period in 2002.

Africalsrael Investments Group

The consolidated assets as at 31 March 2003 totaled some NIS 6.2 billion.

Shareholders’ equity was NIS 1,102 million on 31 March 2003, compared with NIS 1,217 million at the end
of 2002. The net profit in the period from January to March 2003 amounted to some NIS 30 million,
compared with some NIS 53 million in the corresponding period in 2002. Net return on equity in annual
terms was 10.3%, compared with 20.8% in the corresponding period in 2002.

Migdal Insurance and Financial Holdings Group

The group has total assets of some NIS 38.5 billion, of which some NIS31.4 billion are life insurance
reserves and some NIS 3.2 billion are general insurance reserves. Shareholders’ equity as at 31 March 2003
totaled some NIS 2.1 million.

The group’s net profit for the period from January to March 2003 was NIS 75.5 million, compared with
NIS 36.3 million in the corresponding period in 2002. The net return on equity in annual terms was 14.8%,
compared with 7.5% in the corresponding period in 2002.

See Note 7.A with regard to Migdal Holdings' permanent investment in shares of the Bank.

The profit from life insurance amounted to some NIS 115.9 million, compared with a profit of some
NIS 63.2 million in the corresponding period in 2002, an increase of 83.4%.

The profit from general insurance amounted to some NIS31.7 million, compared with some
NIS 14.3 million in the corresponding period in 2002, an increase of 121.7%.

See Note 7.B to the Financial Statements concerning the pending claims against the Migdal Group and
others.

Israel Corporation Ltd.

Israel Corporation Ltd. is a holding company whose principal holdings are in the sphere of chemicals
(holding 53% of the shares of Israel Chemicals Ltd.), shipping (holding some 49% of Zim Israel Navigation
Co. Ltd.), energy (holding some 26% of Oil Refineries Ltd.) and additional interests.

The consolidated assets of Israel Corporation totaled some NIS 16.0 billion as at 31 March 2003, compared
with NIS 16.7 billion at the end of 2002.
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Shareholders' equity totaled some NIS 2,026 million as at 31 March 2003, compared with some
NIS 2,045 million at the end of 2002.

The net profit in the period from January to March 2003 totaled some NIS 96 million, compared with aloss
of NIS 57 million in the corresponding period last year.

See Note 8 to the Financia Statements regarding the pending claims against Israel Corporation Group.

At the meeting of the Board of Directors held on 29 May 2003, it was decided to approve and publish the
Group’ s unaudited consolidated Financial Statements as at 31 March 2003 and for the periods ending on that
date. During the period from January to March 2003 the Board of Directors held seven plenary meetings and
15 committee meetings.

Eitan Raff GdiaMaor
Chairman of the Board of Directors President and Chief Executive Officer

29 May 2003
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DIRECTORS’ REPORT

Bank Leumi le-Isradl B.M. and its Subsidiaries and Affiliates
Main Financial Data for the Bank Leumi Group

Jan.-March Jan.-March Year
2003 2002 2002
Income, Expenses and Profit (NISmillions):
Net interest income before provision for doubtful debts 1,439 1,331 5,221
Provision for doubtful debts 375 370 1,959
Total operating and other income 734 780 2,974
Total operating and other expenses 1,449 1,295 5,394
Of which: Costsof Voluntary Retirement 56 1 345
Operating profit before taxes 349 446 842
Provision for taxes 205 189 269
Net operating profit 179 231 424
After-tax net profit (loss) from extraordinary items 3) Q) 9
Net profit for the period 176 230 433
Net operating profit per NIS 1 par value of share capital (in NIS) 0.127 0.164 0.300
Net profit per NIS 1 par value of share capital (in NIS) 0.125 0.163 0.306
Assetsand Liabilitiesat End of Period (NISmillions):
Total assets 246,638 244,037 250,135
Credit to the public 173,539 173,138 176,427
Securities 38,708 38,773 37,125
Deposits of the public 206,600 203,046 210,570
Shareholders equity 13,741 13,406 13,504
Major Financial Ratiosin Annual Terms (%):
Credit to the public/Total assets 70.4 70.9 70.5
Securities/Total assets 15.7 15.9 14.8
Deposits of the public/Total assets 83.8 83.2 84.2
Shareholders equity (excluding minority interest)/Total assets 5.6 55 54
Shareholders' equity/Risk assets (a) (b) 10.8 10.2 10.3
Tier | capital/Risk assets (a) 7.1 6.8 6.8
Net profit/Shareholders’ equity (excluding minority interest) 5.3 7.1 33
Net operating profit/Shareholders' equity (excluding minority interest) 5.4 7.1 3.2
Rate of tax provision 58.7 124 319
Provision for doubtful debts/Credit to the public 0.87 0.86 111
Provision for doubtful debts/Net interest income before provision for doubtful debts 26.1 27.8 375
Net interest income before provision for doubtful debts/Total assets 24 22 21
Total income/Total assets (c) 3.57 351 3.28
Total operating and other expenses/Total assets 2.37 214 2.16
Financial margin including income and expenses from derivatives 1.65 178 179
Operating expenses (excluding costs of voluntary retirement)/Total income (c) 64.1 61.3 61.6
Operating and other income/Operating and other expenses
(excluding costs of voluntary retirement) 52.7 60.3 58.9
Operating and other income/Total income (c) 33.8 36.9 36.3

(@ Ratio calculated in accordance with Bank of Israel directives.

(b)  Shareholders equity - plus minority interests and lessinvestments in the capital of companiesincluded on the equity basis

and various adjustments.
(c) Tota income - net interest income before provision for doubtful debts plus operating and other income.
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MANAGEMENT REVIEW

Rates of Financing Income and Expenses (on a Consolidated Basis) (a)
In termsof NIS of March 2003

For the three months ended 31 March

2003

2002

Rate of income (expenses)

Rate of income (expenses)

Financing Excluding  Including Financing  Including derivatives
Average income The effect of Theeffect of  Average income Hedge and
balance (b) (expenses) derivatives derivatives balance (b) (expenses) Hedge ALM (j)
(NIS millions) % % (NIS millions) % %
Israeli currency - unlinked
Assets () (d) 69,196 1,222 7.25 69,576 (513) (2.92)
Effect of derivatives (€) 10,945 149 9,644 (195)
Total assets 80,141 1,371 7.02 79,220 (708) (3.52)
Liabilities (d) 75,641 (781) (4.20) 77,525 1,187 5.98
Effect of derivatives (€) 3,388 19 - -
Total liabilities 79,029 (762) (3.91) 77,525 1,187 5.98
Interest margin 3.05 3.11 3.06 2.46
lsradi currency —
linked to the CPI
Assets () (d) 62,731 588 3.80 61,243 499 3.30
Effect of derivatives (€) 316 5 (822) 8
Total assets 63,047 593 3.82 60,421 507 3.40
Liabilities (d) 53,537 (355) (2.68) 50,617 (309) (2.47)
Effect of derivatives (€) 935 (13) - -
Total liabilities 54,472 (368) (2.73) 50,617 (309) (2.47)
Interest margin 1.12 1.09 0.83 0.93
Foreign currency — local
operations (including
Israeli currency linked
to foreign currency)
Assets (c) (d) 71,691 (237) (0.76) 70,709 2,812 16.88
Effect of derivatives (€) 50,111 327 (8,822) (302)
Total assets 121,802 190 0.63 61,887 2,510 17.23
Liabilities (d) 64,515 76 0.47 62,772 (2,212) (14.86)
Effect of derivatives (€) 56,786 2 - -
Total ligbilities 121,301 78 0.25 62,772 (2,212) (14.86)
Interest margin (0.29) 0.88 2.02 2.37
Foreign currency —
Foreign operations
(integrated operations)
Assets () (d) 34,170 (302) (3.48) 31,819 1,300 17.37
Effect of derivatives (€) 138 4 - -
Total assets 34,308 (298) (3.43) 31,819 1,300 17.37
Liabilities (d) 32,615 443 5.32 31,283 (1,149) (15.52)
Effect of derivatives (€) 214 (8) - 1
Total lighilities 32,829 435 5.19 31,283 (1,148) (15.50)
Interest margin 1.84 1.76 1.85 1.87
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MANAGEMENT REVIEW

Rates of Financing Income and Expenses (on a Consolidated Basis) (a)
In termsof NIS of March 2003

For the three months ended 31 March

2003

2002

Rate of income (expenses)

Rate of income (expenses)

Financing Excluding  Including Financing  including derivatives

Average income the effect of theeffectof  Average income Hedge and
balance (b) (expenses) derivatives derivatives balance (b) (expenses) Hedge ALM (j)
(NIS millions) % % (NIS millions) % %

Total:

Monetary assets generating interest

income (d) (f) 237,788 1,371 2.33 233,347 4,098 7.21

Effect of derivatives (€) 61,510 485 - (489)

Total assets 299,298 1,856 2.51 233,347 3,609 6.33

Monetary liabilities generating interest

expenses (d) 226,308 (617) (1.10) 222,197 (2,483) (4.55)

Effect of derivatives (€) 61,323 - - 1

Total liabilities 287,631 (617) (0.86) 222,197 (2,482) (4.55)

Interest margin 1.23 1.65 2.66 1.78

In respect of options (31) -

In respect of other derivatives

(excluding options, hedging derivative

instruments, ALM derivatives and

embedded derivatives which have

been separated) (i) 2 24

Financing commissions and other

financing income () 196 (k) 257

Other financing expenses 33 7

Net interest income before provision

for doubtful debts 1,439 1,331

Provision for doubtful debts

(including general and supplementary

provision) (375) (370)

Net interest income after provision for

doubtful debts 1,064 961

Monetary assets generating interest

income (d) (f) 237,788 233,347

Assets derived from derivative

instruments (h) 3,071 2,133

Other monetary assets (d) 3,644 3,490

General provision and supplementary

provision for doubtful debts (1,112) (1,059)

Total monetary assets 243,391 237,911

Monetary liabilities generating interest

expenses (d) 226,308 222,197

Liabilities derived from derivative

instruments (h) 2,794 2,076

Other monetary liabilities (€) 5,658 5,645

Total monetary liabilities 234,760 229,918

Total monetary assets exceed

monetary liabilities 8,631 7,993

Non-monetary assets 5,706 6,910

Non-monetary liabilities 833 1,579

Total capital resources 13,504 13,324
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MANAGEMENT REVIEW

The datain this exhibit includes before and after the effect of derivative instruments (including
the effect of off-balance sheet derivative instruments).

Based on monthly opening balances except for the unlinked Israeli currency sector where the
average balance is based on daily figures, and after deduction of the average balance sheet
balance of the specific provision for doubtful debts.

The average balance of unrealized profits and losses from adjustment to fair value of debentures
in the amount of NIS (102) million in the CPI linked Isragli currency sector, NIS (169) million
in the unlinked Israeli currency sector, and NIS 3 million in the foreign currency including
foreign currency-linked Isragli currency sector has been deducted from or added to the average
balance of the assets.

Excluding derivative instruments.

Including derivatives (ALM) which constitute part of the Bank’s asset and liability management
system, as well as hedging derivatives.

The average balance of unrealized losses on adjustment to fair value of bonds and debentures,
in the amount of NIS (268) million in the various sectors, has been added to the average balance
of the assets.

Thisincludes profits and losses on sales of investments in debentures and adjustmentsto fair
value of debentures held for trading.

Includes the average balance for derivative instruments (does not include average of off-balance
sheet derivative instruments).

Includes other derivative instruments (excluding options, hedging derivatives, ALM derivatives
and embedded derivatives which have been separated). Comparative figures relate to
commission from brokerage transactions with risk.

The Bank implemented beginning January 1, 2003 the instructions of the Supervisor of the
Banks as stated in Note 9 of the financial statements. The figures for the first quarter of 2003
can not be compared with the figures for the first quarter of 2002.

Reclassified.
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MANAGEMENT REVIEW

Rates of Financing Income and Expenses (on a Consolidated Basis) (a)

Nominal U.S. $

For the three months ended 31 March

2003

2002

Rate of income (expenses)

Rate of income (expenses)

Financing Excluding  Including Financing  Including derivatives
Average income the effect of theeffectof  Average income Hedge and
balance (b) (expenses) derivatives derivatives balance (b) (expenses) Hedge ALM (f)
($ millions) % % ($ millions) %
Foreign currency:
local operations (including
Isradli currency linked to
foreign currency)
Assets () (d) 14,936 171 4.67 14,518 114 317
Effect of derivatives (€) 10,417 148 (1,727) (24)
Total assets 25,353 319 5.14 12,791 90 2.85
Liabilities (d) 13,407 117) (3.55) 12,959 (63) (1.96)
Effect of derivatives (€) 11,804 (68) - -
Total liabilities 25,211 (185) (2.98) 12,959 (63) (1.96)
Interest margin 1.12 2.16 1.21 0.89
Foreign currency —
Foreign operations
(integrated oper ations)
Assets (c) (d) 7,156 62 351 6,691 68 4.10
Effect of derivatives (€) 29 1 - -
Total assets 7,185 63 3.54 6,691 68 4.10
Liabilities (d) 6,831 (30) (1.76) 6,578 (36) (2.23)
Effect of derivatives (€) 45 (2 - 1
Total liabilities 6,876 (32 (1.86) 6,578 (35) (2.19)
Interest margin 1.75 1.68 1.87 1.91
Total:
Monetary assetsin foreign
currency generating financing
income 22,092 233 4.30 21,209 182 3.46
Effect of financial derivatives (€) 10,446 149 (1,727) (24)
Total assets 32,538 382 4.79 19,482 158 3.28
Monetary liabilitiesin foreign
currency generating financing
expense 20,238 247) (2.94 19,537 (99) (2.05)
Effect of financial derivatives (€) 11,849 (70 - 1
Total liabilities 32,087 (217) (2.74) 19,537 (98) (2.04)
Interest margin 1.36 2.05 141 1.24
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MANAGEMENT REVIEW

The datain this exhibit includes before and after the effect of derivative instruments (including
the effect of off-balance sheet derivative instruments).

Based on monthly opening balances for the Bank and subsidiariesin Israel and on quarterly
opening balances for foreign subsidiaries, and after deduction of the average balance sheet
balance of the specific provision for doubtful debts.

The average balance of unrealized profits from adjustment to fair value of debenturesin the
amount of US$ 1 million has been deducted from the average balance of the assets.

Excluding derivative instruments.

Thisincludes derivatives (ALM) which congtitute part of the Bank’s asset and liability
management system, as well as hedging derivatives.

The Bank implemented beginning January 1, 2003 the instructions of the Supervisor of the

Banks as stated in Note 9 of the financial statements. The figures for the first quarter of 2003
can not be compared with the figures for the first quarter of 2002.

26



To the Board of Directors of Bank Leumi le-Isragl B.M.

Dear Sirs,

Re: Review of the Unaudited Interim Consolidated Financial Statements for the Period
Ended 31 March 2003

At your request, we have reviewed the condensed interim consolidated balance sheet of Bank Leumi
le-lsrael B.M. and its subsidiaries as at 31 March 2003 and the condensed interim consolidated
statements of profit and loss and changes in shareholders equity for the three month period then
ended.

Our review was carried out in accordance with the procedures prescribed by the Institute of
Certified Public Accountantsin Israel and included, inter alia, reading the said financial statements,
reading the minutes of the Shareholders Meetings and the Meetings of the Board of Directors and
its committees, as well as making inquiries of the persons responsible for financial and accounting
matters at the Bank.

We were given reports issued by other auditors regarding their review of the interim financial
statements of the foreign subsidiaries, whose assets constitute some 14% of the total consolidated
assets in the condensed interim consolidated balance sheet as at 31 March 2003, and whose net
interest income before provision for doubtful debts constitutes some 12% of the total consolidated
net interest income before provision for doubtful debts included in the condensed consolidated
statement of profit and loss for the three month period then ended.

Since our review was limited in scope and does not constitute an audit in accordance with generally
accepted auditing standards, we do not express an opinion on the interim consolidated financial
Sstatements.

In carrying out our review, including reading the above mentioned reports of other auditors, nothing
came to our attention to indicate that there is a need for any material modifications in the said
condensed interim financial statements in order for them to be considered as interim financial
statements that are drawn up in conformity with generally accepted accounting principles and with
directives and guidelines of the Supervisor of Banks.

