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A. General Developments in the Group’s Business

The Directors’ Report has been prepared in accordance with the public reporting directives of
the Supervisor of Banks. The principles applied in preparing the interim reports are consistent
with the principles used in preparing the Annual Report as at 31 December 2007. The interim
reports should be read in conjunction with the Annual Report for 2007.

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

Total assets under the management of the Group (balance sheet items and off-balance sheet
items’) amounted to some NIS 731 billion at the end of March 2008, as compared with NIS
764 billion at the end of 2007, a decrease of some 4.3%, resulting primarily from the decline
in share prices and from the shekel’s appreciation against foreign currencies.

“ Total balance sheet items as well as customers’ securities portfolios, and the value of securities of
mutual funds, provident funds and supplementary training funds held in custody, in relation to which
operation management and custody services are provided.

Net profit of the Group in the first quarter of 2008 totaled NIS 470 million, compared with
NIS 917 million in the corresponding period in 2007, a decrease of 48.7%. The reduction in
net profit resulted mainly from a decline in profit from extraordinary items in the amount of
NIS 261 million, resulting in a loss in that item of NIS 2 million, as compared with a profit of
NIS 259 million during the corresponding period in 2007 from the sale of some of the
provident funds. In addition, net operating profit decreased by some NIS 186 million.

Net operating profit in for the first quarter of 2008 totaled NIS 472 million, compared with
NIS 658 million for the first quarter of 2007, a decrease of 28.3%.

The decrease in net operating profit is explained mainly by an increase in the provision for
doubtful debts, an increase in operating and other expenses and a decrease in operating and
other income.

Net profit per share during the first quarter of 2008 was NIS 0.33, compared with NIS 0.65 in
the corresponding period in 2007 and NIS 2.37 in all of 2007.

Based on data of the banking system as at 31 December 2007, as published by the Bank of
Israel, the Leumi Group's share of the five largest banking groups was as follows:

31.12.2007  31.12.2006 31.12.2005 31.12.2004

in %
Total assets 29.8 30.1 30.0 30.0
Credit to the public 29.7 29.8 29.9 29.9
Deposits of the public 30.2 30.5 30.6 30.3
Operating profit before
tax 37.9 *275 30.2 34.0
Net operating profit 38.4 *25.6 30.5 34.1

* The decrease in the Group's share arises mainly from the volume of extraordinary salary expenses,
of which some half arises from the privatization.



Control of the Bank

On 31 March 2008, the State of Israel held 11.55% of the issued share capital of the Bank
(fully diluted — 11.27%) and 19.14% of the voting rights in the Bank (fully diluted — 18.67%).
On 20 May 2008, the State held 11.50% of the Bank’s issued share capital (fully diluted —
11.27%) and 14.25% of the voting rights in the Bank (fully diluted — 13.96%), following the
expiration of the power of attorney referred to below.

Sale of Shares in the Bank by the State

Further to the procedure for the sale of up to 20% of the State’s shares in the Bank, published
by the Accountant General in the Ministry of Finance and M.l. Holdings Ltd. ("MIH") in
2005, Barnea Investments B.V. (“Barnea”) purchased 9.99% of the Bank’s share capital.

Of the shares purchased, shares exceeding 5% of the Bank’s capital (70,570,211 shares at the
time of purchase) were held in trust, and Barnea and the trustee signed a power of attorney
empowering the committee appointed pursuant to Section 12 of the Bank Shares
(Arrangement Shares) (Temporary Provision) Law, 1993 to (1) participate and vote at all
meetings of the Bank by virtue of the said shares and (2) to exercise the right to appoint
directors in the Bank with respect to all the shares of the Bank held by Barnea.

The government also granted Barnea an option to purchase a further 10.01% of the capital of
the Bank. The option expired on 24 May 2007. According to the conditions of the sale
procedure, Barnea was required to sell at least 4.99% of the shares of the Bank (of the 9.99%
that it purchased) within a year of said date. Consequently, on 18 May 2008, Barnea notified
the Bank that on 15 May 2008 it had transferred 70,570,211 ordinary shares of the Bank to
Gabriel Capital Corporation or its affiliates (together, "Gabriel Funds") in consideration for
the interest of Gabriel Funds in Barnea S.a.r.l (the parent company of Barnea), and an
undertaking of Gabriel Funds to make future payments to Barnea, subject to certain
conditions and circumstances. In addition, Barnea notified the Bank that, following the above
transaction, Mr. Ezra Merkin and the Gabriel Funds controlled by him do not hold any
interest, directly or indirectly, in Barnea, which is now wholly controlled by Mr. Stephen
Feinberg, through the Cerberus private investment fund group. In addition, the Bank was
provided with a copy of the notice of Barnea and the trustee regarding the expiration of the
power of attorney mentioned above.

MIH notified the Bank’s Management in August 2007, that the Ministry of Finance intends to
continue the privatization of the Bank through one of two methods: sale of the balance of the
shares to an international banking institution through an investment bank, or the sale of the
balance of the shares in one or more private bloc sales, the preferred method being a sale to a
foreign banking institution. MIH and the Ministry of Finance have chosen N.M. Rothschild &
Sons Ltd. to serve as a consultant for advancing this method.

For details regarding sale of the Bank’s shares, see page 13 of the 2007 Annual Report.

For details regarding the issue of options to employees see pages 5 to 6.



Capital Resources and Transactions in the Shares of the Bank

Shareholders' Equity of the Group as at 31 March 2008 amounted to NIS 19,733 million,
compared with NIS 19,549 million at the end of 2007, an increase of 0.9%. The increase in
shareholders’ equity derives mainly from the profit for the first quarter of 2008, the increase
in the Bank’s share capital resulting from the exercise of the options issued to employees (see
below for details), and from adjustments to the capital in respect of repayment of loans made
to employees for the purchase of shares, less the dividend to be distributed and the decrease in
the value of the securities in the available for sale portfolio.

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

As a result of adjustments in respect of presentation of securities available for sale according
to fair value, a net decrease in value of NIS 495 million was recorded in shareholders’ equity
during the first quarter of 2008, compared with a net increase of NIS 17 million in the
corresponding period in 2007 (all these amounts are stated net of related taxes).

The following table sets out details of the amounts in the capital account (adjustment in
respect of available-for-sale securities before taxes):

31 March 31 December
2008 Movement 2007
NIS millions
Shares 809 (352) 1,161
Israeli government debentures 137 117 20
Foreign government debentures 9 8 1
Other debentures (913) (526) (387)
Other debt instruments (23) 7 (30)
Total 19 (746) 765
Related taxes (12) 251 (263)
Total, net 7 (495) 502

* Of which, NIS (62) million was in mortgage-backed debentures as at 31 March 2008, as compared
with NIS (47) million at the end of 2007. For further details, see pages 33 to 35.

The total net accrued balance of adjustments to market value of securities held in the
available for sale portfolio as at 31 March 2008 amounted to NIS 7 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 31 March 2008 reached 6.6%, compared
with 6.5% on 31 December 2007.

Total Capital relative to Risk Assets reached 11.77% on 31 March 2008, compared with
11.52% on 31 December 2007. 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 reached 7.73% on 31 March
2008, compared with 7.55% at the end of 2007.

The improvement in the capital adequacy ratios derives primarily from the issuance of shares
due to the exercise of employees’ options and from the profits of the first quarter of the year.

Issue of Subordinated Capital Notes

On 12 February 2008, pursuant to its shelf prospectus, Leumi Finance Company Ltd. carried
out an offering of some NIS 2.5 billion to qualified investors and to the public, consisting of
two series of subordinated capital notes. The offering included an expansion of Series H, in
the amount of NIS 814.53 million, and the offering of a new series, Series I, in the amount of
NIS 1,700 million. The Series | subordinated notes are not linked to the CPI, bear annual
interest of 6.29%, and are redeemable in a single payment in August 2013.

On 12 March 2008, the Bank raised NIS 400 million through a private offering to institutional
investors of commercial paper, with variable interest — Bank of Israel interest plus 0.18%.
The issue has a 90 day maturity with the Bank able to renew each quarter until the end of 5
years from the date of the issue. The purchasers of the paper have the right to sell the
securities back to the issuer on any day, after giving one week's advance notice, and to receive
the accumulated interest.

Interested Persons' Transactions in the Shares of the Bank

On 15 May 2008, Barnea Investments B.V. ceased to be an interested person in the Bank. For
further details see "Control of the Bank" on page 3 above.

Issue of Options to Employees

On 2 February 2006, the Bank's General Meeting approved a plan for the issue of options to
eligible employees, as determined in the outline published by the Bank on 24 January 2006
(the "Outline™). In accordance with this program, on 14 February 2006, 84,853,960 options,
exercisable into 84,853,960 ordinary shares of the Bank, were allotted. (Of these, 122,644
options were allotted to the Chairman of the Board of Directors and 156,659 were allotted to
the CEQ.) The balance of options outstanding as at 31 December 2007 was 83,595,949. The
said options are subject to all the provisions of the Outline, including:

1. The options were exercisable in two equal tranches, the first tranche at the end of two
years from the date of the allotment of the options and the second tranche as from the
end of the second year from the date of the allotment of the options and up to the end
of the third year from the date of the allotment of the options.

2. The options were issued to the employees free of consideration.

3. The exercise price per share will be NIS 13.465 and will be linked to the CPI
(commencing from September 2005). The price will be adjusted for the distribution
of dividends (the amounts being linked to the CPI), bonus shares and the bonus
element of rights issues, should there be any. The adjusted exercise price as at 31
December 2007 and as at 20 May 2008 was NIS 11.272 and NIS 10.4995,
respectively.

The exercise date for the first tranche of the options was in the middle of February 2008, and
all the options of this tranche that were in issue, in the aggregate amount of 41,723,516, were
exercised at an exercise price of NIS 10.3381. From then and through 20 May 2008,



12,104,604 additional options have been exercised. The balance of the options in issue on
that date was 29,622,560 options.

In respect of the issue of the said options, the Bank records salary expenses in accordance
with the fair value of the options at the date of allotment with the addition of salaries tax and
national insurance contributions. This expense will be recorded in the Bank's Financial
Statements over a period of two years from the date of allotment.

During the first quarter of 2008, the Bank recorded a NIS 29 million expense in its profit and
loss statement, as compared with some NIS 53 million during the corresponding period in
2007.

In light of the restriction imposed on the Bank preventing it from granting loans to employees
to finance the exercise of the options, and following an agreement in principle reached by the
representatives of the Leumi employees and the Israel Discount Bank Ltd., in February 2008,
the latter bank provided — to Leumi employees who requested them — loans to finance the
exercise of the options.

The total amount of such loans was NIS 277 million.

The loans bear annual interest at the rate of prime minus 0.5%, for a period of up to one and a
half years, which is the end of the period during which the trustee holds the shares in trust for
the employees in accordance with the option plan. The shares are not pledged, but the lender
has full rights of recourse against the borrowers. Bank Leumi is not responsible for, nor does
it in any way guarantee, the repayment of the loans.

The Supervisor of Banks has allowed Bank Leumi to provide operating services to Israel
Discount Bank in connection with the said loans.

Increase of the Bank’s issued share capital

As of 20 May 2008, 53,828,118 options issued to Group employees pursuant to the outline
dated 24 January 2006 had been exercised, and on that date, the Bank’s issued share capital
reached par value NIS 1,468,060,798.

Distribution of Dividends

A. Dividend Policy for 2006-2008

On 29 March 2006, the Bank's Board of Directors resolved to establish the following
dividend policy:

It is the intention of the Board of Directors to recommend to the General Meeting the
distribution of an annual dividend, for the years 2006 and 2007, in an amount constituting at
least 50% of the net annual distributable profit of the Bank, should there be no adverse
change in the profits of the Bank and/or in its business and financial position and/or in the
general position of the economy and/or in the legal and fiscal environment.

All dividend distributions will comply with the provisions of the Companies Law, 1999,
which provides, inter alia, that the Bank may make a distribution out of its profits provided
that there is no reasonable concern that the distribution will prevent the Bank from meeting its
present and anticipated obligations, when they become due. Moreover, the Bank is required to
comply with the limits laid down by the Supervisor of Banks such as: a minimum capital ratio



of not less than 9%, compliance with the requirements of Section 23A of the Banking
(Licensing) Law, 1981, which set limits on the percentage of equity that a banking
corporation may invest in non-banking (real) corporations, and also compliance with the
limits determined by the Supervisor of Banks regarding granting credit as a percentage of
equity and the limits he set regarding dividend distributions, such as: no dividend will be
distributed out of capital reserves or positive differentials arising from the translation of the
financial statements of autonomous overseas units; or where one or more of the last three
calendar years ended with a loss.

The aforementioned policy declaration does not constitute any undertaking towards any third
party (including concerning the dates of payment of the dividend or the rates of dividends in
the future).

In January 2008, the Bank’s Board of Directors resolved to extend this dividend policy also to
the year 2008.

Certain declarations appearing above in the above sections contain "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™ on page
14 below.

B. Dividend for 2007

The Special General Meeting convened on 17 January 2008 approved the Board of Directors’
recommendation of 11 December 2007 regarding the distribution of a cash dividend at the
rate of some 49.8% of the net profit for the first nine months of 2007 (some NIS 1,414
million), at the rate of 100.0% of the paid-up capital.

The dividend was paid on 5 February 2008 to shareholders of record on 20 January 2008 (the
record date). The shares traded “ex” dividend on 21 January 2008. The dividend was at the
rate of NIS 1.0 for every ordinary share of NIS 1.0 par value.

At its meeting on 30 March 2008, the Board of Directors resolved to recommend to the
upcoming Annual General Meeting, to be held on 5 June 2008, the distribution of an
additional cash dividend for 2007 of some 52.2% of the net profit of the fourth quarter of
2007 (some NIS 270 million), some 18 agorot per share. Subject to the approval of the
General Meeting, the dividend will be paid on 30 June 2008, to shareholders of record on 17
June 2008 (the record date). The stock will trade “ex” dividend on 18 June 2008.

Based on the paid-up share capital as of 20 May 2008, the dividend is at a rate of some
18.4% of the paid-up capital. Should additional options be exercised up until the record date,
the rate of the dividend in relation to the paid-up capital, and the amount of the dividend per
share will be reduced accordingly. The total dividends for 2007 will amount to NIS 1,684
million, which is some 50.2% of the net profit for 2007, and at the rate of NIS 1.185 per
ordinary share of NIS 1.0 par value (subject to changes in consequence of the exercise of
options as previously mentioned).



Bank Leumi le-Israel B.M. and its Subsidiaries and Affiliates
Principal Data of the Leumi Group

Jan. - Jan. -
March March Year
2008 2007 2007

Income, Expenses and Profit (NIS millions):
Net interest income before provision for doubtful debts 1,960 1,793 7,648
Provision for doubtful debts 244 11 407
Total operating and other income 851 990 4,222
Total operating and other expenses 1,794 1,632 6,937
Of which: Costs of Voluntary Retirement 7 36 250
Operating profit before taxes 773 1,140 4,526
Provision for taxes 472 658 2,984
Net operating profit 2) 259 373
After-tax net profit (loss) from extraordinary items 470 917 3,357
Net profit for the period 0.33 0.47 211
Proposed dividend 0.33 0.65 2.37
Net profit per share (in NIS) - - (e) 1,684
Assets and Liabilities at End of Period (NIS millions):
Total assets 298,223 290,289 302,151
Credit to the public 200,174 185,848 198',557
Securities 44,641 47,211 47,169
Deposits of the public 228,187 226,861 238,045
Shareholders’ equity 19,733 18,499 19,549
Major Financial Ratios in Annual Terms (%0):
Credit to the public / Total assets 67.1 64.0 65.7
Securities / Total assets 15.0 16.3 15.6
Deposits of the public / Total assets 76.5 78.2 78.8
Shareholders’ equity / Risk assets (a) 11.77 11.88 11.52
Tier | capital / Risk assets 7.73 7.76 7.55
Shareholders’ equity (excluding minority interest) / Total assets 6.6 6.4 6.5
Net profit / Shareholders’ equity everage (excluding minority interest) (c) 9.8 22.2 17.4
Net operating profit / Shareholders’ equity everage (excluding minority interest) (c) 9.8 15.6 15.4
Rate of tax provision from the profit 495 45.6 38.0
Provision for doubtful debts / Credit to the public (c) 0.49 0.024 0.20
Provision for doubtful debts / Total credit risk (c) 0.32 0.016 0.13
Net interest income before provision for doubtful debts / Total assets (c) 2.65 2.49 2.53
Total income / Total assets (b) 3.82 3.89 3.93
Total income / Total assets managed by the group (b) (c) (d) 1.55 1.55 1.55
Total operating and other expenses / Total assets (c) 2.43 2.27 2.30
Total expenses / Total assets managed by the group (c) (d) 0.98 0.91 0.91
Net profit / Total average assets (C) 0.63 1.28 1.13
Net operating profit / Total average assets (c) 0.63 0.91 1.01
Financial margin including income and expenses from derivative financial instruments 1.78 1.72 1.71
Operating expenses / Total income (b) 63.8 58.6 58.4
Operating and other income / Operating and other expenses 47.4 60.7 60.9
Operating and other income / Total income (b) 30.3 35.6 35.6

(@) 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)  On an annual basis.
(d) Includes off-balance sheet activities.
(e)  Of which: NIS 270 million unpaid.



B. Other Information

Principal Developments in the Economy”

General

During the first quarter of 2008, the economy expanded at the real annual rate of some 5.8%
in comparison with the corresponding period in 2007 and at an annual rate of some 5.4%
compared with the final quarter of 2007. These data indicate a slight slowdown in the
economy’s growth in comparison with the growth rates during recent years. The slowdown
of economic activity growth, and particularly in the business sector, is manifested in the
cessation of growth in the state’s tax revenues, even if there is currently a surplus in the State
budget. The shekel’s exchange rate, primarily against the dollar, has been especially volatile;
during the course of the year’s first quarter, the shekel has continued to gain strength against
the dollar and it has appreciated by some 7.6%. This occurred primarily against the
background of the dollar’s weakening against the world’s major currencies. Towards the end
of the first quarter, the Bank of Israel began to intervene in foreign currency trading and
during March 2008, it purchased some US$700 million. Inflation in the economy amounted
to 0.1% during the first quarter, although prices rose 3.7% during the year ending in March
2008 — above the upper limit (1% to 3%) of the government’s price stability target.
Nevertheless, the Bank of Israel reduced the interest rate during the months of March and
April at a cumulative rate of one percentage point, up to 3.25%, out of concern that the effect
of the global crisis would lead to a negative effect on the Israeli economy. Sharp declines in
share prices were recorded during the first quarter of 2008, with the Tel Aviv 100 Index
dropping some 19.6% under the influence of the crisis in world financial markets. This crisis
led the Chairman of the Federal Reserve to bring the interest rate down to 2.0%, in a decision
made at the end of April 2008.

The Business Product and Economic Sectors

During the first quarter of 2008, Israel's business sector product expanded at a real annual rate
of some 6.1%, compared with the last quarter of 2007 — lower than the previous quarterly
expansion rates. The sectors of the economy which showed remarkable levels of expansion
and contributed most to the growth in the business sector were the industry (excluding
diamonds), financial and business services sectors. The Bank of Israel’s companies' survey
for the first quarter of 2008 indicated a slowdown in the rate of business activity expansion.
The slowdown encompassed most sectors, except for the hotel and trade sectors. The survey
also indicates expectations of a partial return in the second quarter toward the trend of
increased activity — a trend which has characterized the economy in recent years.

The tourism industry stood out positively during the first quarter of the year, through
accelerated activity. This was expressed in the data for overnight hotel stays and in the
increase in occupancy rates. Thus, the number of overnight hotel stays during the first quarter
of 2008 amounted to some 4.2 million overnight stays, an increase of some 11% in
comparison with their level during the first quarter of 2007. This increase resulted from a
rise of some 37% in overseas tourist hotel overnights, compared with a decline of some 8% in
the number of overnight stays by Israelis. It should be noted that the percentage of overnight
hotel stays attributed to overseas tourists rose, in this period, to some 53% - the highest level
since 1996.

* Data sources: publications of the Central Bureau of Statistics, the Bank of Israel, the Ministry of
Finance and the Tel Aviv Stock Exchange



The State Budget and its Financing

During the first quarter of 2008, there was a surplus in the State Budget of some NIS 5.6
billion, compared with a target deficit for all of 2008 of some NIS 11.5 billion (representing
1.6% of the GDP). This surplus is slightly lower than the surplus recorded during the first
quarter of 2007. The total expenses for the various government ministries increased by some
0.5% compared with their level during the corresponding period in 2007, while the annual
budget had planned an increase of some 4.1%. The Ministry of Finance noted that the
government expenditures during the first quarter were seasonally low - i.e., the
implementation of expenditures, which was at the rate of some 23.3%, was lower than the
quarterly rate of 25% of the total expenses that were planned for the entire year. The Tax
Authority's revenues during the first quarter of the year, after statutory amendments and
adjustments, remained unchanged in comparison with the first quarter of 2007.

It therefore appears that the source of the budget surplus during the year’s first quarter was
primarily under-implementation of the budget’s expenditures item.

Foreign Trade, Capital Flows and the Exchange Rate

During the first quarter of 2008, Israel’s trade deficit amounted to some US$3 billion, as
compared with a deficit of some US$1.3 billion during the first quarter of 2007. Even after
the more volatile components such as ships, airplanes, diamonds and energy materials are
neutralized, the deficit has still expanded, although at a more moderate rate. The deficit also
increased in comparison with the last quarter of 2007. This is the result of the continued
expansion of imports, primarily of consumer goods and transportation vehicles, while exports
have expanded at a minimal rate, primarily because of the slower rate of growth in industrial
exports, excluding diamonds. It should be recalled that these changes are based on foreign
trade data that are calculated in (nominal) dollar terms, while the dollar has weakened against
the other currencies, which leads to an increase in the exports and imports in American
currency terms. Regarding the slow rate of growth in industrial exports excluding diamonds,
such exports (after the chemical industry’s exports, which include pharmaceuticals
neutralized), increased at the good dollar term rate of some 5.3% in comparison with the
fourth quarter of 2007.

During the first quarter of 2008, foreign residents’ direct foreign currency investments in
Israel amounted to some US$ 2.0 billion, in comparison with direct investments abroad by
Israeli residents of some US$1.0 billion. These data indicate a slowdown in the rate of long-
term capital inflows and outflows, in comparison to their amounts during the years 2006-
2007, possibly influenced by the world financial crisis. The (net) incoming capital flows in
the non-banking private sector amounted to some US$2.5 billion during the year’s first
quarter, a statistic that was only exceeded in recent years in 2000, and which supported the
strength of the shekel.

During the first quarter of the year, the shekel appreciated against the US dollar by some
7.6%. During the same period, the dollar declined against the Euro at the lower rate of 6.9%.
Commencing in the middle of March 2008, the Bank of Israel began purchasing dollars in the
foreign currency market for the first time since 1998, in the framework of a program for
increasing the reserves during the coming two years by some $10 billion - a program
announced by the central bank on 24 March 2008. According to the Bank of Israel’s reports,
some US$700 million have been purchased until now (during the course of the month of
March). Thus, at the end of March, the Bank of Israel’s foreign currency reserves amounted
to some US$29.4 billion, as compared with some US$28.5 billion at the end of 2007. In April
2008, the shekel's appreciation trend continued, strengthening against the dollar by some
3.5%
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Inflation and Monetary Policy

During the first quarter of 2008, the Consumer Price Index (CPI) rose by 0.1%, while in the
12 months ending in March 2008, it rose by some 3.7%, a rate which is higher than the upper
limit of the price stability target of 1% to 3%. The increase for the food component was
prominent (an increase of 4.2% during the year’s first quarter), being primarily influenced by
the worldwide price increases for raw materials. The housing component declined during this
period by some 2.3%, despite the sharp decline in the dollar’s exchange rate. This represents a
continuation of the “disengagement” of developments in the housing component from the
shekel’s rate of exchange against the dollar. This trend is consistent with the continued
reduction in the percentage of rental agreements that are renewed in dollar terms — in March,
the number of such agreements fell below 45% (compared with 65% at the end of 2007 and
close to 90% in 2005.) The owned apartments item — which is the largest component of the
housing item in the CPI - is calculated on the basis of these agreements. In April 2008, the
CPI increased by 1.5%, and during the 12 months ending April 2008 the increase in the CPI
amounted to some 4.7%.

At the beginning of the year’s first quarter, the Bank of Israel raised the interest rate from
4.0% in December 2006 to 4.25% in January 2008. Later in the month, in light of the
significant concern regarding the possible effects of the financial crisis for worldwide growth
and possible negative consequences for the Israeli economy, the central bank began a process
of reducing the interest rate, with the interest for March dropping to 3.75% and the interest for
April to 3.25%. This rate was retained for the month of May.

The Capital Market

The Tel Aviv 100 Index declined by some 19.6% in the first quarter of the year, after an
increase of 25.3% in 2007. The main explanation for the sharp declines was the impact of the
worldwide financial crisis, which began with the crisis in the (sub-prime) mortgage market in
the United States, and continued by affecting large financial institutions in the United States
and additional countries, which suffered substantial losses. This led to sharp drops in prices
on securities exchanges throughout the world and increased volatility of the indices, which
factors also had an impact on the Tel Aviv Stock Exchange. The average daily trading
volume for shares and convertible securities both on and off the Tel Aviv Stock Exchange
experienced only a moderate decline in the first quarter of 2008 and amounted to some NIS
2.2 billion, in comparison with a daily average of some NIS 2.3 billion in 2007, a decrease of
some 3%. However, a review of the months comprising the year’s first quarter indicates a
steady decline in trading volumes from month to mont