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A. General Developments in the Business of the Group 

The Directors’ Report has been prepared in accordance with the directives on reporting to the 
public of the Supervisor of Banks. The principles used in preparing the interim reports are
consistent with the principles used in preparing the Annual Report to 31 December 2004. The 
interim report should be read in conjunction with the Annual Report for 2004.

Description of the Leumi Group's Business Activities and their General 

Development

Against the background of the trend of continued improvement in the economic situation, the 
Leumi Group continued to increase its activities both in Israel and abroad in the first nine months
of 2005, and to improve its results.

Total assets under the management of the Group (balance sheet items, and also securities portfolios
including mutual funds and provident and supplementary training funds managed for customers)
amounted to some NIS 547 billion at the end of September 2005, as compared with NIS 488 billion
at the end of 2004, an increase of some 12.1%.

The acceleration in economic activity which started in 2004 brought about an increase in net
interest income and in operating income, principally from customers’ operations in the capital
market. An increase was also recorded in the Bank's profit from companies included on the equity
basis.

The net profit for the first nine months of the year amounted to NIS 1,674 million, an increase of 
10.2%, as compared with the corresponding period in 2004.

Net operating profit totaled NIS 1,643 million in the first nine months of the year, as compared
with NIS 1,556 million in the corresponding period of 2004, an increase of 5.6%. The net operating 
profit totaled NIS 571 million in the third quarter of the year, as compared with NIS 541 million in 
the third quarter of 2004, an increase of 5.5%.

Net profit per share in the first nine months of 2005 was NIS 1.184, compared with NIS 1.074 in
the corresponding period in 2004, and NIS 0.402 in the third quarter of the year, compared with
NIS 0.381 in the corresponding period in 2004.

Based on data of the banking system as at 30 June 2005, as published by the Bank of Israel, the 
Leumi Group’s share was as follows: 

30.6.2005 31.12.2004 31.12.2003

in %

Total assets 30.3 30.0 29.8
Credit to the public 29.8 29.9 29.9
Deposits of the public 30.8 30.3 30.2
Operating profit before tax 28.4 34.7 32.0
Operating profit after tax 31.2 34.0 33.4

The Bank's share of the activities of the banking system in Israel is some 30%. 
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Control of the Bank

On 31 December 2004 the State of Israel held 36.29% of the issued share capital of the Bank. On 2
January 2005, after the exercise of the Series 7 options issued to the public by the State in
November 2002, the State's holding was reduced to 34.78% of the Bank’s issued share capital. On 
30 September 2005, the State held 24.78% of the Bank's issued share capital, and as at the date of 
publication of this Report, the State holds 14.79% of the Bank's issued share capital (19.78% of
voting rights), following the sales of shares referred to below. 

Sale of Shares in the Bank by the State

On 1 March 2005, the State sold 6.5% of the Bank's issued share capital to Deutsche Bank AG
London, for a consideration of some NIS 1,162 million (NIS 12.64 per share).  The purchaser sold 
the shares the same day. On 26 July 2005, the State sold an additional 3.5% of the Bank's issued 
share capital to Citigroup, for a consideration of some NIS 611 million (NIS 12.35 per share). The
purchaser sold the shares the same day.

On 15 November 2005, the Bank was informed by M.I. Holdings Ltd. ("MIH") that further to the
procedure for the sale of up to 20% of the shares of the State in the Bank which was published by
the Accountant-General of the Ministry of Finance and MIH on 14 September 2005, Barnea
Investments B.V. ("Barnea") had been chosen as the preferred bidder. Barnea was incorporated in 
the Netherlands, and is a wholly owned subsidiary of Barnea S.a.r.l., incorporated in Luxembourg,
which is held jointly and indirectly by Stephen Feinberg and J. Ezra Merkin, through the Cerberus 
and Gabriel private investment fund groups which are controlled by Mr. Feinberg and Mr. Merkin 
respectively.

The sale was completed on 24 November 2005 (the "Closing Date"), when Barnea paid some NIS 
2.474 billion (NIS 17.51 per share) for 9.99% of the share capital of the Bank, together with
interest, a total of some NIS 2.475 billion.

Of the shares purchased, shares representing 4.99% of the Bank's share capital are held in trust and 
Barnea and the trustee have executed a power of attorney empowering the committee appointed
pursuant to Section 12 of the Bank Shares (Arrangement Shares) (Temporary Provision) Law,
1993 (the "Committee"), including whoever succeeds it in this capacity, as provided under said
Law, or any other person that whom Minister of Finance shall empower, to (1) participate and vote 
such shares at all meetings of the Bank and (2) to exercise the right to appoint directors in the Bank
with respect to all shares of the Bank held by Barnea. 

The State also granted to Barnea an option to purchase a further 10.01% of the capital of the Bank, 
pursuant to the conditions of the option agreement signed between the government, MIH and 
Barnea on 23 November 2005 (the "Option Agreement"), and conditional, inter alia, on their
having obtained all necessary permits from the Bank of Israel and the other relevant supervisory
bodies in Israel and overseas for the purchase of the shares and control of the Bank. The option,
which took effect from the Closing Date, is exercisable after 180 days of the Closing Date, subject 
to an extension of up to an additional 12 months. The price per share for exercising the option has 
been fixed at NIS 14.70, bearing annual interest at 2%, the price and interest being linked to the 
CPI.

The Option Agreement contains certain conditions relating to Bank transactions during the exercise 
period of the Option Agreement, which commenced from the Closing Date, inter alia: subject to a 
written request by Barnea to MIH and the government and to confirmation by the Bank of Israel
that Barnea has previously applied for a control permit, the Minister of Finance will recommend in 
writing to the Bank's Board of Directors that, provided that the Bank of Israel will not have 
objected thereto, any material transaction of the Bank outside the ordinary course of its business 
shall be effected only after the position of Barnea's representatives (whose identity shall have been
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agreed by the Supervisor of Banks) has been presented to the Bank's Board of Directors. Further, 
during the said period, at General Meetings of the Bank's shareholders, the government (through
the Committee) will, unless Barnea has previously agreed, oppose resolutions relating to: the 
Bank's voluntary winding-up, a spin-off by the Bank, a merger of the Bank with companies other
than wholly owned subsidiaries or a compromise or arrangement (within the meaning of Section 
350 of the Israeli Companies Law) to which the Bank is party; an issue of shares or securities
convertible into shares (except pursuant to an offer or sale of the Bank's securities to employees of 
the Bank or employees of companies of the Leumi Group), a modification to the rights attached to
the Bank's shares and an increase of the Bank's authorized capital or a rights issue by the Bank; or a
modification to the terms of the Bank's statutory documents.

In addition, if the consent of MIH or the Accountant-General is requested with respect to the 
manner of voting of the government or the Committee, MIH and the Accountant-General shall 
consult with Barnea prior to providing such consent, unless the vote relates to the approval of the
Bank's financial statements, the appointment of an auditor or the appointment or dismissal of
Directors.

The criteria and terms and conditions laid down by the Bank of Israel for the acquisition of control
of the Bank, and which were published under the sale procedure, impose the following restrictions
on the distribution of dividends with effect from the date a control permit is granted by the Bank of
Israel:

1. A dividend may not be distributed from profits that have accumulated at the Bank as at the date 
to which the last financial statements prior to the submission of the bid to purchase the means
of control relate.  If losses accumulate after this date, no dividend shall be distributed until after
such losses have been covered. 

2. A dividend may not be distributed from the profits from the sale of material assets of the Bank 
for five years from the date of purchase of the means of control unless all the following terms
have been fulfilled:

(a) the sale derives from legal requirements that apply to the Bank. 
(b) the distribution of the dividend from profits from the sale of such assets will not cause a 

reduction of the Bank's minimum capital ratio below that existing immediately prior to the
sale of the said assets. 

(c) the Bank's Board of Directors shall confirm the distribution after having examined the 
Bank's requirements and its business plans. 

(d) the Supervisor of Banks' prior written approval has been obtained for a distribution as
aforesaid, after examining the Bank's capital adequacy and the Board of Directors' decision
and the basis therefor.

However, in the event of special circumstances, as confirmed by decisions of the Bank's Board of 
Directors and Audit Committee, under which the best interests of the Bank require a dividend
distribution which exceeds the aforesaid, the holders of the control permit may apply to the
Governor of the Bank of Israel for approval of such extraordinary distribution.

Capital Resources and Transactions in the Shares of the Bank

Shareholders' Equity of the Group at 30 September 2005 amounted to NIS 16,729 million,
compared with NIS 14,986 million at the end of 2004, an increase of 11.6%.  The increase in
shareholders’ equity derives mainly from the profit for the first nine months of the year.

The securities portfolio (nostro) is mainly composed of government debentures, which generally
represent the use of raised sources and the available capital. The major part of the securities
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portfolio is classified as available for sale securities and is included in the balance sheet on the
basis of fair value.  The income is recorded in the statement of profit and loss on an accrual basis,
and the difference between the value on an accrual basis with regard to debentures and on a cost
basis with regard to shares and the fair value is directly recorded in a separate item in shareholders' 
equity, after the deduction of the effect of related taxes. 

In the first nine months of the year, there was an increase in value of NIS 44 million in the fair 
value of debentures, compared with a net decrease in value of NIS 118 million in the corresponding
period in 2004 (the amount is net after the effect of related taxes.) 

The total net aggregate balance of adjustments of securities held in the available for sale portfolio 
to market value as at 30 September 2005 totaled an amount of NIS 138 million (after the effect of
taxes).

According to the principles of the capital adequacy computation, the balance in respect of adjusting 
securities to fair value does not affect the capital computation for the purpose of the minimum
capital ratio, save for losses that have not yet been realized from adjustments to fair value of shares
available for sale less the effect of taxes.

Shareholders' Equity relative to Total Assets on 30 September 2005 was 6.3%, compared with
5.9% on 31 December 2004. 

Shareholders' Equity relative to Risk Assets was 12.15% on 30 September 2005, compared with 
11.25% on 31 December 2004. This ratio is higher than the minimum ratio of 9% set by the
Supervisor of Banks. The ratio of Tier I capital to risk assets was 7.82% on 30 September 2005,
compared with 7.53% at the end of 2004. 

The improvement in the capital adequacy ratios derives primarily from the profits in the first nine 
months of the year and from the increase in Tier II capital. 

Issue of Debentures and Subordinated Capital Notes and Raising Subordinated Deposits

In the first nine months of 2005, the Group continued to raise Tier II capital, as follows: 

1. The Bank raised subordinated shekel deposits in the amount of NIS 499 million.

2. Leumi Mortgage Bank raised subordinated deposits in the amount of NIS 854 million.

3. Subordinated capital notes in the amount of NIS 1,500 million were issued in July 2005,
through a prospectus published by Leumi Finance Company Ltd. ("Leumi Finance"). The
notes are CPI-linked and bear interest at the rate of 3.7%, and are repayable in one amount
on 31 October 2010.

In total, the Group raised some NIS 2,853 million Tier II capital in the first nine months of 2005. 

In October 2005, Leumi Finance issued two series of (non-subordinated) debentures, in a total 
amount of some NIS 2,250 million, with total proceeds of some NIS 2,000 million. For further
details see below on page 48.

The Bank has undertaken to indemnify Leumi Finance in respect of amounts that it is unable to pay
in respect of the indemnity that it has granted to its directors and other officers, as well as to the
lawyers to the above issues, with regard to the above issues. 

In November 2005, Leumi International Investments ("LII"), a wholly-owned subsidiary of the
Bank, published an update to its Eurobond program with a view to an additional offering of
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subordinated capital notes, to be recognized by the Bank of Israel as Tier II capital. The date of the 
issue has yet to be determined.

Interested Persons' Transactions in the Shares of the Bank 

On 2 January 2005, Eliahu Insurance Company Ltd. exercised its options (Series 7) to purchase
shares of the Bank, such that the holding of the Eliahu Group in the Bank increased from 9.9969% 
to 11.4%.

On 3 February 2005, the Eliahu Group sold 20 million shares in the Bank of par value NIS 1.0 
each, and its holding in the Bank decreased to 9.98% of the issued capital.

See pages 3-4 above for Sale of Shares in the Bank by the State. 

Distribution of Dividends

Dividend Policy for 2003-2005

On 13 January 2004 the Bank's Board of Directors resolved to renew the dividend policy which
had been in force previously up to and including 2001, as set out in the Annual Report for 2004, on 
page 17. 

For limitations regarding distribution of dividends arising from the privatisation process, see "Sale 
of Shares in the Bank by the State" above.

Dividend for 2004

The Special General Meeting convened on 1 February 2005 approved the recommendation of the
Board of Directors of 16 December 2004, regarding the distribution of a cash dividend at the rate of 
some 65.6% of the net profit for the first nine months of 2004 (some NIS 1,004 million), at the rate 
of 71.0% of the paid-up capital.

The dividend was paid on 28 February 2005 to shareholders of record on 15 February 2005 (the 
record date). The shares traded “ex” dividend on 16 February 2005. The dividend was at the rate of 
NIS 0.71 for every ordinary share of NIS 1.0 par value.
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Bank Leumi le-Israel B.M. and its Subsidiaries and Affiliates 

Principal Data of the Leumi Group 

Jan. - Sept. Jan. - Sept. Year

2005 2004 2004

Income, Expenses and Profit (NIS millions):

Net interest income before provision for doubtful debts 4,941 4,769 6,359

Provision for doubtful debts 1,105 984 1,514

Total operating and other income 2,809 2,526 3,403

Total operating and other expenses 4,448 4,016 5,488

Of which: Costs of Voluntary Retirement 114 4 14

Operating profit before taxes 2,197 2,295 2,760

Provision for taxes 883 1,026 1,244

Net operating profit 1,643 1,556 1,904

After-tax net profit (loss) from extraordinary items 31 (5) (8)

Net profit for the period 1,674 (c) 1,519 1,864

Dividends paid in the period 1,004 400 400

Net profit per NIS 1 par value of share capital (in NIS) 1.184 (c) 1.074 1.318

Assets and Liabilities at End of Period (NIS millions):

Total assets 264,736 246,885 255,782

Credit to the public 175,054 169,989 169,353

Securities 48,382 42,775 43,543

Deposits of the public 215,603 202,776 209,652

Shareholders’ equity 16,729 (c) 15,556 14,986

Major Financial Ratios in Annual Terms (%):

Credit to the public / Total assets 66.1 68.9 66.2

Securities / Total assets 18.3 17.3 17.0

Deposits of the public / Total assets 81.4 82.1 82.0

Shareholders’ equity (excluding minority interest) / Total assets 6.3 6.3 5.9

Shareholders’ equity / Risk assets (a) 12.15 11.08 11.25

Tier I capital / Risk assets 7.82 7.82 7.53

Net profit / Shareholders’ equity (excluding minority interest) (d) (e) 15.2 (c) 14.5 13.1

Net operating profit / Shareholders’ equity (excluding minority interest) (d) (e) 14.9 14.9 13.4

Rate of tax provision from the profit 40.2 44.7 45.1

Provision for doubtful debts / Credit to the public (e) 0.84 0.77 0.89

Net interest income before provision for doubtful debts / Total assets (e) 2.50 2.58 2.49

Total income / Total assets (b) (e) 3.92 3.96 3.82

Total income / Total assets managed by the group 1.89 2.09 2.00

Total operating and other expenses / Total assets (e) 2.25 2.17 2.15

Total expenses / Total assets managed by the group 1.09 1.15 1.13

Net profit / Total average assets (e) 0.87 0.82 0.76

Financial margin including income and expenses from derivative financial

 instruments 1.59 1.73 1.76

Operating expenses (excluding costs of voluntary retirement) / Total income (b) 55.9 55.0 56.1

Operating and other income / Operating and other expenses

 (excluding costs of voluntary retirement) 64.8 63.0 62.2

Operating and other income / Total income (b) 36.2 34.6 34.9

 (a) Shareholders’ equity - plus minority interest and less investments in the capital of companies included on the equity
basis and various adjustments.

(b) Total income - net interest income before provision for doubtful debts plus operating and other income.
(c) Restated (Accounting Standard No. 19 – "Taxes on Income". See note 8B to the Financial Statements).
(d) Shareholders' Equity – at the beginning of the period. 
(e) On an annual basis. 
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B. Other Information

Principal Developments in the Economy
*

General

The trend towards improvement in economic activity continued for the first nine months of 2005,
with the growth rate slowing somewhat, however, in the third quarter of the year. Export of goods
and services was the factor leading economic growth, notwithstanding the slowdown of global
economic activity, adversely affecting mainly the export of goods. In addition, per capita private 
consumption maintained a positive growth rate which, against the background of a decline in the 
unemployment rate to some 8.9% in the third quarter of the year, resulted in an increase in activity
in the trade and service sectors. Accordingly, Gross Domestic Product expanded, recording a real 
growth rate of some 5.1% in the period January –September 2005 as compared with the 
corresponding period in 2004.

The Business Product and Economic Sectors

The business sector product expanded in the first nine months of 2005 by a real rate of some 6.7%,
compared with the corresponding period in 2004.  This increase was affected by the expansion of 
many of the branches of the trade and services sector. The third quarter of the year posted a certain 
slowdown in the growth rate to some 7.4% in annualised terms, as compared with the rate of
growth of the business product in the second quarter of 2005. Bank of Israel’s corporate survey
pointed to an ongoing uptrend in economic activity in the third quarter of the year. According to
corporate reports, the increase in activity was noted in all sectors (other than the construction 
sector).  The construction sector companies’ assessments point to a continuation of the trend 
towards stabilisation in activity (as was the case in the second quarter) following a downtrend that 
lasted until the first quarter of 2005.

The increase in tourism to Israel continued for the first nine months of the year, albeit slowing
somewhat in the third quarter, against the background of stabilization of the geopolitical situation,
with the Gaza disengagement possibly serving as an influential factor. The figures for overnight
stays in tourism hotels, including overnight stays for both Israelis and tourists, point to an overall
increase of some 12.3%, up to some 14.4 million room nights in the first nine months of 2005 
compared with the corresponding period in 2004.  The increase can be traced to a 45% upturn in
the number of overnight stays of tourists arriving in Israel, with the figure for Israelis remaining
unchanged.

The State Budget and its Financing

In the first nine months of the year, the State budget deficit (exclusive of net credit granted) 
amounted to some NIS 3.1 billion (0.7% of GDP, in annualised terms) compared with the budget
projected for the whole of 2005 in the amount of some NIS 18.9 billion (3.4% of GDP). The reason
why, to date, the deficit remains low, is twofold: firstly, inland revenues from the collection of
taxes surpassed the original goal; secondly, and most importantly, government spending
underperformed. Ministry of Finance figures indicate that the surpluses in tax revenue collection 
were recorded primarily as regards direct taxes (a real increase of some 10% compared with the 
corresponding period of 2004, notwithstanding the reduction in taxation rates on labor at the 
beginning of the year) resulting mainly from an increase in economic activity and enforcement
campaigns instigated by the tax authorities.

* Sources for data: publications of the Central Bureau of Statistics, the Bank of Israel, the Ministry of Finance
and the Tel Aviv Stock Exchange
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On 25 July 2005, the Knesset approved an amendment to the Income Tax Ordinance, including the
long-term taxation plan outlining Israel's tax policy for the next five years.  Pursuant to this plan,
resources totalling some NIS 11 billion were allocated (for the entire period of the plan) while the
tax base was expanded and enforcement was stepped up.  For details on the effect of some of the
changes on the Bank, see page 62. 

On 1 September 2005, the Value Added Tax rate was reduced from 17.0% to 16.5%, except for
financial institutions in respect of which the payroll and profit tax remained unchanged.

Foreign Trade, Capital Flows and the Exchange Rate 

Israel's trade deficit amounted in the first nine months of the year to some US$ 6.2 billion, an 
increase of some 39% compared with the deficit for the corresponding period in 2004.  At the same 
time, most of the increase in the deficit derived from the rise in oil prices worldwide. Various
trends were conspicuous as regards foreign trade in the third quarter of the year:  the import of
goods expanded, mainly in the raw materials and investment products sector, and these data reflect
positive assessments as to anticipated growth, especially in industrial sectors. On the other hand, 
the slowdown trend in industrial export (exclusive of diamonds) continued. The slowing of the 
export growth rate applied to most sectors (other than export by the chemicals sector, which
notably recorded a significant increase), being influenced primarily by the more moderate growth
rate in nations being Israel's principal trading partners, following the rapid growth posted in 2004.
This as opposed to any effect that might be attributed to a decrease in the competitiveness of
Israel's exports, which remained high.

Investments in Israel by foreign residents, in the non-banking private sector, amounted in the first
nine months of 2005 to some US$ 6.3 billion, compared with some US$ 7.3 billion in the whole of 
2004.  The increase was most outstanding in direct foreign investment. The increase in foreign 
investment in Israel was also accompanied by a considerable expansion of overseas investments by
Israelis, likewise in the private non-banking sector, which amounted, in the period January –
September, to some US$ 6.2 billion, exceeding the figure for the whole of 2004. In that period, the 
business sector sold foreign currency through derivative financial instruments of a volume of some
US$ 2.0 billion, in contrast to its activity in 2004. On the other hand, it repaid foreign currency 
credit in the substantial volume of some US$ 2.8 billion. In the first nine months of the year, the
volume of foreign currency credit at the Bank in Israel decreased by an amount of US$ 983
million (10.2%).

This combination of factors, alongside the strengthening of the dollar internationally since the
beginning of the year, resulted in the depreciation of the shekel against the dollar, while at the same
time leading to relative stability in the exchange rate of the shekel as against the currency basket
(thus, the principal influences were exerted by external elements).  Altogether, a moderate
depreciation of some 2.2% was posted in relation to the currency basket in the months January –
September, with the shekel depreciating at a more rapid rate of some 6.7% against the dollar, but
appreciating against the euro by some 5.9%. During the months October and November 2005 (up
to 23 November), the shekel depreciated by 2.8% against the dollar. 

The public’s foreign currency and foreign currency linked deposits with the Bank amounted to
some US$ 16.1 billion at the end of September 2005, compared with US$ 15.8 billion at the end of
2004.

The value of the foreign currency securities portfolio at the Bank rose in that period by 13.3%
from some US$ 6.0 billion at the end of 2004 to US$ 6.8 billion at the end of September 2005.
Foreign currency conversion turnovers increased by some 19.9% from some US$ 71.8 billion in the 
period January – September 2004 to some US$ 86.1 billion in the period January – September
2005.
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Inflation and Monetary Policy

The Consumer Price Index rose in the period January - September 2005 by 1.9%, identical to the
increase that took place during the 12-month period ending in September 2005.  A considerable
proportion of this increase took place in the third quarter of the year when the CPI rose by 1.4%.
Price hikes since the beginning of the year were significantly influenced by energy prices 
worldwide, which contributed, both directly and indirectly, to price hikes in Israel. A scrutiny of
the inflation environment (for example, inflation expectations and various prices indices) shows it
to be contained within the price stability target range set by the Government at 1% - 3%. The CPI 
increased by 0.8% in October, and cumulatively from the beginning of the year by 2.7%, near the
upper limit of the price stability target.

Price stability prevailed in the economy during the reported period, enabling the Bank of Israel to
lower the interest rate at the beginning of 2005 to 3.5%, a level maintained from February through
September. For each of the months of October and November, however, the interest rate was
raised by 25 basis points to a level of 4.0%. The explanation given by the Bank of Israel for its 
change of policy was its assessment that the world was moving towards a more restrictive
monetary policy due to fears of a rising rate of inflation – affected by energy prices and prices of
commodities, and its assessment that the real short-term interest rate in the economy was too low, 
given the accelerated rate of growth and the possible effect of the depreciation of the shekel against 
the dollar on the rate of inflation.

The Capital Market 

The shares and convertible securities index rose in the first nine months of 2005 by some 19.1%, 
with the third quarter posting especially sharp gains of some 13.1%. Conspicuous among the
commercial sectors were investment companies and commercial banks, which were up by some
34.4% and 30.6% respectively. The rising quotations derived primarily from the ongoing growth
process attributable to the improved geopolitical situation and the completion of the Gaza 
disengagement process.  The background to this was the maintenance of a relatively low interest
rate, both short term and long term (the long-term interest rate actually declined to a record low
level).  The trading turnover of shares and convertible securities on the Tel Aviv Stock Exchange 
expanded considerably, amounting to some NIS 847 million on daily average, compared with NIS 
596 million on daily average in 2004 – a rise of some 42%.

The increase in economic activity was also reflected in the Bank, which recorded a shift from
deposits to capital market activity.  The increase in the volume of activity on the capital market
resulted in higher income for the Bank from customer activity, which was up by some 15.3% from
some NIS 478 million in January -September 2004 to some NIS 551 million in the first nine
months of 2005.

The CPI-linked government bonds index rose in the January to September 2005 period by some
9.2%, with an outstanding increase of 11.8% in 7 – 10-year debentures. This was due primarily to 
the low volume of long-term capital-raising by the government. Unlinked, fixed-interest
government bonds rose by some 6.0%, while those with a redemption range of more than 5 years
posted a sharp increase of some 11.3% along with a decline in yields to redemption (for the 9-year
term) from some 6.9% in January to some 6.0% in September.

Financial Assets of the Public

The January – September 2005 period recorded a nominal increase of some 13.9% in the public’s
monetary assets portfolio (some NIS 210 billion), which amounted, at the end of September 2005,
to some NIS 1.73 trillion. The sharply rising quotations on the share market were the key factor in 
the increase in the total assets held by the public, but another important explanatory element was

10



the substantial volume of debenture issues and also (to a somewhat less extent) of share issues.
Accordingly, private savings would appear to have been somewhat augmented, as reflected in the
market’s response to this increase in issues. A scrutiny of the breakdown of the assets portfolio
points to greater weight carried by shares, both in Israel and overseas, and also by CPI-linked and 
foreign currency-linked components, which rose, while the weight of the unlinked shekel 
component declined (even though unlinked assets posted a higher total).

Monetary assets of the public managed by the Group (deposits of the public, debentures and
capital notes, securities portfolios including mutual funds and also provident funds and advanced
training funds) amounted at the end of September 2005 to some NIS 513 billion, compared with
some NIS 453 billion at the end of December 2004, a 13.2% increase.

Bank Credit 

The first nine months of the year posted a nominal rise of some 0.4% in bank credit extended to the
public in Israel (average monthly data, including those of mortgage banks), while the first quarter 
of the year recorded a decline in the credit volume, as opposed to an increase in the second and 
third quarters.

In that period, foreign currency credit shrank significantly. According to data of the Bank of Israel, 
the business sector repaid a net amount of foreign currency credit in the substantial volume of some
US$ 2.8 billion in the January to September period, compared with some US$ 1 billion for the 
whole of 2004.  One of the trends this reflects is that of expectations entertained by the business
sector as regards the anticipated development of the exchange rate, given the ongoing narrowing of 
the interest rate gaps between the shekel and the dollar.

The ongoing decline in overall credit in the economy is explained primarily by the fact that 
companies are continuing to issue debentures, which could serve as a substitute for bank credit. 
According to data posted by the Tel Aviv Stock Exchange, in the period January – September
2005, the issue volume of listed and non-listed corporate debentures (exclusive of banking
subsidiaries, structured debentures, exchange traded certificates and certificates of deposit)
amounted to some NIS 22 billion, the equivalent of an annualised increase of some 5% in bank 
credit.

Credit to the public at the Bank amounted at the end of September 2005 to some NIS 120.8 billion
- an increase of 2.3% as compared with the end of 2004.

Credit Rating of the State of Israel and Bank Leumi

The S&P credit rating company announced on 11 January 2005 that it was raising Israel's credit
rating outlook from “negative” to “stable”. The revision reflects an improvement in the 2004 
budget deficit, positive assessments as regards budgetary developments in the next few years
(supported by the US administration’s guarantees plan), the resumption of economic growth and a 
significant improvement in the balance of payments. In addition, the company noted the 
stabilization of geopolitical risks.

The Fitch credit rating company announced on 14 February 2005 that it was raising Israel’s 
domestic currency credit rating outlook from “negative” to “stable”. Fitch noted, in its 
announcement, that this upgrade reflects a decline in Israel's public debt in 2004, and better debt 
dynamics in the medium term.

No change was posted the first nine months of the year in the Bank’s credit rating outlook, or in
the credit ratings themselves.
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Additional Events

In September 2005, “The Banker” chose the Bank as Israel's ‘Banker of the Year’ for the year
2005. The magazine cited, in support of its choice, both the Bank’s financial results and strategic 
initiatives, the adoption of advanced technologies and the fact that the Bank forms part of Israel’s 
economic growth. The magazine also ranked the Bank in 149th place in the world banking system.

On 23 November, the President of the State of Israel advised the Prime Minister that, with the 
approval of the Constitution, Law and Justice Committee of the Knesset, he agreed to the
publication of an order dissolving the Knesset. The order will be published on 8 December 2005,
and elections will be held on 28 March. The bringing forward of the elections may delay the
approval of the state budget for 2006, and keep a high level of uncertainty in financial markets.

The following table sets out details of changes in the CPI and in the exchange rates:

For the three 
months ended
30 September

For the nine 
months ended
30 September

For the 
year

2005 2004 2005 2004 2004

(Percentages)

Rate of increase of the “known” CPI 1.39 0.00 1.89 1.20 0.9
Rate of increase (decrease) in the rate of the US
dollar – nominal 0.52 (0.33) 6.73 2.35 (1.6)
Rate of increase (decrease) in the rate of the currency 
basket –nominal 0.16 (0.11) 2.25 1.40 0.8
Rate of increase (decrease) in the rate of the euro – 
nominal 0.01 1.08 (5.94) (0.15) 6.2

General Environment and the Effect of External Factors on Activities 

Part of the information in this Section is "forward-looking information".  For the meaning of this 
term see the section "Description of the Banking Corporation's Business and Forward-Looking 
Information in the Directors' Report" in this chapter on pages 19-20.

Capital Market Reform Legislation

On 9 November 2004 the team which was appointed by the Minister of Finance for the purpose of 
examining and recommending the steps required in order to intensify competition in the Israeli
capital market, published its recommendations.  The team's recommendations were approved by the
government.

On 10 August 2005, three laws implementing the team's recommendations were published. 

The laws that were published were: 

The Intensification of Competition and Reduction of Concentration and Conflicts of Interest in the 
Israeli Capital Market (Legislative Amendments) Law, 2005;
The Financial Services (Control) (Engagement in Pension Counselling and Pension Marketing)
Law, 2005; 
The Financial Services (Control) (Provident Funds) Law, 2005. 
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The major matters dealt with in the laws are: 

1. A banking corporation that has material retail activity shall not hold any means of control
in a provident fund management company or a mutual fund management company and
shall not hold more than 10% of any means of control in a corporation that controls or 
holds more than 25% of such company.

Further, the controller of such a banking corporation will not hold more than 5% of any
type of means of control in such a company or in a corporation whose business is the 
management of investment portfolios, as mentioned in paragraph 3 below, and will not
hold more than 10% in another corporation which controls or holds more than 25% of one 
of these. 

As an exception to these prohibitions on holdings, a bank is permitted to control and to be
an interested party in a company which manages a central provident fund for severance pay 
whose only member is the bank, and to manage the same, and to manage a provident fund
all of whose members are employees of such banking corporation or of a corporation
controlled by it, and which on 1 July 2005 was closed to the joining of new members. 

2. The reduction in holdings in provident fund management companies and in mutual fund 
management companies will be effected as follows: 

Each of the large banks (the Leumi and Hapoalim Groups) must reduce its holdings in
provident funds so that after two years they will each have reduced their market share to no 
more than 18% and after three years will have no such holdings.

Each of the large banks must reduce its market share in mutual funds to no more than 25%
after two years, to no more than 12.5% after three years and after four years they shall have
no such holdings.

The other banks in the system were given longer periods to realize all their holdings.

By the date by which the banking corporations are required to have realised all their 
holdings in provident fund and mutual fund management companies, they are also required 
to reduce their holdings in corporations controlling or holding more than 25% in such 
companies, so as to reach holdings in the legally permitted percentages (as mentioned in 
paragraph 1 above). 

Further, by the date by which the banking corporations are required to have no holdings in
provident fund management companies, the banking corporations must reduce their 
holdings in portfolio management companies which manage investments for institutional
entities, as set out in paragraph 3 below. 

3. Banking corporations as mentioned in paragraph 1 above will not control nor hold more
than 5% of a corporation which manages portfolios, which include the assets of an insurer
held on behalf of its insured, of provident funds (including pension funds) and of mutual
funds.

4. Pursuant to the team's recommendations, the laws defined two fields that require training 
and licensing and that will be subject to regulation and supervision - counselling and 
marketing, of both financial products and  pension products, and the entities operating in
the capital market are required to choose between them. Amendments for this purpose were 
made inter alia, to the Banking (Licensing) Law, 1981, the Regulation of Engagement in 
Investment Counselling and Investment Portfolio Management Law, 1995, which will also
regulate the profession of investment marketing, a new field which until now had not been 
dealt with in legislation, the Joint Investment Trusts Law, 1994 and the Insurance Business 
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(Control) Law, 1981. In addition, a new law was enacted to deal with pension counselling
and pension marketing, which applies to counselling with relation to provident funds, 
pension funds and insurance programs included in or connected to provident funds and
pension funds.

5. The possibility of choosing between the profession of investment counselling and pension
counselling, and the profession of investment marketing and pension marketing was not 
made available to banking corporations with material retail activity or their controlling
entities or entities controlled by them. These may engage in counselling only, except that 
they are permitted to market structured products, options and futures contracts issued by 
themselves only.  In addition, provision of pension counselling by a banking corporation
will require the receipt of a license from the Supervisor of the Capital Market, the receipt 
of which, as detailed below, will be subject to various conditions.

Other entities have the option of choosing between these two professions; those that choose 
to receive a marketing license will be permitted (as opposed to the original 
recommendations of the team which recommended allowing the marketers to market the
products of two institutional entities, including the marketer itself) to market products
without limitation, on condition that they bring the fact that they are marketers and are 
interested parties in the products that they are marketing to the attention of their customers.
The marketers are prohibited from using the word "advice" in their name or publications.

Marketers, whether of financial products or pension products, are permitted to receive 
benefits both from the institutional entities whose products they are distributing and from
the customers.

6. Holders of investment counselling licenses, including banking corporations, are prohibited 
from counselling or executing transactions in respect of financial products in which an
institutional entity (including its controlling entities or entities controlled by any of them)
which holds 10% in the counsellor has an interest (interest meaning management of the
product, offering or issuing the product, or the receipt of a benefit other than from the 
purchaser or holder of the product, unless expressly permitted by law).  Holders of 
investment counselling licenses and banking corporations are permitted to receive
distribution commission from an institutional entity in connection with counselling and 
executing transactions in mutual funds and supplementary training funds.

In this regard, it was determined that the rate of commission that investment counsellors 
may charge a mutual fund manager or a supplementary training fund management
company for executing transactions will not vary as a result of its being collected from
various fund managers and it will not be dependent on the identity of the supplementary
training management company.  The Minister of Finance is authorized to issue regulations
to determine the conditions for the payment of such commissions, their maximum rate and 
their manner of calculation. 

7. Holders of investment counselling licenses or their related entities are prohibited from 
issuing exchange traded certificates. 

8. Pension counsellors will be under a duty, when choosing the type of pension product, to 
consider all the types of pension products, and when choosing the pension product of the 
relevant type, to consider all the pension products and the institutional entities.

Pension counsellors that are banking corporations are prohibited from advising on pension
products in which an institutional entity (including its controlling entities or entities 
controlled by any of them) which is an interested party in the banking corporation has an
interest (interest meaning management of the product, offering or issuing the product, or 
the receipt of a benefit other than from the purchaser or holder of the product, unless
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expressly permitted by law). Similarly, pension counsellors that are banking corporations
are prohibited from giving advice on pension products in which an institutional entity has
an interest, where the controller of the banking corporation holds more than 10% or
controls such institutional entity.

In addition, pension counselling provided by a banking corporation may only be given in a 
permanent branch building, which has been licensed as a branch under the Banking
(Licensing) Law. 

Pension counsellors may receive distribution commission from the management company
in respect of a provident fund for savings, pension or severance pay, which is not an
insurance fund, and in respect of a supplementary training fund, subject to limitations.

These restrictions do not apply to pension marketers, who, as mentioned above, may
counsel and sell, in accordance with the law and differently from the recommendations of 
the team, all pension products, and to receive benefits from the managers of such products. 

A pension counsellor which is a banking corporation is forbidden to enter into an 
agreement with an employer or employers' organization regarding the provision of pension
counselling to the employees of such employer or to the employees of an employer who is 
a member of such organization.  In addition, a banking corporation is forbidden from 
entering into an agreement with an employees' organization regarding the provision of
pension counselling to the employees it represents.  This restriction does not apply to a
pension marketer.

The law provides that a transaction in a pension product may only be carried out as part of
and in pursuance to pension counselling or marketing.

9. Investment counsellors in financial products and pension counsellors may not enter into
agreements for the provision of services with institutional entities (provident fund 
managers, pension funds, insurers, mutual fund managers), which are not in the usual
course of business of the counsellor, which are not on an arm's length basis or which may 
materially affect the profitability, assets or obligations of the counsellor unless they have
received  the prior written approval of the Chairman of the Securities Authority or the
Supervisor of the Capital Market, as appropriate, and with regard to banking corporations,
also of the Supervisor of Banks and, until 2010, the Antitrust General Director. 

10. Banking corporations may receive a pension counselling licence where all the following 
conditions are fulfilled:
the bank is permitted to carry-out pension counselling under the Banking (Licensing) Law; 
the bank does not hold more than 5% of an insurance company and does not hold more
than 10% of a company that controls, or holds more than 25%, of an insurance company;
the bank has reduced all its holdings in provident funds and mutual funds as required by
the law so that it no longer holds provident fund and mutual fund management companies
and holds no more than 10% of another company that controls or holds more than 25% of a
provident fund or mutual fund management company; the Supervisor of the Capital Market
is convinced that the Bank's undertaking of pension counselling will not have a materially 
detrimental affect on the expansion of competition and prevention of concentration in 
Israel, in the field of pension counselling, in brokerage activities between customers and 
institutional entities and in the field of banking, such being after consultation with the
Antitrust General Director and the Supervisor of Banks. 

However, the Supervisor of the Capital Market may give a pension counselling licence to a 
banking corporation where its shareholders’ equity and that of banking corporations
controlling it and controlled by it do not exceed NIS 10 billion, even before the completion
of the sale of their holdings in provident funds and mutual funds.
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11. During the period determined in the law, and which is longer in the case of the Leumi and
Poalim Groups than for other banks, the pension counselling licence of a banking
corporation will be restricted and the banks will be permitted to counsel only in respect of
some of the pension products, that is, provident funds for savings, pension or severance
pay which are not insurance funds, but not in respect of insurance funds and life insurance
products included in or connected to provident funds.  The restricted counselling period for
the Leumi and Poalim Groups will be 5 consecutive years from the date upon which each
bank complies with the conditions for receiving a pension counselling licence (the first
three conditions referred to in paragraph 10 above) while with regard to the other banks, 
the period will continue until the relevant bank has first complied with the said conditions
for receiving a pension counselling licence, but no earlier than 31 December 2009. 

During the restricted period, a bank must advise its customer that the pension counselling it 
gives is restricted to certain types of product, but nonetheless the law provides that when
choosing the type of product which is most appropriate to the customer, the holder of the
counselling licence will consider all the types of pension products, both those permitted
and those forbidden to it, but the choice of the product most appropriate to the customer
will be from the permitted products, on condition that the most appropriate product for the 
customer is in fact a permitted one. 

12. The supervision of and enforcement relating to provident funds have been laid down in a
new law – the Financial Services (Control) (Provident Funds) Law, 2005.  This law 
regulates for the first time provident funds managed personally by the individual members.
The unique nature of such a fund is that it is intended for an individual member who is
permitted to give instructions regarding the investment of the fund's moneys.  The laws 
also determine that the control of and the holding of a specified percentage of the means of
control in an institutional entity shall be conditional upon obtaining a permit.  Obtaining a
permit as aforesaid shall be conditional on the permit applicant’s market share not 
exceeding 15% in the long-term savings sphere and 20% in the mutual funds sphere. 

13. The laws regulate subjects that did not arise from the team's recommendations, including,
inter alia: an amendment to the Banking (Licensing) Law which permits a bank or  a
mortgage bank to control an insurance agent whose business is that of life insurance and 
apartment insurance connected with the granting of housing loans, an amendment to the 
Banking Ordinance that allows the Supervisor of Banks to publish Proper Banking
Management Directives, and ratifies the existing Proper Banking Management Directives, 
an amendment to the Banking (Licensing) Law which will require the receipt of the 
consent of the Supervisor for the establishment of an auxiliary corporation by a banking 
corporation, civil penalties for breach of Proper Banking Management Directives and other 
breaches, including certain breaches of the Banking (Service to Customers) Law, the 
possibility of imposing civil fines for breaching various provisions of the Banking 
(Licensing) Law and breaches of various provisions of the Regulation of Engagement in
Investment Counselling, Investment Marketing and Management of Investment Portfolios
Law, and more.

14. The laws include transitional provisions for the various amendments. So long as their entire 
holdings in provident funds and mutual funds have not been sold, the provisions of the
Regulation of Engagement in Investment Counselling and Investment Portfolio
Management Law, 1995 will apply to banking corporations, as they were prior to the
amendments.  However, with regard to counselling on provident funds for savings and 
personal provident funds for severance pay, the said law will continue to apply for three 
and a half years from the date the new legislation came into effect, that is 10 August 2005,
or until the receipt of a pension counselling license. 
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Following the enactment of these laws, the Bank is required to dispose of its holdings in provident 
fund and mutual fund management companies within a period not exceeding three years and four
years respectively from the date when the legislation took effect.

The Bank is also obliged, following the said legislation, to reduce its holdings in Migdal Insurance
and Financial Holdings Ltd., so that the Bank will not hold more than 10% of any type of means of 
control in this company.  The Bank was also required to reduce its holdings in Direct Insurance –
Financial Investments Ltd., and it has sold its holdings as mentioned below. With regard to the
reduction of holdings in Migdal Insurance and Financial Holdings Ltd., see below on page 45 in the 
section "Sale of Two Non-banking Holding Corporations".  In accordance with generally accepted
accounting principles, a provision for tax in the amount of some NIS 84 million was recorded in the
third quarter of 2005, in respect of equity profits recorded up till 30 June 2005, since in the past a 
partial provision for tax was recorded in accordance with generally accepted accounting principles. 

Commencing from the third quarter of 2005, quarterly equity profits will be recorded after full
provision for taxes.

The limits in the legislation, under which a banking corporation may not carry out marketing
activities but only counselling (while other entities will be able to carry out marketing), the 
prohibition on holding material holdings in corporations which manage investment portfolios for 
institutional entities and the restrictions on carrying on pension counselling activities, will, in
Management's estimation, reduce the capacity of the Bank to compete in the most effective manner
in the financial and pension markets.

Further, the disposal by the Bank of its holdings in mutual fund, provident fund and supplementary
training fund management companies will cause a reduction in the Bank's current income from 
activity in these fields. However, the legislation allows the receipt of distribution commission from
institutional entities, and these commissions will, to a partial extent, reduce the expected adverse 
effect.

It appears from draft regulations distributed by the Ministry of Finance on 29 August 2005, that 
with regard to mutual funds, three levels of distribution commission are proposed, to be calculated
in respect of units held through the distributor, according to the type of mutual fund, being: 0.25%
in respect of mutual funds investing mainly in short-term, low-risk investments, 0.8% in respect of 
mutual funds investing mainly in equities and 0.4% in respect of other mutual funds. In respect of 
provident funds, including supplementary training funds, and in respect of pension funds, the 
proposed distribution commission will be 0.25% of the total accumulation in the fund which came 
about through the counsellor.

It is proposed that a distributor will not be entitled to charge distribution commission in respect of 
mutual fund units purchased before the date when the regulations go into effect, except in respect
of units in mutual funds which are managed by companies that on 10 August 2005 were controlled 
by the distributor.

It is proposed that the distribution commission in respect of provident funds will be paid in respect
of provident funds for savings and for pensions, personal provident funds for severance pay and
supplemental training funds, in respect of counselling regarding making deposits in such provident
funds or advice regarding the transfer of moneys from one fund to another. The distribution
commission calculation in relation to a fund which was, or whose management company was, 
controlled by the counsellor on 10 August 2005, will take into account the value of all the assets of 
the provident fund which stand to the credit of the customer's account with the fund, since these 
amounts have accumulated due to past activities of the counsellor during the period when the
counsellor controlled such fund. It is proposed that the regulations take effect from 1 April 2006.
The regulations have not yet been signed by the Finance Minister nor have they been approved by
the Finance Committee of the Knesset. 
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Following the legislation, the Bank has taken the following actions: it decided on 15 September
2005 to sell Leumi-Pia at a price of some NIS 535 million to Harel Insurance Investments Ltd.,
subject to the signature of an agreement between the parties and regulatory approvals. On 19 
October 2005 the Bank sold its holdings in Direct Insurance – Financial Investments Ltd. to Tzur
Shamir Holdings Ltd. at a price of some NIS 116.2 million.

On 26 November 2005, the Bank decided to enter into an agreement, together with Leumi Gemel
Ltd., for the sale of the goodwill, activities, assets and liabilities relating to the provident funds
managed by Leumi Gemel Ltd. A group of five provident funds, the largest of which are the 
Otzma, Taoz and Rimon funds, were sold to Harel Insurance Investments Ltd. at a price of NIS 675
million, and the remaining provident funds, the largest of which are Sion, the Central Fund for 
Severance Pay, Tzur and Sagi were sold to Solomon Provident Funds Ltd., a company controlled
by A. Solomon Investments Ltd. (subject to Markstone Fund (comprising four limited partnerships) 
becoming the controlling shareholder thereof) at a price of some NIS 473 million. The Leumi
Group will continue to provide operational services in relation to the provident funds that were 
sold, such being subject to the signing of operation agreements. The transaction is subject to 
regulatory approvals.

On 28 November 2005, the Bank decided to enter into an agreement, together with Psagot Ofek
Investment House Ltd. and its subsidiaries, including Psagot Managers of Mutual Funds - Leumi
Ltd. (the "Psagot Ofek Group"), for the sale of the goodwill, activities, assets and liabilities relating 
to all the assets of the Psagot Ofek Group, with York Capital Management ("York") on behalf of 
entities managed by it, at the price of NIS 1.35 billion. In addition, the Bank received an option to 
purchase from York half the means of control of the company that will manage the portfolio
management activities.  The transaction is subject to the receipt of regulatory approvals. 

The reduction of holdings pursuant to the legislation will produce capital gains at the Bank. 

However, in the opinion of the Bank, the carrying out of the provisions of the legislation in their
entirety is likely to have an adverse effect on the Group's businesses, the extent of which cannot be
estimated at this stage in light of the numerous uncertainties which still exist regarding various
matters.

In the first nine months of 2005, the Group’s income from services to mutual funds amounted to
NIS 312 million (for the year 2004: NIS 346 million), from provident fund management fees, NIS 
149 million (for the year 2004: NIS 174 million), and from supplementary training funds, NIS 25 
million (for the year 2004: NIS 46 million) (all figures are gross).

The equity profits which the Bank has recorded in its profit and loss statements from its holdings in 
Migdal and Direct Insurance totalled NIS 14 million in the first nine months of 2005 (following the 
above-mentioned tax provision of NIS 88 million), compared with some NIS 65 million in the 
corresponding period in 2004 and NIS 100 million in the year 2004. 

The Team's Proposals regarding Underwriting Activity 

The team's recommendations included proposals to strengthen the restrictions on underwriting by 
corporations controlled by banks.  These proposals were to be carried out through regulations to be 
issued under the Securities Law, 1968.  Therefore, provisions on this matter were not included in 
the new legislation.  If the proposals were incorporated into the Securities Law regulations, they
would be likely to affect in future the activities of Leumi & Co.  Underwriters Ltd, of the Leumi
Group, that carries out underwriting.  At this stage, it is not possible to estimate which of the
proposals of the team on the subject of underwriting will be incorporated into the regulations, and
what changes may be made to them.  Their effect on the activity of Leumi & Co Underwriters Ltd.
may not therefore be currently assessed.
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The Banks’ Commissions from Households

Further to the information on this subject provided in the Annual Report for 2004, in July 2005
discussions were held in the Knesset Economics Committee, which concentrated mainly on the 
proposed law on the matter, which included, inter alia, limitations on the banks' ability to raise 
commissions.

On 14 July 2005, the Supervisor of Banks sent the banks a document detailing the principles of the
package deal regarding commissions from households. 

On 19 July 2005, the Association of Banks requested the Chairman of the Economics Committee to 
refrain from legislative steps, since the banks had accepted the conditions of the package deal 
proposed by the Supervisor of Banks. 

On 26 July 2005, Leumi advised the Supervisor of Banks in writing that it had long since accepted
the principles of the package deal and that they would be put into effect as from 1 December 2005.

The principles of the package deal regarding accounts of households to which the Bank agreed are 
as follows: 

a. Transaction commission and fixed current account management charges in their current format
will be cancelled and 7 new commissions (of which four are commissions under supervision)
have been approved at the rate of NIS 1.21 per transaction. 
On 23 November 2005, the Supervisor of Prices of the Ministry of Industry, Trade and 
Employment published a general permit for the charging of a commission of NIS 1.21 for four
basic services in relation to a current account. 

b. The Bank will enable its customers to pay in accordance with the transactions effected ("basic 
basket – pay-as-you-go") while paying a minimal account management commission of NIS 10
per month.

c. A customer may choose the Economic Committee's basket (the "Extended Transaction
Basket") of NIS 18 per month.  A customer who chooses the Extended Transaction Basket will 
be entitled to execute a limited number of the specific transactions contained in the basket for 
the above consideration. A customer who exceeds the number of transactions contained in the 
basket will be charged with commission for every excess transaction. In addition, the customer 
will pay commission in respect of transactions not contained in the basket. 

d. The increase of commissions for current account management for private customers will be
frozen until 31 December 2006.

The Management of the Bank estimates that the implementation of the package deal may cause a
reduction in the Group's income to the extent of some NIS 100 million in annual terms.

Description of the Banking Corporation's Business and Forward-Looking Information in the

Directors' Report

On 30 June 2004, Amendment No. 23 to the Securities Law, 1968 was published, further to
principles recommended by the Barnea Committee (the "Amendment to the Securities Law").

Together with the Amendment to the Securities Law, on 14 September 2004 an amendment to the
Securities Regulations was published, further to the principles recommended by the Barnea
Committee (the "Amendment to the Securities Regulations"). Inter alia, the Amendment to the 
Securities Regulations regulates the disclosure rules regarding the information required in a 
prospectus, substantially expands the disclosure required in periodic reports, changes the structure 
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of the periodic report and also includes requirements for the disclosure of forward-looking
information.

In accordance with the Amendment to the Securities Regulations, the requirement to expand the
disclosure in the periodic reports (Regulation 8(b) and 8A of the Securities Regulations (Periodic 
and Immediate Reports)) does not apply to banking corporations.

In light of this, the need arose to apply the requirements of expanded disclosure which were added
to the Securities Regulations to banking corporations, pursuant to clarifications given by the Israel
Securities Authority, subject to the changes required due to the nature of the business of banking 
corporations.

In accordance with the above, the Supervisor of Banks amended the public reporting directives and
on 30 January 2005 published draft temporary provisions (the "Temporary Provisions") whereby
additional information must be included in the Directors' Report for 2004, mostly based on the 
Amendment to the Securities Regulations, subject to the amendments that the Supervisor deemed
appropriate to apply to the banking corporations.
Pursuant to the draft Temporary Provisions, information has been included in the Directors' Report
which does not fall into the category of a description of past facts, and is therefore forward-looking 
information, as defined in the Amendment to the Securities Law. 

The Bank has implemented the directives of the Supervisor accordingly, although up to the date of 
publication of the Report, the Supervisor of Banks had not signed the temporary provision.

On 10 November 2005, the Supervisor of Banks published draft additional Temporary Provisions, 
whereby it is proposed to apply requirements for the provision of additional information to banking 
corporations in the 2005 financial statements. 

The Director's Report includes, as mentioned above, in addition to data relating to the past,
information that relates to the future, which is defined in the Securities Law, 1968, (the "Law") as 
"forward-looking information". Forward-looking information relates to a future event or matter, the 
realization of which is not certain and is not within the exclusive control of the Bank. 

Forward-looking information is generally drafted by way of words or phrases such as "the Bank
believes", "the Bank foresees", "the Bank expects", "the Bank intends", "the Bank plans", "the 
Bank estimates", "the Bank's policy", "the Bank's programs", "the Bank's forecast", "strategy",
"aims", "likely to affect" and additional phrases testifying to the fact that the matter in question is a 
forecast of the future and not a past fact. 

Forward-looking information included in the Directors' Report is based, inter alia, on forecasts of
the future regarding various matters related to economic developments in Israel and abroad, and
especially to the currency markets and the capital markets, to legislation, to directives of regulatory 
bodies, to the behavior of competitors, to technological developments and to personnel matters.

As a result of the inability to foresee with certainty that these forecasts will be realized, and the fact
that in reality events may turn out differently from those forecasted, readers of the Report should
relate to information defined as "forward-looking" with caution, since reliance on such information
involves risks and uncertainty and the future financial and business results of the Leumi Group are 
likely to be materially different.

The Bank does not undertake to publish updates of the forward-looking information in this Report, 
including in respect of the effect on such information of circumstances or events which occur after
the publication of the Report.
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The Management of Current Account Credit Lines (Directive 325 – Proper Banking

Management)

In February 2005, the Supervisor of Banks published a Proper Banking Management Directive on
the subject of "The Management of Current Account Credit Lines", to take effect in January 2006.
The Directive is intended to minimize the uncertainty that is created for both customer and banking
corporation as a result of the practice that allows for exceeding credit limits in current accounts.

According to the Directive, a banking corporation which provides credit to a customer through a 
current account (including a business account), at the customer's request, will set a credit line for
such customer, based on a documented analysis of the credit requirements of the customer, which 
will be approved by the relevant authorized entity in the banking corporation. However, the 
banking corporation will be entitled to determine different threshold amounts for different groups
of customers, for whom general criteria will be defined for the documented analysis of credit
needs. The credit line agreement will detail, inter alia, the obligations of the parties to charge
amounts to the current account within the framework of the approved credit line only, without
deviation from such line, and the significance of this obligation.

In exceptional cases, the bank will be entitled unilaterally to provide an additional credit line to a 
customer with whom it has a credit line agreement, but the customer will not be charged 
commission for this and the rate of interest will be no higher than the highest level that has been
determined for the customer. In cases where excesses are unavoidable, the banking corporation will 
only be able to charge the client with additional excess interest and commission only after the 
account has been classified as a problem loan (in arrears).  The banking corporation must notify the 
customer that he is required to act immediately to eliminate the excess, and to cease charging 
additional amounts to the account, the honoring of which will create or increase excesses over the 
credit line set for such customer. Interest in respect of which excess has arisen in an account which 
has been classified as a problem loan will be credited in the profit and loss account only following
the actual receipt thereof. 

The Bank has invested resources in adapting the computer system, amending forms and training
employees with a view to implementing the Directive. In addition, the process of signing up 
customers on credit agreements has begun in cases where such is neccessary.

On 17 August 2005, the Supervisor of Banks issued a circular containing a number of changes and 
clarifications regarding the contents of the Directive.  The changes are: delaying the
commencement of the Directive with regard to foreign currency current accounts until 1 January
2007 and allowing banking corporations to unilaterally grant credit lines to customers with whom
they do not have a credit line agreement – this also until 1 January 2007.  The interest on such a 
unilateral credit line will not exceed the interest charged in practice in respect of the same type of 
customer.

The Supervisor also set out a number of clarifications in the circular regarding the amendments
which the banking corporations are required to make in their agreements with customers for the
purpose of implementing the Directive, and the manner in which the banks must act to sign up
customers to these agreements.

According to the evaluation of the Management of the Bank and taking into account the amounts of 
excess interest collected by the Bank, the change will not have a material affect on the business of
the Bank.

Closing a Customer's Account – (Directive 432 – Proper Banking Management) 

In July 2005, the Supervisor of Banks issued an amended version of Proper Banking Management
Directive 432, which was intended to simplify and ease the transfer of a customer from one bank to 
another.
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According to the Directive, the banks are required to provide their customers with a wide range of
information in writing regarding their assets, liabilities and activities in their bank accounts, within
4 business days of the customer's request.  This requirement involves special preparations
regarding the computer systems.

The Directive lays down directions governing the process of transferring the current activity in an 
account, while leaving assets or liabilities whose payment date has not yet arrived (and the activity
in the account in the interim period, until the completion of the transfer and the closing of the 
account).  In such a case, the bank will cease to charge current account management fees but will
be entitled to collect then in respect of any month in which checks are drawn on the account. 

The Directive allows the transferee bank to carry out some of the technical actions related to the
transfer for the customer, or if the transferee bank agrees, to act on behalf of the customer in 
transferring his activities from the transferring bank. 

In the Supervisor's letter concerning the implementation of the "package deal", he set out 
commissions which constitute a hindrance or barrier to the transfer from bank to bank, and which
in the opinion of the Supervisor, should be cancelled or reduced.  The aggregate total bank
commissions from transferring activities and closing customers' accounts, will be subject to a total 
ceiling of NIS 40 (excluding expenses to third parties.)

The Directive takes effect from 1 December 2005.

Legislation Affecting the Banking System

Economic Policy for the 2005 Financial Year (Legislative Amendments) Law, 2005 

The Economic Policy for the 2005 Financial Year (Legislative Amendments) Law, 2005, was 
passed by the Knesset on 29 March 2005.

Under this Law, inter alia, the Value Added Tax Law was amended and it was determined that 
with regard to financial institutions, the salary in respect whereof salary tax is paid will from now 
on include, in addition to income from employment and a pension paid by a former employer, a 
grant paid on retirement or in the event of death, and the sums paid by an employer to a
supplementary training fund or provident fund 

The amendment came into force as from 1 January 2005.  In the first nine months of the year, the
total additional expense in respect of salary tax as a result of the amendment to the law is some NIS 
34 million.

The Financial Statements for the first nine months of 2005 take this amendment into account. 

Prohibition on Financing Terror Law, 2005 

On 1 August 2005, the Prohibition on Financing Terror Law, 2005 (the "Law") was published.

The Law has importance both for determining offences related to financing terror and for providing
administrative and judicial tools for improving the ability to fight a war on terror. 

The new offences determined in the Law are: the prohibition of an action involving property for the
purposes of terror and the prohibition of an action involving terror property. In addition, the Law 
determines, inter alia, that anyone requested to make use of property during the course of his
business activities or the carrying-out of his duties, and who had a reasonable suspicion that the 
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property was terror property, or that the action might allow, promote or finance an act of terror, or
if the said suspicion arose while executing the action or within 6 months of the said time – will 
report such to the Israeli Police. The reporting obligation of the banks in these cases is to the
Prohibition on Money Laundering Authority.  Should a report not be made, such omission
constitutes an offence pursuant to the Law. 

The Law contains additional provisions, including: the declaration of a foreign person and foreign 
organization as active in terror or a terror group; confiscation of property following criminal
conviction and civil proceedings; provisional measures; administrative seizure of terror property in
certain cases and more. The Law foresees the declaration of people and bodies as "active in terror" 
or a "terror organization". Such people or organizations will be added to the list of organizations 
declared to be terror organizations pursuant to the Prevention of Terror Ordinance, 1948 and the
Defense Regulations (Emergency Regulations), 1945 (the "List"). 

The Law includes certain amendments to the Prohibition on Money Laundering Law, 2000.  The
Bank of Israel has adapted the Proper Banking Management Directive which deals with the 
prohibition on money laundering to the provisions of the Law. 

It should be noted that, as at the time of approval of this Report, the secondary legislation necessary
for determining the methods for declaring organizations or people as terror organizations or active 
in terror, and for the implementation of other matters connected with the law, has not been
completed.

For the purposes of the Bank's preparations for compliance with the provisions of the Law, the
automated systems at the Bank have been adapted to locate people and organizations that appear on 
the List, guidelines have been adapted and controls have been determined.  Only when all the 
necessary secondary legislation has been completed will it be possible to complete the Bank's
preparations for complying with the provisions of the law.

Engagement in Investment Counselling and Investment Portfolio Management (Amendment 

No. 8) Law, 2005

On 22 June 2005, Amendment No. 8 to the Engagement in Investment Counselling and Investment
Portfolio Management Law (the Law") was published. 

The main relevant amendments are: 

Structured products were brought under the provisions of the Law, and it was determined that a 
transaction involving these products will be considered a transaction involving special risk. 

It was determined that it is permissible to inform a customer of a conflict of interests in the 
provision of the counselling and to obtain his consent by telephone (until now, it was necessary to
inform the customer in writing and to obtain his prior consent in writing in relation to the specific 
transaction) during a conversation that will be recorded by the license holder. 

It was determined that regarding investment counselling to a classified investor (institutional 
investor included in the Schedule to the Securities Law), the provisions of the Law regarding the 
obligation to execute a counselling agreement, adequate disclosure, the prohibition on preferential
treatment and notice of special risk will not apply.

It was expressly determined that contravention of the provisions of the Law that constitute a
disciplinary offence shall also apply to banking corporations and not only to the counsellors
employed by them. A similar provision was determined regarding the contravention of provisions
of the Law bearing criminal liability.
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Additional material amendments to the Law were made within the framework of the Intensification 
of Competition and Reduction of Concentration and Conflicts of Interest in the Israeli Capital
Market (Legislative Amendments) Law, 2005, as described on pages 12-18 to this Report.

Accounting Policy on Critical Subjects 

The Financial Statements have been prepared in accordance with generally accepted accounting 
principles and the directives of the Supervisor of Banks and his guidelines relating the preparation
of the annual and quarterly financial statements of a banking corporation, as detailed in Note 1 to 
the Annual Financial Statements to 31 December 2004. 

The preparation of the Consolidated Financial Statements in accordance with generally accepted
accounting principles and the directives of the Supervisor of Banks requires Management to make 
estimates and assumptions that affect the reported amounts of assets and liabilities and the amounts 
of income and expenses. 

The actual results relating to these estimates may differ from the estimates and/or the assumptions.

The estimates and assumptions are generally based on economic forecasts, assumptions regarding 
the various markets and past experience after due consideration and which Management believes to
be reasonable at the time of signature of the Financial Statements. 

The principal critical accounting subjects referred to in the Annual Report to 31 December 2004
were as follows: provisions for doubtful debts, derivatives, securities, obligations regarding
employee rights, obligations in respect of legal claims, buildings and equipment and taxes on 
income.

In the period January to September 2005 there were no changes in the accounting policy on critical
subjects as compared with that described in the Annual Report for 2004. 

See pages 35 to 38 of the Annual Report for 2004 for further details.

C. Description of the Group’s Business According to Segments and 

Spheres of Activity 

Development of Income, Expenses and Tax Provisions

Net Profit of the Leumi Group in the first nine months of 2005 amounted to NIS 1,674 million,
compared with NIS 1,519 million in the corresponding period in 2004, an increase of 10.2%.

The increase in net profit of the Group in the first nine months of 2005 as compared with the
corresponding period in 2004 is primarily explained by the following factors:* 

1. An increase in profit from net interest income before provision for doubtful debts in the
amount of NIS 172 million, before the effect of taxes. 

2. An increase in operating and other income of NIS 283 million, before the effect of taxes, 
principally in consequence of an increase in income from customers’ activity in the capital 
market, and income from the severance pay reserve. 

* Before minority interests in consolidated companies.
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3. A net increase in the Group’s share in the profits of companies included on the equity basis 
of NIS 20 million, net, after deducting the provision for taxes in the amount of NIS 122 
million in respect of equity profits recorded up to 30 June 2005 of the companies included 
on the equity basis that are required to be sold and a full tax provision in respect of the 
third quarter, and after off-setting the decrease in taxes payable in the companies included 
on the equity basis in the amount of NIS 38 million, following the tax reform.

4. An increase in profit from extraordinary items of NIS 36 million.

5. The recording, in the first nine months of 2004, of the aggregate negative effect of a 
change in an accounting method in the amount of NIS 32 million, in respect of the 
implementation for the first time of Accounting Standard No. 19, “Taxes on Income”.

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

1. An increase in the provision for doubtful debts in the sum of NIS 121 million, an increase 
of 12.3%, before the effect of taxes. 

2. An increase in operating and other expenses (including salaries and the cost of voluntary 
retirement) in the sum of NIS 432 million, an increase of 10.8%, before the effect of taxes, 
of which, NIS 110 million was in the cost of voluntary retirement.

In the third quarter of the year, the net profit amounted to NIS 568 million, compared with 
NIS 539 million in the corresponding period in 2004, an increase of 5.4%.

The increase in net profit of the Group in the third quarter of 2005 as compared with the
corresponding period in 2004 is primarily explained by the following factors:* 

1. An increase in operating and other income of NIS 181 million, before the effect of taxes, 
principally in income from customers’ activity in the capital market and in income from the 
severance pay reserve. 

2. An increase in profit from net interest income before provision for doubtful debts in the
sum of NIS 143 million, before the effect of taxes. 

3. A decrease in provisions for doubtful debts in the amount of NIS 156 million, before the
effect of taxes.

4. The effect of net negative exchange rate differences in respect of overseas investments,
after offsetting exchange rate differences from financing the overseas investments, in the 
corresponding period in 2004, of NIS 6 million after the effect of taxes, as opposed to
negligible exchange rate differences in the third quarter of 2005.

* Before minority interests in consolidated companies.

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

1. An increase in operating and other expenses (including salary and voluntary retirement
expenses) in the sum of NIS 245 million, before the effect of taxes, of which, NIS 106 
million was costs of voluntary retirement. 

2. In the third quarter of the year, a special provision for tax was recorded at the Bank and 
consolidated companies in the amount of NIS 122 million was recorded to adjust the
balance of deferred taxes, as a result of the law reducing the tax rates. See page 62 for 
further details. 
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3. A decrease in the Group's share in the profits of companies included on the equity basis of 
NIS 58 million, as a result of a tax provision in the amount of NIS 122 million, of which 
NIS 104 million was in respect of equity profits recorded by 30 June 2005, of the
companies included on the equity basis that are intended to be sold as detailed on page 45.
On the other hand, the provision for tax was decreased in the companies included on the
equity basis by NIS 38 million, due to the law for the reduction of the tax rates.

In the third quarter of the year, one time costs were recorded in relation to taxes and voluntary
retirement as detailed above, which amounted to NIS 267 million, net.

Net interest income before provision for doubtful debts of the Leumi Group in the period 
January – September 2005 amounted to NIS 4,941 million, compared with NIS 4,769 million in the
corresponding period in 2004, an increase of 3.6%.

In the third quarter of 2005, net interest income before provision for doubtful debts amounted to
NIS 1,744 million, compared with NIS 1,601 million in the corresponding period in 2004, an 
increase of 8.9%. 

The increase in the Group’s net interest income before provision for doubtful debts in the first nine 
months of 2005 million as compared with the corresponding period in 2004 stems mainly from: 

1. an increase of 4.5% in the volume of financial activity, mainly in the unlinked shekel 
sector, where the average volume of activity grew, including in relation to derivatives, by
11.8%.

2. an increase of NIS 102 million in income from the sale of debentures and adjustments to 
fair value of debentures held for trading.

3. an increase in the volume of foreign currency activities at a rate of 3.7%.

4. a decline in costs deriving from non-accrual accounts, following the fall in shekel interest
on financial sources. 

On the other hand, the decline in the volume of activity in the CPI-linked sector, together with a
decrease of 0.14% in the total interest margin partly set-off the positive effects mentioned above. 

The following table sets out the development of net interest income according to principal activity
segments:

Segment For the Nine Months ended
30 September 

2005

30 September
2004 Change

NIS millions %

Corporate banking 1,059 949 11.6
Construction and real estate    402 376   6.9 
Commercial banking   747 654 14.2
Households 1,040  1,086   (4.2) 
Small businesses    581 570   1.9 
Private banking    215 215 -
Financial management    582 632    (7.9) 

Total Interest Margin (excluding transactions in derivatives) in the period January – September
2005 was 2.38%, compared with 2.12% in the corresponding period in 2004. The total interest 
margin including transactions in derivatives in the first nine months of 2005 was 1.59%, compared
with 1.73% in the corresponding period in 2004, and compared with 1.76% in all of 2004.
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The decline arose mainly from a decrease in the interest margin in the unlinked shekel segment of 
0.34%, against the background of the reduction in Bank of Israel interest rates.

The ratio of net interest income before provision for doubtful debts to the average balance of the 
financial assets was 2.10%, compared with 2.11% (in annual terms) in the corresponding period in
2004.

The Provision for Doubtful Debts of the Leumi Group in the first nine months of 2005 amounted
to NIS 1,105 million, compared with NIS 984 million in the corresponding period in 2004, an 
increase of 12.3%. In the third quarter of 2005, the provision for doubtful debts amounted to
NIS 166 million, compared with NIS 322 million in the corresponding period in 2004, a decrease 
of 48.4%.

The additional and general provisions for doubtful debts in respect of risks that are not identified in 
the credit portfolio and that are based upon the risk characteristics in the credit portfolio, and also 
in respect of sectoral credit deviation, decreased in the first nine months of 2005 by NIS 9 million,
compared with an increase in the sum of NIS 37 million in the corresponding period in 2004 and a 
decline of NIS 6 million in the year 2004. 

The overall rate of the provision for doubtful debts in the first nine months of 2005 was 0.84% of 
total credit to the public (in annual terms), compared with a rate of 0.77% in the corresponding
period in 2004 and compared with 0.89% in the year 2004.

The overall rate of the provision for doubtful debts in the first nine months of 2005 was 0.69% of 
total weighted risk assets, compared with a rate of 0.65% in the corresponding period in 2004. 

The following table sets out the quarterly development of the provision for doubtful debts: 

2005 2004

Third

Quarter

Second
Quarter

First
Quarter

Fourth
Quarter

Third
Quarter

Second
Quarter

First
Quarter

NIS millions

Specific provision  205   477   432     573    332    229   386 

Additional
provision    (39) 17 13 (43)     (10)      32     15 

Total   166   494   445     530    322    261   401 

Provision as 
percentage of total 
credit to the public 
(on annual basis)  0.38%  1.17% 1.06% 1.26% 0.76% 0.62% 0.96%

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 subsidiaries amounted to NIS 1,032 million as at 30 September 2005 (constituting
0.59% of total credit to the public and 0.48% of total risk assets), as against NIS 1,041 million at 
the end of 2004.
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The following table sets out the development of the provisions for doubtful debts according to 
principal activity segments:

Segment 30 September 2005 30 September 2004

NIS millions in percentages* NIS millions in percentages*

Corporate banking 740 1.7 518 1.2

Construction and real estate 139 0.8 100 0.5

Commercial banking 129 0.6 177 0.9

Households   36 0.5   75 1.3

Small businesses   45 0.5   64 0.7

* Percentage of total credit at the end of the period on an annual basis.

Profit from Net Interest Income after Provision for Doubtful Debts of the Leumi Group in the 
period January – September of 2005 amounted to NIS 3,836 million, compared with 
NIS 3,785 million in the corresponding period in 2004, an increase of 1.3%. In the third quarter of 
2005, profit from net interest income after provision for doubtful debts amounted to NIS 1,578
million, compared with NIS 1,279 million in the corresponding period in 2004, an increase of
23.4%.

Total Operating and Other Income of the Leumi Group in the period January – September of 
2005 amounted to NIS 2,809 million, compared with NIS 2,526 million in the corresponding
period in 2004, an increase of 11.2%. In the third quarter of 2005, total operating and other income
amounted to NIS 1,016 million, compared with NIS 835 million in the corresponding period in 
2004, an increase of 21.7%. 

The increase in operating and other income mainly derived from an increase in income from
commissions on customers’ operations in the capital market at the rate of 12.2%, from income from
credit cards at the rate of 8.1% and surplus income from the severance pay reserve in the amount of
NIS 118 million.
The ratio of operating and other income to total income (i.e. net interest income before provision
for doubtful debts and operating and other income) was 36.2%, compared with 34.6% in the 
corresponding period in 2004 and compared with 34.9% in the year 2004.

Operating and other income covered 63.2% of operating and other expenses, compared with 62.9% 
in the corresponding period in 2004 and compared with 62.0% in all of 2004.

Total Operating and Other Expenses of the Leumi Group in the period January – September of 
2005 amounted to NIS 4,448 million, compared with NIS 4,016 million in the corresponding
period in 2004, an increase of 10.8%. Upon neutralising the cost of voluntary retirement, total
operating expenses increased by 8.0%. In the third quarter of 2005 total operating and other 
expenses amounted to NIS 1,599 million, compared with NIS 1,354 million in the corresponding 
period in 2004, an increase of 18.1%, and at a rate of 10.3% without the cost of voluntary
retirement.

Salary expenses (including the cost of voluntary retirement) increased in the first nine months of 
2005 by NIS 335 million.  The costs of voluntary retirement increased by NIS 110 million and 
salary and related expenses increased by NIS 225 million (9.4%).  In the third quarter of the year,
salary expenses increased by 11.2% and the cost of voluntary retirement increases by NIS 106 
million, compared with the corresponding period in 2004.

Salary expenses were affected in the first nine months of the year both by an adjustment of the
pension reserves following a change in the life-expectancy tables, and also due to an increase in 
salary tax expense in respect of related expenses following an amendment to the law at the
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beginning of 2005. These two items increased salary expenses in the first nine months of the year
by some NIS 68 million.

For details regarding the voluntary retirement program, see page 62 of the Report.

In November 2005, the Supervisor of Banks announced that he is adopting a letter of the Chief
Actuary of the Capital Markets, Insurance and Savings Department of the Finance Ministry,
according to which, commencing from the first quarter of 2006, insurers must evaluate the 
provisions in respect of life insurance policies on the basis of life-expectancy tables, as set out in 
the working paper circulated by the Supervisor of Insurance in April 2005 to the insurance
companies and pension funds, for their comments.

According to the evaluation of the Bank's actuary, which is based on the update of the life-
expectancy assumptions set out in the said working paper, for the purpose of the evaluation of 
actuarial liabilities, the Bank will record an additional provision of NIS 122 million before taxes 
(approximately NIS 79 million after taxes) to update obligations for pension and jubilee provisions.

Operating and other expenses (maintenance of buildings and equipment, depreciation and others) 
increased in the first nine months of 2005 by NIS 97 million, an increase of 6.0%, compared with 
the corresponding period in 2004.  In the third quarter of the year these expenses increased by 8.9%
compared with the corresponding period in 2004.

Operating and other expenses (after neutralizing the cost of voluntary retirement) constitute 55.9% 
of total income, compared with 55.0% in the corresponding period in 2004 and compared with
56.1% in the year 2004.

Total operating and other expenses (in annual terms) constitute 2.25% of total assets, compared
with 2.17% in the corresponding period in 2004, and compared with 2.15% in the year 2004.

Operating Profit before Taxes of the Leumi Group in the period January – September of 2005
amounted to NIS 2,197 million, compared with NIS 2,295 million in the corresponding period in
2004, a decrease of 4.3%. In the third quarter of the year operating profit before taxes amounted to 
NIS 995 million, compared with NIS 760 million in the corresponding period in 2004, an increase
of 30.9%.

Provision for Taxes on Operating Profit of the Leumi Group in the period January – September
of 2005 amounted to NIS 883 million, compared with NIS 1,026 million in the corresponding
period in 2004.  The rate of provision for the said period was some 40.2% of pre-tax profit,
compared with 44.7% in the corresponding period in 2004.

The provision for taxes was principally affected by the following matters:

1. On 25 July 2005, the law to amend the Income Tax Ordinance with regard to the gradual
reduction of the rate of company tax from 30% to 25% in 2010 was approved. In
consequence of the reduction in the tax rates, the deferred taxes were adjusted, in the third 
quarter of 2005, on the basis of the new tax rates, according to the date of recognition of
the amounts for tax purposes in the future. The change in the tax rates on the deferred taxes 
balances increased the provision for taxes at the Bank and the consolidated companies by
some NIS 122 million in the period January – September of 2005, 5.6 percentage points of
the effective tax rate, as against an increase in the tax provision of NIS 131 million and a
decrease in the current provision of NIS 14 million in the corresponding period in 2004, as
a result of the amendment of the law for the reduction of the tax rate from 36% to 30%. 
For further details, see "Description of the Taxation Position" on page 62 of the Report.

2. Recording receivable deferred taxes pursuant to an arrangement with the tax authorities in 
the first quarter of 2005, as detailed on page 62 of the Report.
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3. Reduction of the company tax rate from 35% in the first nine months of 2004 to 34% in 
2005.

4. In the third quarter of 2005, the tax rate rose by 12.3 percentage points as a result of the 
adjustment of the balance of deferred taxes to the new tax rates. 

Operating Profit after Taxes in the period January – September of 2005 amounted to
NIS 1,314 million, compared with NIS 1,269 million in the corresponding period in 2004, an 
increase of 3.5%. In the third quarter of the year, operating profit after taxes amounted to 
NIS 517 million, compared with NIS 431 million in the corresponding period in 2004, an increase
of 20.0%.

The Group's Share in Operating Profit after Taxes of Companies Included on the Equity

Basis in the period January – September of 2005 amounted to NIS 314 million, compared with 
NIS 294 million in the corresponding period in 2004, an increase of 6.8%. In the third quarter, the 
Group's share in operating profit after taxes of companies included on the equity basis amounted to
NIS 53 million, compared with NIS 111 million in the corresponding period in 2004, a decrease of 
52.3% as a result of the completion of a tax provision in respect of equity profits recorded up to 30 
June 2005 of the companies included on the equity basis that are required to be sold and
completion of the tax provisions to the tax rates of a financial institution in respect of profits from
the third quarter of the year. The taxes were previously recorded in respect of part of the profits,
pursuant to generally accepted accounting standards. As from the third quarter of 2005, equity
profits are recorded following full tax provision in respect of such companies.
As a result of the above, the profit from companies included on the equity basis was decreased in
the amount of NIS 122 million in the third quarter of the year. Further, the results of the companies
included on the equity basis are after a reduction of NIS 38 million in the provision for taxes in the
companies following the tax reform for the reduction of the tax rates.

Minority Interests in the Profits (Losses) of the Group in the period January – September of 
2005 amounted to a loss of NIS 15 million, compared with a profit of NIS 7 million in the 
corresponding period in 2004. The loss derived from the minority interests’ share in Switzerland in 
negative exchange rate differences in respect of the investment in Switzerland. 

Net Operating Profit of the Group in the period January – September 2005 amounted to NIS 
1,643 million, compared with NIS 1,556 million in the corresponding period in 2004, an increase
of 5.6%. In the third quarter of the year, operating profit after taxes amounted to NIS 571 million,
compared with NIS 541 million in the corresponding period in 2005, an increase of 5.5%. 

In the Third Quarter of the Year, a number of extraordinary items were recorded, the negative
effects of which on net operating profit amounted to NIS 267 million, net, as follows:
- adjustment of the balance of deferred taxes in the amount of NIS 84 million, as detailed on

page 62. 
- provision for taxes in respect of non-banking investments (companies included on the equity

basis) in the amount of NIS 122 million, as detailed on page 43. 
- a net increase in voluntary retirement in the amount of NIS 61 million, as detailed on page 62. 

Cumulative effect of a Change in an Accounting Method - in July 2004 the Israeli Accounting 
Standards Institute published Accounting Standard No. 19, “Taxes on Income” (the “Standard”).
The new Standard applies to the periods from January 2005. Notwithstanding this, the Bank 
decided to adopt the Standard in 2004. The data for the first nine months of 2004 have been
restated by way of a cumulative effect at the beginning of the year of a change in accounting
method. As a result, the net profit for the first nine months of 2004 was reduced by NIS 32 million.

Net After-Tax Profit (Loss) from Extraordinary Items in the period January – September of 
2005 amounted to NIS 31 million, compared with a loss of NIS 5 million in the corresponding 
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period in 2004. The profit derives from the sale of 0.526% out of the holdings in Africa Israel 
Investments Ltd. and the sale of options to purchase shares of The Israel Corporation Ltd. For 
details see pages 45-46 of the Report. 

Ratio of Operating Profit before Taxes to Net Shareholders' Equity* in annual terms was
22.3% in the period January – September of 2005, compared with 24.0% in the corresponding
period in 2004.

Ratio of Net Operating Profit to Shareholders’ Equity (Net Return on Equity*) in annual 
terms was 13.2% in the period January – September of 2005, compared with 13.1% in the
corresponding period in 2004.

Net Operating Profit per NIS 1 par value of Share Capital reached NIS 1.162 in the period
January – September of 2005, compared with NIS 1.101 in the corresponding period in 2004.

Net Profit per NIS 1 par value of Share Capital reached NIS 1.184 in the period January – 
September of 2005, compared with NIS 1.074 in the corresponding period in 2004.

* Shareholders’ equity together with minority interests, less capital investments in companies included
on the equity basis. The profit does not include the profit of companies included on the equity basis.

Return on Shareholders’ Equity in Annual Terms (excluding minority interests) of 
(a)

:

2005 2004

For the Nine Months ended 30 September

%

Net profit 15.2 14.5(b)

Net operating profit 14.9   14.9 

2005 2004

3rd Qtr 2nd Qtr 1st Qtr 4th Qtr 3rd Qtr 2nd Qtr 1st Qtr 

%

Net profit 14.9   15.8* 14.9 9.2 15.2 16.1(b) 12.6(b)

Net operating profit 15.0 14.7 14.9 9.3 15.3  16.1   13.7

(a) The calculation of the return relates to the shareholders’ equity at the beginning of each period.
(b) Restated - see Note 8B to the Financial Statements
* Includes a profit of NIS 34 million from extraordinary activities (as detailed on page 45-46) which reflects 

0.9% of the return for the second quarter of 2005.

Structure and Development of Assets and Liabilities
( )1

Total Assets of the Leumi Group on 30 September 2005 amounted to NIS 264.7 billion, compared
with NIS 255.8 billion at the end of 2004, an increase of 3.5% and an increase of 7.2% compared
with 30 September 2004. 

The value of the assets in or linked to foreign currency was some NIS 122.6 billion, some 46.3% of 
total assets. In the period January – September of the year the shekel depreciated against the US 
dollar by 6.73% and against the basket of currencies by 2.25% and appreciated against the euro by
5.94%. The change in the rate of exchange contributed an increase of 1.8% in total assets.

(1) The changes in percentages were calculated according to the balances in NIS millions.
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Deposits of the public amounted to NIS 215.6 billion on 30 September 2005, compared with 
NIS 209.7 billion on 31 December 2004, an increase of 2.8%, and an increase of 6.3% compared
with 30 September 2004.

The following table sets out the development of deposits of the public according to principal 
activity segments: 

Segment 30 September 2005 31 December 2004 Change

NIS millions %

Corporate banking 26,425   27,564   (4.1) 
Construction and real estate   2,808     2,191 28.2
Commercial banking 22,017   19,652 12.0
Households 99,591 100,445   (0.9) 
Small businesses 11,625   11,284   3.0 
Private banking 34,475   31,486   9.5 
Mortgages   8,956      7,511 19.2
Other   9,706      9,519   2.0 

Total 215,603  209,652   2.8 

Debentures, Capital Notes and Subordinated Capital Notes totaled NIS 14.9 billion on 30 
September 2005, compared with NIS 11.3 billion on 31 December 2004, an increase of 32.6%, 
which mainly arose from the raising of subordinated capital notes. 

In addition, in October 2005, the Group raised an amount of NIS 2.0 billion through issues of (non-
subordinated) debentures. See also on page 48 for further details. 

Off-balance sheet activity 

The following table sets out the development of balances of customers’ assets (off-balance sheet)
under the management of the Leumi Group:

30 September 

2005

31 December
2004

Change

NIS millions NIS Millions %

Securities portfolios 236,247 188,928 47,319 25.0
of which: Mutual funds*   45,037   33,735 11,302 33.5
Provident funds   35,562   33,056   2,506   7.6 
Supplementary training 
Funds  10,277     9,970     307   3.1 

Total 282,086 231,954 50,132 21.6

*Including funds of all the managers in the system

Credit to the public totaled NIS 175.1 billion on 30 September 2005, compared with 
NIS 169.4 billion on 31 December 2004, an increase of 3.4% and an increase of 3.0%, as compared
with 30 September 2004. 
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The following table sets out the development of overall credit to the public risk* according to 
principal sectors of the economy:

30 September 2005 31 December 2004

Economy Sectors 

Overall
credit
risk to 

the
public

Percentage
of total 

Overall
credit
risk to

the
public

Percentage
of total Change

NIS
millions

% NIS
millions

% %

Agriculture   1,990    0.7 2,004 0.8 (0.7)
Industry 41,997 15.7    36,316 14.6 15.6
Construction and real estate 47,986 18.0    45,853 18.5   4.7 
Electricity and water   3,279   1.2      3,406 1.4   (3.7) 
Trade 28,826 10.8   27,584 11.1   4.5 
Hotels, accommodation and food services   6,233    2.3     6,265 2.5   (0.5) 
Transportation and storage   5,450   2.0     5,637 2.3   (3.3) 
Communications and computer services   8,351   3.1     8,307 3.4   0.5 
Financial services 34,395 12.9   28,214(1) 11.4 21.9
Other business services   7,181  2.7     7,185 2.9   (0.1) 
Public and community services   7,503    2.8     7,952 3.2   (5.6) 
Private persons - housing loans 30,420 11.4   28,739 11.6   5.8 
Private persons – other 43,240 16.4   40,374 16.3   7.1 

Total 266,851     100.0 247,836      100.0   7.7 

* Including off-balance sheet credit risk, investments of the public in debentures and other assets in respect of
derivatives.
(1)

 Restated 

In the first nine months of 2005, there was an increase in the balance of debentures issued by
companies in an amount of NIS 1.1 billion.

The following table sets out the development of credit to the public according to principal activity 
segments:

Segment 30 September 2005 31 December 2004 Change

NIS millions %

Corporate banking 57,674 54,145 6.5
Construction and real estate 24,663 26,112 (5.5)
Commercial banking 31,040 29,914 3.8
Households   9,264   8,388     10.4 
Small businesses 12,647 12,208 3.6
Private banking   4,422   4,439 (0.4)
Mortgages 32,928 32,124 2.5
Other*   2,416   2,023     19.4 

Total 175,054 169,353 3.4

*Including credit made available for financing credit card activities not yet classified according to activity
segment
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Problem Loans – the following table sets out the development of the problem loans (1) (6) according
to the classifications determined in directives of the Supervisor of Banks: 

30 September

2005

30 September
2004

31 December
2004

(NIS millions)

Non-accrual 2,492 2,773 2,602
Restructured (2) 875 925 838
To be restructured (3) 1,082 86 1,210
In temporary arrears 663 866 753
Under special supervision* 12,114 14,372 13,255

Total balance sheet credit  to problem borrowers (1) 17,226 19,022 18,658
Off-balance sheet credit risk to problem borrowers
(1) (5)* 2,235 2,367 2,375
Other assets in respect of derivatives of problem
borrowers 188 - 80

Total overall credit risk in respect of problem
borrowers (1) 19,649 21,389 21,113

Assets received in respect of repaid credit 16 15 14

*Of which: debts for which there is a specific 
provision (4) 6,881 7,006 7,066

*Of which: credit for housing for which there is a 
provision according to the extent of the arrears 591 632 621

(1) Not including problem loans that are covered by collateral that are permitted to be deducted for 
the purpose of restrictions on the obligations of a borrower and a group of borrowers (Proper
Banking Management Directive No. 313).

(2) Credit that was restructured during the course of the current year and also credit that was 
restructured in previous years with a waiver of income.

(3) Credit to borrowers in respect whereof there is a decision of the banking corporation’s
management for a restructure, but the restructure has not yet been implemented.

(4) Apart from credit for housing in respect of which there is a provision in accordance with the
extent of the arrears.

(5) As calculated for the purposes of limits on the obligations of a borrower and a group of
borrowers, except for guarantees given by a borrower to secure an obligation of a third party.

 (6) Credit to problem borrowers as detailed in the disclosure format.

Credit to Governments as at 30 September 2005 totaled NIS 894 million, compared with 
NIS 963 million as at 31 December 2004, a decrease of 7.2% and, compared with 30 September
2004, a decrease of 13.9%. 

Securities amounted to NIS 48.4 billion as at 30 September 2005, compared with NIS 43.5 billion
as at 31 December 2004, an increase of 11.1% and an increase of 13.1% compared with 30 
September 2004. 

From 15 May 2005, there was a change in the Tel Aviv Stock Exchange Clearing House’s
arrangement for collateral that is required of Stock Exchange members. From this date, each of the
members in the risk fund charges collateral in favor of the Stock Exchange Clearing House in the 
amount of its proportionate part in the fund, which will secure the member’s liabilities to the 
Clearing House and the member’s share in the risk fund. Furthermore, such collateral will also
secure the liabilities of the other members of the risk fund, if the collateral that the other member
provided will not be sufficient to cover the other member’s liabilities, and in accordance with the 
proportionate part of each of the members in the fund up to the amount of the collateral given or up 
to the amount of the liabilities to the Stock Exchange Clearing House, whichever is the lower. The
total debentures pledged by the Bank as at 30 September 2005 was NIS 93 million. Until 15 May
2005, guarantees were given by Stock Exchange members as part of the collateral arrangement for
the Stock Exchange Clearing House. 
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In addition, as at 30 September 2005 the Bank had pledged debentures in the amount of NIS 1,927
million in favor of the Maof Clearing House to secure activities of the Bank’s customers and in
respect of the mutual guarantee of members of the Clearing House. 

On 17 August 2005, the Bank signed a debenture in favor of the Bank of Israel to secure credit
received or to be received by the Bank from the Bank of Israel. As security for this, the Bank 
pledged in favor of the Bank of Israel by way of floating charge its stock of Makam, Gilon, Shahar
and Galil debentures up to an amount of NIS 5.0 billion.
As of 30 September 2005, there was no credit from the Bank of Israel, while the balance of 
deposits with the Bank of Israel amounted to NIS 2,246 million.

Operational Segments in the Group

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

The operational segments are according to characteristics that were determined by the Bank of 
Israel. A detailed description of the operational segments and the manner of their measurement is
detailed in the Annual Report for 2004.

The following table sets out details of the net profit according to operational segments: 

For the nine months
ended 30 September Change

For the three months
ended 30 September Change

2005 2004 2005 2004

NIS millions % NIS millions %

Corporate banking    82  160 (48.8)       148  50 196.0
Construction and real estate 137 145   (5.5) 53  42 26.2
Households 159  238 (33.2) 19  53 (64.2)
Small businesses 133 129    3.1 36  56 (35.7)
Commercial banking 235  201 16.9 81 63    28.6
Private banking    9  43 (79.1)   2  8 (75.0)
Mortgages – housing loans  96 91   5.5 37 34   8.8 
Capital market operations  51  16 218.8 16  4 300.0
Credit card operations  45  21 114.3 19  12 58.3
Financial management       345 378   (8.7)       109  137 (20.4)
Others 382  97 293.8 48  80 (40.0)

Total    1,674  1,519 10.2       568 539   5.4 
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Corporate banking 

The following table sets out a summary of profit and loss of corporate banking: 

Corporate
Banking in Israel 

Capital Market* 
in Israel Overseas Activity Total

For the nine months ended 30 September

2005 2004 2005 2004 2005 2004 2005 2004

NIS millions

Net interest 
income 702  668 -  - 357  281 1,059 949
Operating and 
other income 111  114 26  25   33 35   170 174
Total income 813  782 26  25 390  316 1,229  1,123
Provisions for
doubtful debts 665  475 -  -   75 43   740 518
Operating and 
other expenses 226  192 10     8 218  194   454 394

Operating profit
(loss) before 
taxes      (78)  115 16  17   97 79    35 211
Net profit (loss)      (34) 68   9 9 107 83    82 160

Balance of credit
to the public 47,623  48,582 - - 10,051  8,578 57,674  57,160
Balance of 
deposits of the
public 13,913  15,321 - - 12,512 10,798 26,425  26,119
*Inter-segment activity

Corporate
Banking in Israel 

Capital Market* 
in Israel Overseas Activity Total

For the three months ended 30 September

2005 2004 2005 2004 2005 2004 2005 2004

NIS millions

Net interest 
income 279 222 - - 130   98 409 320
Operating and 
other income   35   40 10       8   10   13   55   61 
Total income 314 262 10       8 140 111 464 381
Provisions for
doubtful debts   41  154 - -   28   13   69 167
Operating and 
other expenses   84  67   3 2   74   64 161 133

Operating profit
before taxes 189  41   7 6   38   34 234   81 
Net profit 114  21   4 3   30   26 148   50 
*Inter-segment activity

The net profit from corporate banking amounted to NIS 82 million in the period January – September of
2005, compared with a profit of NIS 160 million in the corresponding period in 2004. The decrease in 
profitability derives mainly from an increase in provisions for doubtful debts and operational and other
expenses in corporate banking activity in Israel, which was partially offset by an increase in income. 
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In the corporate segment in Israel, the volume of credit to the public increased by some 4.4% as compared
with 31 December 2004 and decreased by some 2.0% compared with 30 September 2004, together with the 
movement of borrowers to non-banking sources of financing, especially through raising funds on the capital
market.

Construction and real estate 

The following table sets out a summary of profit and loss in the construction and real estate
division:

Corporate
Banking in Israel 

Capital Market* 
in Israel Overseas Activity Total

For the nine months ended 30 September

2005 2005 2005 20052004 2004 2004 2004

NIS millions

- -
Net interest 
income    45      357  344  32     402 376
Operating and 
other income 28 3 32  4      1       32 - 36

     385 3Total income  376  4    46     434  32  412 
Provisions for
doubtful debts      129 -    10 - 94 6     139 100
Operating and 
other expenses 55  51 1  1    11  11       67 63

Operating profit
before taxes      201  231 2  3    25 15     228 249
Net profit      114      128 1 2    22 15     137 145

Balance of credit
to the public 23,766  25,411 -  - 897  960 24,663  26,371
Balance of 
deposits of the
public   2,396  1,906 -  - 412  232    2,808  2,138
*Inter-segment activity

Corporate
Banking in Israel 

Capital Market* 
in Israel Overseas Activity Total

For the three months ended 30 September

2005 2004 2005 2004 2005 2004 2005 2004

NIS millions

Net interest 
income 118 112 - - 16   11 134 123
Operating and 
other income     9   11 1       2 -   -   10    13 
Total income 127 123 1       2 16   11 144  136 
Provisions for
doubtful debts   24  41 - -   3     2   27    43 
Operating and 
other expenses   21  16 1 -   3     4   25    20 

Operating profit
before taxes   82  66 - 2 10     5   92    73 
Net profit   47  37 - 1   6     4   53    42 
*Inter-segment activity
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Net profit from the construction and real estate segment amounted to NIS 137 million in the period 
January – September of 2005, compared with NIS 145 million in the corresponding period in 2004.
The decrease in profit derives mainly from an increase of NIS 39 million in provisions for doubtful
debts which was partially offset by an increase in interest income. Net profit from the construction 
and real estate segment amounted to NIS 53 million in the third quarter of the year, compared with 
NIS 42 million in the corresponding period in 2004, as a result of an increase in income and a
decrease in provisions for doubtful debts.

The volume of deposits of the public in this segment increased by 28.2% compared with 31 
December 2004, and the volume of credit to the public decreased by 5.5%, as compared with 31
December 2004.

Retail banking 

The following table sets out a summary of profit and loss of retail banking in the households

segment:

Households Banking Capital Market* Credit Card Activity* Total

For the nine months ended 30 September 

2005 2004 2005 2004 2005 2004 2005 2004

NIS millions

Net interest income 1,040   1,086 - - - - 1,040  1,086 
Operating and
other income  388  383 442 420 65 65  895  868 
Total income 1,428   1,469 442 420 65 65 1,935  1,954 
Provisions for 
doubtful debts   36   75 - - - -   36  75 
Operating and
other expenses 1,278   1,135 279 259 60 55 1,617  1,449 

Operating profit 
before taxes   114 259 163   161   5  10  282  430 
Net profit  64 143   92  89   3  6   159  238 

Balance of credit to
the public 9,264 7,942 - - - - 9,264  7,942 
Balance of deposits
of the public  99,591  98,734 - - - -   99,591  98,734 

*Inter-segment activity

Households Banking Capital Market* Credit Card Activity* Total

For the three months ended 30 September 

2005 2004 2005 2004 2005 2004 2005 2004

NIS millions

Net interest income 356  360 -  - -  - 356  360 
Operating and
other income 130  121 155  137 21  20 306  278 
Total income 486  481 155  137 21  20 662  638 
Provisions for 
doubtful debts   16  52 -  - -  -   16  52 
Operating and
other expenses 498  399   90  70 22  19 610  488 

Operating profit 
(loss) before taxes   (28)  30   65  67   (1)  1   36   98 
Net profit (loss)   (18)  15   37  37 -  1   19  53 

*Inter-segment activity

The total net profit from the households segment of retail banking amounted to NIS 159 million in the 
period January – September of 2005, compared with NIS 238 million in the corresponding period in 2004. 
The decrease in profit derives mainly from an increase in operating and other expenses, including the
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voluntary retirement cost, of 11.6%, which was partially offset by a decrease in provisions for doubtful
debts.

The volume of credit to the public in this segment increased by 16.6% compared with 30 September 2004, 
and by 10.4% compared with 31 December 2004.

The following table sets out a summary of profit and loss of retail banking in the small businesses

segment:

Small Business
Banking Capital Market* Credit Card Activity* Total

For the nine months ended 30 September 

2005 2004 2005 2004 2005 2004 2005 2004

NIS millions

Net interest income 581   570 - - - - 581   570 
Operating and
other income 278   284 31 34 18 19 327   337 
Total income 859   854 31 34 18 19 908   907 
Provisions for 
doubtful debts   45   64 - - - -   45   64 
Operating and
other expenses 598   577 19 20 13  13 630   610 

Operating profit 
before taxes 216   213 12  14   5   6 233   233 
Net profit 123   118   7  8   3   3 133   129 

Balance of credit to
the public  12,647 12,051 - - - -  12,647 12,051
Balance of deposits
of the public  11,625 10,819 - - - -  11,625 10,819

*Inter-segment activity

Small Business
Banking Capital Market* Credit Card Activity* Total

For the three months ended 30 September 

2005 2004 2005 2004 2005 2004 2005 2004

NIS millions

Net interest income 196 191 - - - - 196 191
Operating and
other income 104 100 10 12 5 5 119 117
Total income 300 291 10 12 5 5 315 308
Provisions for 
doubtful debts   12   3 - - - -   12   3 
Operating and
other expenses 229 198   6 6 5 4  240 208

Operating profit 
before taxes   59 90   4 6 - 1   63   97 
Net profit   34 52   2 4 - -   36   56 

*Inter-segment activity

Net profit from the small businesses segment of retail banking amounted to NIS 133 million in the period
January – September of 2005, compared with NIS 129 million in the corresponding period in 2004.

The volume of credit to the public in this segment increased by 4.9%, compared with September 2004 and
by 3.6%, compared with 31 December 2004.
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Commercial banking 

The following table sets out a summary of profit and loss of commercial banking: 

Commercial Banking
in Israel 

Capital Market*
in Israel Overseas Activities Total

For the nine months ended 30 September 

2005 2004 2005 2004 2005 2004 2005 2004

NIS millions

Net interest income 589   498 - - 158   156 747  654 
Operating and
other income 164  156 66 50   20  17 250  223 
Total income 753   654 66 50 178  173 997  877 
Provisions for 
doubtful debts 136   154 - -   (7)   23 129  177 
Operating and
other expenses 346   268 21 20   87   84 454   372 

Operating profit 
before taxes 271   232 45 30   98   66 414   328 
Net profit 154   129 25 17   56   55 235   201 

Balance of credit to
the public  25,588 23,021 - -   5,452 4,668 31,040 27,689
Balance of deposits
of the public  14,957 11,909 - -   7,060 5,337 22,017 17,246

*Inter-segment activity

Commercial Banking
in Israel 

Capital Market*
in Israel Overseas Activities Total

For the three months ended 30 September 

2005 2004 2005 2004 2005 2004 2005 2004

NIS millions

Net interest income 210 163 - - 53 52 263 215
Operating and
other income   56   50 24 18   6  6   86   74 
Total income 266 213 24 18 59 58 349 289
Provisions for 
doubtful debts  38   55 - -   (2)  2   36   57 
Operating and
other expenses 132   91   6   7 29 27 167 125

Operating profit 
before taxes   96   67 18   11 32 29 146 107
Net profit   55   39 10   6 16 18   81  63 

*Inter-segment activity

Profit from commercial banking amounted to NIS 235 million in the period January – September of 2005, 
compared with NIS 201 million in the corresponding period in 2004. The increase in profit derives from an
increase in net interest income and in operating and other income, as well as from a decrease in provisions
for doubtful debts, which was partially offset by an increase in operating expenses. 

The volume of credit to the public in this segment increased by 12.1% compared with 30 September 2004, 
and by 3.8% compared with 31 December 2004. The volume of deposits of the public increased by 27.7%
compared with 30 September 2004, and by 12.0% compared with 31 December 2004.
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Private banking

The following table sets out a summary of profit and loss of private banking: 

Banking and Finance
in Israel 

Capital Market*
in Israel Overseas Activities Total

For the nine months ended 30 September 

2005 2004 2005 2004 2005 2004 2005 2004

NIS millions

Net interest income   99   90 - - 116  125 215   215 
Operating and
other income   24   21 84 72 168  181 276   274 
Total income 123  111 84 72 284  306 491   489 
Provisions for 
doubtful debts -  - - -   3  3   3  3 
Operating and
other expenses 128   117 44 33 289  269 461   419 

Operating profit 
(loss) before taxes   (5)   (6) 40 39   (8)  34  27  67 
Net profit (loss)   (4)   (5) 23 22  (10)  26  9  43 

Balance of credit to
the public  1,345   1,386 - -   3,077 3,270  4,422  4,656 
Balance of deposits
of the public  23,133 20,958 - - 11,342 9,780  34,475  30,738 

*Inter-segment activity which is to be viewed as an integral part of banking and finance, especially in relation to private
banking

Banking and Finance
in Israel 

Capital Market*
in Israel Overseas Activities Total

For the three months ended 30 September 

2005 2004 2005 2004 2005 2004 2005 2004

NIS millions

Net interest income 34 28 - - 46   40 80   68 
Operating and
other income   7   7 30 23 53   56 90   86 
Total income 41 35 30 23 99   96  170 154
Provisions for 
doubtful debts -   - - -   1   1  1   1 
Operating and
other expenses 52 43 15   8 97   85  164 136

Operating profit 
(loss) before taxes (11) (8) 15 15  1  10  5   17 
Net profit (loss)   (8) (6)   9   9  1   5  2   8 

*Inter-segment activity

Net profit from private banking amounted to NIS 9 million in the period January – September of 
2005, compared with NIS 43 million in the corresponding period in 2004. The decrease in profit is 
mainly explained by a reduction of the profit of the Swiss subsidiary, as a result of the effect of 
negative exchange rate differences in respect of the appreciation of the shekel against the Swiss
franc of 6.65%, compared with the depreciation of the shekel of 0.2% in the corresponding period
in 2004, while offsetting the net after tax financing effect decreased the profit by NIS 15 million, in 
addition to the decrease of some CHF 10.8 million in the profits of the subsidiary.

The volume of deposits of the public in this segment increased by 12.2% compared with 30 
September 2004, and by 9.5% compared with 31 December 2004.

Mortgages - housing loans

Total net profit in the mortgages segment amounted to NIS 96 million in the period January – 
September of 2005, compared with NIS 91 million in the corresponding period in 2004. The net
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profit in the mortgages segment amounted to NIS 37 million in the third quarter of the year,
compared with NIS 34 million in the corresponding period in 2004.

Credit cards

Net profit from credit cards amounted to NIS 45 million in the period January – September of 
2005, compared with NIS 21 million in the corresponding period in 2004, an increase of NIS 24 
million, which reflects the increase in the net profit of Leumi Card. Net profit from credit cards
amounted to NIS 19 million in the third quarter of the year, compared with NIS 12 million in the
corresponding period in 2004, an increase of NIS 7 million. The increase in profit is explained both 
by an increase in income and a decrease in operating expenses.

Capital market 

Net profit in the capital market segment amounted to NIS 51 million in the period January –
September of 2005, compared with NIS 16 million in the corresponding period in 2004. Most of 
the increase derives from an increase of NIS 17 million in the net profit of Leumi & Co. Investment
House and an increase of NIS 15 million in the net profit of Psagot Ofek Investment House. Net
profit in the capital market segment amounted to NIS 16 million in the third quarter of the year,
compared with NIS 4 million in the corresponding period in 2004.

In September 2005, the Board of Directors of the Bank authorised the sale of Leumi-Pia Trust 
Management Co. Ltd., at the price of NIS 535 million, to Harel Insurance Investments Ltd., subject 
to the signature of an agreement between the parties and regulatory approvals.

See pages 12-18 above regarding the capital market reform legislation, and the decisions regarding
the above sale and the sales of the Psagot Ofek Group and the Provident Funds.

Financial management 

The net profit from financial management amounted to NIS 345 million in the period January – 
September of 2005, as compared with NIS 378 million in the corresponding period in 2004.  Net
interest income in the financial management segment includes all the income in respect of the 
investments of the financial capital, as well as profit from the realization of debentures available for
sale and profits realized and not realized from adjustments to fair value of debentures for trading as 
detailed on page 26 of the Report. Net profit from financial management amounted to NIS 109 
million in the third quarter of 2005, as compared with NIS 137 million in the corresponding period 
in 2004.

Other

Total net profit of the "other" segment amounted to NIS 382 million in the period January –
September 2005, compared with NIS 97 million in the corresponding period in 2004. The increase
in profit derives mainly from income from the severance pay reserve in the amount of NIS 118 
million, a decrease in expenses of NIS 34 million, the recording of deferred taxes to be received in 
respect of the US subsidiary in the amount of NIS 40 million, from an increase in the contribution 
of the profits of companies included on the equity basis of NIS 20 million, an adjustment of 
deferred taxes due to changes in the tax rates in the first nine months of 2005 in a smaller amount
of NIS 34 million as opposed to the above adjustment in the corresponding period in 2004, a loss of 
NIS 32 million recorded in the period January - September of 2004 in respect of the cumulative
effect at the beginning of the year of the change in accounting method according to Standard 19, 
and profit from extraordinary items of NIS 35 million in 2005.

Total profit amounted to NIS 48 million in the third quarter of the year, as compared with NIS 80 
million in the corresponding period in 2004. 
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See pages 104-106 for further details of operational segments. 

Companies included on the equity basis (non-banking) - includes the Group’s operating results 
from non-banking investments, which are presented under the "Other" segment.

Total investments of the Leumi Group in companies included on the equity basis amounted to some
NIS 2,043 million on 30 September 2005, as compared with NIS 1,754 million on 31 December
2004.

The principal changes are as follows: 

Balance Sheet Value Market Value

30

September

2005

31
December

2004 % change 

30

September

2005

31
December

2004

In NIS millions In NIS millions

Israel Corporation Ltd. 1,020  784 30.1 2,402 1,310
Migdal Insurance and 
Financial Holdings Ltd.    545  556  (2.0) 1,287 1,465
Africa Israel
Investments Ltd.    290  238 21.9 1,253 1,005
Af-Sar Ltd.      45   42   6.9 - -
Direct Insurance – 
Financial Investments
Ltd.*      40    40 -    129     103 
Keshet Broadcasting
Ltd.      12    10 20.0 -   - 
Gambit Computer
Communications Ltd. 9      9 -       7       7 
Others      82    75  9.3 -   - 

Total 2,043     1,754 16.5 5,078 3,890

* In September 2005, the Bank signed an agreement for the sale to Tzur Shamir Holdings Ltd. of the entire
holdings of the Bank in Direct Insurance – Financial Investments Ltd., which constitute 18.23% of the
issued and fully paid share capital of Direct Insurance. The transaction was completed on 19 October 2005,
following the fulfillment of all the pre-conditions thereto. The net profit after tax will amount to some NIS
43 million and will be recorded in the fourth quarter of 2005.

The contribution to Group profit of the companies included on the equity basis amounted to NIS 
314 million in the period January – September of 2005, as compared with NIS 294 million in the
corresponding period in 2004 (the amounts from 2004 are after provision for future tax payment in
respect of dividend distributions only). As of the third quarter of 2005, the income in respect of two
conglomerates which are to be sold is after a full provision for tax (according to the full tax rate
applying to financial institutions), together with the additional provision for tax amounting to NIS 
18 million.

In addition, a full tax provision was made in the amount of NIS 104 million in respect of equity
profits which were credited by the end of June 2005.

In total, profits of the companies included on the equity basis were reduced as a result of the above 
by an amount of NIS 122 million. The profits of companies included on the equity basis are after a
reduction in deferred taxes to be paid in the amount of NIS 38 million due to the tax reform. The 
total negative effect of all the tax aspects on the contribution of companies included on the equity
basis was NIS 84 million.
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Holdings in Non-banking Holding Corporations (Conglomerate)

The Bank's holdings in corporations are subject to restrictions determined in the Banking 
(Licensing) Law, 1981 (the "Banking Law"). The Banking Law determines, inter alia, in section 
24A to the law that a banking corporation is entitled to hold means of control in one conglomerate
(a "Non-banking Holding Corporation") only (a corporation whose capital exceeds some NIS
1,730,371 thousand and operates in more than three branches of the economy). The Bank has had 
holdings in two corporations defined as conglomerates - the Israel Corporation Ltd. and Africa –
Israel Investments Ltd. - for some time. With regard to Migdal Insurance and Financial Holdings
Ltd., see below. 

Migdal Insurance and Financial Holdings Ltd. ("Migdal Holdings")

According to the notification to the Bank at the end of June 2005 of Migdal Holdings, and the
examination conducted by the Bank pursuant thereto (based on data and information provided by 
the Migdal Group), the Bank notified the Bank of Israel during July 2005 that pursuant to the Bank 
of Israel's interpretation of section 24A of the Banking Law (an interpretation with which the Bank
disagrees), as of the end of March 2005, Migdal Holdings (the company in which the Bank has 
holdings), operates in more than three branches of the economy and as such is also defined as a 
"Non-banking Holding Corporation" ("conglomerate"). Therefore, the Bank requested a reasonable
transition period for complying with the requirements of the Banking Law in this regard. The Bank
further requested the Bank of Israel's assistance in amending the legislation approved following the 
Bachar Committee's recommendations so that recommendations regarding the banks' holdings in
insurance companies would also apply to the Bank's holdings in Migdal Holdings and that the Bank
would be able to continue to hold part of its holdings in Migdal Holdings.

Following the enactment of legislation to carry out the Bachar Committee's proposals (see pages
12-18 of the Report) and without prejudice to the above, and in addition thereto, the Bank must sell 
part of its holdings in Migdal Holdings so that the Bank hold no more than 10% of any type of
means of control in Migdal Holdings. See below regarding the reduction of the Bank's holdings in
Migdal Holdings.

Africa Israel Investments Ltd. ("Africa Israel") 

On 28 August 2005, Africa Israel published its financial statements for the second quarter of 2005.
According to the financial statements, the shareholders' equity of Africa as at 30 June 2005 was 
NIS 1,629,967 thousand.

Immediately after the Bank became aware, as a result of the publication of the financial statements
of Africa, that Africa's capital was approaching the minimum threshold for a conglomerate, the 
Bank requested that Africa carry out an examination of the level of its shareholders equity pursuant
to the Banking (Licensing)(Definition of Capital of a Banking Corporation for the Purpose of 
Section 23A of the Law) Rules, 1990. This examination, the results of which were received by the 
Bank on 29 September 2005, showed that the level of capital for the purposes of the Banking Law 
(as opposed to the capital as reflected in the financial statements) exceeds the level of capital for 
the purposes of the definition of a conglomerate according to that law, and therefore Africa 
complies with the definition of "conglomerate".

Immediately upon becoming aware of the possibility that the capital of Africa might have passed
the minimum threshold for a conglomerate as mentioned above, the Bank applied to the Bank of
Israel (at the end of September 2005) and requested the grant of a reasonable transitional period for
the Bank to comply with the requirements of the Banking Law.
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Sale of Two Non-banking Holding Corporations

The Bank of Israel has advised the Bank that it is required to sell its holdings in two conglomerates
(Africa Israel and/or Migdal Holdings and/or The Israel Corporation) as soon as possible and no 
later than 30 September 2006.  Should one of the two corporations being sold be Migdal Holdings,
the Bank would be entitled to sell its holdings in Migdal Holdings in stages by 31 March 2008 as 
follows: by 31 March 2007 the holdings of the Bank in Migdal Holdings would not exceed 10%, 
and by 31 March 2008, the Bank would be required to sell the balance of its holdings in Migdal
Holdings  (if until such time the Banking Law is not amended so that insurance companies are 
explicitly excepted from the provisions of Section 24 of the Banking Law).

The sale of holdings in two such corporations will give rise to capital gains at the Bank. 

The adjustment of the holdings of the Bank to the provisions of the Banking Law will have 
financial implications on the Bank which are not currently quantifiable. See Note 6 to the Financial
Statements.
Since the financial implications for the Bank are not quantifiable, the Auditors have drawn
attention to the above Note. 

In accordance with generally accepted accounting principles, a tax provision in the amount of some
NIS 104 million was completed in the third quarter of 2005, in respect of equity profits recorded up 
till 30 June 2005, a partial tax provision having previously been made in accordance with generally 
accepted accounting principles in respect of two Non-banking Holding Corporations. In addition, a 
full provision for tax in the amount of NIS 18 million was made in respect of profits of the third 
quarter of the year, in accordance with the tax rates applying to a financial institution. 

Af-Sar

An option agreement was signed between the Bank and Africa Israel Investments Ltd. on 31
August 2003, pursuant to which the Bank was granted a put option to sell all of its shares in Af-Sar 
Ltd. (20% of the shares of Af-Sar Ltd.) to Africa Israel at any time up to 31 December 2005. The
put option price will be determined in accordance with an evaluation which is to be carried out and 
subject to certain adjustments.

In addition, pursuant to the agreement, Africa Israel was granted a call option to purchase from the 
Bank its shares in Af-Sar at any time between 1 October 2005 and 31 December 2005. The call 
option price will be determined in accordance with by an evaluation which is to be carried out and 
subject to certain adjustments, with an additional amount equal to 7.50% of the said value. 

Under a reorganisation of the holdings of Africa Israel Investments Ltd., its shares in Af-Sar Ltd. 
were transferred to Africa Israel Properties Ltd., a subsidiary controlled by Africa Israel
Investments Ltd. On 22 July 2004, Africa Israel Properties Ltd. signed an undertaking in favour of
the Bank, according to which it accepted all the obligations of Africa Israel Investments Ltd. 
towards the Bank pursuant to the above option agreement, such being jointly and severally with 
Africa Israel Investments Ltd. 

Pursuant to the above agreement, on 2 October 2005 the Bank ordered an evaluation of Af-Sar Ltd.
to be carried out prior to making a decision regarding the exercise of its option.

Profit from Extraordinary Items – (presented in the "other" segment) 

In June 2005, the Bank sold 0.526% out of its holding in the paid-up share capital of Africa Israel
Investments Ltd. and as a result the holding of the Bank in the share capital of Africa Israel was
reduced to 15.83%.  Even after this change the Bank still holds the right to appoint 20% of the
members of the board of directors of Africa Israel. The net after tax profit of the Bank from the 
above sale amounted to NIS 17.0 million, and was recorded as profit from extraordinary items. 
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In June 2005, the Bank sold options exercisable into shares of the Israel Corporation Ltd. The net 
after tax profit from the above sale amounted to NIS 17.0 million, and was recorded as profit from
extraordinary items.

In June 2005, holders of options of the Israel Corporation Ltd. exercised their options into shares
and as a result the holding of the Bank in the Israel Corporation was reduced to 18.37%.  Even after 
this change the Bank still holds the right to appoint 20% of the members of the board of directors.

Profit Centers in the Group

The following table sets out details of the contribution of the Group’s major profit centers to net 
operating profit: 

For the nine months
ended 30 September Change

For the three months
ended 30 September Change

2005 2004 2005 2004

NIS millions % NIS millions %

The Bank (1) 757 762 (0.7) 304 265    14.7
Consolidated companies in
Israel (2) 325 244 33.2 127   87 46.0
Overseas consolidated 
companies (1) (3) 245 260  (5.8)   84   79   6.3 
Non-banking companies (2) 316 290 9.0   56 110 (49.1)

Net operating profit    1,643    1,556  5.6 571 541    5.5 

Overseas offices’ profit, in 
nominal terms
(US$ millions) (4)    47.8     47.2  1.1      19.5     20.5   (4.8) 
(1) Translation adjustments in respect of overseas investments were offset against translation adjustments of the

financing sources at the Bank after the effect of taxes.
(2) Leumi & Co.’s non-banking companies were included in the data of the consolidated companies in Israel.
(3) After certain adjustments to Israeli accounting principles. 
(4) As reported by the overseas subsidiaries, including overseas branches and minority interests. 

The decrease in net operating profit of the Bank for the first nine months of the year, as compared
with the corresponding period in 2004, derives mainly from an increase in provisions for doubtful
debts and an increase in operating expenses, including voluntary retirement expenses. On the other 
hand, the increase in operating income and net interest income before provisions for doubtful debts
partially offset the above effect. 

The increase in profits of consolidated companies in Israel was mainly in the following companies:
Leumi Card – NIS 24 million, Leumi & Co. – NIS 17 million and Psagot Ofek – NIS 15 million.

The decrease in the profits of overseas consolidated companies, when neutralizing the effect of
exchange rate differences in respect of the investment as of the beginning of the year, was caused
mainly by Switzerland and the USA. On the other hand, the profit at the UK subsidiary increased.

For further details, see pages 48-51. 

The improvement in the contribution to profit of the companies included on the equity basis was in
relation to the Israel Corporation, Africa Israel Investments and Migdal Holdings, despite the
decrease in profit as a result of tax provisions. See pages 43-45 regarding the sale of two non-
banking corporations and special tax provisions. 

For further details, see pages 53-54 to the Report. 
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The following table shows the return of net profit on the capital invested in the profit centers*: 

30 September 

2005

30 September
2004

%

The Bank 19.3 17.9
Consolidated companies in Israel 11.4   8.9 
Overseas consolidated companies   8.3   9.4 
Non-banking companies 27.7 31.3

Total 15.2 14.5

* Following translation adjustments in respect of overseas investments, after offsetting adjustments from the
translation of financing sources after tax.

Activities of Major Subsidiaries and Affiliates 

Consolidated Subsidiaries in Israel

The Bank’s investments in consolidated subsidiaries in Israel amounted to NIS 4,215 million on 30 
September 2005, compared with NIS 3,873 million on 31 December 2004. The contribution to net
profit was NIS 326 million in the period January – September of 2005, compared with NIS 244 million
in the corresponding period in 2004, an increase of 33.7%. The contribution to profit was NIS 128
million in the third quarter of the year, compared with NIS 87 million in the corresponding period in
2004, an increase of 47.1%.
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The following table sets out the contribution of the major consolidated companies in Israel to the net profit 
of the Group:

Return on Group's
Investment

Contribution to 
Group's Profit (1) 

For the nine months ended 30 September
2005 2004 2005 2004 Change

% NIS millions %

Leumi Mortgage Bank 8.2 7.9 101.6 93.2 9.0
Arab Israel Bank 25.1 22.8 56.3 50.2 12.2
Leumi Card - - 45.4 21.3 113.1
Leumi & Co. Investment House (2) 25.2 10.4 27.0 10.1 167.3
Psagot Ofek Investment House 37.8 10.9 21.0 5.6 275.0
Leumi Real Holdings 17.4 15.1 30.6 23.2 31.6
Leumi Leasing and Investments 5.0 3.9 24.6 18.7 31.9
Others 3.2 5.6 19.7 21.6 (8.8)

Total consolidated subsidiaries in Israel 11.4 8.9 326.2 243.9 33.7

(1) The profit shown is according to the Group's share in the results.
(2) Including the profit and/or loss of the companies included on the equity basis of Leumi & Co.

Leumi Finance Company Ltd. 

On 9 and 10 October 2005, a public tender was held for the issue of two series of zero coupon debentures, 
redeemable after 3 years totaling NIS 2.25 billion:

On 9 October 2005, the tender was held for a series of CPI-linked debentures, with a par value of NIS 1.5
billion. Debentures of a total par value of NIS 1,496.5 million were allotted, for a consideration of NIS 
1,355.8 million.
The price per unit determined by the tender reflected the annual return to maturity at the rate of 3.34%.

On 10 October 2005, the tender was held for a series of shekel debentures with shekel/US dollar protection, 
with a par value of NIS 750 million, all of which were allotted, for a consideration of NIS 642 million.
The price per unit determined by the tender reflected the annual return to maturity at the rate of 5.32%.

Overseas Consolidated Subsidiaries

The Bank's investments in overseas consolidated subsidiaries amounted to NIS 4,192 million on 30 
September 2005, compared with NIS 4,014 million on 31 December 2004.
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The following table sets out the contribution of the major overseas consolidated companies to the net profit 
of the Group:

Return on Group's
Investment

Contribution to Group's
Profit(*)

For the nine months ended 30 September

2005 2004 2005 2004 Change

% NIS millions %

Leumi USA (BLC) 9.6 12.1 155.5 183.7 (15.4)
Leumi UK 9.2 11.7 60.0 71.0 (15.5)
Leumi Switzerland - 3.3 (14.6) 14.4 -
Leumi Luxembourg 2.5 8.1 2.0 5.5 (63.6)
Leumi Re 120.2 - 40.3 (1.8) -
Others 1.2 - 1.3 (13.1) -

Total foreign consolidated subsidiaries 8.3 9.4 244.5 259.7 (5.9)
(*) Translation adjustments in respect of the overseas investments were set off against translation adjustments in respect of
the Bank's financing sources after the effect of taxes.  The sums set off were: 

Leumi USA - NIS 81 million in 2005, compared with NIS 26 million in 2004;
Leumi UK - NIS (14) million in 2005, compared with NIS 16 million in 2004;
Leumi Switzerland - NIS (24) million in 2005, compared with NIS 1 million in 2004. 

The contribution of the overseas consolidated subsidiaries to the net profit of the Group, including
exchange rate differences in respect of the investment, as reported in shekels, in the period January –
September of 2005 amounted to a profit of NIS 292 million, compared with a profit of 
NIS 305 million in the corresponding period in 2004. The contribution to net profit in the third 
quarter of the year amounted to NIS 84 million, compared with a contribution of NIS 72 million in 
the corresponding period in 2004.

The change in the contribution to profit which derived from the effect of the depreciation of the
exchange rate of the shekel against the US dollar partially offset by the appreciation of the shekel
against the other currencies. The net effect of the exchange rate differences was to increase profit by
NIS 88 million in the period January – September of 2005, compared with NIS 78 million in the
corresponding period in 2004. Net financing expenses that were incurred by the Bank and offset part 
of these exchange rate differences totaled some NIS 47 million in the period January – September of
2005, compared with NIS 45 million in the corresponding period in 2004. 

The following table sets out a summary of the above data:

Nine months
ended  on
30 September

Three months
ended on
30 September

2005 2004 2005 2004

NIS millions

Profit of subsidiaries in NIS  204.2  226.3  84.3  85.4 
Exchange rate differences in respect of the investment  87.5  78.4  (0.4)  (13.2) 
Exchange rate differences in respect of net cost of 
financing sources  (47.2)  (45.0)  0.3  (7.2) 

Total contribution of subsidiaries (after offset of net cost 
of financing sources)  244.5  259.7  84.2  79.4 
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The following table sets out details of the net profit (loss) of the overseas subsidiaries as reported
by them:

For the nine months
ended 30 September Change

For the three months
ended 30 September Change

2005 2004 2005 2004

millions % millions %

Leumi USA (BLC) (US$) 20.3 27.1 (25.1) 6.8 10.7 (36.4)
Leumi (UK) (£) 8.4 7.2 16.7 2.9 2.5 16.0
Leumi Switzerland (CHF) 0.3 11.1 (97.1) 0.1 2.5 -
Leumi France (euro) (0.6) (3.7) - (0.4) (0.4) -
Leumi Luxembourg (euro) 0.7 1.0 (30.0) 0.3 0.1 -
Leumi Re (US$) 8.5 (0.5) - 6.4 3.3 93.9

The nominal profit of the overseas consolidated subsidiaries as reported by them in the period
January – September of 2005 totaled US$ 45.3 million, compared with US$ 47.0 million in the 
corresponding period in 2004, a decrease of 3.6%.

See Notes 2, 4 and 11B to the Financial Statements with regard to legal claims and other matters
relating to consolidated subsidiaries. 

Bank Leumi USA

In November 2005, Bank Leumi USA was advised that as a result of an examination carried out by
the regulatory authorities, it is anticipated that it will enter into an agreement with the said 
authorities within a number of weeks primarily with respect to strengthening anti-money
laundering controls and procedures.

Bank Leumi USA has recently opened a branch in Highland Park, Chicago. This branch will focus 
on corporate and private banking.

Bank Leumi le-Israel (Switzerland)

In November 2005, the Bank purchased 2,650 shares of Leumi Switzerland, constituting 4% of its 
paid-up capital. After the said purchase, the Bank's shareholding in Leumi Switzerland reached
74.93% of the share capital and 90.42% of the voting rights.

Acquisition of a Bank in Romania

On 31 October 2005, the Bank and S.C. Kolal B.V. ("Kolal"), the controlling shareholder of Eurom 
Bank S.A., signed an agreement for the purchase by the Bank of shares constituting 95% of the
issued and paid-up share capital of Eurom from Kolal. In consideration for the shares, the Bank
will pay some US$ 41.7 million to Kolal upon completion of the transaction.

The completion of the transaction is subject to the fulfillment of pre-conditions, inter alia, the
receipt of permits from the supervisory authorities in Israel and Romania, and the de-listing of the 
Eurom shares from trade on the Romanian stock exchange.

Eurom is a Romanian banking corporation, which operates some 35 branches and offices, and is
engaged in a wide range of financial activities including the receipt of deposits, the provision of 
credit, international trade and foreign currency activities. Total assets of the bank amount to US$ 
165 million as at 30 June 2005 and shareholders' equity of the bank was US$ 27 million.

50



Leumi International Investments N.V.

Leumi International Investments N.V. ("LII"), a wholly owned subsidiary of the Bank, published
an update of its Euro Medium Term Note Programme in November 2005, with a view to making an
additional offer of subordinated notes, to be recognized by the Bank of Israel as Tier II capital. The
date of the issue has not yet been determined.

Capital Market and Financial Services Activities of Subsidiaries 

Mutual Funds

The value of the assets of the mutual funds managed by the Group in Israel on 30 September 2005
was NIS 36.5 billion, compared with NIS 29.4 billion at the end of 2004. The value of the assets of 
the mutual funds managed by the Group at the end of September 2005 constituted 27.62% of all 
mutual funds in the sector.

See page 61 of the Report in connection with an examination by the Securities Authority at the 
Group.

See pages 12-18 above and Note 9 to the Financial Statements in connection with capital market 
reform legislation. 

The Group operates two mutual fund management companies in Israel: 

Leumi-Pia - on 30 September 2005 Leumi-Pia managed 51 mutual funds with assets totaling some
NIS 16.6 billion, compared with  NIS 14.3 billion at the end of 2004. Its share of total assets of the
mutual funds sector at the end of September 2005 was 12.75%.

See page 42 above regarding the decision to sell Leumi-Pia.

Psagot - on 30 September 2005 Psagot managed 58 mutual funds with assets totaling some
NIS 19.9 billion, compared with NIS 15.1 billion at the end of 2004. Its share of total assets of the 
sector at the end of September 2005 was 15.06%.

See pages 18 above with regard to the decision to sell the Psagot Ofek Group. 

Provident Funds

The provident funds managed by the Leumi Group include provident funds for the self-employed,
provident funds for salaried employees, central funds for severance pay and a fund for the payment
of sick pay.

The value of the assets of the provident funds managed by the Leumi Group on 30 September 2005 
was some NIS 35.6 billion, compared with NIS 33.0 billion at the end of 2004.

The Group, through Leumi Gemel Ltd, provides operating and other services to corporate and
private funds. The total value of the assets of these funds amounted to NIS 2 billion as at 30 
September 2005, compared with NIS 1.1 billion at the end of 2004. 

In the period from January – September of 2005 the real yields of the provident funds were 
positive. The Otzma provident fund, the largest of the funds managed by the Bank, achieved a 
positive real net yield of 9.1%.
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The Bank has granted a guarantee to the members of some of the provident funds managed by the 
Leumi Group, to secure the return of the original sums deposited in the funds, totaling NIS 10,157 
million on 30 September 2005.  The value of the assets of such funds as at 30 September 2005 
amounted to NIS 26,424 million.  With regard to members joining these funds with effect from 31
August 1994, this guarantee only applies after three years from the date of joining.  The sums that 
have accumulated in provident funds for such members as mentioned above and which are lower
than their total nominal deposits is some NIS 82 thousand as at 30 September 2005.  The fair value 
of this obligation as at 30 September 2005 is not material.

See pages 12-18 above and Note 9 to the Financial Statements in connection with capital market 
reform legislation and the decision to sell the provident funds. 

Employees' Supplementary Training Funds 

Two supplementary training funds operate in the Group:

Kahal Employees’ Supplementary Training Fund Ltd., which was founded in 1979 is under the 
joint management of the Bank and Israel Discount Bank Ltd. 

Kahal Paths Supplementary Training Fund under the management of Kahal Management of Study
Funds (1996) Ltd., a joint subsidiary of the Bank and Israel Discount Bank Ltd. 

The value of the assets of the supplementary training funds reached some NIS 10.3 billion on 30 
September 2005, compared with some NIS 10.0 billion at the end of 2004.  The number of
employers depositing in the funds is some 43 thousand and the number of accounts with the funds
is some 368 thousand. 

The real net yield of Kahal in all the paths in the period January – September of 2005 was positive.

See pages 12-18 above and Note 9 to the Financial Statements in connection with capital market 
reform legislation. 

Credit Cards

Net profit of Leumi Card in the period January – September of 2005 amounted to NIS 45 million,
compared with NIS 21 million in the corresponding period in 2004, an increase of 113.1%.

These profits are after the payment of interchange fees to various card issuers, of which NIS 41
million was paid to the Bank. 

See Note 11B to the Financial Statements regarding an uncertainty.

Market Maker for "Shachar" Government Debentures

In accordance with Amendment No. 14 to the State Loan Law, 1979 of January 2005, the Ministry 
of Finance published a tender for the appointment of a primary market maker for government
debentures.

The purpose of the tender was to appoint a market maker for government debentures who would
absorb most of the issues offered by the State in the primary market and would quote bid and ask 
prices to its customers in the secondary market. This method of trade is intended to raise the 
existing trading volumes in the government debenture market.
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In order to participate in the selection process, the Bank was required to comply with a number of 
regulatory and capital requirements and also to undertake to carry out minimum purchases of the
debentures.

The Bank, having submitted all the documents and complied with all the conditions, was appointed 
by the Ministry of Finance as primary market maker of government debentures. 

Trade under the market maker system is expected to start on 1 March 2006, when trading will
initially be carried out in Shachar debentures only.

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 2,043 million on 30 September 2005, compared with NIS 1,754 million on 31 December 2004.

In the period January – September of 2005, the contribution to net profit amounted to a profit of
some NIS 314 million, compared with a profit of some NIS 294 million in the corresponding 
period in 2004. In the third quarter of the year, the contribution to net profit amounted to a profit of 
some NIS 53 million, compared with a profit of some NIS 111 million in the corresponding period
in 2004.

See pages 44-45 with regard to the sale of two non-banking holding corporations and the financial
implications thereof.

Details of the Group's investments in the major companies included on the equity basis follow: 

Africa Israel Investments Ltd. Group 

The net profit in the period January – September of 2005 amounted to some NIS 519 million,
compared with some NIS 291 million in the corresponding period in 2004. Net return on equity in
annual terms reached 52%, compared with 35% in the corresponding period in 2004.

The consolidated assets as at 30 September 2005 totaled some NIS 14.7 billion.

Shareholders’ equity was NIS 1,854 million on 30 September 2005, compared with NIS 1,407
million at the end of 2004.

See page 44-45 of the Report above with regard to the continued holding of the Bank in the Africa
Israel group. 

Migdal Insurance and Financial Holdings Ltd. Group 

The Migdal group’s net profit for the period January – September of 2005 was NIS 487 million,
compared with some NIS 357 million in the corresponding period in 2004. The net return on equity
in annual terms reached 26%, compared with 19.7% in the corresponding period in 2004.

The profit from life insurance amounted to some NIS 547 million, compared with NIS 290 million
in the corresponding period in 2004.

The profit from general insurance amounted to some NIS 161 million, compared with some
NIS 125 million in the corresponding period in 2004.

The group has total assets of some NIS 49.6 billion, of which some NIS 40.3 billion are life
insurance reserves and some NIS 0.5 billion are general insurance reserves. Shareholders’ equity as 
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at 30 September 2005 totaled some NIS 2,614 million, compared with some NIS 2,576 million at
the end of 2004.

See Note 5 to the Financial Statements concerning the pending claims against the Migdal Group. In 
light of the fact that a provision has not been made in Migdal's financial statements in respect of
pending claims and since it is not possible to estimate the chances of the success of the claims and 
the relevant exposure, the Auditors have drawn attention to the above Note. 

See page 44 of the Report above in connection with reform of the capital market and its effect on 
the continued holding of the Bank in the Migdal Group.

See page 44-45 above with regard to the continued holding of the Bank in the Migdal Group.

The Israel Corporation Ltd. 

The Israel Corporation Ltd is a holding company whose principal holdings are in the spheres of
chemicals (holding 53% of the shares of Israel Chemicals Ltd.), shipping (holding some 97.5% of 
Zim Integrated Shipping Services Ltd.), energy (holding some 26% of Oil Refineries Ltd.) and 
additional interests.

The net profit in the period January – September of 2005 totaled some NIS 1,371 million,
compared with a profit of some NIS 1,051 million in the corresponding period in 2004.

The consolidated assets of Israel Corporation totaled some NIS 24.8 billion as at 30 September
2005, compared with NIS 22.1 billion at the end of 2004.

Shareholders’ equity totaled some NIS 5,170 million as at 30 September 2005, compared with 
some NIS 3,612 million at the end of 2004. 

See Note 7 to the Financial Statements regarding principal uncertainties related to the investment of
the Israel Corporation in Oil Refineries Ltd. Since it is not possible to estimate the effect of the
above on the financial position of the Israel Corporation, the Auditors have drawn attention to the
above Note. 

Exposure to Risk and Methods of Risk Management 

Market Risk and Liquidity Risk Management 

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, while estimating the profit forecast from risk management.

The policy of Management is to manage the risks arising from market exposure in a controlled
manner, within the framework of the limits determined by the Board of Directors, and to determine
the level of exposure on an ongoing and updated basis, pursuant to economic forecasts regarding
developments in the capital and financial markets, and inflation and expected relative prices in the
various segments. 

The management of market risks at the Bank also includes most of the subsidiaries in Israel, with 
the exception of Leumi Mortgage Bank Ltd. (“Leumi Mortgage Bank”) and Leumi & Co.
Investment House Ltd., which have independent market risk policies and management, due to the 
dissimilar nature of their activity as compared with the Bank. 
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In accordance with Proper Banking Management Directive No. 339 of the Supervisor of Banks, the 
risk management system must “take into account the exposure to risks of the subsidiaries in Israel 
and overseas, based on available information from these bodies as part of the management
information system”.

Accordingly, all the subsidiaries have established an independent policy for market risk
management and frameworks for market risk exposures in a uniform format as set by the Bank, in 
addition to their own internal frameworks.  These frameworks have been examined by the Bank’s
Manager of Market Risks and found to be reasonable. 

Information regarding the position of the exposures according to the frameworks that have been
determined is received from the subsidiaries once a month or upon request and is taken into 
account in the overview of the Group’s exposures.

Basis Exposure 

The basis exposure risk is defined as the loss that can occur in consequence of changes in the CPI
and exchange rates and arises from the difference between the value of the assets and liabilities, 
including the effect of futures transactions, in each of the linkage sectors: CPI-linked sector, 
foreign currency and foreign currency-linked shekels sector and the unlinked shekel sector. 

Since 2004, with the transition to nominal accounting, the exposed capital has been defined as an
unlinked shekel source for the purpose of measuring basis exposure. 

The following table sets out the actual exposure at Group level compared with the limits fixed by
the Board of Directors. The data is presented in terms of percentage of the exposed capital: 

30 September 

2005

30 June 
2005

31 March 
2005

31 December
2004

Maximum
Surplus or 

Deficit

Unlinked (30.4%) (29.2%) (30.5%) (35.9%) 50% -(100%)
CPI-linked 30.4% 29.2% 30.5% 35.9% 100% -(50%)
Foreign currency - - - - 25% -(10%)

During the first nine months of 2005, an average of some 27.1% of the exposed capital was routed
to the CPI-linked sector and the balance of the exposed capital was routed to the unlinked shekel
sector. No significant amount of capital was routed to the foreign currency (and foreign currency-
linked) sector. 

The maximum amount of capital that was invested in the CPI-linked sector was 37.7% in January
2005, and the minimum amount was 12.0% in February 2005.

The Bank complied with all the basis exposure limits during the first nine months of 2005.

Interest Exposure

Interest risk derives from exposure to future changes in interest rates. These changes may
potentially cause erosion of the economic capital, shareholders' equity and accounting profit.
The exposure to interest risks derives from the different sensitivity to changes in the interest rates 
of the assets as compared with the liabilities in each of the sectors. 
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The following table sets out a summary of the interest exposure (in NIS millions):

Potential Erosion of Economic Value Potential Erosion of Annual Profit*

Effect of a change of 
1%  in the yield curve 

30

September

2005

30
June
2005

31
December

2004

30

September

2005

30
June
2005

31
December

2004

Unlinked 86 135 150 -    14 17
CPI-linked 143 317 347 29    52 22
Foreign currency 103   66   78 76    41 49

Total Group 332 518 575 105 107 88

* The maximum erosion in annual profit, on the basis of an examination of the next three years.

The interest exposure limits are to a maximum change in the economic value at the  Group level of
NIS 1,000 million, and to a change in the annual profit of NIS 500 million (the limits as at 31 
December 2004 were NIS 1,400 million and NIS 540 million respectively).

The Bank complied with all the interest exposure limits during the first nine months of 2005.

Liquidity Risk 

Pursuant to Proper Banking Management Directive No. 342 of the Supervisor of Banks regarding
liquidity management, Leumi has been implementing an internal model since the beginning of
2005, the purpose of which is to accurately evaluate the liquidity resources that are at the Bank's
disposal and its liquidity requirements, under regular operating conditions and under extreme 
scenarios.

In accordance with the approved limits, the liquidity ratio must be higher than one and the liquidity 
gap must be higher than zero, in each of the scenarios (as detailed on page 116 of the Annual 
Report for 2004) during the planned periods of one day, one week and one month.

The Bank complied with the limits during the first nine months of 2005.

Value at Risk (VAR)

VAR is an estimate of the maximum potential loss arising from the composition of a portfolio (the 
forecast decrease in fair value of assets less  liabilities) over a given time horizon (holding period) 
and at a given confidence level, due to possible changes in the market values of debentures, foreign
currencies, inflation, shares and interest rates in a direction which adversely affects the Bank. The
VAR is calculated once a month at the Group level, and more frequently for specific portfolios. 

Since the beginning of 2004, with the transition to nominal accounting, the base currency for
calculating market exposure, and therefore for calculating the VAR, has been the unlinked shekel.

The VAR calculations, as presented below, and the limits in VAR terms, are based on the 
parametric approach, with a confidence level of 99%, and a holding period of two weeks.

Set out below are estimates of VAR amounts:

30 September 2005 30 June 2005 31 December 2004

NIS millions

Total VAR 112 103 136
VAR of MTM re-valued portfolios    32 29   36 
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The Board of Directors' VAR limits are NIS 500 million at Group level and a limit of NIS 300 
million for the VAR of Mark to Market re-valued portfolios.
The Bank complied with the limits during the first nine months of 2005.

For further details regarding management of market risks, see pages 112 to 126 of the Annual
Report for 2004. See pages 126 to 134 of the Annual Report for 2004 with regard to operating 
risks, legal risks and credit risks. 

Preparations in Anticipation of Basel II

The Basel Committee on Banking Supervision issued in June 2004 the New Basel Capital Accord 
(Basel II), which is intended to be implemented on the direction of the central banks. The Accord is 
based on three pillars: minimum capital requirements, regulation, control and supervision of capital
adequacy and policy with regard to the disclosure of information to the public. Such information 
will complement the requirements regarding minimum capital and the necessary supervision and 
will enable the market to assess the banking corporation’s risk. 

The declared purposes of the Basel Accord are to strengthen the soundness and stability of the 
international banking system, to improve risk management, to establish a connection between the
banks’ risk management and the management of their business strategy for achieving their targets
and to ensure that the capital adequacy requirements will not cause competitive inequality in
commercial banking operations. Ability to assess risks and understand their management are 
naturally required of the banks themselves, and also of the regulator. The regulator is expected to 
ensure that the bank, in assessing the risks facing it and the capital required therefore, can also 
withstand unexpected scenarios.

The new minimum capital requirements relate to operating risks, in addition to credit and market 
risks, with which the banks have long since been required to deal. Furthermore, considerable
changes are required in the capital requirements relating to credit risks. In the two contexts, of
credit risks and also of operating risks, the Committee has proposed three options for calculating 
minimum capital. The options are typified by an ever-increasing sensitivity to risk. Banks, and the 
bank regulator, are to select the appropriate method for their risk management level. 

The Bank is working to adapt the processes and systems arising from the recommendations of the 
Basel Committee with regard to allocation of capital according to type and level of risk. The
adaptation requires the investment of considerable resources over a period of a number of years.

Linkage Status and Liquidity Status

Linkage Status

During the first nine months of 2005, management of assets and liabilities classified according to
linkage basis at the Bank was affected by a number of factors, the principal being:

An increase in the CPI during the planned timeframe, continued optimism in the capital markets,
and a sharp depreciation of the shekel against the dollar, mainly in the second quarter of the year.

The optimism in the capital market and low interest rates influenced the continued downward trend 
in the weight of deposits of the public in the total financial assets of the public. While the amount
of deposits of the public rose in the first nine months of 2005 by 2.8%, there was a significant
increase during this period in the volume of the securities portfolio of the Bank's customers, an
increase of 27.5%, including an increase of 24.3% in the volume of mutual funds. 
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The balance of credit to the public increased by a rate of 3.4%, deriving from  increases in unlinked 
credits of 8.7% and in CPI-linked credit of 2.1% which were offset by a decrease in foreign 
currency credit of 0.4%; when neutralising the effect of exchange rate differences, foreign currency
credit declined by some 2.0%; and the continued transition of companies in the economy to raising
capital through public offerings and offerings to institutional investors. 

The following table sets out the status of assets and liabilities classified according to linkage basis: 

As at 30 September 2005 As at 31 December 2004 

Unlinked CPI-linked
Foreign
Currency(2) Unlinked CPI-linked

Foreign
Currency(2)

Total assets (1) 87,344 55,948 124,662 92,413 54,215 120,465
Total liabilities (1) 80,412 52,069 124,532 85,909 51,957 120,159
Total exposure in sector   6,932   3,879       130   6,504   2,618 306
(1) including forward transactions and options
(2) including foreign-currency-linked.

Funding and Liquidity Status

The System - 

In the first nine months of 2005, the volume of Makam issues by the Bank of Israel increased by
NIS 9 billion, parallel with a reduction of NIS 11 billion in the volume of the monetary tenders for 
deposits with the Bank of Israel.  The volume of the tenders at the end of September 2005 was 
some NIS 5 billion.

With the termination of labor sanctions at the foreign currency department of the Bank of Israel on
18 July 2005, the Bank of Israel decided to repay the existing swap tenders in stages over a month
and that no new tenders would be held for the present. Therefore, the balance of swaps at the end of 
September was zero. 

The balance of the banking system’s Makam holdings was some NIS 12 billion at the end of 
September 2005, an increase of some NIS 5 billion as compared with December 2004, with 
Leumi’s share being 18%. 

From March 2004, the Bank of Israel has operated a "repo" type tender (resale agreement) on the
one-year Makam for a holding period of two weeks. The volume of the tenders is very low and 
amounts to NIS 200 million.

On 16 August 2005, the Bank of Israel gave notice of changes to the monetary instruments for the
operation of the current interest rate policy, the principal changes being: 

Commencing 1 September 2005, the Bank of Israel will provide a "monetary loan window" for the 
banks, without a ceiling, against the provision of security, and at a rate of interest of 1% above the 
Bank of Israel's interest rate, such being the rate it announces each month. These loans were not 
utilized by the banking system during September.

Along with monetary loans, the Bank of Israel operates a new monetary instrument – the "surplus
liquidity deposit window" at the Bank of Israel, without a tender and at an interest rate of 1% below 
the Bank of Israel's interest rate. At the same time, the payment of interest on liquidity surpluses
ceased.

Commencing 1 November 2005, the Bank of Israel cancelled the arrangement whereby the banks 
were allowed to execute inter-bank transfers at the previous day's value date. At the same time, the 
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compulsory interest in respect of negative balances at the Bank of Israel was decreased to the level
of the Bank of Israel interest rate plus 2%.

In the wake of this change, the definition of the level of credit risk involved in inter-bank activities 
was changed, and as a result the Bank updated the credit frameworks for inter-bank activities. 

In the first nine months of 2005, the trend of the transition of depositors to the capital market as 
well as the trend of a moderate increase in the volume of bank credit continued. This is explained
mainly by a sharp increase in the volume of monies raised by the business sector, which constitutes
an alternative to bank credit. 

The Bank -

The structure of the Bank’s assets and liabilities points to a high level of liquidity. This is the result 
of a deliberate policy of raising stable and diversified sources while placing importance on the
raising of deposits from a large number of customers for various periods of time and including long
term.

The Bank has a liquid and high-quality securities portfolio (in shekels and foreign currency) of 
some NIS 27.9 billion, which is mainly invested in Israeli government debentures or in foreign
securities with an average rating of A+. 

See page 34-35 of the Report for details of pledges granted by the Bank over its securities portfolio.

The ratio of the Bank’s liquid assets – cash, bank deposits and securities was 34.2% of the Bank’s
total assets as at 30 September 2005, as compared with some 34.6% as at 31 December 2004. The
ratio of such liquid assets in relation to total liabilities stood at 37.1% (2004 – 37.3%).

Leumi monitors its liquidity status and indices that reflect a change in the liquidity risk on an 
ongoing basis using a model that was developed in 2004, pursuant to a Directive of the Bank of 
Israel. The various assumptions forming the basis of the model are examined and updated 
according to developments in the parameters whose influence is material to the liquidity status. 

Funding - 

Deposits of the public at the Bank increased in the first nine months of 2005 by NIS 1.7 billion, 
0.9%. On deducting the effect of the changes in the rate of the shekel against foreign currencies,
mainly the depreciation against the dollar, the balance of deposits of the public decreased by some
NIS 0.4 billion.

The volume of accruals in mutual funds amounted to some NIS 7.5 billion. The assets of the
mutual funds represent 30.2% of those in the banking system. This accrual was moderated towards
the end of the first half and during the third quarter of the year. The negative accrual in provident
funds and supplementary training funds amounted to some NIS 1.2 billion during the first nine
months of the year.

The volume of the securities portfolio of customers of the Bank increased by NIS 40.7 billion in the 
period under review, in consequence of the flow of new monies and an increase in market values. 

With the purpose of expanding the Bank's capital base, in the first quarter of the year, NIS 0.5 
billion was raised, in CPI-linked subordinated deposits, for a period of 7 years. At the end of July,
the subsidiary, Leumi Finance Company, the issuing arm of Leumi, raised NIS 1.5 billion in CPI-
linked subordinated capital notes of a term of 5.25 years. The monies that were raised by means of 
the subsidiary were deposited with Leumi. In addition, Leumi Mortgage Bank raised NIS 0.9
billion during the period under review.
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In October 2005, Leumi Finance issued NIS 1.5 billion in CPI-linked debentures (of which the
Bank was allocated some NIS 0.5 billion) and NIS 0.75 billion shekel debentures with
shekel/dollar protection. The debentures were rated AA+ by the Maalot credit rating company and
are repayable in October 2008. The monies that were raised by means of the subsidiary were 
deposited with Leumi.

The balance of deposits of the public in the unlinked shekel sector at the Bank decreased in the first
nine months of the year by NIS 3.4 billion, a decrease of 4.2%, and stood at NIS 75.9 billion at the 
end of September. All the said decrease took place in the third quarter of the year, due to both the 
transition to the capital market and to the decrease in "jumbo" deposits (deposits above NIS 100
million).

In the period under review, the Bank launched a number of new products, including:

- “Deposit 3, 4, 5”: a fixed interest shekel deposit for a five month period, with exit points at
the end of three and four months from the date of the deposit;

- “Savings 3, 6, 9”: a shekel savings scheme for a nine month period bearing floating interest
based on the prime rate, with exit points at the end of three, six and nine months.

- "Tamar", "Rimon" and "Teana" savings: saving schemes for three and four years which
pay CPI-linked interest for the first period (a year or two years) and unlinked shekel 
interest for the remaining savings period. 

- "Parach Shekalim" deposit (multiple monthly repayments): an unlinked shekel deposit for a 
period of 13 to 60 months with various deposit dates,  according to the customer's choice. 

The balance of foreign currency and foreign currency-linked deposits of the public at the
Bank increased by some NIS 6.2 billion in the first nine months of the year, an increase of 9.1%. 
On deducting the effect of the changes in the exchange rate of the shekel in relation to the foreign
currencies, there was an increase of NIS 4.1 billion.

In the period under review, a number of foreign currency-linked shekel deposits were launched:

- “Super Sterling Savings”: a savings scheme for four years that in the first two years bears 
fixed interest linked to the deposit currency and fixed shekel interest in the following two 
years;

- Savings Linked to the New Zealand currency: a savings scheme for a year that bears high 
attractive interest and linkage to the New Zealand dollar in shekels. 

- Savings Linked to the Australian currency: a savings scheme for a year that bears high 
attractive interest and linkage to the Australian dollar in shekels. 

- “D.S. (Dollar - Shekel) Savings from Leumi”: a savings scheme for two years that in the
first year bears fixed interest and linkage to the US dollar and fixed shekel interest in the 
next year.

The balance of the deposits of the public in the CPI-linked sector declined by some
NIS 1.3 billion, a decline of some 4.4%. Of this, there was a decrease of some NIS 2.2 billion in the
first half of the year and an increase of some NIS 0.9 billion in the third quarter of the year. The 
decline in the sector derives mainly from withdrawals from CPI-linked savings schemes and the 
transfer to other investment channels. The increase in the third quarter derives from the deposit
with the Bank, of the proceeds of the issue of Leumi Finance, as detailed above. 
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As a result of a decrease in foreign currency credit and the increase in foreign currency deposits of 
the public, deposits with overseas banks increased by NIS 5.4 billion, 35.2%. 
Against the background of the decline in the shekel interest rate and the increase in the US dollar
interest rate, the activity in structured instruments contracted. 

The balance of structured deposits was some NIS 2.5 billion at the end of September 2005, and the 
sales turnover of structured securities that were sold to customers totalled some US$ 109 million.

Credit to the public at the Bank rose by some NIS 2.7 billion, some 2.3%. Of this, NIS 1.6 billion 
resulted from the depreciation of the shekel against foreign currency. The increase was in the third 
quarter of the year.

Most of the increase in credit at the Bank was in the unlinked shekel segment, which amounted to
some NIS 3.0 billion, 5.8%. 

Legal Proceedings 

In the Annual Report for 2004 details were given in the Directors’ Report of legal proceedings,
civil and other, to which the Bank and consolidated subsidiaries are a party.

At the date of the publication of this Report, no material changes had occurred in the said 
proceedings, except in regard to the examination of the Israel Securities Authority, as detailed in 
paragraph 2.1 on pages 141 and 142 of the above Annual Report. The development in this regard is
that in May 2005, the State Attorney’s Office held a hearing proceeding for the investment 
counsellors who had been examined, but the Office’s decision has not yet been given. 

Further to the report in paragraph 2.3 on page 142 of the Annual Report for 2004, in July 2005
investigators on behalf of the Antitrust Authority carried out a search at various of the Bank's
offices, and collected written and computerized material for the purposes of investigating suspected
restrictive trade agreements between the banks. 

In addition, during July and August 2005, a number of employees of the Bank were called to the
Antitrust Authority for examination.

None of the proceedings pending against the Bank involves a sum of over 1% of the Bank’s
shareholders’ equity as of 30 September 2005, some NIS 167 million, except the proceedings
detailed in Note 18 to the Financial Statements for 2004, and an application from June 2005 for the 
approval of the filing of a class action against the Bank in the amount of NIS 576 million, as 
detailed in Note 3A to the Financial Statements.

For details of an application for the approval of a class action which was filed in August 2005, see 
Note 3B to the Financial Statements. 

Further, see Note 11B to the Financial Statements regarding a notice received by Leumi Card Ltd. 
in connection with commissions on credit card transactions in the UK. The Auditors have drawn
attention to this in their Auditors Review of the Financial Statements. 

In the opinion of the Management of the Bank, based on legal opinions, appropriate provisions
were recorded in the Financial Statements, to cover possible damages in respect of all the claims. 

Legal claims exist against the Bank and consolidated companies as detailed in Notes 3 and 4 to the 
Financial Statements. It is not possible to estimate their chances of success, and therefore no 
provision was made in this regard. The Auditors have drawn attention to the above in the Auditors' 
Review of the Financial Statements. 
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See Notes 2-5 to the Financial Statements for further details.

Description of the Taxation Position

1. On 25 July 2005, the Knesset passed the Income Tax (Amendment No. 147 and Temporary
Provision) Ordinance, 2005 (the "Amendment”). The Amendment provided for a gradual 
reduction of the tax rate for companies from 34% in 2005 to 25% from 2010 and thereafter 
in the following manner: for the 2005 tax year the tax rate will be 34%, for 2006 it will be 
31%, for 2007 it will be 29%, for 2008 it will be 27%, for 2009 it will be 26%, and from
2010 and thereafter the tax rate will be 25%. 

The Bank, as a “financial institution” for the purposes of the Value Added Tax Law, pays
tax on profits at a rate of 17% which constitutes an expense for company tax, and therefore 
the reduction of company tax will result in a reduction of the overall tax rate that will apply
to the Bank to a lower rate, so that for 2005 the overall tax rate will be 43.59%, for 2006 -
41.03%, for 2007 - 39.32%, for 2008 - 37.61%, for 2009 - 36.75% and from 2010 and 
thereafter the tax rate will be 35.90%. 

The Amendment has had a negative affect on the results of the third quarter by some NIS
84 million, expressed in an increase in the tax expense, due to a change in the balance of 
deferred taxes as at the beginning of the quarter, including the effect on companies
included on the equity basis. There was also a negative effect of NIS 89 million in the 
second quarter of 2004 due to the reform in 2004.

2. Pursuant to an arrangement with the tax authorities dated 14 April 2005, as from 2004 the 
Bank may set off from its tax liability in Israel in respect of the profits of an overseas 
subsidiary an aggregate amount of up to US$ 67 million, but no more than US$ 3 million
each year or the tax liability in Israel, whichever is the lower. Having regard to the Bank’s
conservative assessments in respect of the implementation of the arrangement, in the first 
quarter of 2005, the Bank recorded deferred taxes to be received of US$ 15 million.
Realization of the full amount is conditional on the effective tax rate in Israel being higher
than that in the USA. Following Amendment 147 to the Income Tax Ordinance as detailed 
in paragraph 1 above, this amount was also amended in the third quarter of 2005, and
stands at some US$ 9 million. The amendment is included in the amount of the expected
effect as detailed in paragraph 1 above.

Human Resources 

Voluntary Retirement 

In August 2005, the Board of Directors of the Bank approved a voluntary retirement program at an 
overall cost of NIS 114 million. The program is intended for part of the Bank's employees, as 
approved by the Board of Directors. As of the date of publication of the Financial Statements, 131
employees had signed-up. The provision recorded in respect of the above program in the third 
quarter amounted to NIS 108 million, and relates to all the employees who had signed, up to a date 
close to the date of publication of the Financial Statements.

Agreement with Employees

Set out below are details of an agreement reached on 14 November 2005 between the Bank's
Management and the employees' representatives:
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1. An option program will be offered to the employees of the Bank and subsidiaries of the Bank 
(as determined by the Management of the Bank) on the following terms:
- the options will be exercisable into shares of the Bank at a rate of up to 6% of the Bank's

capital;
- the options will be exercisable in two equal tranches, the first at the end of the second 

year after the allotment of the options and the second, between the end of the second year
and the end of the third year after allotment;

- the options will be allotted to the employees free of consideration; 
- the exercise price will be NIS 13.465 per share, and will be linked to the CPI, without

interest. The price will be adjusted for dividend distributions (whose amounts will be 
linked to the CPI), bonus shares and the bonus element in rights issues, if any such issues 
are made. 

2. The option program does not affect the rights of the employees to purchase from the State of
Israel the remaining shares (3.873% of the capital of the Bank) to which they are entitled under
and in accordance with the existing usual arrangements. In accordance with these
arrangements, the Bank makes available finance for four years for the purchase of the shares,
subject to the consent of the Supervisor of Banks, the loans being CPI-linked and interest free. 
Loans are made available for the purchase of the shares and to finance the tax in respect of the 
said benefit.

3. Each of the existing collective agreements and arrangements in effect at the Bank will be 
secured for a period of 5 years.

4. An advance on account of the employees' bonus in respect of the year 2005, in accordance with
the Bank's policy, as determined in the past, will be paid to the employees during the month of
December 2005. 

5. The employees' representatives have undertaken that the employees of the Leumi Group will 
maintain harmonious labor relations with their employers in all matters relating to the 
privatization process and its full completion.  They further undertook to refrain from any action
that would impede or delay the sale of State-owned shares in the Bank. 

6. The Government (through the Minister of Finance and the Accountant General) has announced
that it does not oppose the option program and has noted the other agreements between the 
Bank and the employees' representatives as mentioned above.

7. The above agreement is subject to the approval of the Bank's governing bodies.

Internal Auditor 

Details of the Internal Audit of the Group, including the professional standards according to which 
the Internal Audit operates, yearly and multi-year work plans and the considerations for 
determining them, are detailed in the Annual Report for 2004.

No material changes occurred in relation to these details during the reported period. 

The Internal Auditor's report for the first half of 2005 was presented to the Board of Directors of 
the Bank on 25 August 2005, and was discussed by the Audit Committee on 1 September 2005. 
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D. Additional Matters

Leumi for the Community 

Leumi for the Community 

Leumi, which was founded as part of the Zionist vision, has since its establishment acted to
develop the economy, the society and the communities in which it operates.

Leumi continues and deepens its involvement in the community and society and supports the
achievement of important objectives in various social spheres, education, culture, health, welfare,
the community and more.

The Group’s contribution to the community is made in a number of ways:

· donations through institutions and non-profit societies that operate to promote social 
projects that concentrate on the education and welfare of children and young people;

· providing sponsorships for educational and cultural activities which benefit the Bank’s
customers and cultural institutions in Israel and abroad; 

· concern for individuals in sections of the population suffering serious hardship;
· the involvement of employees and managers of the Bank in social projects by investing

time and other resources for the advancement of social objects.

Leumi Tomorrow - “Leumi Tomorrow - The Centennial Fund for Endowing Israel’s Future

Generation”

"Atidim" - Futures 

A new means of involvement of Leumi in the community within the framework of the "Leumi
Tomorrow" non-profit society was shown by the signing of a long-term undertaking in August with
the "Atidim" program. In this regard, Leumi has undertaken to transfer an amount of some US$ 0.5
million to the program this year.

The "Atidim" program is a wide-reaching national program which began in 1999 and is intended to 
assist with the realisation of the untapped potential of gifted youth throughout the country. The 
program aspires to develop excellence, strengthen educational infrastructure and reinforce human
capital in outlying areas. 

The program accompanies youth from middle school, through the army and university and up to 
their integration into the workplace. Emphasis is placed throughout on strengthening the 
connection between the participants and their places of residence and the importance of the
advancement of their communities.

Opening of the New Year of Activity 

The fifth year of activity of “Leumi Tomorrow - The Centennial Fund for Endowing Israel’s Future 
Generation” began in September, with the first induction of participants into activities within the 
framework of army preparation groups and matriculation learning centers of the "Youth Leading 
Change" Non-Profit Society. Of the 51 army preparation groups of "Youth Leading Change", 13
were directly funded by "Leumi Tomorrow" – in Dimona, Beer Sheva, Katamon - Jerusalem,
Kiryat Menachem - Jerusalem, Ofakim, Pnimiyat Amit Petach Tikvah, Pnimiyat Hakfar Hararok,
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Krayot, Holon, Tiberias, Daliat El Carmel, Afula and Jaffa. The number of participants is on 
average 25 per group.

Nine learning centers for the matriculation in mathematics were opened, eight of which are funded
by "Leumi Tomorrow" – in Acre, Haifa, Netanya, Jaffa, Tiberias, Hadera, Jerusalem, Beer Sheva
and Kiryat Gat. 100 students commenced their studies in the centers' winter semester.

On 30 September, a ceremony was held to celebrate the opening of the program for the promotion
of access to higher education at Ben Gurion University. The ceremony was held in the presence of 
the President of the University and partners in the program. Some 980 students registered for
studies through the program.

The learning program at the University of Haifa and the Herzliya Inter-Disciplinary Center began
together with the opening of the academic year at the end of October. A new project in co-
operation with the Tel Hai Academic College will begin in December.

Within the context of the decision of the Leumi's Management to increase community involvement,
it was agreed with representatives of the "Shevach" School on the launching of a joint project – a 
learning center for business studies, information security courses and the granting of scholarships
to excellent needy students. 

The Rosh Hashana Operation 

The "Equal Opportunities" initiative is also operated under the auspices of "Leumi Tomorrow –
The Centennial Fund". 

The initiative was established against the background of the deepening social gaps. In this regard,
Leumi, together with the Yediot Aharonot newspaper, decided to assist hundreds of families in 
grave economic distress throughout the country.

It was decided to allocate NIS 1 million for the distribution of gift coupons to needy families at 
Rosh Hashana. More that 2,000 families throughout the country received coupons in the amount of
NIS 500 per family. The target population is: the "Equal Opportunities" families, additional
families who were recommended by welfare departments (in the cities where "Equal
Opportunities" operates), and requests from various non-profit societies. Distribution of the
coupons was undertaken with the help of branch employees of Leumi in over 50 places throughout
the country.

 “Young Israel Entrepreneurs  - Established by Leumi”

The flagship project supported by the Leumi Group.
Leumi was one of the partners of the project and has supported it since its establishment in 1989.
Each year more than 3,000 young people from all around the country participate in an educational 
and challenging program, during the course of which they gain experience in establishing and 
managing businesses while learning the essential aspects of business promotion and practice. The
participants in the program come from all the sectors of Israeli society - veterans, new immigrants
and young people from the Arab sector.

Once a year, Leumi produces and finances the national Young Entrepreneurs competition, and 
assists in the financing of the winning group's trip to the European competition which was held this 
year in Oslo, Norway.

Increased Involvement of Employees and Managers 

Leumi’s Management views the participation of its employees and managers in the community as a
central goal in the field of community involvement. Leumi is proud of its employees' involvement
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in the community, and the increasing number of the Bank’s employees who are involved in
volunteer activity.

Hundreds of Leumi’s employees and managers are involved in volunteer activity in different
frameworks: instructing groups of "Young Entrepreneurs”, assisting IDF preparation groups of the
“Youth Leading Change” Non-Profit Society, assisting at matriculation study centers and assisting
families through “Equal Opportunities".

During the first nine months of 2005, the Leumi Group made donations and granted sponsorships
of some NIS 9 million.

Evaluation of Disclosure Controls and Procedures for the Financial Statements 

On 15 November 2004, the Supervisor of Banks published a Directive regarding the certification to
be attached to the quarterly and annual statements of banking corporations, to be signed by the
chief executive officer and chief accountant/treasurer of the bank or the person actually carrying
out this task (in Leumi, the Head of the Finance and Accounting Division) as from the financial
statements for the period ending 30 June 2005. On 18 July 2005, the Supervisor of Banks published
an amended text of the certification. The text of the certification in the Directive is based on the 
directives of the SEC and relates to the requirements of section 302 of the Sarbanes-Oxley Act
(SOX),  According to the Supervisor's Directive, the certification is not brought into effect under
the extensive requirements of section 404 of the SOX Act which requires the existence of a system
of internal controls according to a defined and accepted framework which is far wider in extent 
than the disclosure controls required to be operated in relation to the Financial Statements to 30 
June 2005 and thereafter. 

With the assistance of external consultants, the Bank has determined procedures and set up a 
disclosure committee, headed by the President and Chief Executive Officer of the Bank, and 
including members of Management and other senior officers in the manner required to fulfill the 
requirements of the Directive. 

The Management of the Bank, together with the President and Chief Executive Officer and the
Head of the Finance and Accounting Division, have evaluated as at the end of the period covered
by this Report, the effectiveness of the disclosure controls and procedures of the Bank.  On the
basis of this evaluation, the President and Chief Executive Officer of the Bank and the Head of the 
Finance and Accounting Division have concluded that, as at the end of the said period, the
disclosure controls and procedures of the Bank are effective for the recording, processing,
summarizing and reporting of the information that the Bank is required to disclose in its quarterly 
financial statements, in accordance with the Directives on reporting to the public of the Supervisor
of Banks and at the time required in these Directives.

In the third quarter of 2005, no material change to the internal controls on financial reporting of the 
Bank occurred, except for the procedures that were adopted following the above Directive of the 
Supervisor of Banks.

Changes to the Board of Directors and Extension of Term of Office of the 

Chairman of the Board

On 21 August 2005, further to the recommendation of the Minister of Finance to the Shares 
Committee of the Bank, the Board of Directors resolved to extend the term of office of Mr. Eitan
Raff as Chairman of the Board of Directors for as long as he serves as a Director of the Bank, but 
no later than two years from the date of the resolution.
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The Board of Directors took note of Mr. Raff's confirmation that if the control of the Bank should
pass to an entity other than the State, Mr. Raff will allow the new controlling shareholder to decide 
whether to continue his term of office, or to transfer such office to another, such decision being at 
the discretion of the new controlling shareholder.

At the meeting of the Board of Directors held on 30 November 2005, it was decided to approve and 
publish the Group’s condensed unaudited consolidated Financial Statements as at 30 September
2005 and for the periods ending on that date, together with the Directors' Report.

During the period January - September 2005 the Board of Directors held 24 plenary meetings and 
57 committee meetings. 

_______________ _________________
Eitan Raff Galia Maor 
Chairman of the Board of Directors  President and Chief Executive Officer

30 November 2005 
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Certification

I, Galia Maor, certify that:

1. I have reviewed the Quarterly Report of Bank Leumi le-Israel B.M. (the "Bank") for the 
quarter ended 30 September 2005 (the "Report").

2. Based on my knowledge, the Report does not contain any untrue statement of a material fact
or omit to state a material fact necessary to prevent the statements included therein from
being, in light of the circumstances under which such statements were made, misleading with
respect to the period covered by the Report.

3. Based on my knowledge, the Quarterly Financial Statements, and other financial information
included in the Report, fairly present in all material respects the financial condition, results of
operations and changes in shareholders' equity of the Bank as of, and for, the periods 
presented in the Report. 

4. I and the Bank's other certifying officers are responsible for establishing and maintaining the 
disclosure controls and procedures required for the Bank's Report and have: 

(a) designed such disclosure controls and procedures, or caused such disclosure controls
and procedures to be designed under our supervision, to ensure that material
information relating to the Bank, including its consolidated corporations, is made
known to us by others within the Bank and those corporations, particularly during the
period in which the Report is being prepared; and 

(b) evaluated the effectiveness of the Bank's disclosure controls and procedures and 
presented our conclusions about the effectiveness of the disclosure controls and 
procedures, as of the end of the period covered by the Report, based on our evaluation; 
and

(c) disclosed in the Report any change in the Bank's internal control over financial 
reporting that occurred during this quarter that has materially affected, or is reasonably
likely to materially affect, the Bank's internal control over financial reporting; and

5. I and the Bank's other certifying officers have disclosed to the Joint External Auditors, the 
Board of Directors and the Audit Committee of the Board of Directors, based on our most
recent evaluation of internal control over financial reporting: 

(a) all significant deficiencies and material weaknesses in the design or operation of
internal control over financial reporting which are reasonably likely to adversely affect 
the Bank's ability to record, process, summarize and report financial information; and 

(b)  any fraud, whether or not material, that involves Management or other employees who 
have a significant role in the Bank's internal control over financial reporting. 

The above does not prejudice my responsibility or the responsibility of any other person, pursuant
to any law. 

30 November 2005 

     ___________________

     Galia Maor

     President and Chief Executive Officer
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Certification

I, Zeev Nahari, certify that: 

1. I have reviewed the Quarterly Report of Bank Leumi le-Israel B.M. (the "Bank") for the 
quarter ended 30 September 2005 (the "Report").

2. Based on my knowledge, the Report does not contain any untrue statement of a material fact
or omit to state a material fact necessary to prevent the statements included therein from
being, in light of the circumstances under which such statements were made, misleading with
respect to the period covered by the Report.

3. Based on my knowledge, the Quarterly Financial Statements, and other financial information
included in the Report, fairly present in all material respects the financial condition, results of
operations and changes in shareholders' equity of the Bank as of, and for, the periods 
presented in the Report. 

4. I and the Bank's other certifying officers are responsible for establishing and maintaining the 
disclosure controls and procedures required for the Bank's Report and have: 

(a) designed such disclosure controls and procedures, or caused such disclosure controls
and procedures to be designed under our supervision, to ensure that material
information relating to the Bank, including its consolidated corporations, is made
known to us by others within the Bank and those corporations, particularly during the
period in which the Report is being prepared; and 

(b) evaluated the effectiveness of the Bank's disclosure controls and procedures and 
presented our conclusions about the effectiveness of the disclosure controls and 
procedures, as of the end of the period covered by the Report, based on our evaluation; 
and

(c) disclosed in the Report any change in the Bank's internal control over financial 
reporting that occurred during this quarter that has materially affected, or is reasonably
likely to materially affect, the Bank's internal control over financial reporting; and

5. I and the Bank's other certifying officers have disclosed to the Joint External Auditors, the 
Board of Directors and the Audit Committee of the Board of Directors, based on our most
recent evaluation of internal control over financial reporting: 

(a) all significant deficiencies and material weaknesses in the design or operation of
internal control over financial reporting which are reasonably likely to adversely affect 
the Bank's ability to record, process, summarize and report financial information; and 

(b) any fraud, whether or not material, that involves Management or other employees who 
have a significant role in the Bank's internal control over financial reporting. 

The above does not prejudice my responsibility or the responsibility of any other person, pursuant
to any law. 

30 November 2005 

     ___________________

     Zeev Nahari

     Deputy Chief Executive Officer

Head of Finance and Accounting Division
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MANAGEMENT REVIEW 

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

For the three months ended 30 September

2005 2004

Rate of income (expenses) Rate of income (expenses)

Financing Excluding Including Financing Excluding Including

Average

balance (b)

income

(expenses)

the effect of

derivatives

the effect of

derivatives

Average

balance (b)

income

(expenses)

the effect of

derivatives

the effect of

derivatives

(NIS millions) % % (NIS millions) % %

Israeli currency - unlinked

Assets (c) (d) 78,042 1,221 6.41 73,341 1,217 6.81

Effect of embedded and ALM derivatives (e) 18,624 69 13,641 111

Total assets 96,666 1,290 5.45 86,982 1,328 6.26

Liabilities (d) 80,351 (617) (3.11) 75,744 (651) (3.48)

Effect of embedded and ALM derivatives (e) 8,080 (12) 5,895 (3)

Total liabilities 88,431 (629) (2.88) 81,639 (654) (3.24)

Interest margin 3.30 2.57 3.33 3.02

Israeli currency –

 linked to the CPI

Assets (c) (d) 56,662 1,459 10.71 56,751 779 5.60

Effect of embedded and ALM derivatives (e) 89 6 76 1

Total assets 56,711 1,465 10.74 56,827 780 5.61

Liabilities (d) 49,026 (1,162) (9.82) 48,666 (565) (4.72)

Effect of embedded and ALM derivatives (e) 2,313 (35) 1,850 (31)

Total liabilities 51,339 (1,197) (9.66) 50,516 (596) (4.80)

Interest margin 0.89 1.08 0.88 0.81

Foreign currency – local

 operations (including

 Israeli currency linked

 to foreign currency)

Assets (c) (d) 75,333 1,118 6.06 68,945 564 3.32

Effect of derivatives: (e)

Hedging derivatives 4,335 41 5,195 99

Embedded derivatives and ALM 50,117 133 49,659 60

Total assets 129,785 1,292 4.04 123,799 723 2.36

Liabilities (d) 68,977 (693) (4.08) 63,127 (365) (2.33)

Effect of derivatives: (e)

Hedging derivatives 4,272 (50) 5,114 (45)

Embedded derivatives and ALM 58,112 (182) 55,269 81

Total liabilities 131,361 (925) (2.85) 123,600 (329) (1.07)

Interest margin 1.98 1.19 0.99 1.29

Foreign currency –

 Foreign operations

 (integrated operations)

Assets (c) (d) 41,115 565 5.61 36,518 217 2.40

Effect of embedded and ALM derivatives (e) 319 4 165 4

Total assets 41,434 569 5.60 36,683 221 2.43

Liabilities (d) 38,890 (419) (4.38) 35,137 (48) (0.55)

Effect of embedded and ALM derivatives (e) 404 (2) 302 -

Total liabilities 39,294 (421) (4.35) 35,439 (48) (0.54)

Interest margin 1.23 1.25 1.85 1.89

See footnotes on page 72. 
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MANAGEMENT REVIEW 

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

For the three months ended 30 September

2005 2004

Rate of income (expenses) Rate of income (expenses)

Financing Excluding Including Financing Excluding Including

Average

balance (b)

income

(expenses)

the effect of

derivatives

the effect of

derivatives

Average

balance (b)

income

(expenses)

the effect of

derivatives

the effect of

derivatives

(NIS millions) % % (NIS millions) % %

Total monetary assets generating interest

Income (d) (f) 251,112 4,363 7.13 235,555 2,777 4.80

Effect of derivatives: (e)

Hedging derivatives 4,335 41 5,195 99

Embedded derivatives and ALM 69,149 212 63,541 176

Total assets 324,596 4,616 5.81 304,291 3,052 4.08

Total monetary liabilities generating interest

 expenses (d) 237,244 (2,891) (4.96) 222,764 (1,629) (2.96)

Effect of derivatives: (e)

Hedging derivatives 4,272 (50) 5,114 (45)

Embedded derivatives and ALM 68,909 (231) 63,316 47

Total liabilities 310,425 (3,172) (4.15) 291,194 (1,627) (2.25)

Interest margin 2.17 1.66 1.84 1.83

In respect of options 20 (26)

In respect of other derivatives (excluding options,

 hedging derivative instruments, ALM derivatives

 and embedded derivatives which have been

 separated) (e) 3 13

Financing commissions and other financing

 income (g) 272 191

Other financing expenses 5 (2)

Net interest income before provision for doubtful

 debts 1,744 1,601

Provision for doubtful debts (including general

 and supplementary provision) (166) (322)

Net interest income after provision for doubtful

 debts 1,578 1,279

Monetary assets generating interest income (d) (f) 251,112 235,555

Assets derived from derivative instruments (h) 3,445 3,000

Other monetary assets (d) 3,238 3,133

General provision and supplementary provision

 for doubtful debts (1,068) (1,092)

Total monetary assets 256,727 240,596

Monetary liabilities generating interest expenses 

 (d) 237,244 222,764

Liabilities derived from derivative instruments (h) 3,274 2,581

Other monetary liabilities (d) 6,023 5,712

Total monetary liabilities 246,541 231,057

Total monetary assets exceed monetary liabilities 10,186 9,539

Non-monetary assets 7,584 7,178

Non-monetary liabilities 1,683 1,762

Total capital resources 16,087 14,955

See footnotes on page 72. 
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MANAGEMENT REVIEW 

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

(b) Based on monthly opening balances, and quarterly opening balances in foreign subsidiaries, 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.

(c) The average balance of unrealized profits (losses) from adjustment to fair value of debentures held for trading
and available for sale has been deducted from (added to) the average balance of the assets as follows:
The unlinked Israeli currency sector for the three and nine month periods amounts to NIS 243 million and NIS
248 million respectively.
The linked Israeli currency sector for the three and nine month periods amounts to NIS 40 million and 43
million respectively.
The foreign currency sector (which includes foreign currency - linked Israeli sector) for the three and nine
month periods amounts to NIS (14) million and (15) million respectively.

(d) Excluding derivative instruments.

(e) Includes hedging derivative instruments (excluding options), embedded derivatives which have been separated,
and ALM derivatives, which constitute part of the Bank’s asset and liability management system.

(f) The average balance of unrealized profits on adjustment to fair value of debentures held for trading and
available for sale has been deducted from the average balance of the assets in the various sectors.
The three month and nine month period amounts to NIS 268 million and NIS 277 million respectively.

(g) This includes profits and losses on sales of investments in debentures and adjustments to fair value of
debentures held for trading.

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

2005 2004

Rate of income (expenses) Rate of income (expenses)

Financing Excluding Including Financing Excluding Including

Average

balance (b)

income

(expenses)

the effect of

derivatives

the effect of

derivatives

Average

balance (b)

income

(expenses)

the effect of

derivatives

the effect of

derivatives

($ millions) % % ($ millions) % %

Foreign currency:

Local operations (including Israeli

currency linked to foreign currency)

Assets (c) (d) 16,522 175 4.30 15,324 123 3.25

Effect of derivatives: (e)

Hedging derivatives 953 9 1,151 22

Embedded derivatives and ALM 11,017 6 11,005 23

Total assets 28,492 190 2.70 27,480 168 2.46

Liabilities (d) 15,164 (93) (2.49) 13,998 (71) (2.06)

Effect of derivatives: (e)

Hedging derivatives 940 (12) 1,132 (10)

Embedded derivatives and ALM 12,774 (6) 12,248 (5)

Total liabilities 28,878 (111) (1.54) 27,378 (86) (1.27)

Interest margin 1.81 1.16 1.19 1.19

Foreign currency –

Foreign operations

(integrated operations)

Assets (c) (d) 8,989 101 4.55 8,120 73 3.66

Effect of embedded and ALM derivatives (e) 70 1 37 1

Total assets 9,059 102 4.55 8,157 74 3.68

Liabilities (d) 8,505 (67) (3.17) 7,819 (36) (1.86)

Effect of embedded and ALM derivatives (e) 88 - 67 -

Total liabilities 8,593 (67) (3.15) 7,886 (36) (1.85)

Interest margin 1.38 1.40 1.80 1.83

Total:

Monetary assets in foreign currency

 generating financing income (c) (d) 25,511 276 4.39 23,444 196 3.39

Effect of derivatives: (e)

Hedging derivatives 953 9 1,151 22

Embedded derivatives and ALM 11,087 7 11,042 24

Total assets 37,551 292 3.14 35,637 242 2.74

Monetary liabilities in foreign currency 

 generating financing expense (d) 23,669 (160) (2.73) 21,817 (107) (1.98)

Effect of derivatives: (e)

Hedging derivatives 940 (12) 1,132 (10)

Embedded derivatives and ALM 12,862 (6) 12,315 (5)

Total liabilities 37,471 (178) (1.91) 35,264 (122) (1.40)

Interest margin 1.66 1.23 1.41 1.34

See footnotes on page 74. 
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MANAGEMENT REVIEW 

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

(b) Based on monthly opening balances for the Bank and subsidiaries in 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.

(c) The average balance of unrealized losses on adjustment to fair value of debentures held for trading and
available for sale has been added to the average balance of the assets for local and foreign operations, in the
amount of US$ (3) million.

(d) Excluding derivative instruments.

(e) Includes hedging derivative instruments (excluding options), embedded derivatives which have been separated,
and ALM derivatives, which constitute part of the Bank’s asset and liability management system.
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MANAGEMENT REVIEW 

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

For the nine months ended 30 September

2005 2004

Rate of income (expenses) Rate of income (expenses)

Financing Excluding Including Financing Excluding Including

Average

balance (b)

income

(expenses)

the effect of

derivatives

the effect of

derivatives

Average

balance (b)

income

(expenses)

the effect of

derivatives

the effect of

derivatives

(NIS millions) % % (NIS millions) % %

Israeli currency - unlinked

Assets (c) (d) 76,785 3,530 6.18 72,348 3,643 6.77

Effect of embedded and ALM derivatives (e) 17,643 321 12,124 303

Total assets 94,428 3,851 5.47 84,472 3,946 6.28

Liabilities (d) 79,337 (1,779) (3.00) 74,709 (1,949) (3.49)

Effect of embedded and ALM derivatives (e) 6,687 (13) 5,576 (12)

Total liabilities 86,024 (1,792) (2.79) 80,465 (1,961) (3.26)

Interest margin 3.18 2.68 3.28 3.02

Israeli currency –

 linked to the CPI

Assets (c) (d) 55,172 3,170 7.73 57,504 2,988 6.99

Effect of embedded and ALM derivatives (e) 117 5 75 4

Total assets 55,289 3,175 7.73 57,579 2,992 6.99

Liabilities (d) 48,210 (2,436) (6.79) 48,782 (2,162) (5.95)

Effect of embedded and ALM derivatives (e) 2,230 (83) 1,474 (62)

Total liabilities 50,440 (2,519) (6.71) 50,256 (2,224) (5.94)

Interest margin 0.94 1.02 1.04 1.05

Foreign currency – local

 operations (including

 Israeli currency linked

 to foreign currency)

Assets (c) (d) 73,444 5,065 9.30 67,806 2,676 5.30

Effect of derivatives: (e)

Hedging derivatives 4,545 141 6,639 146

Embedded derivatives and ALM 48,706 609 50,027 689

Total assets 126,695 5,815 6.17 124,472 3,511 3.78

Liabilities (d) 66,508 (3,057) (6.18) 62,941 (1,665) (3.54)

Effect of derivatives: (e)

Hedging derivatives 4,492 (139) 6,474 (114)

Embedded derivatives and ALM 57,061 (1,472) 54,545 (771)

Total liabilities 128,061 (4,668) (4.89) 123,960 (2,550) (2.75)

Interest margin 3.12 1.28 1.76 1.03

Foreign currency –

 Foreign operations

 (integrated operations)

Assets (c) (d) 39,316 2,987 10.25 35,674 1,696 6.39

Effect of embedded and ALM derivatives (e) 287 24 202 25

Total assets 39,603 3,011 10.26 35,876 1,721 6.45

Liabilities (d) 37,114 (2,610) (9.49) 34,685 (1,186) (4.58)

Effect of embedded and ALM derivatives (e) 400 (9) 319 (6)

Total liabilities 37,514 (2,619) (9.42) 35,004 (1,192) (4.57)

Interest margin 0.76 0.84 1.81 1.88

See footnotes on page 72. 
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MANAGEMENT REVIEW 

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

For the nine months ended 30 September

2005 2004

Rate of income (expenses) Rate of income (expenses)

Financing Excluding Including Financing Excluding Including

Average

balance (b)

income

(expenses)

the effect of

derivatives

the effect of

derivatives

Average

balance (b)

income

(expenses)

the effect of

derivatives

the effect of

derivatives

(NIS millions) % % (NIS millions) % %

Total monetary assets generating interest

Income (d) (f) 244,717 14,752 8.12 233,332 11,003 6.34

Effect of derivatives: (e)

Hedging derivatives 4,545 141 6,639 146

Embedded derivatives and ALM 66,753 959 62,428 1,021

Total assets 316,015 15,852 6.74 302,399 12,170 5.40

Total monetary liabilities generating interest

 expenses (d) 231,169 (9,882) (5.74) 221,117 (6,962) (4.22)

Effect of derivatives: (e)

Hedging derivatives 4,492 (139) 6,474 (114)

Embedded derivatives and ALM 66,378 (1,577) 62,094 (851)

Total liabilities 302,039 (11,598) (5.15) 289,685 (7,927) (3.67)

Interest margin 2.38 1.59 2.12 1.73

In respect of options (24) 8

In respect of other derivatives (excluding options,

 hedging derivative instruments, ALM derivatives

 and embedded derivatives which have been

 separated) (e) 14 43

Financing commissions and other financing

 income (g) 724 534

Other financing expenses (27) (59)

Net interest income before provision for doubtful

 debts 4,941 4,769

Provision for doubtful debts (including general

 and supplementary provision) (1,105) (984)

Net interest income after provision for doubtful

 debts 3,836 3,785

Monetary assets generating interest income (d) (f) 244,717 233,332

Assets derived from derivative instruments (h) 3,339 3,408

Other monetary assets (d) 3,203 3,456

General provision and supplementary provision

 for doubtful debts (1,052) (1,065)

Total monetary assets 250,207 239,131

Monetary liabilities generating interest expenses 

 (d) 231,169 221,117

Liabilities derived from derivative instruments (h) 2,979 2,794

Other monetary liabilities (d) 6,394 6,042

Total monetary liabilities 240,542 229,953

Total monetary assets exceed monetary liabilities 9,665 9,178

Non-monetary assets 7,612 7,019

Non-monetary liabilities 1,766 1,622

Total capital resources 15,511 14,575

See footnotes on page 72. 
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MANAGEMENT REVIEW 

Rates of Financing Income and Expenses (on a Consolidated Basis) (a) 
Nominal U.S. $

For the nine months ended 30 September

2005 2004

Rate of income (expenses) Rate of income (expenses)

Financing Excluding Including Financing Excluding Including

Average

balance (b)

income

(expenses)

the effect of

derivatives

the effect of

derivatives

Average

balance (b)

income

(expenses)

the effect of

derivatives

the effect of

derivatives

($ millions) % % ($ millions) % %

Foreign currency:

Local operations (including Israeli

currency linked to foreign currency)

Assets (c) (d) 16,577 483 3.90 15,085 323 2.87

Effect of derivatives: (e)

Hedging derivatives 1,028 32 1,476 32

Embedded derivatives and ALM 11,004 5 11,111 33

Total assets 28,609 520 2.43 27,672 388 1.88

Liabilities (d) 15,022 (238) (2.11) 13,963 (146) (1.40)

Effect of derivatives: (e)

Hedging derivatives 1,017 (32) 1,440 (25)

Embedded derivatives and ALM 12,894 (28) 12,112 (17)

Total liabilities 28,933 (298) (1.37) 27,515 (188) (0.92)

Interest margin 1.79 1.06 1.47 0.96

Foreign currency –

Foreign operations

(integrated operations)

Assets (c) (d) 8,904 282 4.24 7,983 203 3.41

Effect of embedded and ALM derivatives (e) 65 5 45 6

Total assets 8,969 287 4.29 8,028 209 3.48

Liabilities (d) 8,404 (175) (2.79) 7,770 (96) (1.66)

Effect of embedded and ALM derivatives (e) 91 - 72 (1)

Total liabilities 8,495 (175) (2.76) 7,842 (97) (1.66)

Interest margin 1.45 1.53 1.75 1.82

Total:

Monetary assets in foreign currency

 generating financing income (c) (d) 25,481 765 4.02 23,068 526 3.05

Effect of derivatives: (e)

Hedging derivatives 1,028 32 1,476 32

Embedded derivatives and ALM 11,069 10 11,156 39

Total assets 37,578 807 2.87 35,700 597 2.24

Monetary liabilities in foreign currency 

 generating financing expense (d) 23,426 (413) (2.36) 21,733 (242) (1.49)

Effect of derivatives: (e)

Hedging derivatives 1,017 (32) 1,440 (25)

Embedded derivatives and ALM 12,985 (28) 12,184 (18)

Total liabilities 37,428 (473) (1.69) 35,357 (285) (1.08)

Interest margin 1.66 1.18 1.56 1.16

See footnotes on page 78. 
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MANAGEMENT REVIEW 

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

(b) Based on monthly opening balances for the Bank and subsidiaries in 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.

(c) The average balance of unrealized losses on adjustment to fair value of debentures held for trading and
available for sale has been added to the average balance of the assets for local and foreign operations, in the
amount of US$ (3) million.

(d) Excluding derivative instruments.

(e) Includes hedging derivative instruments (excluding options), embedded derivatives which have been separated,
and ALM derivatives, which constitute part of the Bank’s asset and liability management system.
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To the Board of Directors of Bank Leumi le-Israel B.M. 

Dear Sirs, 

Re: Review of the Unaudited Condensed Interim Consolidated Financial Statements for the

three month  and nine month periods ended 30 September 2005

At your request, we have reviewed the condensed interim consolidated balance sheet of Bank Leumi
le-Israel B.M. (the “Bank”) and its subsidiaries (the “Group”) as at 30 September 2005 and the 
condensed interim consolidated statements of profit and loss and changes in shareholders' equity for
the three month and nine month periods then ended. 

Our review was carried out in accordance with the procedures prescribed by the Institute of Certified
Public Accountants in Israel. The procedures 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 13% of the total consolidated
assets in the condensed interim consolidated balance sheet as at 30 September 2005, and whose net
interest income before provision for doubtful debts constitutes some 7% 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 and nine month periods 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 
statements.

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. 

We draw attention to the contents of Note 8B regarding restatement of the interim financial statements
for the nine month period ended 30 September 2004 in order to retroactively reflect the cumulative
effect from the beginning of the year of early implementation of Accounting Standard No.19, “Taxes 
on Income”.

We draw attention to the contents of Notes 3 and 4 to the condensed interim financial statements 
regarding claims against the Bank and against a subsidiary, including applications for their approval as 
class actions, to Notes 5-7 regarding claims, including applications for their approval as class actions
and uncertainties relating to companies included on the equity basis, and to Note 11B regarding 
uncertainty relating to a subsidiary.  The Bank is unable to estimate the effect of the said matters on 
the Bank, if any, on its financial position and operating results, and whether or not they will be
material. Furthermore, we draw attention to the contents of Note 9 to the condensed interim financial
statements regarding capital market reform legislation. The Note states, inter alia, that the carrying out
of the provisions of the legislation in their entirety is likely to have an adverse effect on the Group's
businesses, the extent of which cannot be estimated at this stage in light of the numerous uncertainties 
which still exist regarding various matters.

Kost Forer Gabbay & Kasierer Somekh Chaikin 

Certified Public Accountants (Isr.) Certified Public Accountants (Isr.) 

30 November 2005
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FINANCIAL STATEMENTS

Condensed Consolidated Balance Sheet as at 30 September 2005 
Reported amounts

30 September 2005 30 September 2004 31 December 2004

(Unaudited) (Unaudited) (Audited)

(NIS millions)

Assets

Cash and deposits with banks 28,768 22,406 30,033

Securities 48,382 42,775 43,543

Credit to the public 175,054 169,989 169,353

Credit to governments 894 1,038 963

Investments in companies included on the equity basis 2,043 1,649 1,754

Buildings and equipment 2,817 2,631 2,668

Other assets 6,778 6,397 7,468

Total assets 264,736 246,885 255,782

Liabilities and equity capital

Deposits of the public 215,603 202,776 209,652

Deposits from banks 4,852 5,762 5,655

Deposits from governments 2,494 2,937 3,025

Debentures, bonds and subordinated notes 14,922 10,958 11,256

Other liabilities 9,889 (a) 8,632 10,932

Total liabilities 247,760 231,065 240,520
Minority interest 247 264 276

Shareholders' equity 16,729 (a) 15,556 14,986

Total liabilities and equity capital 264,736 246,885 255,782

(a)    Restated, see note 8B.

The accompanying notes are an integral part of these Financial Statements.

_____________________
Eitan Raff

Chairman of the
Board of Directors

_____________________
Galia Maor

President and Chief
Executive Officer

_____________________
Zeev Nahari

Deputy Chief Executive Officer
Head of Finance and Accounting Division 

Date of approval of the Financial Statements: 30 November, 2005
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FINANCIAL STATEMENTS

Condensed Consolidated Statement of Profit and Loss 
For the Periods Ended 30 September 2005 
Reported Amounts

For the Three Months
 Ended 30 September

For the Nine Months
 Ended 30 September

For the Year
Ended

31 December

  2005 2004 2005  2004 2004

(Unaudited) (Unaudited) (Unaudited) (Unaudited) (Audited)

(NIS millions)

Net interest income before provision for doubtful debts 1,744 1,601 4,941 4,769 6,359

Provision for doubtful debts 166 322 1,105 984 1,514

Net interest income after provision for doubtful debts 1,578 1,279 3,836 3,785 4,845

Operating and other income

Operating commissions 713 670 2,102 2,039 2,718

Profits from investments in shares, net 20 13 45 34 43

Other income 283 152 662 453 642

Total operating and other income 1,016 835 2,809 2,526 3,403

Operating and other expenses

Salaries and related expenses 1,010 813 2,729 2,394 3,248

Building and equipment maintenance and depreciation 303 273 863 801 1,079

Other expenses 286 268 856 821 1,161

Total operating and other expenses 1,599 1,354 4,448 4,016 5,488

Operating profit before taxes 995 760 2,197 2,295 2,760

Provision for taxes on operating profit 478 329 883 1,026 1,244

Operating profit after taxes 517 431 1,314 1,269 1,516

Equity in after-tax operating profits of 

 companies included on the equity basis 53 111 314 294 410

Minority interest in after-tax operating (profits) losses

 of subsidiaries 1 (1) 15 (7) (22)

Net operating profit 571 541 1,643 1,556 1,904

Cumulative effect of change in accounting method

 at the beginning of the year  -  -  - (a) (32) (32)

After-tax profit (loss) from extraordinary items (3) (2) 31 (5) (8)

Net profit for the period 568 539 1,674 1,519 1,864

(NIS)

Profit per NIS 1 par value of share capital

Net operating profit 0.404 0.382 1.162 1.101 1.347

Cumulative effect of change in accounting method

 at the beginning of the year - - - (a) (0.023) (0.023)

After-tax profit (loss) from extraordinary items )0.002( (0.001) 0.022 (0.004) (0.006)

Total 0.402 0.381 1.184 1.074 1.318

(NIS thousands)

Par value of share capital used in the above computation  1,414,233 1,414,233 1,414,233 1,414,233 1,414,233

 (a)  Restated, see note 8B.

The accompanying notes are an integral part of these Financial Statements.
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FINANCIAL STATEMENTS

Condensed Consolidated Statement of Changes in Shareholders' Equity 
For the Periods Ended 30 September 2005
Reported Amounts

For  the Three Months Ended 30 September

2005 2004

(Unaudited)

Capital and 
capital
reserves

Retained
earnings

Total
shareholders'
equity

Capital and 
capital
reserves

Retained
earnings

Total
shareholders'
equity

(NIS millions) (NIS millions)

Balance at the beginning of the period 7,010 9,076 16,086 7,010 7,931(a) 14,941
Net profit for the period - 568 568 - 539 539
Adjustments in respect of paid dividend to a  company
included on the equity basis - 83 83 - - -
Adjustments in respect of presentation of  securities 
available for sale at fair value - )38( )38( - 120 120
Related tax effect - 30 30 - (42) (42)
Translation adjustments for companies  included on the 
equity basis - - - - (4) (4)
Loans to employees for purchase of Bank`s shares - - - - 2 2

Balance at the end of the period 7,010 9,719(b) 16,729 7,010 8,546(b) 15,556

For  the Nine Months Ended 30 September

2005 2004

(Unaudited)

Capital and 
capital
reserves

Retained
earnings

Total
shareholders'
equity

Capital and 
capital
reserves

Retained
earnings

Dividend
declared after
balance sheet 
date

Total
shareholders'
equity

(NIS millions) (NIS millions)

Balance at the beginning of the period 7,010 7,976 14,986 7,010 7,121 82 14,213

Net profit for the period - 1,674 1,674 - 1,519(a) - 1,519
Proposed dividend - - - - - (82) (82)
Adjustments in respect of paid dividend to a
 company included on the equity basis - - - - 3 - 3
Adjustments in respect of presentation of
 securities available for sale at fair value - 89 89 - (212) - (212)
Related tax effect - )45( )45( - 94 - 94
Translation adjustments for companies
 included on the equity basis - 21 21 - 19 - 19
Loans to employees for purchase of Bank's
shares - 4 4 - 2 - 2

Balance at the end of the period 7,010 9,719 (b) 16,729 7,010 8,546(b) - 15,556

For the Year Ended 31 December 2004 (Audited)

Capital and 
capital reserves

Retained
earnings

Dividend
declared after
balance sheet 
date

Total
shareholders'
equity

(NIS millions)

Balance as at 1 January 2004 7,010 7,121 82 14,213
Net profit for the year - 1,864 - 1,864
Proposed dividend - (1,004) (82) (1,086)
Adjustments in respect of presentation of securities available for sale at fair value - (45) - (45)
Related tax effect - 20 - 20
Translation adjustments for companies included on the equity basis - 18 - 18
Loans to employees for purchase of Bank's shares - 2 - 2

Balance as at 31 December 2004 7,010 7,976(b) - 14,986

(a) Restated, see note 8B.

(b) The retained earnings at the end of the period include: 
1. Adjustments from translation of the financial statements of autonomous foreign investees in the amount of NIS (346) million (NIS (366)

million as at 30 September 2004 and NIS (367) million as at 31 December 2004).
2. Adjustments in respect of presentation of securities available for sale at fair value, less related taxation, in the amount of NIS 138 million

(NIS 1 million as at 30 September 2004 and NIS 94 million as at 31 December 2004). 

The accompanying notes are an integral part of these Financial Statements.
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NOTES

1. The Condensed Consolidated Interim Financial Statements to 30 September 2005 have been prepared in
accordance with accounting principles adopted for the preparation of interim reports. The accounting 
principles used in preparing the interim report are consistent with those applied in the audited Financial
Statements as at 31 December 2004. These Statements should be read in conjunction with the Annual 
Financial Statements as at 31 December 2004 and for the year ended on that date, and their 
accompanying Notes.

2. In the regular course of business, legal claims were filed against the Bank and certain subsidiaries,
including applications for approval of class actions. In the opinion of the Management of the Bank and 
the managements of the subsidiaries, based on legal opinions regarding the chances of the claims
succeeding, including the applications for approval of class actions, appropriate provisions were recorded
in the Financial Statements, insofar as required, to cover damages resulting from the said claims.

In the opinion of the Management of the Bank and the managements of the subsidiaries, the total
additional exposure arising from legal claims filed against the Bank and against the subsidiaries as
mentioned above on various subjects, the amount of each of which exceeds NIS 2 million, and where the
chances of such claims succeeding are not remote, amounts to some NIS 119 million.

Details were provided in Note 18 to the Financial Statements for 2004 regarding various legal claims 
filed against the Bank and subsidiaries, including applications for approval of class actions. As at the date
of publication of the Financial Statements, no material changes have occurred in relation to what was
reported in the abovementioned Financial Statements regarding legal proceedings against the Bank and
its subsidiaries, except: 

A. The proceedings detailed in paragraphs 3A and 3B below.

B. As regards the proceeding detailed in Note 18J (3.1) to the Financial Statements for 2004, on 28 
November 2005, the appeal on the decision of the District Court rejecting the application for
approval of the action as a class action was denied by the Supreme Court. 

C. As regards the proceeding detailed in Note 18J (3.2) to the Annual Report for 2004 – on 9 August 
2005, the Court dismissed the application to approve the action as a class action. On 10 October
2005, the plaintiffs filed an appeal against the decision.

D. As regards the proceedings detailed in the second paragraph of Note 18J (3.3) to the said 
Financial Statements – on 28 August 2005, the application was struck-out. 

E. As regards the proceedings detailed in Note 18J (2.4) to the Financial Statements for 2004 – on 9 
May 2005 the appeal to the Supreme Court against the decision to reject the application for
approval of a class action was rejected.

F. Of the actions in which the claimed amount is material, as detailed in Note 18J (1) to the 
Financial Statements for 2004, the proceedings detailed in the first paragraph of Note 18J (3.3)
and in Note 18J (3.4) to the said Financial Statements, should be seen as included among the 
claims, as well as the application to approve a class action in the amount of NIS 43 million which 
was filed on 2 September 2004. According to the plaintiffs' claim, where the Bank provides credit
to customers which is linked to the CPI, foreign currency or another index, and on the date of 
repayment of the credit, the known index or foreign exchange rate falls below the index or
exchange rate which was known at the date of provision of the credit, the repayment amount
should decrease by the rate of the fall, as it would be increased when the index or exchange
increases. According to the plaintiffs, the term of the credit agreements that determines that the 
repayment amount will not decrease is a prejudicial term in the standard contract and the 
application thereof to credit provided by the Bank is a general breach of the rules regarding
adequate disclosure and the misleading of borrowers.
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G. As regards the proceedings detailed in Note 18J (3.4) to the said Financial Statements – the
amount of the claim was reduced to NIS 1.2 billion.

H. As regards the proceedings detailed in Note 18J (4.2) to the said Financial Statements – on 30
August 2005 the Intensification of Competition and Reduction of Concentration and Conflicts of
Interest in the Israeli Capital Market (Legislative Amendments) Law, 2005 was published. The
law allows control by a bank of a corporation that is an insurance agent and details the conditions
therefor. In light of the enactment of the law, the applicants requested the dismissal of the claim,
which was dismissed on 17 August 2005.

3. Provided in this Note, and in Notes 4-5 inclusive, are details of legal proceedings in relation to which, in 
the opinion of the Management of the Bank, based on legal opinions regarding the chances of these 
claims succeeding, the chances of success of the claims cannot be estimated at this stage and therefore no 
provision was recorded in respect thereof.

A. In June 2005, an application for the approval of a class action was filed in the Tel Aviv District 
Court against the Bank in the amount of NIS 576 million.

The applicant claims that the Bank did not stand by promises advertised on its internet site in the
years 2002 to 2004 (inclusive), regarding interest benefits on certain deposits made through the
internet.

The applicant is demanding that the Bank pay him and all depositors through the internet who did
not receive the promised benefits as advertised, the damages that they suffered as a result of non-
receipt of such promised benefits.

B. On 7 August 2005, an application was filed against the Bank in the Tel Aviv District Court for 
the approval of an action as a class action. The claim being made is that up until January 2003,
the Bank did not credit its customers with the relative part of the commission amounts paid by
them in respect of bank guarantees issued at their request, where the amounts of the guarantees 
were reduced before the end of the guarantee period. 
The applicants maintain that the value of the claim exceeds NIS 2.5 million.

4. A. On 17 July 1997 an application for approval of a class action in an amount
exceeding NIS 1 billion was filed with the Tel Aviv District Court against Leumi Mortgage Bank
Ltd. and against other mortgage banks in connection with collection of borrowers’ life assurance
and property insurance commissions. 

On 17 November 1997 the Court decided that the claim could not be heard as a class action
under the Banking (Customer Service) Law, 1981, and the Restrictive Trade Practices Law, 
1988. Accordingly, the Court summarily dismissed the monetary claim.

Nevertheless, the Court decided that the claim could be heard under Rule 29 of the Civil
Procedure Rules, 1984, regarding only the claims for declaratory relief relating to causes of 
action that arose before 10 May 1996. The Court determined that the causes of action that could 
be heard in this framework were “regarding the restrictive arrangement and various insurance 
issues”. Appeals to the Supreme Court against this decision by Leumi Mortgage Bank, each of 
the other defendant mortgage banks and the applicants, are pending. The proceedings in the
action have been stayed until a decision on the appeals is made.

In the opinion of the Management of the Bank, based on the opinion of the management of 
Leumi Mortgage Bank, which is based on the opinion of the legal advisors of Leumi Mortgage
Bank regarding the chances of the success of the claim, based on the current legal position, the
chances of success of the appeal of Leumi Mortgage Bank are good. This is in light of a 
judgement that was handed down by the Supreme Court on 1 September 2005 where it was 
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determined, in short, that although it is possible to make use of interpretive means to make Rule 
29 into a tool for the filing of class actions, at this time it is not appropriate to do so. This is so
mainly in light of the legislation pending in the field of class actions. In the opinion of the
Management of the Bank, based on the opinion of the management of Leumi Mortgage Bank, 
which is based on the opinion of the legal advisors of Leumi Mortgage Bank, it is not possible at 
this stage to estimate the chances of the appeal filed by the applicants. 

B. On 10 June 2003, an application for approval of a class action was filed against Leumi Mortgage
Bank regarding alleged over-collection from borrowers who took out loans at variable interest. 
Although the application and the attached claim are not clearly drafted, it appears that at least
partial overlapping exists with the arguments on which the proceedings referred to in Note 18
J(2) (2.2) to the Financial Statements for 2004 are based, the relief requested and the group 
whose representation was requested. 

The amount of the class action whose approval was requested is estimated by the applicants at 
some NIS 90 million.

In view of the (at least partial) overlapping between the application for approval of the class
action reviewed here and the application for approval of the class action reviewed in Note 18 J(2) 
(2.2) to the Financial Statements for 2004, it was agreed between the parties to stay the process
of the claim until after finalization of the appeal submitted in connection with the proceedings 
referred to in Note 18 J(2) (2.2) to the said Financial Statements for 2004. The Court was 
informed of this agreement and, accordingly, a response has not yet been filed to the application 
for approval of a class action.

In the opinion of Management of the Bank, based on the opinion of the management of Leumi
Mortgage Bank, which is in turn based on the opinion of the legal advisors of Leumi Mortgage
Bank, in light of the early stage of the proceedings it is not possible to estimate their chances of 
success.

5. Migdal Insurance and Financial Holdings Ltd. ("Migdal Group") 

There are claims and applications for filing class actions against the Migdal Group, mainly in connection 
with the insurance business of the Migdal Group, regarding calculation of premiums, charging of 
management fees, payment of commissions in connection with group life assurance and utilization of 
outdated life-expectancy tables. Regarding these claims, according to the evaluation of the management
of the Migdal Group, based on opinions of its legal advisors, it is not possible to estimate the chances that 
these claims and the applications for their approval as class actions will succeed, and the Migdal Group’s
exposure in respect thereof. Accordingly, no provisions were recorded in the financial statements of the 
Migdal Group.

For additional information on these proceedings, see the financial statements of Migdal Insurance &
Financial Holdings Ltd. 

The Bank's holdings in corporations are subject to restrictions determined in the Banking (Licensing)
Law, 1981 (the "Banking Law"). The Banking Law determines, inter alia, in section 24A to the law that
a banking corporation is entitled to hold means of control in one conglomerate (a "Non-banking Holding 
Corporation") only. The Bank has had holdings in two corporations that are defined as conglomerates - 
the Israel Corporation Ltd. and Africa Israel Investments Ltd. - for some time.

According to the notification to the Bank at the end of June 2005 of Migdal Holdings, and the
examination conducted by the Bank pursuant thereto (based on data and information provided by the 
Migdal Group), the Bank notified the Bank of Israel during July 2005 that pursuant to the Bank of Israel's
interpretation of section 24A of the Banking Law (an interpretation with which the Bank disagrees), as of
the end of March 2005, Migdal Holdings (the company in which the Bank has holdings), operates in
more than three branches of the economy and as such is also defined as a "Non-banking Holding
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Corporation" ("conglomerate"). Therefore, the Bank requested a reasonable transition period for
complying with the requirements of the Banking Law in this regard. The Bank further requested the Bank 
of Israel's assistance in amending the legislation approved following the Bachar Committee's
recommendations such that their recommendations regarding the banks' holdings in insurance companies
would also apply to the Bank's holdings in Migdal Holdings and that the Bank would be able to continue
to hold part of its holdings in Migdal Holdings.

Following the enactment of legislation to carry out the Bachar Committee's proposals and without 
prejudice to the above, and in addition thereto, the Bank must sell part of its holdings in Migdal Holdings
so that it will hold no more than 10% of any type of means of control in Migdal Holdings.

See Note 6 below regarding the Bank of Israel's instruction regarding the holding of Migdal Holdings.

6. Sale of Two Non-banking Holding Corporations

The Bank of Israel has advised the Bank that it is required to sell its holdings in two conglomerates
(Africa Israel and/or Migdal Holdings and/or The Israel Corporation) as soon as possible and no later 
than 30 September 2006. Should one of the two corporations being sold be Migdal Holdings, the Bank
would be entitled to sell its holdings in Migdal Holdings in stages by 31 March 2008 as follows: by 31
March 2007 the holdings of the Bank in Migdal Holdings would not exceed 10%, and by 31 March 2008, 
the Bank would be required to sell the balance of its holdings in Migdal Holdings  (if until such time the
Banking Law is not amended so that insurance companies are explicitly excepted from the provisions of
Section 24 of the Banking Law).

The sale of holdings in two such corporations will give rise to capital gains at the Bank. 

The adjustment of the holdings of the Bank to the provisions of the Banking Law will have financial
implications on the Bank which are not currently quantifiable.

In accordance with generally accepted accounting principles, a tax provision in the amount of some NIS 
104 million was completed in the third quarter of 2005, in respect of equity profits recorded up till 30 
June 2005, a partial tax provision having previously been made in accordance with generally accepted 
accounting principles, in respect of two Non-banking Holding Corporations. In addition, a full provision 
for tax in the amount of NIS 18 million was made in respect of profits in the third quarter of the year, in 
accordance with the tax rates applying to a financial institution. 

7. The Israel Corporation Ltd. 

Israel Corporation’s investments include inter-alia, Oil Refineries Ltd. ("ORL") in respect whereof
principal uncertainties exist in the following matters:

A. The government's decision on reform of the refineries sector, in the context whereof there is a 
decision to spin off and privatize ORL as two separately owned refineries. 

B. The signing of the December 2002 arrangement between the Government of Israel, ORL, and the
Israel Corporation regarding the period subsequent to the end of the concession (18 October 
2003) under which ORL operates. The principal aspect of the arrangement is the continued
holding by ORL of the assets it held immediately prior to the end of the concession for 25 years,
with an option to extend the period by an additional 25 years.  A petition was filed in the High 
Court of Justice in connection with the arrangement.

C. On 7 November 2005, the government signed an amendment to the above agreement, all the
approvals required by Law having been obtained. The carrying-out of the agreement is
conditional on the disposal of the petition to the High Court.
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The aforesaid may have a material effect on the financial position of ORL, which it is not possible to 
assess at this stage.

For additional information on these proceedings see the financial statements of the Israel Corporation
Ltd.

8. Taxes on Income

A. On 25 July 2005, the Knesset passed the Income Tax (Amendment No. 147 and Temporary
Provision) Ordinance, 2005 (the "Amendment”). The Amendment provided for a gradual 
reduction of the tax rate for companies from 34% to 25% in the following manner: for the 2005
tax year the tax rate will be 34%, for 2006 it will be 31%, for 2007 it will be 29%, for 2008 it will
be 27%, for 2009 it will be 26%, and from 2010 and thereafter the tax rate will be 25%. 

The Bank, as a “financial institution” for the purposes of the Value Added Tax Law, pays tax on 
profits at a rate of 17% which constitutes an expense for company tax, and therefore the 
reduction of company tax will result in a reduction of the overall tax rate that would apply to the
Bank to a lower rate, so that for 2005 the overall tax rate will be 43.59%, for 2006 - 41.03%, for 
2007 - 39.32%, for 2008 - 37.61%, for 2009 - 36.75% and from 2010 and thereafter the tax rate 
will be 35.90%. 

The Amendment has had a negative effect on the results of the third quarter by some NIS 84 
million and has led to an increase in the tax expense due to a change in the balance of deferred
taxes as at the beginning of the quarter, including the effect on companies included on the equity 
basis.

B. Implementation of Accounting Standard 19 – Taxes on Income and Restatement

In July 2004, the Israel Accounting Standards Board published Accounting Standard No. 19,
“Taxes on Income” (the "Standard"). The Standard provides rules for recognition, measurement,
presentation and disclosure with regard to taxes on income in the financial statements.  The
Standard provides, inter alia, that a deferred tax liability must be recognised in respect of all 
taxable temporary provisions and that a deferred tax asset must be recognised in respect of all
temporary differences that can be deducted, losses for tax purposes and tax benefits that have not
yet been utilised, if it is anticipated that there will be taxable income against which it will be 
possible to utilise them, except for a limited number of exceptions. The new Standard applies to
financial statements for periods commencing on 1 January 2005, but encourages early
implementation.

In certain matters relating to the accounting treatment of taxes on income, including with regard
to recognising a deferred tax asset in respect of losses to be carried forward and timing 
differences, there are additional limitations in the directives of the Supervisor of Banks. In 
relation to these matters the additional limitations provided in the Supervisor of Banks’ directives 
also apply to the Bank. 

The Bank implemented the Standard during 2004. The Financial Statements for the periods of 
nine months ended 30 September 2004 were restated so as to reflect the effect of the said
Standard retroactively, by way of a cumulative effect at the beginning of the year of change in 
accounting method.   As a result, the profit for the nine months ended 30 September 2004 was 
reduced by NIS 12 million.

C. Pursuant to an arrangement with the tax authorities dated 14 April 2005, as from 2004 the Bank
may set off from its tax liability in Israel in respect of the profits of an overseas subsidiary an 
aggregate amount of up to US$ 67 million, but no more than US$ 3 million each year or the tax 
liability in Israel, whichever is the lower. Having regard to the Bank’s conservative assessments
in respect of the implementation of the arrangement, in the first quarter of 2005 the Bank
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recorded deferred taxes to be received of US$ 15 million. Realization of the full amount is 
conditional on the effective tax rate in Israel being higher than that in the USA. Following 
Amendment 147 to the Income Tax Ordinance as detailed in paragraph A above, this amount was
also updated in the third quarter of 2005, and stands at some US$ 9 million. The amount is
included in the amount of the expected effect as detailed in paragraph A above. 

9. Capital Market Reform Legislation

On 9 November 2004 the team which was appointed by the Minister of Finance for the purpose of 
examining and recommending the steps required in order to intensify competition in the Israeli capital
market, published its recommendations.  The team's recommendations were approved by the government.

On 10 August 2005, three laws implementing the team's recommendations were published. 

The laws that were published were: 

The Intensification of Competition and Reduction of Concentration and Conflicts of Interest in the Israeli
Capital Market (Legislative Amendments) Law, 2005;
The Financial Services (Control) (Engagement in Pension Counselling and Pension Marketing) Law, 
2005;
The Financial Services (Control) (Provident Funds) Law, 2005. 

The major matters dealt with in the laws are: 

A. A banking corporation that has material retail activity shall not hold any means of control in a
provident fund management company or a mutual fund management company and shall not hold
more than 10% of any means of control in a corporation that controls or holds more than 25% of 
such company.

Further, the controller of such a banking corporation will not hold more than 5% of any type of 
means of control in such a company or in a corporation whose business is the management of 
investment portfolios, as mentioned in paragraph C below, and will not hold more than 10% in 
another corporation which controls or holds more than 25% of one of these. 

As an exception to these prohibitions on holdings, a bank is permitted to control and to be an 
interested party in a company which manages a central provident fund for severance pay whose
only member is the bank, and to manage the same, and to manage a provident fund all of whose
members are employees of such banking corporation or of a corporation controlled by it, and
which on 1 July 2005 was closed to the joining of new members.

B. The reduction in holdings in provident fund management companies and in mutual fund
management companies will be effected as follows: 

Each of the large banks (the Leumi and Hapoalim Groups) must reduce its holdings in provident
funds so that after two years they will each have reduced their market share to no more than 18%
and after three years will have no such holdings. 

Each of the large banks must reduce its market share in mutual funds to no more than 25% after 
two years, to no more than 12.5% after three years and after four years they shall have no such
holdings.

The other banks in the system were given longer periods to realize all their holdings.

By the date by which the banking corporations are required to have realised all their holdings in
provident fund and mutual fund management companies, they are also required to reduce their
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holdings in corporations controlling or holding more than 25% in such companies, so as to reach
holdings in the legally permitted percentages (as mentioned in paragraph A above). 

Further, by the date by which the banking corporations are required to have no holdings in
provident fund management companies, the banking corporations must reduce their holdings in 
portfolio management companies which manage investments for institutional entities, as set out
in paragraph C below. 

C. Banking corporations as mentioned in paragraph A above will not control nor hold more than 5%
of a corporation which manages portfolios, which include the assets of an insurer held on behalf
of its insured, of provident funds (including pension funds) and of mutual funds.

D. Pursuant to the team's recommendations, the laws defined two fields that require training and
licensing and that will be subject to regulation and supervision - counselling and marketing, of 
both financial products and  pension products, and the entities operating in the capital market are 
required to choose between them. Amendments for this purpose were made inter alia, to the
Banking (Licensing) Law, 1981, the Regulation of Engagement in Investment Counselling and
Investment Portfolio Management Law, 1995, which will also regulate the profession of 
investment marketing, a new field which until now had not been dealt with in legislation, the 
Joint Investment Trusts Law, 1994 and the Insurance Business (Control) Law, 1981. In addition,
a new law was enacted to deal with pension counselling and pension marketing, which applies to
counselling with relation to provident funds, pension funds and insurance programs included in
or connected to provident funds and pension funds.

E. The possibility of choosing between the profession of investment counselling and pension 
counselling, and the profession of investment marketing and pension marketing was not made
available to banking corporations with material retail activity or their controlling entities or 
entities controlled by them. These may engage in counselling only, except that they are permitted 
to market structured products, options and futures contracts issued by themselves only.  In 
addition, provision of pension counselling by a banking corporation will require the receipt of a 
license from the Supervisor of the Capital Market, the receipt of which, as detailed below, will be
subject to various conditions.

Other entities have the option of choosing between these two professions; those that choose to 
receive a marketing license will be permitted (as opposed to the original recommendations of the 
team which recommended allowing the marketers to market the products of two institutional 
entities, including the marketer itself) to market products without limitation, on condition that
they bring the fact that they are marketers and are interested parties in the products that they are 
marketing to the attention of their customers. The marketers are prohibited from using the word 
"advice" in their name or publications.

Marketers, whether of financial products or pension products, are permitted to receive benefits 
both from the institutional entities whose products they are distributing and from the customers.

F. Holders of investment counselling licenses, including banking corporations, are prohibited from 
counselling or executing transactions in respect of financial products in which an institutional 
entity (including its controlling entities or entities controlled by any of them) which holds 10% in
the counsellor has an interest (interest meaning management of the product, offering or issuing
the product, or the receipt of a benefit other than from the purchaser or holder of the product, 
unless expressly permitted by law).  Holders of investment counselling licenses and banking 
corporations are permitted to receive distribution commission from an institutional entity in 
connection with counselling and executing transactions in mutual funds and supplementary
training funds.

In this regard, it was determined that the rate of commission that investment counsellors may
charge a mutual fund manager or a supplementary training fund management company for 
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executing transactions will not vary as a result of its being collected from various fund managers
and it will not be dependent on the identity of the supplementary training management company.
The Minister of Finance is authorized to issue regulations to determine the conditions for the 
payment of such commissions, their maximum rate and their manner of calculation.

G. Holders of investment counselling licenses or their related entities are prohibited from issuing 
exchange traded certificates.

H. Pension counsellors will be under a duty, when choosing the type of pension product, to consider
all the types of pension products, and when choosing the pension product of the relevant type, to
consider all the pension products and the institutional entities.

Pension counsellors that are banking corporations are prohibited from advising on pension
products in which an institutional entity (including its controlling entities or entities controlled by 
any of them) which is an interested party in the banking corporation has an interest (interest
meaning management of the product, offering or issuing the product, or the receipt of a benefit 
other than from the purchaser or holder of the product, unless expressly permitted by law).
Similarly, pension counsellors that are banking corporations are prohibited from giving advice on 
pension products in which an institutional entity has an interest, where the controller of the 
banking corporation holds more than 10% or controls such institutional entity.

In addition, pension counselling provided by a banking corporation may only be given in a
permanent branch building, which has been licensed as a branch under the Banking (Licensing) 
Law.

Pension counsellors may receive distribution commission from the management company in 
respect of a provident fund for savings, pension or severance pay, which is not an insurance fund, 
and in respect of a supplementary training fund, subject to limitations.

These restrictions do not apply to pension marketers, who, as mentioned above, may counsel and 
sell, in accordance with the law and differently from the recommendations of the team, all 
pension products, and to receive benefits from the managers of such products. 

A pension counsellor which is a banking corporation is forbidden to enter into an agreement with 
an employer or employers' organization regarding the provision of pension counselling to the 
employees of such employer or to the employees of an employer who is a member of such
organization.  In addition, a banking corporation is forbidden from entering into an agreement
with an employees' organization regarding the provision of pension counselling to the employees
it represents.  This restriction does not apply to a pension marketer.

The law provides that a transaction in a pension product may only be carried out as part of and in
pursuance to pension counselling or marketing.

I. Investment counsellors in financial products and pension counsellors may not enter into 
agreements for the provision of services with institutional entities (provident fund managers,
pension funds, insurers, mutual fund managers), which are not in the usual course of business of
the counsellor, which are not on an arm's length basis or which may materially affect the 
profitability, assets or obligations of the counsellor unless they have received  the prior written 
approval of the Chairman of the Securities Authority or the Supervisor of the Capital Market, as 
appropriate, and with regard to banking corporations, also of the Supervisor of Banks and, until 
2010, the Antitrust General Director. 

J. Banking corporations may receive a pension counselling licence where all the following 
conditions are fulfilled:
the bank is permitted to carry-out pension counselling under the Banking (Licensing) Law; the
bank does not hold more than 5% of an insurance company and does not hold more than 10% of 
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a company that controls, or holds more than 25%, of an insurance company; the bank has reduced 
all its holdings in provident funds and mutual funds as required by the law so that it no longer
holds provident fund and mutual fund management companies and holds no more than 10% of
another company that controls or holds more than 25% of a provident fund or mutual fund
management company; the Supervisor of the Capital Market is convinced that the Bank's
undertaking of pension counselling will not have a materially detrimental affect on the expansion 
of competition and prevention of concentration in Israel, in the field of pension counselling, in 
brokerage activities between customers and institutional entities and in the field of banking, such
being after consultation with the Antitrust General Director and the Supervisor of Banks. 

However, the Supervisor of the Capital Market may give a pension counselling licence to a 
banking corporation where its shareholders’ equity and that of banking corporations controlling it
and controlled by it do not exceed NIS 10 billion, even before the completion of the sale of their
holdings in provident funds and mutual funds.

K. During the period determined in the law, and which is longer in the case of the Leumi and Poalim
Groups than for other banks, the pension counselling licence of a banking corporation will be
restricted and the banks will be permitted to counsel only in respect of some of the pension 
products, that is, provident funds for savings, pension or severance pay which are not insurance
funds, but not in respect of insurance funds and life insurance products included in or connected
to provident funds.  The restricted counselling period for the Leumi and Poalim Groups will be 5 
consecutive years from the date upon which each bank complies with the conditions for receiving 
a pension counselling licence (the first three conditions referred to in paragraph J above) while 
with regard to the other banks, the period will continue until the relevant bank has first complied
with the said conditions for receiving a pension counselling licence, but no earlier than 31 
December 2009. 

During the restricted period, a bank must advise its customer that the pension counselling it gives
is restricted to certain types of product, but nonetheless the law provides that when choosing the
type of product which is most appropriate to the customer, the holder of the counselling licence 
will consider all the types of pension products, both those permitted and those forbidden to it, but 
the choice of the product most appropriate to the customer will be from the permitted products,
on condition that the most appropriate product for the customer is in fact a permitted one. 

L. The supervision of and enforcement relating to provident funds have been laid down in a new law 
– the Financial Services (Control) (Provident Funds) Law, 2005.  This law regulates for the first 
time provident funds managed personally by the individual members.  The unique nature of such
a fund is that it is intended for an individual member who is permitted to give instructions
regarding the investment of the fund's moneys.  The laws also determine that the control of and 
the holding of a specified percentage of the means of control in an institutional entity shall be 
conditional upon obtaining a permit.  Obtaining a permit as aforesaid shall be conditional on the 
permit applicant’s market share not exceeding 15% in the long-term savings sphere and 20% in 
the mutual funds sphere. 

M. The laws regulate subjects that did not arise from the team's recommendations, including, inter

alia: an amendment to the Banking (Licensing) Law which permits a bank or  a mortgage bank to
control an insurance agent whose business is that of life insurance and apartment insurance 
connected with the granting of housing loans, an amendment to the Banking Ordinance that
allows the Supervisor of Banks to publish Proper Banking Management Directives, and ratifies
the existing Proper Banking Management Directives, an amendment to the Banking (Licensing) 
Law which will require the receipt of the consent of the Supervisor for the establishment of an 
auxiliary corporation by a banking corporation, civil penalties for breach of Proper Banking 
Management Directives and other breaches, including certain breaches of the Banking (Service to 
Customers) Law, the possibility of imposing civil fines for breaching various provisions of the 
Banking (Licensing) Law and breaches of various provisions of the Regulation of Engagement in 
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Investment Counselling, Investment Marketing and Management of Investment Portfolios Law,
and more.

N. The laws include transitional provisions for the various amendments. So long as their entire
holdings in provident funds and mutual funds have not been sold, the provisions of the 
Regulation of Engagement in Investment Counselling and Investment Portfolio Management
Law, 1995 will apply to banking corporations, as they were prior to the amendments.  However, 
with regard to counselling on provident funds for savings and personal provident funds for
severance pay, the said law will continue to apply for three and a half years from the date the new 
legislation came into effect, that is 10 August 2005, or until the receipt of a pension counselling 
license.

Following the enactment of these laws, the Bank is required to dispose of its holdings in provident fund 
and mutual fund management companies within a period not exceeding three years and four years
respectively from the date when the legislation took effect.

The Bank is also obliged, following the said legislation, to reduce its holdings in Migdal Insurance and
Financial Holdings Ltd., so that the Bank will not hold more than 10% of any type of means of control in
this company.  The Bank was also required to reduce its holdings in Direct Insurance – Financial 
Investments Ltd., and it has sold its holdings as mentioned below. With regard to the reduction of 
holdings in Migdal Insurance and Financial Holdings Ltd., see Note 6 above.  In accordance with
generally accepted accounting principles, a provision for tax in the amount of some NIS 84 million was 
recorded in the third quarter of 2005, in respect of equity profits recorded up till 30 June 2005, since in 
the past a partial provision for tax was recorded in accordance with generally accepted accounting 
principles.

Commencing from the third quarter of 2005, quarterly equity profits will be recorded after full provision
for taxes.

The limits in the legislation, under which a banking corporation may not carry out marketing activities 
but only counselling (while other entities will be able to carry out marketing), the prohibition on holding
material holdings in corporations which manage investment portfolios for institutional entities and the 
restrictions on carrying on pension counselling activities, will, in Management's estimation, reduce the 
capacity of the Bank to compete in the most effective manner in the financial and pension markets.

Further, the disposal by the Bank of its holdings in mutual fund, provident fund and supplementary
training fund management companies will cause a reduction in the Bank's current income from activity in 
these fields. However, the legislation allows the receipt of distribution commission from institutional
entities, and these commissions will, to a partial extent, reduce the expected adverse effect.

It appears from draft regulations distributed by the Ministry of Finance on 29 August 2005, that with
regard to mutual funds, three levels of distribution commission are proposed, to be calculated in respect 
of units held through the distributor, according to the type of mutual fund, being: 0.25% in respect of
mutual funds investing mainly in short-term, low-risk investments, 0.8% in respect of mutual funds 
investing mainly in equities and 0.4% in respect of other mutual funds. In respect of provident funds, 
including supplementary training funds, and in respect of pension funds, the proposed distribution
commission will be 0.25% of the total accumulation in the fund which came about through the
counsellor.

It is proposed that a distributor will not be entitled to charge distribution commission in respect of mutual
fund units purchased before the date when the regulations go into effect, except in respect of units in 
mutual funds which are managed by companies that on 10 August 2005 were controlled by the
distributor.

It is proposed that the distribution commission in respect of provident funds will be paid in respect of 
provident funds for savings and for pensions, personal provident funds for severance pay and
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supplemental training funds, in respect of counselling regarding making deposits in such provident funds
or advice regarding the transfer of moneys from one fund to another. The distribution commission
calculation in relation to a fund which was, or whose management company was, controlled by the 
counsellor on 10 August 2005, will take into account the value of all the assets of the provident fund 
which stand to the credit of the customer's account with the fund, since these amounts have accumulated
due to past activities of the counsellor during the period when the counsellor controlled such fund. It is 
proposed that the regulations take effect from 1 April 2006. The regulations have not yet been signed by
the Finance Minister nor have they been approved by the Finance Committee of the Knesset.

Following the legislation, the Bank has taken the following actions: it decided on 15 September 2005 to
sell Leumi-Pia at a price of some NIS 535 million to Harel Insurance Investments Ltd., subject to the
signature of an agreement between the parties and regulatory approvals. On 19 October 2005 the Bank 
sold its holdings in Direct Insurance – Financial Investments Ltd. to Tzur Shamir Holdings Ltd. at a price 
of some NIS 116.2 million.

On 26 November 2005, the Bank decided to enter into an agreement, together with Leumi Gemel Ltd., 
for the sale of the goodwill, activities, assets and liabilities relating to the provident funds managed by
Leumi Gemel Ltd. A group of five provident funds, the largest of which are the Otzma, Taoz and Rimon
funds, were sold to Harel Insurance Investments Ltd. at a price of NIS 675 million, and the remaining
provident funds, the largest of which are Sion, the Central Fund for Severance Pay, Tzur and Sagi were
sold to Solomon Provident Funds Ltd., a company controlled by A. Solomon Investments Ltd. (subject to
Markstone Fund (comprising four limited partnerships) becoming the controlling shareholder thereof) at
a price of some NIS 473 million. The Leumi Group will continue to provide operational services in
relation to the provident funds that were sold, such being subject to the signing of operation agreements.
The transaction is subject to regulatory approvals.

On 28 November 2005, the Bank decided to enter into an agreement, together with Psagot Ofek
Investment House Ltd. and its subsidiaries, including Psagot Managers of Mutual Funds - Leumi Ltd. 
(the "Psagot Ofek Group"), for the sale of the goodwill, activities, assets and liabilities relating to all the
assets of the Psagot Ofek Group, with York Capital Management ("York") on behalf of entities managed
by it, at the price of NIS 1.35 billion. In addition, the Bank received an option to purchase from York half
the means of control of the company that will manage the portfolio management activities.  The 
transaction is subject to the receipt of regulatory approvals. 

The reduction of holdings pursuant to the legislation will produce capital gains at the Bank. 

However, in the opinion of the Bank, the carrying out of the provisions of the legislation in their entirety
is likely to have an adverse effect on the Group's businesses, the extent of which cannot be estimated at
this stage in light of the numerous uncertainties which still exist regarding various matters.

In the first nine months of 2005, the Group’s income from services to mutual funds amounted to NIS 312 
million (for the year 2004: NIS 346 million), from provident fund management fees, NIS 149 million (for
the year 2004: NIS 174 million), and from supplementary training funds, NIS 25 million (for the year
2004: NIS 46 million) (all figures are gross).

The equity profits which the Bank has recorded in its profit and loss statements from its holdings in 
Migdal and Direct Insurance totalled NIS 14 million in the first nine months of 2005 (following the
above-mentioned tax provision of NIS 88 million), compared with some NIS 65 million in the
corresponding period in 2004 and NIS 100 million in the year 2004. 

The Team's Proposals regarding Underwriting Activity 

The team's recommendations included proposals to strengthen the restrictions on underwriting by 
corporations controlled by banks.  These proposals were to be carried out through regulations to be issued
under the Securities Law, 1968.  Therefore, provisions on this matter were not included in the new 
legislation.  If the proposals were incorporated into the Securities Law regulations, they would be likely
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to affect in future the activities of Leumi & Co.  Underwriters Ltd, of the Leumi Group, that carries out 
underwriting.  At this stage, it is not possible to estimate which of the proposals of the team on the 
subject of underwriting will be incorporated into the regulations, and what changes may be made to them.
Their effect on the activity of Leumi & Co Underwriters Ltd. may not therefore be currently assessed.

10. Future Application of Accounting Standard 

A. In July 2005, the Israel Accounting Standards Board issued Accounting Standard No. 22 –
"Financial Instruments: Disclosure and Presentation" ("Standard 22"). 

Standard 22 prescribes principles regarding the presentation of financial instruments and details
the proper disclosure required in respect thereof in the financial statements. In addition, Standard
22 lays down principles for the classification of a financial instrument, or its constituent parts,
upon its initial recognition as a financial liability, financial asset or equity instrument, the
classification of transaction costs (net of any related tax benefit) arising from the financial
instrument as a profit and loss item or capital item accordingly, and the conditions upon which
the financial asset will be offset against the financial liability. Standard 22 will apply to financial
statements for the periods commencing on or after 1 January 2006, and will be applied 
prospectively.

In certain matters relating to the presentation of financial instruments, the principles determined
in the directives of the Supervisor of Banks apply to the Bank. 

In the Bank's estimation, the effect of Standard 22 on its financial position, results of operations 
and cash flows is not expected to be material.

B. In September 2005, the Israel Accounting Standards Board issued Accounting Standard No. 24 - 
"Share- Based Payment" ("Standard 24"). Standard 24 shall apply to financial statements for 
periods commencing on or after 1 January 2006.

Standard 24 requires the recognition of share-based payment transactions in its financial 
statements. Such transactions include transactions with employees or other parties that must be 
settled in the company's equity instruments or in cash, as well as transactions that provide the 
company or the supplier of the service or goods with a choice of settling in cash or in equity
instruments. Concurrently with the recognition of the goods or services received, it is necessary
to recognize in the financial statements an increase in shareholders' equity when the share- based 
payment transaction will be settled in equity instruments and the incurrence of a liability when
this transaction will be settled in cash. This contrasts with the current situation in which certain
types of the above mentioned transactions are not reflected in the financial statements. 

Standard 24 prescribes the principles for the recognition, measurement and disclosure of the fair 
value of the goods or services provided in exchange for the equity instrument granted.  In
particular, measurement principles are prescribed with respect to transactions with employees and 
others providing similar services, transactions with parties who are not employees and 
transactions that are measured by reference to the fair value of the equity instruments granted. In
addition, requirements are prescribed for situations in which modifications are made to the
conditions on which the equity instrument was granted. 

In certain matters relating to the presentation of financial instruments, principles determined in 
the directives of the Supervisor of Bank apply to the Bank.

In the Bank’s estimation, the effect of Standard 24 on its financial position, results of operations
and cash flows is not expected to be material.
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11. Post Balance Sheet Events

A. In November 2005, the Supervisor of Banks announced that he is adopting a letter of the Chief
Actuary of the Capital Markets, Insurance and Savings Department of the Finance Ministry
according to which, commencing from the first quarter of 2006, insurers must evaluate the
provisions in respect of life insurance policies on the basis of life-expectancy tables, as set out in 
the working paper circulated by the Supervisor of Insurance in April 2005 to the insurance
companies and pension funds, for their comments.

Pursuant to the evaluation of the Bank's actuary, which are based on the update of the life-
expectancy assumptions set out in the said working paper, for the purpose of evaluation of 
actuarial liabilities, the Bank will record in the first quarter of 2006 an additional provision of 
NIS 122 million before taxes (approximately NIS 79 million after taxes) to update obligations for 
pension and jubilee provisions.

B. Credit Cards

The Bank's credit card company, Leumi Card Ltd., has recently received a notice from Visa 
Europe that the British Office of Fair Trading (OFT) has commenced proceedings under UK 
competition laws against the current practice in the UK regarding payment of interchange fees
between acquirers and issuers of Visa cards in the UK. 

Under these proceedings, the OFT advised Visa Europe that it intended to determine that Visa
Europe, Visa UK and 48 other companies in the Visa organization (including the Bank) had
contravened the UK competition laws. 

These entities were given the opportunity of responding (themselves or through Visa Europe) to 
the determination of the OFT, and convincing it that the arrangement is permitted and/or that 
their activities are not in contravention of the relevant law. If the OFT is not convinced, it may
give instructions for a change in the current practice and impose fines on the companies which
were party to the practice. 

The Bank is examining the factual and legal basis of the complaint against it, and at this early
stage cannot estimate the possible effects of these proceedings. 

C. Sale of Shares of the Bank by the State

On 15 November 2005, the Bank was informed by M.I. Holdings Ltd. ("MIH") that further to the
procedure for the sale of up to 20% of the shares of the State in the Bank which was published by
the Accountant-General of the Ministry of Finance and MIH on 14 September 2005, Barnea
Investments B.V. ("Barnea") had been chosen as the preferred bidder. Barnea was incorporated in 
the Netherlands, and is a wholly owned subsidiary of Barnea S.a.r.l., incorporated in 
Luxembourg, which is held jointly and indirectly by Stephen Feinberg and J. Ezra Merkin,
through the Cerberus and Gabriel private investment fund groups which are controlled by Mr.
Feinberg and Mr. Merkin respectively.

The sale was completed on 24 November 2005 (the "Closing Date"), when Barnea paid some
NIS 2.474 billion (NIS 17.51 per share) for 9.99% of the share capital of the Bank, together with
interest, a total of some NIS 2.475 billion.

Of the shares purchased, shares representing 4.99% of the Bank's share capital are held in trust
and Barnea and the trustee have executed a power of attorney empowering the committee
appointed pursuant to Section 12 of the Bank Shares (Arrangement Shares) (Temporary
Provision) Law, 1993 (the "Committee"), including whoever succeeds it in this capacity, as 
provided under said Law, or any other person that whom Minister of Finance shall empower, to 
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(1) participate and vote such shares at all meetings of the Bank and (2) to exercise the right to 
appoint directors in the Bank with respect to all shares of the Bank held by Barnea. 

The State also granted to Barnea an option to purchase a further 10.01% of the capital of the
Bank, pursuant to the conditions of the option agreement signed between the government, MIH 
and Barnea on 23 November 2005 (the "Option Agreement"), and conditional, inter alia, on their 
having obtained all necessary permits from the Bank of Israel and the other relevant supervisory 
bodies in Israel and overseas for the purchase of the shares and control of the Bank. The option,
which took effect from the Closing Date, is exercisable after 180 days of the Closing Date, 
subject to an extension of up to an additional 12 months. The price per share for exercising the
option has been fixed at NIS 14.70, bearing annual interest at 2%, the price and interest being
linked to the CPI.

The Option Agreement contains certain conditions relating to Bank transactions during the
exercise period of the Option Agreement, which commenced from the Closing Date, inter alia:
subject to a written request by Barnea to MIH and the government and to confirmation by the
Bank of Israel that Barnea has previously applied for a control permit, the Minister of Finance 
will recommend in writing to the Bank's Board of Directors that, provided that the Bank of Israel 
will not have objected thereto, any material transaction of the Bank outside the ordinary course of 
its business shall be effected only after the position of Barnea's representatives (whose identity 
shall have been agreed by the Supervisor of Banks) has been presented to the Bank's Board of 
Directors. Further, during the said period, at General Meetings of the Bank's shareholders, the
government (through the Committee) will, unless Barnea has previously agreed, oppose 
resolutions relating to: the Bank's voluntary winding-up, a spin-off by the Bank, a merger of the 
Bank with companies other than wholly owned subsidiaries or a compromise or arrangement
(within the meaning of Section 350 of the Israeli Companies Law) to which the Bank is party; an 
issue of shares or securities convertible into shares (except pursuant to an offer or sale of the
Bank's securities to employees of the Bank or employees of companies of the Leumi Group), a
modification to the rights attached to the Bank's shares and an increase of the Bank's authorized
capital or a rights issue by the Bank; or a modification to the terms of the Bank's statutory
documents.

In addition, if the consent of MIH or the Accountant-General is requested with respect to the 
manner of voting of the government or the Committee, MIH and the Accountant-General shall
consult with Barnea prior to providing such consent, unless the vote relates to the approval of the
Bank's financial statements, the appointment of an auditor or the appointment or dismissal of 
Directors.

The criteria and terms and conditions laid down by the Bank of Israel for the acquisition of 
control of the Bank, and which were published under the sale procedure, impose the following
restrictions on the distribution of dividends with effect from the date a control permit is granted 
by the Bank of Israel: 

1. A dividend may not be distributed from profits that have accumulated at the Bank as at the
date to which the last financial statements prior to the submission of the bid to purchase the
means of control relate.  If losses accumulate after this date, no dividend shall be distributed
until after such losses have been covered. 

2. A dividend may not be distributed from the profits from the sale of material assets of the Bank
for five years from the date of purchase of the means of control unless all the following terms
have been fulfilled:

(a) the sale derives from legal requirements that apply to the Bank. 
(b) the distribution of the dividend from profits from the sale of such assets will not cause a

reduction of the Bank's minimum capital ratio below that existing immediately prior to the 
sale of the said assets. 
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(c) the Bank's Board of Directors shall confirm the distribution after having examined the 
Bank's requirements and its business plans. 

(d) the Supervisor of Banks' prior written approval has been obtained for a distribution as 
aforesaid, after examining the Bank's capital adequacy and the Board of Directors' decision
and the basis therefor.

However, in the event of special circumstances, as confirmed by decisions of the Bank's Board of 
Directors and Audit Committee, under which the best interests of the Bank require a dividend
distribution which exceeds the aforesaid, the holders of the control permit may apply to the
Governor of the Bank of Israel for approval of such extraordinary distribution.

D. Agreement with the Employees 

Set out below are details of an agreement reached on 14 November 2005 between the Bank's
Management and the employees' representatives:

1. An option program will be offered to the employees of the Bank and subsidiaries of the Bank
(as determined by the Management of the Bank) on the following terms:
- the options will be exercisable into shares of the Bank at a rate of up to 6% of the Bank's

capital;
- the options will be exercisable in two equal tranches, the first at the end of the second year

after the allotment of the options and the second, between the end of the second year and
the end of the third year after allotment;

- the options will be allotted to the employees free of consideration; 
- the exercise price will be NIS 13.465 per share, and will be linked to the CPI, without 

interest. The price will be adjusted for dividend distributions (whose amounts will be 
linked to the CPI), bonus shares and the bonus element in rights issues, if any such issues 
are made. 

2. The option program does not affect the rights of the employees to purchase from the State of
Israel the remaining shares (3.873% of the capital of the Bank) to which they are entitled
under and in accordance with the existing usual arrangements. In accordance with these 
arrangements, the Bank makes available finance for four years for the purchase of the shares,
subject to the consent of the Supervisor of Banks, the loans being CPI-linked and interest free. 
Loans are made available for the purchase of the shares and to finance the tax in respect of the 
said benefit.

3. Each of the existing collective agreements and arrangements in effect at the Bank will be
secured for a period of 5 years.

4. An advance on account of the employees' bonus in respect of the year 2005, in accordance 
with the Bank's policy, as determined in the past, will be paid to the employees during the 
month of December 2005. 

5. The employees' representatives have undertaken that the employees of the Leumi Group will 
maintain harmonious labor relations with their employers in all matters relating to the
privatization process and its full completion.  They further undertook to refrain from any
action that would impede or delay the sale of State-owned shares in the Bank. 

6. The Government (through the Minister of Finance and the Accountant General) has 
announced that it does not oppose the option program and has noted the other agreements 
between the Bank and the employees' representatives as mentioned above.

7. The above agreement is subject to the approval of the Bank's governing bodies.
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E. Acquisition of a Bank in Romania

On 31 October 2005, the Bank and S.C. Kolal B.V. ("Kolal"), the controlling shareholder of 
Eurom Bank S.A., signed an agreement for the purchase by the Bank of shares constituting 95%
of the issued and paid-up share capital of Eurom from Kolal. In consideration for the shares, the
Bank will pay some US$ 41.7 million to Kolal upon completion of the transaction.

The completion of the transaction is subject to the fulfillment of pre-conditions, inter alia, the
receipt of permits from the supervisory authorities in Israel and Romania, and the de-listing of the
Eurom shares from trade on the Romanian stock exchange.

Eurom is a Romanian banking corporation, which operates some 35 branches and offices, and is
engaged in a wide range of financial activities including the receipt of deposits, the provision of 
credit, international trade and foreign currency activities. Total assets of the bank amount to US$
165 million as at 30 June 2005 and shareholders' equity of the bank was US$ 27 million.
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 FINANCIAL STATEMENTS

Net Interest Income Before Provision for Doubtful Debts (on a Consolidated Basis)
 Reported amounts (Unaudited)

For the three months ended 30 September For the nine months ended 30 September

2005 2004 2005 2004

(NIS millions) (NIS millions)

A. Income on assets (a)

Credit to the public 3,430 2,147 10,587 8,593

Credit to governments 14 5 87 50

Deposits with Bank of Israel and cash 19 48 104 185

Deposits with banks 295 162 1,324 457

Debentures 621 378 2,676 1,694

Total income on assets 4,379 2,740 14,778 10,979

B. Expenses on liabilities (a)

Deposits of the public (2,441) (1,369) (8,595) (6,070)

Deposits from governments (41) (19) (168) (101)

Deposits from Bank of Israel (1) (2) (5) (7)

Deposits from banks (89) (50) (249) (232)

Debentures, bonds and subordinated notes (340) (107) (882) (514)

Total expenses on liabilities (2,912) (1,547) (9,899) (6,924)

C. From derivative instruments and

 hedging activities
Ineffective portion of hedge relationships

(b) (4) 9 (7) 18

Net income (expenses) from ALM 

derivative instruments (c) 1 197 (642) 178

Net income from other derivative

instruments 3 13 14 43

Total income from financial derivative

 instruments and hedging activities - 219 (635) 239

D. Other income and expenses

Financing commissions 67 65 190 185

Profits from sale of debentures

 available for sale, net 52 12 81 72

Profits (losses) realized and not yet realized

 in respect of fair value adjustments

 of trading debentures, net 26 32 86 (7)

Other financing income 127 82 367 284

Other financing expenses 5 (2) (27) (59)

Total other income and expenses 277 189 697 475

Total net interest income before provision

for doubtful debts 1,744 1,601 4,941 4,769

E. Detail of net effect of hedging

derivative  instruments on net interest

income

Financing income (expenses) on assets 16 (37) 26 (24)

Financing income (expenses) on liabilities (21) 82 (17) 38

Of which: net exchange rate linkage

 differences - (1) (38) (14)

(a) Including effective portion of hedge relationships.

(b) Excluding effective portion of hedge relationships.

(c) Derivative instruments that are included in the Bank’s asset and liability management system which
are not designated for hedging relationships.
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 FINANCIAL STATEMENTS

Provision for Doubtful Debts (on a Consolidated Basis)
Reported amounts (Unaudited)

For the three months ended 30 September

2005 2004

Specific Supplementary Specific Supplementary

Provision (a) Provision (b) Total Provision (a) Provision (b) Total

(NIS millions) (NIS millions)

Balance of the provision at the

 beginning of the period 7,879 1,071 8,950 6,941 1,094 8,035

Provisions during the period 415 (5) 410 476 (12) 464

Decrease in provisions (206) (34) (240) (140) 2 (138)

Collection of past years’ write-offs (4)  - (4) (4) - (4)

Net amount charged to statement 

 of profit and loss 205 (39) 166 332 (10) 322

Write-offs (67) - (67) (178) - (178)

Balance of provision at end of period  (c) 8,017 1,032 9,049  (c) 7,095 1,084 8,179

Including balance of provision not

 deducted from credit to the public 37 121 158 16 198 214

For the nine months ended 30 September

2005 2004

Specific Supplementary Specific Supplementary

Provision (a) Provision (b) Total Provision (a) Provision (b) Total

(NIS millions) (NIS millions)

Balance of the provision at the

 beginning of the period 7,275 1,041 8,316 6,625 1,047 7,672

Provisions during the period 1,616 31 1,647 1,366 42 1,408

Decrease in provisions (480) (40) (520) (407) (5) (412)

Collection of past years’ write-offs (22)  - (22) (12) - (12)

Net amount charged to statement 

 of profit and loss 1,114 (9) 1,105 947 37 984

Write-offs (372)  - (372) (477) - (477)

Balance of provision at end of period  (c) 8,017 1,032 9,049  (c) 7,095 1,084 8,179

Including balance of provision not

 deducted from credit to the public 37 121 158 16 198 214

 (a) Not including provision for interest in respect of the period after the loans were determined to be
doubtful. With respect to loans in arrears for which a provision was established to the extent of the
arrears, no accrual for interest was recorded thereon.

 (b) Including the general and special provision for doubtful debts.

 (c) The specific provisions according to the period of arrears are NIS 387 million on a consolidated
basis (30 September 2004 – NIS 335 million).
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 FINANCIAL STATEMENTS

Assets and Liabilities Classified According to Linkage Basis (on a Consolidated Basis)

as at 30 September 2005 (Unaudited)

Reported amounts

Israeli currency Foreign currency (a)

Unlinked

Linked to 

the CPI 

In U.S. 

dollars In Euro

In other

currencies

Non-

monetary

items (c) Total

(NIS millions)

Assets

Cash and deposits with banks 2,924 513 14,323 6,663 4,345   - 28,768

Securities 13,978 3,296 23,623 4,718 893 1,874 48,382

Credit to the public (b) 60,022 52,083 47,833 4,428 10,602 86 175,054

Credit to governments   - 49 843 2 - - 894

Investments in affiliated companies   -   -   -   -   - 2,043 2,043

Buildings and equipment   -   -   -   -   - 2,817 2,817

Other assets 1,482 7 2,753 397 1,149 990 6,778

Total assets 78,406 55,948 89,375 16,208 16,989 7,810 264,736

Liabilities

Deposits of the public 76,917 34,299 76,781 16,567 10,760 279 215,603

Deposits from banks 530 1,613 1,499 480 730 - 4,852

Deposits from governments 625 1,091 760 17 1 - 2,494

Debentures, bonds and subordinated

 notes 117 10,688 3,941 176  - - 14,922

Other liabilities 2,009 2,297 2,304 443 1,340 1,496 9,889

Total liabilities 80,198 49,988 85,285 17,683 12,831 1,775 247,760

Difference (1,792) 5,960 4,090 (1,475) 4,158 6,035 16,976

Effect of hedging derivative

 instruments:

Derivative instruments (excluding

 options) - - 82 (48) (34) - -

Effect of derivative instruments

 that are not hedging derivatives:

Derivative instruments (excluding

 options) 8,797 (2,079) (4,746) 1,546 (3,518) - -

Options in the money, net

 (in terms of underlying asset) 141 - (322) 28 153 - -

Options out of the money, net

 (in terms of underlying asset) (214) (2) 281 (29) (36) - -

Total 6,932 3,879 (615) 22 723 6,035 16,976

Effect of derivative instruments

 that are not hedging derivatives:

Options in the money, net

 (discounted par value) 29 - (269) (34) (274) - -

Options out of the money, net 

 (discounted par value) (505) (9) 582 19 (87) - -

(a) Including linked to foreign currency.

(b) The general and supplementary provisions for doubtful debts have been deducted proportionately from
the different linkage bases.

(c) Including derivative instruments that their basis is applicable for a non-monetary item. 
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 FINANCIAL STATEMENTS

Assets and Liabilities Classified According to Linkage Basis (on a Consolidated Basis) (cont'd) 

as at 30 September 2004 (Unaudited)

Reported amounts

Israeli currency Foreign currency (a) 

Unlinked

Linked to 

the CPI 

In U.S. 

dollars In Euro

In other

currencies

Non-

monetary

items (c) Total

(NIS millions)

Assets

Cash and deposits with banks 7,841 539 8,947 2,681 2,398 - 22,406

Securities 14,339 2,407 21,014 2,327 853 1,835 42,775

Credit to the public (b) 52,133 52,598 49,859 4,875 10,524 - 169,989

Credit to governments - 90 942 6 - - 1,038

Investments in affiliated companies - - - - - 1,649 1,649

Buildings and equipment - - - - - 2,631 2,631

Other assets 1,847 63 (d) 2,382 449 589  (d) 1,067 6,397

Total assets 76,160 55,697 83,144 10,338 14,364 7,182 246,885

Liabilities

Deposits of the public 74,465 37,054 66,678 15,642 8,821 116 202,776

Deposits from banks 567 2,655 1,377 426 737 - 5,762

Deposits from governments 678 1,242 1,016 - 1 - 2,937

Debentures, bonds and subordinated

 notes 117 6,942 3,814 85 - - 10,958

Other liabilities  (e) 1,999 2,130 1,907 389 780 1,427 8,632

Total liabilities 77,826 50,023 74,792 16,542 10,339 1,543 231,065

Difference (1,666) 5,674 8,352 (6,024) 4,025 5,639 15,820

Effect of hedging derivative

 instruments:

Derivative instruments (excluding

 options) - - 74 (43) (31) - -

Effect of derivative instruments

 that are not hedging derivatives:

Derivative instruments (excluding

 options) 7,813 (2,043) (8,046) 6,249 (3,973) - -

Options in the money, net

 (in terms of underlying asset) 406 - (237) (58) (111) - -

Options out of the money, net 

 (in terms of underlying asset) (131) (1) 145 3 (16) - -

Total 6,422 3,630 288 (53) (106) 5,639 15,820

Effect of derivative instruments

 that are not hedging derivatives:

Options in the money, net

 (discounted par value) 283 - (100) (55) (128) - -

Options out of the money, net 

 (discounted  par value) (910) (26) 1,118 (87) (95) - -

(a) Including linked to foreign currency.
(b) The general and supplementary provisions for doubtful debts have been deducted proportionately

from the different linkage bases. 
(c) Including derivative instruments that their basis is applicable for a non-monetary item. 
(d) Reclassified 
(e) Restated, see note 8B. 
.
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 FINANCIAL STATEMENTS

Assets and Liabilities Classified According to Linkage Basis (on a Consolidated Basis) (cont'd) 

as at 31 December 2004 (Audited)

Reported amounts

Israeli currency Foreign currency (a) 

Unlinked

Linked to 

the CPI 

In U.S. 

dollars In Euro

In other

currencies

Non-

monetary

items (c) Total

(NIS millions)

Assets

Cash and deposits with banks 9,474 532 13,567 3,446 3,014   - 30,033

Securities 14,350 2,536 21,052 2,762 748 2,095 43,543

Credit to the public (b) 55,220 51,015 46,280 5,883 10,955   - 169,353

Credit to governments   - 88 871 4   -   - 963

Investments in affiliated companies   -   -   -   -   -  1,754  1,754 

Buildings and equipment   -   -   -   -   - 2,668 2,668

Other assets 1,861 44 2,177 1,163 1,069 1,154 7,468

Total assets 80,905 54,215 83,947 13,258 15,786 7,671 255,782

Liabilities

Deposits of the public 80,668 35,619 67,054 16,969 9,187 155 209,652

Deposits from banks 678 2,594 1,165 430 788   - 5,655

Deposits from governments 612 1,194 1,214 4 1   - 3,025

Debentures, bonds and subordinated

 notes 119 7,547 3,482 108   -   - 11,256

Other liabilities 3,036 2,174 1,771 913 1,356 1,682 10,932

Total liabilities 85,113 49,128 74,686 18,424 11,332 1,837 240,520

Difference (4,208) 5,087 9,261 (5,166) 4,454 5,834 15,262

Effect of hedging derivative

 instruments:

Derivative instruments (excluding

 options)   -   - 56 (30) (26)   -   - 

Effect of derivative instruments

 that are not hedging derivatives:

Derivative instruments (excluding

 options) 11,508 (2,469) (10,203) 5,202 (4,038)   -   - 

Options in the money, net

 (in terms of underlying asset) (763)   - 783 (1,385) 1,365   -   - 

Options out of the money, net 

 (in terms of underlying asset) (33)   - (3) (32) 68   -   - 

Total 6,504 2,618 (106) (1,411) 1,823 5,834 15,262

Effect of derivative instruments

 that are not hedging derivatives:

Options in the money, net

 (discounted par value) (1,033)   - 1,045 126 (138)  -   - 

Options out of the money, net 

 (discounted par value) (473) (6) (271) 621 129   -   - 

(a) Including linked to foreign currency.

(b) The general and supplementary provisions for doubtful debts have been deducted proportionately from the 
different linkage bases. 

(c) Including derivative instruments that their basis is applicable for a non-monetary item. 
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          Information on activity by banking sectors 
      Reported amounts 

 
   Statement of profit and loss for the Three Months Ended 30 September 2005 (Unaudited)  
  

Corporate 
banking

 
Retail 
banking

Commer- 
cial 
banking 

 
Private 
banking 

Construct- 
ion and 
real estate 

 
 
Mortgages 

 
 
Credit cards 

 
Capital 
market 

Financial 
manage-
ment 

 
 
Other 

 
Total 
consolidated 

 (NIS millions)    
Net interest income before             
 provision for doubtful debts 409 552 263 80 134 92 7 18 189 - 1,744 
Operating and other income:            
  From outside entities - 43           

           
           

229 61 59 9 40 158 429 (1) (11) 1,016
  Intercompany operations - 12 196 25 31 1 (3) (29) (238) - 5 -
Total 55 425 86 90 10 37 129 191 (1) (6) 1,016
Total income 464           977 349 170 144 129 136 209 188 (6) 2,760
Provision for doubtful debts 69           28 36 1 27 34 - - (29) - 166
Net profit (loss) 148           55 81 2 53 37 19 16 109 48 568

 
 

 Statement of profit and loss for the Three Months Ended 30 September 2004 (Unaudited) (a)    
  

Corporate 
banking 

 
Retail 
banking 

Commer- 
cial 
banking 

 
Private 
banking 

Construct- 
ion and 
real estate 

 
 
Mortgages 

 
 
Credit cards 

 
Capital 
market 

Financial 
manage-
ment 

 
 
Other 

 
Total 
consolidated 

 (NIS millions)    
Net interest income before            
 provision for doubtful debts 320           

           
551 215 68 123 89 3 6 226 - 1,601

Operating and other income: 
 From outside entities - 51 219 56 61 11 37 141 345 4 (90) 835 
 Intercompany operations - 

 
10 176 18 25 2 (2) (27) (186) - (16) - 

Total 61           395 74 86 13 35 114 159 4 (106) 835
Total income 381 946 289 154 136 124 117 165 230 (106) 2,436 
Provision for doubtful debts 167           55 57 1 43 15 1 - (17) - 322
Net profit 50 109 63 8 42 34 12 4 137 80 539 

 
See footnotes on page 106. 
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          Information on activity by banking sectors 
      Reported amounts 

 
   Statement of profit and loss for the nine Months Ended 30 September 2005 (Unaudited)  
  

Corporate 
banking 

 
Retail 
banking 

Commer- 
cial 
banking 

 
Private 
banking 

Construct- 
ion and 
real estate 

 
 
Mortgages 

 
 
Credit cards 

 
Capital 
market 

Financial 
manage-
ment 

 
 
Other 

 
Total 
consolidated 

 (NIS millions)    
Net interest income before             
 provision for doubtful debts 1,059 1,621 747 215 402 263 17 35 582 - 4,941 
Operating and other income:            
  From outside entities - 140           

           
           

656 181 187 29 109 444 1,246 9 (192) 2,809
  Intercompany operations - 30 566 69 89 3 (9) (87) (675) - 14 -
Total 170 1,222 250 276 32 100 357 571 9 (178) 2,809
Total income 1,229           2,843 997 491 434 363 374 606 591 (178) 7,750
Provision for doubtful debts 740           81 129 3 139 73 1 - (61) - 1,105
Net profit (loss) 82           292 235 9 137 96 45 51 345 382 1,674

 
 

 Statement of profit and loss for the nine Months Ended 30 September 2004 (Unaudited) (a)    
  

Corporate 
banking 

 
Retail 
banking 

Commer- 
cial 
banking 

 
Private 
banking 

Construct- 
ion and 
real estate 

 
 
Mortgages 

 
 
Credit cards 

 
Capital 
market 

Financial 
manage-
ment 

 
 
Other 

 
Total 
consolidated 

 (NIS millions)    
Net interest income before            
 provision for doubtful debts 949           

           
1,656 654 215 376 265 8 14 632 - 4,769

Operating and other income: 
 From outside entities - 145 659 170 196 32 112 410 1,055 10 (263) 2,526 
 Intercompany operations - 

 
29 546 53 78 4 (9) 

 
(86) (578) - (37) - 

Total 174     1,205 223 274 36 103 324 477 10 (300) 2,526
Total income 1,123 2,861 877 489 412 368 332 491 642 (300) 7,295 
Provision for doubtful debts 518           139 177 3 100 70 1 - (24) - 984
Net profit 160 367 201 43 145 91 21 16 378 (b) 97 1,519 

 
See footnotes on page 106. 
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     Information on activity by banking sectors (cont’d) 
      Reported amounts 

 
 

 
 Statement of profit and loss for the Year Ended 31 December 2004 (Audited)  
  

Corporate  
banking 

 
Retail 
banking 

Commer- 
cial 
banking 

 
Private 
banking 

Construct- 
ion and 
real estate 

 
 
Mortgages 

 
 
Credit cards 

 
Capital 
market 

Financial 
manage-
ment 

 
 
Other 

 
Total 
consolidated 

 (NIS millions)          
Net interest income before             
provision for doubtful debts 1,266           

           
2,178 920 298 454 351 11 19 862 - 6,359

Operating and other income: 
 From outside entities - 187 876 231 277 43 147 544 1,401 16 (319) 3,403 
 Intercompany operations - 

 
40 712 74 109 3 (12) (107) (756) - (63) - 

Total 227      1,588 305 386 46 135 437 645 16 (382) 3,403
Total income 1,493 3,766 1,225 684 500 486 448 664 878 (382) 9,762 
Provision for doubtful debts 698           198 326 3 207 88 1 - (7) - 1,514
Net profit 163 421 259 87 120 116 30 25  (a) 471 (a) 172 1,864 

 
  

(a) Reclassified. 
 
(b) Restated, see note 8B. 
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