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DIRECT INSURANCE - FINANCIAL INVESTMENTS LTD.

DIRECTORS' REPORT OF THE STATE OF AFFAIRS OF THE COMPANY AND ITS
SUBSIDIARIES AS OF DECEMBER 31, 2006 *

The directors' report as of December 31, 2006 reviews the principal changes in the activities of the Company and
its subsidiaries in 2006 (“'the reported year").

This directors' report is an integral part of the periodic report in its entirety and should be read in conjunction
with the periodic report.

1. The description of the Company's activities and its business development
1.1 General

Direct Insurance - Financial Investments Ltd. ("the Company") operates through its subsidiaries in
the area of insurance and finances. The Company is 65% held by Zur Shamir Holdings Ltd. ("the
parent company"). The shares of the Company and the parent company are listed for trade on the
Tel Aviv Stock Exchange.

1.2 The Group's holding structure
The Company operates in several main areas:
a. Israeli activities
(1) General insurance business

The insurance activities in Israel are carried out through Direct 1.D.I. Insurance
Company Ltd. ("Direct I1.D.1."™), which is held by the Company at a rate of 77% (75%
on a fully diluted basis), and operates in the general insurance and life assurance
branches in Israel and is unique in that it maintains direct contact with its clients
(without the brokerage of insurance agents). Direct 1.D.l.'s shares are listed for trade on
the Tel Aviv Stock Exchange.

Direct I.D.1.'s general insurance business activities mainly focus on insurance products
for individuals in motor and residential insurance areas. Direct I.D.l. is acting to split
its insurance activity such that this activity will be assigned to a wholly owned
subsidiary as well as to enter into new operating areas. For more details, see 1.5.7
below.

! The figures provided in this report are in reported NIS in thousands. This report was prepared in accordance
with the Securities Regulations (Periodic and Immediate Reports), 1970.
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(2) Life assurance and long-term savings

Life assurance activities are carried out through Direct 1.D.l. and focus mainly on
insurance products in the risk, disability and savings branches. The long-term savings
activity is carried out through Direct 1.D.l. and Direct Investment House (see below),
which mainly focuses on individual provident products. In December 2006, Direct
Investment House signed an agreement for the acquisition of three provident funds
from Bank Leumi Ltd. and in January 2007, Direct I.D.l. signed an agreement for the
acquisition of the provident funds of the First International Bank of Israel Ltd. For
more details, see 1.5.2 and 1.5.3 below, respectively. The Company is preparing to
expand the long-term savings activity, including by penetrating the pension branch.
Subsequent to the reported year, Direct I.D.I. filed an application with the Supervisor
of the Capital Market, Insurance and Savings at the Ministry of Finance to receive a
license to manage a pension fund as well as to receive a managing company license.

(3) Granting of financial services

The grant of financial services in Israel is performed by Direct Investment House Ltd.
("Direct Investment House™), a wholly owned subsidiary engaged in rendering
financial services which mainly consist of portfolio management and investment
consulting, mutual fund management, brokerage, underwriting and stock exchange
membership related services. In February 2006, Direct Investment House acquired the
mutual funds of Bank Massad Ltd. and Bank Yahav for State Workers Ltd. For more
details, see 1.5.1 below.

(4)  Granting of consumer credit 2

On October 18, 2006, Direct 1.D.I. established Direct Financing (Leasing) of the Direct
Insurance Group Ltd. ("Direct Financing") through which Direct I.D.I. intends to enter
into the consumer credit branch, including automobile financing. This area represents
an initial stage in promoting various financing solutions to individuals.

b. Foreign insurance activities

Foreign insurance activities are carried out by GDII Global Direct Insurance Investments
B.V. ("GDII"), a wholly owned foreign subsidiary of the Company registered in the
Netherlands. The Company promotes direct insurance activities (without brokerage of
insurance agents) through GDII and other marketing channels in countries where it estimates
there is business potential.

On November 27, 2006, the Company signed a non-binding letter of intent with Royal & Sun
Alliance Insurance Group Plc ("R&SA") regarding the possibility of setting up a joint venture
under common control by way of allocating shares to R&SA in GDII. See more details in
1.5.4 below.

2 This Company activity in the reported year was immaterial and accordingly, the description of the Company's
areas of activity does not include said activity.
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(1) Insurance business in Poland

GDII holds 100% (95% on a fully diluted basis) of the Polish insurance company,
LINK4 Towarzystwo Ubezpieczen Spolka Akcyjna ("LINK4™), which directly sells car
insurance in Poland.

In May 2006, GDII established L4C Sp.z.0.0. ("L4C") 3, which is currently attempting
to penetrate the life assurance branch in Poland. L4C is planning to launch its life
assurance business activities towards the end of 2007. The scope of investment
required for such activity in the coming years is estimated at approximately € 8 million
(approximately NIS 45 million).

(2) Promoting insurance activities in the Czech Republic *

In March 2006, GDII established GDII Czech A.S. ("GDII Czech™) through which the
Company intends to promote direct insurance activities in the Czech Republic. In July
2006, GDII invested € 5.6 million (approximately NIS 31 million) in GDII Czech in
order to comply with the criteria for applying for an insurer's license in the Czech
Republic.

GDII Czech is planning to launch its direct insurance business activities in the Czech
Republic in the second quarter of 2007. The scope of investment required for such
activity in the coming years is estimated at approximately € 40 million (approximately
NIS 220 million).

(3) Promoting insurance activities in Russia 3

In September 2006, GDII acquired the Russian insurance company, Energopolis Joint
Stock Insurance Company (“the Russian company™) in order to set up direct insurance
activities in Russia. See more details in 1.5.5 below.

In November 2006, the Company, GDII and the Russian company signed an agreement
with the European Bank for Reconstruction and Development ("EBRD") regarding
EBRD's investments and participation in the Russian company at a rate of 30%. See
more information in 1.5.6 below.

The Russian company plans to launch its direct insurance business activities in Russia
at the end of 2007. The scope of investment required for such activity in the coming
years is estimated at approximately € 120 million (approximately NIS 670 million).

The Company is looking into the compatibility level of other markets around the world to the
direct insurance model. This activity was undertaken by the Company and GDII and consists
of initial studies in several countries worldwide, including China and Brazil.

® This Company activity in the reported year was immaterial and accordingly, the description of the Company's
areas of activity does not include said activity.
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1.3 Holding structure

Zur Shamir The public

65% 35%
\ 4 v

Direct Insurance - Financial Investments Ltd.
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v A\ 4 v A\ 4
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Investments Company House
LINK4
100% . .
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100% )
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DISC
100% ..
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® | Czech utua
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Energoplis
94% Russia

Regarding the planned restructuring in the Company, see 1.5.7 below.

As for investees held by subsidiaries of the Company, see Appendix C to the financial statements.
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1.4

1.5

The Company's foundation and business development

141

1.4.2

1.4.3

The Company's foundation

The Company was incorporated in September 1994 under the name of Direct Insurance 1.D.1.
Insurance Company Ltd. and acted as an insurer until its insurance business was split up as
stated in 1.4.2 below. The Company is a holding company that invests in insurance and
finances both locally and worldwide.

The split of the Company's Israeli insurance business

Effective as of December 31, 2000, the Company's local insurance activity was split up and
assigned to the subsidiary, Direct 1.D.l. (under its former name, Ishi-Yashir Insurance
Company (1996) Ltd.). The split was preceded by the acquisition of the entire ownership over
Direct 1.D.1. by the Company.

A sale offer for Direct 1.D.l.'s shares

In the context of a sale offer under a prospectus from May 6, 2004, the Company sold 21.5%
of Direct I.D.1.'s shares. Following the sale offer, Direct I.D.1.'s shares were listed for trade on
the Tel Aviv Stock Exchange and trade began on May 18, 2004. The proceeds from the sale
offer net of issuance expenses totaled approximately NIS 94 million. On December 6, 2004,
the Company sold 1.7% of Direct I.D.1.'s shares. The proceeds from the sale net of selling
expenses amounted to approximately NIS 9 million. The pre-tax capital gain recorded by the
Company in 2004 as a result of the sale amounted to approximately NIS 57 million.

Principal changes in the Company’s activities in the reported year

151

The acquisition of Yahav-Massad mutual trust activities

In February 2006, a wholly owned subsidiary of Direct Investment House, Direct Investment
House (Mutual Funds) Ltd. ("Direct Mutual Funds™), signed an agreement with Bank Massad
Ltd. and Bank Yahav for State Workers Ltd. ("the banks") for the acquisition of 17 mutual
funds managed by the banks. The scope of the managed assets acquired totals approximately
NIS 1.4 billion. The transaction was consummated on April 4, 2006. The balance of managed
assets as of the date of the publication of the financial statements is approximately NIS 2.4
billion.

The consideration for the acquisition of the activity and related acquisition costs amounted to
approximately NIS 56 million. For financing the acquisition of the activity, Direct Mutual
Funds received a loan in the amount of NIS 50 million linked to the CPI and bearing interest
at the rate of 5.5% per annum which is paid every six months. The loan will be settled in 7
equal installments beginning from April 14, 2009. Direct Investment House and the Company
signed a limited guarantee in the amount of the loan as collateral for its settlement.
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1.5.2

153

154

The acquisition of three provident funds of Bank Leumi

During December 2006, Direct Investment House (Provident Funds) Ltd. ("Direct Provident
Funds"), a wholly owned subsidiary of Direct Investment House, entered into an agreement
with Leumi Gemel Ltd. to purchase the activities of three provident funds managed by Leumi
Gemel Ltd. in consideration of approximately NIS 9 million. The scope of assets managed by
the funds is approximately NIS 300 million. The transaction is subject to the approval of the
Comptroller of Restrictive Trade Practices, which has not yet been received as of the date of
the financial statements. Direct Provident Funds intends to finance the acquisition through a
long-term bank loan.

The acquisition of provident funds of the First International Bank of Israel

Subsequent to balance sheet date, on January 7, 2007, Direct I.D.I. and its wholly owned
subsidiary, Direct Fund Management Company Ltd. ("Direct Fund Management") signed an
agreement with the First International Bank of Israel Ltd., UBank Ltd. and the companies
managing the provident funds owned by the banks (together: "the bank™) for the acquisition
of the bank's provident funds. The scope of assets managed as of December 31, 2006 is
approximately NIS 7.4 billion. According to the agreement, the bank may choose not to apply
the agreement to funds whose scope of managed assets is approximately NIS 450 million.
Assuming that all the managed assets as of December 31, 2006 are assigned to the Company,
the consideration for the acquisition of the provident funds activity, their assets, liabilities and
goodwill will amount to approximately NIS 208 million. The consideration paid in practice
will be determined on closing of the sale and is contingent on the scope of assets sold. In the
context of the transaction, the bank and Direct I.D.l. will enter into an agreement for
rendering operating services to the acquired funds that will become effective upon closing.
The parties also signed brokerage and distribution agreements.

The consummation of the transactions which are the subject of the above agreement is subject
to certain prerequisites, including the approval of the Supervisor of the Capital Market,
Insurance and Savings, of the Comptroller of Restrictive Trade Practices and of the court for
the merger of the provident funds managed by the bank, the approval of the Tax Authorities
and of other legally authorized entities, as far as required. Direct 1.D.I. is currently acting to
obtain said approvals, including a managing company license for Direct Fund Management.

The acquisition will be financed by Direct 1.D.l.'s own sources. See also 1.5.7 below.
A letter of intent for collaborating with an international strategic entity

On November 27, 2006, the Company signed a non-binding letter of intent (the "letter of
intent") with Royal & Sun Alliance Insurance Group Plc ("R&SA"), with regard to a possible
formation of a joint venture (the “JV”) under joint control by the parties, by issuing shares of
GDII. Following the issuance of GDII’s shares, the holdings of the Company and R&SA in
GDII will be equal. Pursuant to the Letter of Intent, the aim of the JV is marketing personal
insurance products sold on a direct basis in Central and Eastern Europe, in the former Soviet
Union countries and in other countries as set forth in the Letter of Intent.
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1.55

Pursuant to the Letter of Intent, subject to due diligence examination which will be preformed
by R&SA, GDII will issue to R&SA shares, which, following their issuance, will constitute
50% of the share capital of GDII, at a company valuation of US$170 million prior to the
investment. In consideration for the shares, R&SA will pay GDII at the closing of the
transaction US$85 million, and will undertake to pay GDII an additional amount of US$85
million, which will be paid to GDII in accordance with a payment schedule, which will be
agreed by DIFI and R&SA, of which the initial payment of $15 million will be paid at the
closing of the transaction. At the closing of the transaction, GDII will extend to DIFI a loan
in the amount of US$70 million, which will be repaid simultaneously with the payment of the
balance of the investment amount of R&SA in GDII.

Pursuant to the Letter of Intent, the parties are in the process of binding agreements
(including, among others, a share purchase agreement, and shareholders agreement, in which
the joint control and management rights in GDII, including the Company’s right in
connection with the appointment of the CEO of GDII and his dismissal will be regulated).
The entry into definitive agreements is subject to completion of due diligence examination
satisfactory to R&SA. The consummation of the investment will be subject to statutory
requirements and to conditions precedent to be agreed by the parties.

Pursuant to the Letter of Intent, entering into said binding agreements is conditioned on Zur
Shamir Holdings Ltd., (a holder of 65.41% of DIFI's share capital) (“Zur Shamir”)
undertaking not to sell, directly or indirectly, control in DIFI for five years, and following
such period of time, in the event of a sale of control in DIFI, to grant R&SA a right of first
offer, and a tag along right, and a right of first refusal under certain terms, as provided in the
Letter of Intent. The Letter of Intent provides that in the event that R&SA elects not to
exercise such rights, the management rights granted to each of the parties under the
shareholders agreement, including the Company’s right in connection with the appointment
of the CEO and his dismissal, will be equal. In addition, the Letter of Intent provides that
entering into said binding agreements is conditioned on the holding companies controlling
Zur Shamir (the “Controlling Entities”) undertaking that if the Controlling Entities decide to
collectively transfer a controlling interest in DIFI, they will notify R&SA of such decision
before implementing it.

The Company estimates that, subject to entering into the definitive agreements as aforesaid,
and subject to closing the transaction, the Company will recognize a capital gain in the
amount of approximately US$ 70 million. The information regarding the expected capital
gain to be recognized by the Company subject to entering into definitive agreements and
subject to the closing of the transaction is a forward-looking statement, and the capital gain
actually recognized may differ from the estimation above, inter alia due to accounting aspects
or in the event that the terms of the transaction will change in the definitive agreements

The acquisition of a Russian insurance company

On September 21, 2006, GDII signed an agreement with Energopolis Joint Stock Insurance
Company (“the Russian company") from Samara, Russia and six of its shareholders whereby
GDII will acquire over 93% of the Russian company's share capital (including Preferred and
Ordinary shares) in consideration of approximately U.S. $ 230 thousand (approximately
NIS 1 million). The Russian company has valid licenses granted by the Russian authorities to
operate as an insurance company in certain property and liability branches, including motor
act and comprehensive motor insurances. The Russian company and its licenses are to serve
as a platform for developing the direct insurance business in Russia by GDII. On October 24,
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1.5.6

1.5.7

2006, the transaction for the acquisition of the shares of the Russian company was
consummated.

Participation of an international investor in the Russian project

On November 21, 2006, an agreement (in furtherance to a non-binding agreement in principle
signed on July 25, 2006) was signed between the Company, GDII and the Russian company
and the European Bank for Reconstruction and Development ("EBRD") regarding EBRD's
investment and participation in the Russian company. RBRD's share in the Russian company
following the investment according to said agreement will be about 30%. The agreement is
subject to closing, which is conditional, among other things, on obtaining the legally required
approvals. The agreement also contains provisions regarding anti-dilution protection
mechanisms, the nomination of directors and assigning shares and an exit right of EBRD
under certain conditions.

Spin-off plan in Direct 1.D.I.

On November 1, 2006, the approval of the board of directors of Direct I.D.I. to the spin-off
plan became effective. The plan consists of a vertical spin-off of Direct I.D.l., which is tax
exempt, under the provisions of Section 105a(2) to the Income Tax Ordinance (Revised),
1961 (“"the Ordinance™).

According to the spin-off plan, all of Direct I.D.l.'s assets and liabilities, excluding as what
follows below, will be assigned to a wholly-owned new subsidiary of Direct I.D.l. to be
established for this purpose ("the subsidiary"). In return, the subsidiary will allocate its entire
share capital to Direct I.D.l. The following assets and liabilities will not be assigned to the
subsidiary: (1) subordinated deeds that Direct 1.D.I. offered to the public on June 6, 2005; (2)
securities and cash totaling approximately NIS 277 million as of June 30, 2006; (3) net
payables (less receivables) in respect of related companies; (4) shares of several subsidiaries
wholly owned by Direct I.D.I.

The spin-off received the approval of the meetings of Direct 1.D.l.'s creditors and
shareholders and a spin-off order has been obtained from the court pursuant to the provisions
of Section 351 to the Companies Law. The spin-off is subject to obtaining an insurer’s license
for the subsidiary, the approval of the Tax Authorities as well as the approvals of other
entities and authorities as required by law or agreement, if and as far as required, for the
consummation of the spin-off.

Ma'alot Israel Securities Rating Ltd. ("Ma‘alot") informed Direct 1.D.I. that subsequent to
Direct I.D.1. announcing the spin-off, Ma'alot intends to perform a watch list of Direct 1.D.l.'s
subordinated deed rating. The consummation of the spin-off in itself will lead to a decline in
the rating of the subordinated deeds (series A) from (+A) to (A). The subordinated deeds
(series A) will also continue to be under a watch list examination until Direct I1.D.1.'s plans
with respect to the scope of investments and their dates become evident. Ma'alot estimates
that investments exceeding NIS 100 million from the subordinated deeds' consideration,
without increasing the share base in relation to its scope upon the spin-off, will lead to an
additional decline in the rating of the subordinated deeds (series A) to (-A).

The meeting of the owners of the subordinated deeds of Direct I.D.l. accepted Direct I.D.l.'s
proposal that interest paid on the subordinated deeds would be raised by 0.3% for the period
commencing on the date on which all the prerequisites for the spin-off are met so that after
raising the interest, the subordinated deeds will be linked, principal and interest, to the CPI
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1.5.8

1.5.9

published for April 2005 and will bear annual interest of 4.05% (instead of 3.75%). There
will be no other changes in the terms of the subordinated deeds.

Sale of investment in subsidiary

In December 2006, the Company and Idit I.D.l. Technologies Ltd. ("Idit") (an affiliate in the
Company's financial statements) and the controlling shareholders in Idit Formula Vision
Technologies (F.V.T.) Ltd. ("Formula™) entered into an agreement whereby Formula would
convert all the Preferred shares that it held in Idit into Ordinary shares thereby waiving
preference rights conferred by the Preferred shares. Following this agreement, Idit adjusted
all existing share types to Ordinary shares of NIS 1 par value each and simultaneously
allocated to Formula an additional 6,000 Ordinary shares of NIS par value each in
consideration of NIS 6,000. Subsequent to the agreement, the Company's stake in Idit
decreased to 32.6% (28.0% on a fully diluted basis). The Company's stake in Idit prior to said
change was about 40.5%.

As a result of the above, in the reported year, the Company recorded a capital gain of
NIS 1,236 thousand.

An acquisition offer of Direct I.D.1.'s shares

On March 15, 2006, the Company published an acquisition offer certification according to
which it addressed all the holders of Ordinary shares of NIS 1 par value each of Direct 1.D.1.
with an offer to acquire from them all their shares at a price of NIS 6.5 per share (for a total
of NIS 116 million) pursuant to Section 336 to the Companies Law, 1999, all as provided in
the specification. In view of the rate of response to the offer, the prerequisite for the
acquisition offer was not met and no securities were acquired from the respondents.

Significant legal proceedings

2.1

2.2

2.3

In the matter of a claim filed against Direct 1.D.I. and other insurance companies regarding
premium refund on additional policy coverage and a motion to approve the claim as a class action
lawsuit, see Note 29c(1) to the financial statements.

In the matter of a claim filed against Direct I.D.I., an advertising company and others regarding the
violation of intellectual property rights, see Note 29¢(2) to the financial statements.

Regarding claims filed against Direct Investment House in connection with management of
customer securities portfolios, see Notes 29¢(3) and 29¢(4) to the financial statements.

The financial position

Shareholders' equity as of December 31, 2006 amounted to approximately NIS 237,897 thousand
compared to approximately NIS 220,262 thousand as of December 31, 2005. The increase in shareholders'
equity in 2006 is derived from a gain of NIS 2,045 thousand, the exercise of stock options into shares and
a tax benefit of NIS 1,922 thousand in respect of the above exercise, cost of share-based payment of
NIS 9,671 thousand, repayment of loans from interested parties to purchase Company shares of NIS 2,304
thousand and a change in capital reserve on translation differences of autonomous investees of NIS 1,693
thousand.
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The total insurance reserves and outstanding claims in the consolidated balance sheet as of December 31,
2006 aggregate NIS 1,538,816 thousand compared to approximately NIS 1,402,415 thousand as of
December 31, 2005. The increase in insurance reserves and outstanding claims is mainly a result of the
increase in the business scope of the Polish insurance company, the increase in life assurance savings
reserves and from the completion of the provision for extraordinary risk reserve in life assurance in
accordance with the Supervisor's permit. For more details regarding said provision, see Note 2f(3) to the
financial statements.

The total balance sheet as of December 31, 2006 amounted to NIS 2,448,034 thousand compared to
NIS 2,188,549 thousand as of December 31, 2005. The increase was mainly a result of the increase in
investments and amounts receivable corresponding to the increase in insurance reserves and outstanding
claims, as above. For details regarding bank loans and borrowings and subordinated deeds, see 5 below.
Following are condensed consolidated balance sheet data:

December 31,
Balance sheet item 2006 2005

Reported NIS in thousands

Investments 1,654,160 1,564,197
Shareholders' equity 237,897 220,262
Bank loans and borrowings 160,889 84,691
Subordinated deeds 253,884 271,579
Total balance sheet 2,448,034 2,188,549
Life assurance:

Insurance reserves 201,779 129,855
Outstanding claims 7,159 7,859
Deferred acquisition costs 50,889 42,627
General insurance:

Insurance reserves 410,504 382,223
Outstanding claims 919,374 882,478
Deferred acquisition costs 74,503 67,967

4, Operating results
4.1 Statement of profit and loss

The consolidated income from the insurance business for 2006 totaled approximately NIS 151,363
thousand compared to approximately NIS 88,609 thousand in 2005, a 71% increase. The
consolidated income from the insurance business includes the insurance business results (life and
general) in Israel of Direct I1.D.l. and the insurance business results (general only) in Poland of
LINKA4.

In life assurance, the Company recorded in 2006 a gain of NIS 20,203 thousand compared to
NIS 9,725 thousand in 2005, a 108% increase.

In general insurance, the Company recorded in 2006 a gain of NIS 131,160 thousand compared to
NIS 78,884 thousand in 2005, a 66% increase.
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In 2006, the Company (consolidated) recorded revenues from investments that were not included in
the insurance business statements net of expenses in respect of a long-term liability of NIS 10,133
thousand compared to net revenues in the amount of NIS 14,731 thousand in 2005. The decrease
resulted from fluctuations in the securities rates in the Israeli capital market during the reported
period as opposed to the corresponding period of last year and from an increase in expenses relating
to long-term liabilities.

In 2006, the Company recorded net expense that were not included in the insurance business
statements totaling NIS 16,673 thousand compared to NIS 12,236 thousand in 2005. The increase in
net expenses was mainly a result of the increased loss from financial services due to selling and
marketing efforts invested in order to deal with the large competition in this branch in Israel.

General and administrative expenses (consolidated) not included in the insurance business
statements, net totaled in 2006 approximately NIS 56,090 thousand compared to NIS 14,983
thousand in 2005. The increase in expenses was mainly due to the adoption of Accounting Standard
No. 24 as of January 1, 2006 regarding share-based payments and expenses relating to promotion
and initiation of additional activities such as the insurance activities in the Czech Republic and in
Russia, the life assurance activity in Poland and consumer credit activities in Israel. Total expenses
recorded in the reported period for share-based payments and for promoting and initiating additional
activities amounted to approximately NIS 9,557 thousand and NIS 27,669 thousand, respectively.
For more information, see Note 22a to the financial statements.

In 2006, the Company recorded a capital gain of NIS 686 thousand compared to NIS 4,273
thousand in 2005. The capital gains include, among other things, gains from the issuance of shares
to a third party of Idit. Following said issuances, the Company's share in Idit decreased to about
32.6% (28.0% on a fully diluted basis) and the Company recorded capital gains of NIS 1,236
thousand and NIS 5,276 thousand in 2006 and 2005, respectively.

In 2006, no expenses were recorded in respect of initial difference amortization as opposed to an
amortization of NIS 4,844 thousand in 2005, following the implementation of Accounting Standard
No. 20 (Revised) as of January 1, 2006 regarding the accounting treatment of goodwill and
intangible assets upon the acquisition of an investee.

The income before taxes in 2006 amounted to approximately NIS 89,419 thousand compared to
NIS 75,550 thousand in 2005, an 18% increase.

In 2006, the Company recorded a provision for extraordinary life assurance risk reserve net of taxes
in an amount of NIS 10,344 thousand as a special item in the statement of profit and loss. As for the
Supervisor's permit for such entry, see Note 2f(3) to the financial statements.

Net income for 2006 amounted to approximately NIS 2,045 thousand compared to NIS 11,839
thousand in 2005.
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The following table demonstrates the consolidated operating results according to areas of activity:

Income from areas of activity:

Motor act insurance in Israel

Motor casco insurance in Israel

Comprehensive residential insurance in Israel

Life assurance and long-term savings insurance in lIsrael
Motor act in Poland

Financial services

Total income from areas of activity

General insurance business in Israel not included in the
areas of activity

Expenses relating to long-term liabilities

Revenues from investments not included in the areas of
activity

Expenses not included in the areas of activity, net

Capital gain, net

Income before income taxes
Provision for income and gains taxes

Income after income taxes

Equity in earnings (losses) of affiliate

Minority interest in earnings of subsidiaries, net
Provision for extraordinary risk reserve net of taxes

Net income for the period

Following is the composition of consolidated revenues according to areas of activity:

Motor act insurance in Israel

Motor casco insurance in Israel

Comprehensive residential insurance in Israel

Life assurance and long-term savings insurance in Israel
Motor act in Poland

Financial services

Revenues not included in the areas of activity

Total revenues
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2006 2005 2004
Reported NIS in thousands
76,613 60,156 42,031
42,499 30,472 49,658
12,261 15,463 16,437
15,230 9,324 8,642
(3,655) (29,462) (45,047)
(11,700) (8,513) (1,484)
131,248 77,440 70,237
3,442 2,255 (112)
(21,051) (20,122) (6,390)
31,184 34,853 17,050
(56,090) (23,149) (22,751)
686 4,273 53,464
89,419 75,550 111,499
(59,254) (43,887) (63,600)
30,165 31,663 47,899
147 (5,347) -

(17,923) (14,477) (9,084)
(10,344) - -
2,045 11,839 38,815

2006 2005 2004

Reported NIS in thousands

214,463 234,127 252,486
326,374 346,343 367,059
68,330 76,875 68,910
115,552 93,255 74,787
253,665 175,179 89,887
18,841 8,358 9,998
11,626 12,004 20,138
1,008,851 946,141 883,265
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4.2

Life assurance and long-term savings

The life assurance activities are carried out through Direct 1.D.l. and are mainly focused on
insurance products for individuals in the risk, disability and savings branches. The long-term
savings activity is carried out through Direct I.D.l. and Direct Investment House, which specializes
in individual provident products.

Life assurance

Gross premiums, including savings premiums in 2006 totaled approximately NIS 115,365 thousand
(on retention - approximately NIS 100,952 thousand) compared to approximately NIS 93,245
thousand in 2005 (on retention - approximately NIS 78,564 thousand), a 24% increase. The increase
in premiums reflects the increase in the scope of the Company's life assurance business.

The Company recorded revenues from investments in the life assurance business in 2006 in the
amount of NIS 10,806 thousand compared to NIS 7,407 thousand in 2005.

Total claims in 2006 amounted to approximately NIS 14,567 thousand compared to NIS 14,242
thousand in 2005, an increase of about 2%.

Revenues from management fees in respect of profit sharing policies in 2006 totaled approximately
NIS 1,914 thousand as opposed to NIS 1,232 thousand in 2005.

The increase in net insurance reserves in 2006 amounted to approximately NIS 56,304 thousand as
opposed to approximately NIS 40,429 thousand in 2005. The increase in insurance reserves was
mainly a consequence of an increase in insurance reserves in respect of profit sharing policies.

Excess revenues over claims net of the increase in reserves in 2006 totaled approximately
NIS 40,887 thousand compared to approximately NIS 31,300 thousand in 2005, a 31% increase.

Selling, general and administrative expenses in 2006 totaled NIS 33,828 thousand compared to
NIS 32,913 thousand in 2005, a 3% increase.

The Company's total income from the life assurance business in 2006 amounted to NIS 20,203
thousand compared to NIS 9,725 thousand in 2005, an increase of about 108%. The increase in
income for 2006 derived mainly from streamlining measures and an increase in the scope of the life
assurance business and does not include the completion of a reserve for extraordinary risks
according to the Supervisor's permit in the total of NIS 16,118 thousand. The completion as above
was carried as a special item net of taxes in the statement of profit and loss. See Note 2f(3) to the
financial statements.
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The following table demonstrates the consolidated results of operations in the life assurance

business:

Result 2006 2005

Reported NIS in thousands

Gross premiums 115,365 93,245
Premiums on retention 100,952 78,564
Revenues from investments 10,806 7,407
Gross claims and surrenders 19,057 19,976
Claims on retention and surrenders 14,567 14,242
Excess of revenues over claims net of reserves 40,887 31,300
Selling, general and administrative expenses 33,828 32,913
Income from life assurance business 20,203 9,725

Following is the nominal return in profit sharing policies according to investment baskets (in %):

2006 2005
Investment basket Grossreturn  Netreturn  Grossreturn  Net return
Bonds 80 (not including shares) * 8.5 6.8 3.2 2.2
Bonds 75 (not including shares) 6.2 4.7 7.3 5.7
Bonds 60 (up to 15% shares) 8.2 6.6 12.1 105
General (up to 50% shares) 10.8 9.2 16.5 14.7

General ® - - - -

Following are details of the estimated amount of investment profits attributed to the life assurance
policyholders in profit sharing policies and management fees calculated according to the Supervisor
of the Insurance's regulations based on the return and quarterly balances of the average insurance
reserves in Direct 1.D.1.'s business reports:

2006 2005
Reported NIS in thousands

Investment profits attributed to policyholders after
management fees 7,616 5,550
Management fees 1,914 1,232

For further details regarding the Company's returns on investment baskets and management fees
charged in the profit sharing portfolios, see Notes 25d and 25e to the financial statements.

* Investment basket - as of May 2005.
® Investment basket - as of December 2006.
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4.3

Note 25 to the financial statements analyzes the Company's life assurance business on a cross-
section of products with a savings component according to various underwriting years and products
that do not include a savings component, while distinguishing between individual policies and
group policies. The income from the insurance business is composed of the profits from policies
issued up to the 2003 underwriting year, totaling approximately NIS 767 thousand in 2006
compared to approximately NIS 619 thousand in 2005 and of profits from policies issued as of the
2004 underwriting year, totaling approximately NIS 860 thousand in 2006 compared to
approximately NIS 320 thousand in 2005. The increase is mainly derived from an increase in
accumulated savings.

The income from the life assurance business includes a profit from policies with no savings
component, consisting of individual and group policies. The income from individual policies in
2006 amounted to approximately NIS 19,337 thousand compared to approximately NIS 11,241
thousand in 2005. The increase results from a decrease in claims, an increase in the business scope
and operating profitability. Furthermore, the income from group policies in 2006 amounted to
approximately NIS 2,043 thousand compared to approximately NIS 445 thousand in 2005. The
increase is mainly derived from a decrease in claims. The above Note also presents a segmentation
of insurance reserves according to financial exposure and insurance exposure.

Provident funds

The Company's provident fund activity has been immaterial so far. As for agreements to acquire
provident funds from banks through subsidiaries, see 1.5.2 and 1.5.3 above. The total revenues from
management fees in 2006 amounted to approximately NIS 130 thousand compared to NIS 2
thousand in 2005. The Company's provident fund activity commenced in September 2005.

The Company's total loss before taxes from provident funds totaled approximately NIS 4,973
thousand in 2006 compared to a loss before taxes of approximately NIS 401 thousand in 2005. The
losses in this branch resulted mainly from the selling and marketing efforts in order to deal with the
high level of competition in this branch in Israel.

General insurance

The general insurance business statements include the general insurance business results of Direct
I.D.1. in Israel and the general insurance business results of LINK4 in Poland.

Premiums and fees in 2006 totaled NIS 874,458 thousand (on retention - approximately
NIS 834,699 thousand) compared to NIS 842,465 thousand in 2005 (on retention - approximately
NIS 797,585 thousand), a 4% increase. The increase resulted from a 45% increase in motor
insurance premiums in Poland, reflecting the growth in LINK4's business scope net of a 7%
decrease in general insurance premiums in Israel. The decrease in general insurance premiums in
Israel is mostly derived from a decrease in motor insurance rates and the non-renewal of structure
insurance transactions with several mortgage banks.

Earned insurance fees (premiums and fees net of the change in unexpired extraordinary risk reserve
on retention) in 2006 totaled approximately NIS 810,407 thousand compared to approximately
NIS 780,594 thousand in 2005, reflecting an increase of about 4%.

The Company recorded revenues from investments in 2006 from the general insurance business

mainly as a result of revenues from debentures issued by the State and others totaling NIS 46,676
thousand compared to NIS 59,767 thousand in 2005, reflecting a decrease of some 22%.
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Gross settled and outstanding claims in 2006 totaled NIS 485,362 thousand (on retention -
approximately NIS 449,358 thousand) compared to NIS 533,464 thousand in 2005 (on retention -
approximately NIS 509,678 thousand), a decrease of some 12% on retention.

Excess revenues over claims in 2006 totaled approximately NIS 407,725 thousand compared to
approximately NIS 330,683 thousand in 2005, a 23% increase.

Selling, general and administrative expenses in 2006 totaled NIS 285,233 thousand compared to
NIS 255,696 thousand in 2005, a 12% increase.

The Company's total income from the general insurance business in 2006 amounted to NIS 131,160
thousand compared to NIS 78,884 thousand in 2005, an increase of about 66%. The increase in
income for 2006 derived mainly from a 24% increase in the income from the general insurance
business in Israel as a result of improved profits from motor act and motor casco insurances and a
decrease in the loss from the general insurance business in Poland of about 88%, mainly resulting
from the increased business scope of LINK4 and a decrease in the level of claims and expenses
opposite premiums.

Following are details of the operating results in the general insurance business according to
geographical segments:

2006
Israel Poland Total
Reported NIS in thousands

Gross premiums and fees 620,793 253,665 874,458
Premiums and fees on retention 585,303 249,396 834,699
Earned insurance fees 598,952 211,455 810,407
Revenues from investments 40,491 6,185 46,676

Gross settled and outstanding claims 366,047 119,315 485,362
Settled and outstanding claims on retention 330,043 119,315 449,358
Excess of revenues over claims 309,400 98,325 407,725
Selling, general and administrative expenses 176,585 108,648 285,233
Total income (loss) from general insurance 134,815 (3,655) 131,160

2005
Israel Poland Total

Reported NIS in thousands

Gross premiums and fees 667,286 175,179 842,465
Premiums and fees on retention 625,914 171,671 797,585
Earned insurance fees 642,977 137,617 780,594
Revenues from investments 56,301 3,466 59,767
Gross settled and outstanding claims 443,366 90,098 533,464
Settled and outstanding claims on retention 419,580 90,098 509,678
Excess of revenues over claims 279,698 50,985 330,683
Selling, general and administrative expenses 167,617 88,079 255,696
Total income (loss) from general insurance 108,346 (29,462) 78,884
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4.4  Financial services

Revenues from financial services granted in 2006 totaled approximately NIS 21,121 thousand
compared to approximately NIS 11,208 thousand in 2005 and include revenues from investment
portfolio management by Direct I.D.1., reflecting an increase of about 88%. The increase is mainly
due to revenues from management fees and commissions, net from the mutual funds acquired by
Direct Investment House in April 2006. As for said acquisition, see 1.5.1 in the Company's business
report.

The Company's total loss from financial services in 2006 amounted to approximately NIS 11,700
thousand compared to a loss of NIS 8,513 thousand in 2005. The loss increased mainly due to
increased selling and marketing efforts n order to deal with growing competition in this branch in
Israel.

Cash flows and financing resources

Net cash provided by operating activities in 2006 amounted to approximately NIS 37,077 thousand as
opposed to net cash flows used in operating activities in 2005 of approximately NIS 31,619 thousand.

It should be noted that changes in the items of investments earmarked to the life assurance and general
insurance businesses are presented in cash flows from operating activities as required by the guidelines of
the Supervisor's Regulations. Changes in investments earmarked to shareholders' equity or non-insurance
liabilities are presented in cash flows from investment activities.

Net cash used in investment activities in 2006 amounted to approximately NIS 123,777 thousand as
opposed to net cash flows used in investment activities in 2005 of approximately NIS 275,961 thousand.

Net cash provided by financing activities in 2006 amounted to approximately NIS 63,696 thousand as
opposed to net cash flows provided by financing activities in 2005 of approximately NIS 205,338
thousand. The net cash provided by financing activities in 2006 include, among other things, receiving a
long-term loan of NIS 50,000 thousand to finance the acquisition of mutual funds activities as stated in 4.4
above, net of payment of a dividend to the minority in subsidiaries of NIS 15,070 thousand. The net cash
provided by financing activities in 2005 include, among other things, proceeds of NIS 240,172 thousand
from the issuance of subordinated deeds in Direct I.D.l. of June 6, 2005 net of payment of a dividend to
the Company's shareholders and to the minority in subsidiaries of NIS 25,000 thousand and NIS 11,592
thousand, respectively.

Translation differences in respect of cash balances in autonomous investees in 2006 reflected an increase
of NIS 1,649 thousand as opposed to a decrease of NIS 2,437 thousand in 2005.

As a result of the above, in 2006, there was a decrease in the balance of cash and cash equivalents of
NIS 21,082 thousand compared to a decrease in the balance of cash and cash equivalents of NIS 104,679
thousand in 2005. The total investments in the Company increased in 2006 by approximately NIS 89,963
thousand compared to an increase of NIS 399,022 thousand in 2005.

The Company's outstanding long-term and short-term liabilities to banks amounted to approximately
NIS 127,726 thousand and NIS 33,163 thousand, respectively as of December 31, 2006. The balance of
subordinated deeds as of December 31, 2006 totaled approximately NIS 253,884 thousand. For more
details, see Notes 14, 15 and 18 to the financial statements.
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6. General

The Company's board of directors and management wish to express their appreciation to the employees of
the Group companies both in Israel and abroad for their efforts and contribution to the Group, to the
thousands of new policyholders joining the Group's increasing customer public each month and to the
hundreds of the Group companies' policyholders offering the Group their vote of confidence.

On behalf of the board of directors,

Moshe (Moki) Schneidman Doron Schneidman
Chairman of the Director and
Board of Directors Managing Director

March 29, 2007
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NOTE 7:-

FIXED ASSETS

a

In the consolidated bal ance sheet:

Cost

Balance as at January 1, 2006
Adjustment resulting from
trandation of financial
statements of investees
Additions during the year
Initial consolidation
Disposals during the year

Balance as at December 31, 2006

Accumulated depreciation

Balance as at January 1, 2006
Adjustment resulting from
tranglation of financial
statements of investees
Additions during the year
Initial consolidation
Disposals during the year

Balance as at December 31, 2006

Depreciated cost as at December
31, 2006

Depreciated cost as at December
31, 2005

Annual depreciation rates

Main depreciation rate

Buildings Furniture Machinery Software
and L easehold and and and
real estate improvements equipment equipment computers Vehicles Total
Reported NISin thousands
1,734 20,685 19,082 6,871 81,014 7,853 137,239
- 212 87 460 1,448 72 2,279
- 7,039 10,417 2,041 24,699 2,097 46,293
944 185 664 257 17 651 2,718
- (1,113) (3417) (62) (3,650) (2,782)  (11,024)
2,678 27,008 26,833 9,567 103,528 7,891 177,505
629 12,497 11,468 6,157 56,828 4,057 91,636
- 105 30 250 312 18 715
19 2,903 2,406 2,700 8,592 1,119 17,739
101 136 211 154 7 383 992
- (1,105) (3,362 (53) (46) (2,276) (6,842
749 14,536 10,753 9,208 65,693 3,301 104,240
1,929 12,472 16,080 359 37,835 4,590 73,265
1,105 8,188 7,614 714 24,186 3,796 45,603
3% 9%-25% 6%-15% 6%-10% 20%-33% 15%

3%

12%

15%

%

33%

15%
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NOTE 7:- FIXED ASSETS (Cont.)
b. In the Company's balance shest:

Furniture Software

L easehold and and

improvements equipment  computers  Vehicles Total
Reported NISin thousands

Cost

Balance as at January 1, 2006 42 166 369 1,189 1,766
Additions during the year - 1,248 56 647 1,951
Disposals during the year - - - (252) (252)

Balance as at December 31,
2006 42 1,414 425 1,584 3,465

Accumulated depreciation

Balance as at January 1, 2006 24 58 202 316 600
Additions during the year 9 46 96 205 356
Disposals during the year - - - (133) (133)
Balance as at December 31,

2006 33 104 298 388 823
Depreciated cost as at

December 31, 2006 9 1,310 127 1,196 2,642
Depreciated cost as at

December 31, 2005 18 108 167 873 1,166
Annual depreciation rates 10% 7% 33% 15%

-57-



DIRECT INSURANCE - FINANCIAL INVESTMENTSLTD.
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NOTE 8:- INSURANCE COMPANIES
a Composition:

1. Receivables:
Consolidated
December 31,
2006 2005
Reported NISin thousands

Reinsurer's share in the insurance reserves.

In life assurance 2,093 2,594
In genera insurance 4,363 3,508
6,456 6,102
Reinsurer's share in outstanding claims:
In life assurance 2,721 3,455
In general insurance 126,322 107,007
129,043 110,462
Other accounts:
In life assurance - 370
In general insurance (see details below) 56,557 49,249
56,557 49,619
192,056 166,183
Other accountsin general insurance:
Insurance companies and reinsurers receivables in respect of
current account 13,866 7,885
Receivables from local companiesin respect of subrogations
not settled as at the balance sheet date:
Settlement date up to one year before balance sheet date 15,776 15,011
Settlement date over one year up to two years before balance
sheet date 12,041 12,665
Settlement date over two years before balance sheet date 14,874 13,688
42,691 41,364
56,557 49,249
2. Payables:
Deposits by reinsurers:
In genera insurance 3,795 3,377
Other accounts
In life assurance 10,270 9,725
In general insurance 3,605 3,650
13,875 13,375
17,670 16,752

-58 -



DIRECT INSURANCE - FINANCIAL INVESTMENTSLTD.

NOTESTO THE FINANCIAL STATEMENTS

NOTE 8:- INSURANCE COMPANIES (Cont.)

b. Information regarding exposure to reinsurers in general assurance as at December 31, 2006:
Reinsurerssshare
Outstanding claims Balances of receivables
Premium Reserves Reinsurers
recorded in for deposits Between 6
favor of  Current net unexpired with the Total monthstoa  Over
premium receivables risks Assets Liabilities Company  exposure year ayear

Reported NISin thousands

Rating group (c)

AA and above 3,472 696 436 218 14,041 (417) 14,974 - -
AA to BBB
Trans Re Zurich 5,149 3,836 436 166 36,871 (375) 40,934 - -
Munich Reinsurance Co AG 5,543 1,635 785 484 21,611 (674) 23,841 - -
Everest Reinsurance Co. 4,488 (235) - 145 8,249 (448) 7,711 - -
Partner Reinsurance Co. 4,117 525 698 309 11,539 (599) 12,472 - -
Others 16,904 848 2,006 1,071 29,860 (1,278) 32,507 - (33)
36,201 6,609 3,925 2,175 108,130 (3,374) 117,465 - (33)
Lower than BBB and not
rated () 86 615 2 98 1,660 (4 2,371 - -
Total 39,759 7,920 4,363 2,491 123,831 (3,795) 134,810 - (33)

Comments:

@
(b)
(©
(d)
()

Q)
(9)

The total exposure to reinsurers is: the reinsurers' total share in insurance reserves and outstanding claims, net of the deposits received from the reinsurers as a
guarantee for their liabilities, and with the addition (deduction) of the current debit (credit) balances, net.

The tota provisions for doubtful debts plus a reduction in the reinsurers share in outstanding claims and in reserves amount to NIS 1,175 thousand, which comprise
less than 1% of the total exposure.

The rating is determined mainly according to the S& P rating company or any other rating company in accordance with a special formula as determined pursuant to the
Ways of Investment Regulations.

The total exposure of the reinsurers in the event of an earthquake at the feasibility of damage of 2.5% (MPL) is NIS 791 million. Out of this, the portion of the
reinsurer who has the most significant part in this exposureis 16%.

There are no other reinsurers apart from those specified above that the exposure in their respect is higher than 10% of the total exposure of reinsurers in general
insurance, or that the premium in their respect is higher than 10% of the total premiums for reinsurance in general insurance for the year 2005.

The non-rated group includes balances for outstanding claims through brokers up to and including the year 2003 whose exposure amounts to NIS 2,656 thousand.
There are no reinsurers' balances in arrears for more than half ayear.
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Ways of Investment Regulations.
(d) The total exposure of the reinsurers in the event of an earthquake at the feasibility of damage of 2.5% (MPL) is NIS 791 million. Out of this, the portion of the
reinsurer who has the most significant part in this exposureis 16%.
(e There are no other reinsurers apart from those specified above that the exposure in their respect is higher than 10% of the total exposure of reinsurers in general

insurance, or that the premium in their respect is higher than 10% of the total premiums for reinsurance in general insurance for the year 2005.

NOTE 8:- INSURANCE COMPANIES (Cont.)
As of December 31, 2005:
Open balances
Reinsurers share
Outstanding claims
Premium Reserves Reinsurers
recorded in for deposits
favor of Current unexpired with the Total
reinsurers receivables risks Assets Liabilities Company exposure
Reported NISin thousands
Rating group
AA and above 7,223 224 351 424 18,516 (359) 19,156
AA to BBB
Trans Re Zurich 5,517 1,034 351 152 34,143 (334) 35,346
GE Frankona Ruckversicherungs - AG 6,404 (1,072 631 563 10,377 (610) 9,889
LLoyds 4,593 (823) 210 149 - (201) (665)
Munich Reinsurance Co. AG 4,553 144 631 645 20,591 (610) 21,401
Others 16,590 (10) 1,334 976 17,794 (1,263) 18,831
Total 37,657 (727) 3,157 2,485 82,905 (3,018) 84,802
Lower than BBB and not rated - 365 - - 2,677 - 3,042
Total 44,880 (138) 3,508 2,909 104,098 (3,377) 107,000
Comments:
) The total exposure to reinsurers is: the reinsurers total share in insurance reserves and outstanding claims, net of the deposits received from the reinsurers as a
guarantee for their liabilities, and with the addition (deduction) of the current debit (credit) balances, net.
(b) The total provisions for doubtful debts plus a reduction in the reinsurers’ share in outstanding claims and in reserves amount to NIS 1,175 thousand, which comprise
less than 1% of the total exposure.
(©) The rating is determined mainly according to the S& P rating company or any other rating company in accordance with a special formula as determined pursuant to the

()] The non-rated group includes balances for outstanding claims through brokers up to and including the year 2003 whose exposure amounts to NIS 2,656 thousand.
(9) There are no reinsurers balances in arrears for more than half ayear.
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NOTE 8:- INSURANCE COMPANIES (Cont.)

(b)

reinsurers as aguarantee for their liabilities, and with the addition (deduction) of the current debit (credit) balances, net.

C. Information regarding exposure to reinsurers life assurance as at December 31 2006:
Reinsurers share
Premium
recorded Reserves for
in favor of Current unexpired Outstanding Total
reinsurers  receivables risks claims exposure
Reported NISin thousands
Rating group
AA and above 5,688 (3,732) 1,296 861 (1,575)
AA to BBB
Revios Ruckversicherungs - AG 2,592 (3,291) 205 476 (2,610)
Swiss reinsurance company 6,133 (3,247) 592 1,384 (1,271)
8,725 (6,538) 797 1,860 (3,881)
Tota 14,413 (10,270) 2,093 2,721 (5,456)
Comments.
@ The total exposure to reinsurers is. the reinsurers' total share in insurance reserves and outstanding claims, net of the deposits received from the

The rating is determined mainly according to the S& P rating company or any other rating company in accordance with a specia formula as determined

pursuant to the Ways of Investment Regulations.
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NOTE 8:- INSURANCE COMPANIES (Cont.)
As at December 31 2005:

Reinsurers share

Premium
recorded
in favor of Reserves for
reinsurers  Current net unexpired Outstanding Total
in 2005 receivables risks claims exposure
Reported NISin thousands
Rating group
AA and above
K olnische Ruckversicherungs Gesellschaft AG 6,764 (2,757) 1,958 1,383 584
Swiss reinsurance company 1,924 (803) 160 522 (121)
8,688 (3,560) 2,118 1,905 463
AA to BBB
Revios Ruckversicherungs - AG 2,312 (4,506) 160 523 (3,823)
GE Frankona Ruckversicherungs - AG 3,681 (1,659) 316 1,027 (316)
5,993 (6,165) 476 1,550 (4,139)
Total 14,681 (9,725) 2,594 3,455 (3,676)

Comments:

@ The total exposure to reinsurers is. the reinsurers' total share in insurance reserves and outstanding claims, net of the deposits received from the
reinsurers as aguarantee for their liabilities, and with the addition (deduction) of the current debit (credit) balances, net.

(b The rating is determined mainly according to the S& P rating company or any other rating company in accordance with a special formula as determined
pursuant to the Ways of Investment Regulations.
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NOTE 9:- OUTSTANDING PREMIUMS

Consolidated
December 31,
2006 2005
Reported NISin thousands
InNIS - unlinked *) 89,912 72,250
In Zloty - unlinked 56,635
In Ruble - unlinked 5 30,117
Linked to the CPI 113,036 84,544
259,588 186,911
Less - alowance for doubtful debts 18,332 9,679
241,256 177,232

*) In relation to motor act premiums secured by credit card
companies.

Attributed to:

General insurance 239,882 176,525
Life assurance 1,374 707
241,256 177,232

NOTE 10:- DEBTORSAND RECEIVABLES

Consolidated The Company
December 31, December 31,
2006 2005 2006 2005

Reported NISin thousands

Prepaid expenses:

In relation to claims 6,913 11,493 - -
Others 14,516 12,359 1,091 102
21,429 23,852 1,091 102
Stock Exchange clearing house 8,935 - - -
Corporate income tax 4,760 1,406 - -
Deferred tax receivable *) 958 1,155 789 743
Customers 2,347 1,653 - -
Related companies **) 34 33 3,204 3,226
Debtorsin relation to transactions of
trading in securities 3,099 14,112 - -
Others 5,275 4,191 296 50
46,837 46,402 5,380 4,121

*)  SeeNote24.
**)  Bearsinterest at the rate of the increase in the CPI.
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NOTE 11:- DEFERRED ACQUISITION COSTS
a In life assurance:

1 Following are the movements:

Consolidated
December 31,
2006 2005
Reported NISin thousands

Balance as at beginning of the year 42,627 36,300
Additions (see 2 below) 18,284 15,632
Written-off due to cancellations (5,595) (6,047)
Amortization for the year *) (4,427) (3,258)
Balance as at end of the year 50,889 42,627

*)  The amortization rate over the policy term but not longer than 15 years.
2. Details of the additions to deferred acquisition costs:

The additions to deferred acquisition costs in respect of the current underwriting year
arefor policiesvalid as at the balance sheet date (after write-offs due to cancellations).

Consolidated
Additionsto deferred acquisition costs
Total
expenses Per centage Total

Reported NISin thousands

Administrative and general expenses
for 2006 - relates to the 2006
underwriting year 33,828 54% 18,284

Administrative and general expenses
for 2005 - relatesto the 2005
underwriting year 32,913 47% 15,632

3. Pursuant to the instructions of the Regulator of Insurance, the Company's actuary
examines on an annual basis the recoverability of the DAC. The examination is
performed in order to verify that the reserve less the DAC in respect of the policies
sold since 1999 is sufficient, and that the policies are expected to produce future
income that will cover amortization of the DAC, and the insurance liabilities, operating
expenses and commissions relating to those policies. The examination is performed for
each line (type of insurance) separately.
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NOTESTO THE FINANCIAL STATEMENTS

NOTE 11:- DEFERRED ACQUISITION COSTS (Cont.)

The assumptions used for purposes of the above-mentioned examination, including
assumptions regarding cancellations, operating expenses, rate of return on assets,
mortality and sickness rates, are determined by the actuary every year based on a
review of past experience and relevant up-to-date research studies. These assumptions
are based on the actuary's expectations.

A deterioration in the cancellation rate beyond 600% (previous year - 590%) will not
impact the rate of the general recoverability of the DAC and the outstanding DAC will
need to be reduced.

Pursuant to the instructions of the Regulator of Insurance, a statement was received
from the Company's actuary that based on the actuary's calculations, the total expected
future income from the life assurance policies regarding which the deferred acquisition
costs were paid, is not less than the balance of the deferred acquisition costs as at
December 31, 2006.

b. In health insurance:
1 Following are the movements:
Consolidated
December 31,
2006 2005
Reported NISin thousands
Balance as at beginning of the year 1,645 613
Additions (see 2 below) 1,855 1,457
Written-off due to cancellations (481) (233)
Amortization for the year (416) (192
Balance as at end of the year 2,603 1,645
2. The additions to deferred acquisition costs in respect of the current underwriting year

arefor policies valid as at the balance sheet date (after write-offs due to cancellations).

-65-



DIRECT INSURANCE - FINANCIAL INVESTMENTSLTD.
NOTESTO THE FINANCIAL STATEMENTS

NOTE 12:- OTHER ASSETS

Consolidated
December 31,
2006 2005
Reported NISin thousands

Goodwill created upon the acquisition of subsidiaries

Original amount 45,778 42,970
Less - accumulated amortization 20,721 20,721
25,057 22,249

Subordinated deeds issue and discount expenses *)
Original amount - 24,828
L ess - accumulated amortization - 2,760
- 22,068

Acquisition of mutual fund activities (see Note 6¢(3)(d) above)

Current value of future cash flows, net of existing portfolio:

Origina amount 7,617 -
Less - accumulated amortization (2,997) -
4,620 -
Brand name
Original amount 2,260 -
Less - accumulated amortization (238) -
2,022 -
Goodwill 46,679 -
Total from acquisition of mutual fund activities 53,321 -
Tota 78,378 44,317

*)  The balance of issue expenses of subordinated deeds and discount in respect of subordinated
deeds as of December 31, 2005 amounting to NIS 22,068 thousand was offset on January 1,
2006 off the total of subordinated deeds pursuant to Accounting Standard No. 22, see Note
25(5) above.
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a Share capital:

Authorized I ssued and paid-up
December 31, December 31,
2006 2005 2006 2005

NISin thousands

Ordinary shares of NIS 1 par value

each 65,000

65,000 57,800 56,800

b. Changes in shareholders' equity:

1

During 2006:

During the reported period, 202,500 options were exercised into 202,500 shares of NIS

1 par value each. Subsequent to balance sheet date, 33,000 options were exercised into

33,000 shares of NIS 1 par value each.

During 2005:

a) On March 24, 2005, the Company decided to distribute a dividend in the amount
of NIS 25 million, which constitutes about 44% of the issued and paid-up share
capital. The dividend was paid on April 21, 2005.

b)  In 2005, 280,000 options were exercised into 280,000 shares of NIS 1 par value
each.

During 2004:

During 2004, 719,207 options were exercised into 719,207 Ordinary shares of NIS 1
par value each.

NOTE 14:- LONG TERM LIABILITIESTO BANKING INSTITUTIONS

a Composition:

Interest rate
asat Consolidated The Company
December 31, December 31, December 31,
2006 2006 2005 2006 2005
% Reported NISin thousands
Linked to the Euro - at
variable interest 5.87-6.92 77,726 76,081 77,726 76,081
Linked to the CPI -
at variable interest 5.525 50,000 - - -
127,726 76,081 77,726 76,081
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b.

Maturity dates subsequent to the balance sheet date:

Consolidated The Company
December 31, December 31,
2006 2005 2006 2005
Reported NISin thousands
Second year 25,909 - 25,909 -
Third year 32,159 25,360 25,909 25,360
Fourth year 32,158 25,360 25,908 25,360
Fifth year 6,250 25,361 - 25,361
Sixth year and thereafter 31,250 - - -

127,726 76,081 77,726 76,081

NOTE 15:- SUBORDINATED DEEDS

a

In June 2005, the Company issued to the public in the framework of an issue prospectus,
subordinated deeds in the amount of NIS 265,000 thousand. The subordinated deeds were
issued at a discount at the rate of 5% and will be settled in five equal annual installments on
May 31 of each of the years from 2008-2012. The subordinated deeds are linked to the CPI,
principal and interest and bear the interest rate of 3.75% per annum. On May 26, 2005, the
rating committee Madot, the Isragli Company for Securities Rating Ltd. rated the offered
subordinated deeds as A+. The issue proceeds, net of issue expenses amounted to about NIS
240,172 thousand. The market value of the subordinated deeds as at December 31, 2006
amounted to about NIS 266,357 thousand (2005 - NIS 266,325 thousand).

On December 28, 2006, the subsidiary's board decided that if the spin-off plan is approved, as
described in Note 6¢(1)(c) above, the subsidiary will raise the interest paid on the
subordinated deeds by 0.3% for the period commencing on the date on which al the
prerequisites for the spin-off are met so that after raising the interest, the subordinated deeds
will be linked, principal and interest, to the CPI published for April 2005 and will bear annual
interest of 4.05% (instead of 3.75%). There will be no other changes in the terms of the
subordinated deeds. The decision was approved by the general meeting in January 2007.
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b.

NOTE 16:- LIFE ASSURANCE RESERVES

a

Maturity dates subsequent to the balance sheet date are as follows:

Second year

Third year

Fourth year

Fifth year

Sixth year and after

Consolidated
December 31,
2006 2005

Reported NISin thousands
51,616 -
50,966 54,316
50,613 54,316
50,407 54,316
50,282 108,631
253,884 271,579

In accordance with the Capital Regulations, the part of the subordinated deeds whose
settlement date is after two years from the date of the financia statements, is considered as
secondary capital for complying with the capital requirements from an insurer and are
included in the secondary capital calculations.

The subordinated deeds are presented as of December 31, 2006 net of deferred issuance
expenses and discount in their respect (see Note 12 above).

Composition:

Assurance reserves according to types and linkage basis:

Linked to CPI (risk type policies)

For policies participating in
investment income (savings

policies)

Consolidated
December 31, December 31,
2006 2005 2006 2005
Reported NISin
% thousands
6.77 9.42 11,179 10,493
93.23 90.58 153,935 100,823

100.00 100.00

165,114 111,316
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NOTE 16:- LIFE ASSURANCE RESERVES (Cont.)

b.

Details of types of assurance reserves and the methods used for determining them:

Life assurance policies.

In these policies, the savings component is identified. The basic and main reserve is at the
level of the accumulated savings plus the yield according to the policy's terms as follows:

The principal is linked to assets principa (policies participating in investment
income).

The principal is linked to the CPI plus a fixed secured interest or credited by a secured
yield against adjusted assets (policies that do not participate in investment income). In
respect of insurance components that are added to the "Adif" policies (permanent
health insurance, death, long term care, etc.) the reserve is computed as mentioned in
paragraph (c) below.

The insurance reserves also include provisions in respect of IBNR claims and participation in
profitsin group insurance.

Hereunder are the methods for computing the reserves according to types of reserve and the
various products:

1

The mathematical reserve is for mortgage and pure risk products with afixed premium
(mainly mortgage and permanent health insurance, PHI). This reserve is computed for
each coverage as a capitalization of the cash flows for anticipated claims, net of
anticipated future premiums. This calculation is based on the assumptions that the
products were priced, including interest rate ("tariff interest"), mortality or morbidity
table. This is done by a theoretical calculation known as "net premium reserve',
whereby instead of directly taking expenses and commissions into account, the
calculation is based on "net premium" which includes the expected commission in the
claims component only and does not include the rate of commission and expenses,
based on the calculation assumptions. The interest rate for capitalization is 2.5% (real
interest).

The reserve for IBNR (incurred but not yet reported claims) is calculated based on past
experience.

The reserve for group life assurance is computed according to the Supervision of
Insurance Business Regulations (group life assurance) 1993, and is comprised from a
reserve for unearned premium, provision for participation in profits, a reserve for
IBNR and a provision for future lossesif required.
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d.

The assumptions used for calculating actuarial type reserves:

1 For pure risk products with fixed premium, as detailed in paragraph c(1), the interest
used for capitalization of the reserveis 2.5%.

2. In addition, for reserves detailed in paragraph c(1), in most cases the mortality and
morbidity rates are identical to the rates used for determining the tariff duly approved
by the Regulator. In long term care, disability, and annuity branches, the rates will be
determined on the basis of the subsidiary's experience and/or genera research or
reinsurers research that indicates updating the computation of the mortality or
morbidity rates. The Company increases the reserve accordingly.

3. With respect to the rest of the reserves, the actuary determines the assumptions
according to the Regulator's directives, if available, on the basis of past experience
(which is examined from time to time) and/or according to the reinsurers research, or
the standard tables when there is not enough history in the Company to use past
experience.

Changes in assumptions and actuarial models and the effect on the reserve:

The IBNR rates were updated for part of the products for adjustment to experience. The
update of the rates brought about an addition of NIS 1.1 million (NIS 0.7 million on
retention) in the life assurance reserves item.

Liability Adequacy:

The Company's actuary examines each year, that the total reserve, net of deferred acquisition
costs, is sufficient to cover the future anticipated cash flows: claims, commissions and
expenses, net of premiums and investment income. The cash flows are examined after
deduction of anticipated cancellations and capitalization at interest in real terms that does not
involve any risk (4%) to the policesin force, under reasonable assumptions.

This examination is done on anumber of levels, asfollows;

1 An examination of the DAC's recoverability (according to the Regulator of Insurance's
circular). This calculation examines whether the reserve, net of the DAC for policies
sold since the year 1999, is sufficient and if the policies are expected to create the
future income which covers the DAC deduction and the insurance liabilities, the
operational expenses and the commissions for those policies.

In the event that the cancellation rates deteriorate by 600%, the DAC recoverability
rate will be affected and it will be necessary to reduce the DAC balance (previous year
- 590%).
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2.

The Company holds an examination regarding the appropriate amount of the assurance
reserve. Inthe event that it turns out in the examination that the premiums received are
not sufficient to cover the anticipated claims, the Company holds a special reserve
against this deficiency. The examination is done separately for individual policies and
for collective policies. In the case of individual policies, the examination is done on
the product level and in the case of the collective policies, the examination is done on
the level of the single collective.

The assumptions used for the above examinations, that include assumptions regarding
cancellations, operational expenses, yield from assets, mortality and morbidity, are
determined by the actuary each year according to examinations of past experience and
other relevant research with respect to collective policies, the examination is performed
according to the actua claims experience of the single collective and subject to the
statistical credibility of this experience.

NOTE 17:- OUTSTANDING CLAIMSIN GENERAL INSURANCE

a Composition based on types:

December 31,
Gross Reinsurance On retention
2006 2005 2006 2005 2006 2005
Reported NISin thousands

Unexpired risk

reserve in respect

of provision for

unearned

premium 410,504 382,223 4,363 3,508 406,141 378,715
Outstanding claims 760,035 719,673 126,322 107,007 633,713 612,666
Excess of revenues

over expenses

(accumulated) 153,098 162,805 - - 153,098 162,805
Provision for indirect

claim settling

expenses 6,241 - - - 6,241 -
Total outstanding

claims 919,374 882,478 126,322 107,007 793,052 775,471
Total outstanding

claimsin genera

insurance 1,329,878 1,264,701 130,685 110,515 1,199,193 1,154,186
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b. Composition of outstanding general insurance claims according to branches:

Consolidated and the Company

December 31,
2006 2005
Reported NISin thousands
Motor act branch - see (f) below 759,185 752,724
Third party branch 4,704 3,885
Employer liability branch 1,461 783
Total liability branches 765,350 757,392
Other branches 154,024 125,086
Total provisions for outstanding claims 919,374 882,478

C. Composition of outstanding general insurance claims according to methods of calculation:

December 31,
Gross Reinsurance On retention
2006 2005 2006 2005 2006 2005

Reported NISin thousands

Actuarial valuations:

Mrs. Liat Cohen 639,367 632,744 125,150 106,546 514,217 526,198
Mr. David Engelmeir 839 475 310 238 529 237
Mrs. Agnesca Veronska 70,207 39,491 - - 70,207 39,491

Total actuarial valuations 710,413 672,710 125,460 106,784 584,953 565,926

Provisions based on other

valuations:
Valuation by the Claims

Department regarding

known outstanding

claims 4,363 3,145 725 11 3,638 3,134
Additionsto incurred but

not yet reported claims

(IBNR) 2,366 2,062 11 - 2,355 2,062
Other valuations 202 392 126 212 76 180
Subrogations attributed to

insurance companies in

debit 42,691 41,364 - - 42,691 41,364
Provision for indirect claim
settling expenses 6,241 - - - 6,241 -

Excess of revenues over
expenses (accumulated) 153,098 162,805 -

153,098 162,805

Total provisions for
outstanding general
insurance claims 919,374 882,478 126,322 107,007 793,052 775471
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d. Outstanding claims run-off in property insurance branches, regarding claims that occurred
before the last year of damage:

2006 2005

On On
Gross retention Gross retention

Reported NI Sin thousands

Outstanding claims at beginning

of year (including IBNR) 125,087 121,944 93,223 90,583
Claims settled during the year (76,325) (74,071) (59,215) (57,798)
Foreign currency adjustments of

investees 1,000 1,000 (601) (601)
Outstanding claims at end of year

(including IBNR) (47,285) (46,524) (38,528) (37,586)
Surplus (deficiency) in valuations 2477 2,349 (5,121) (5,402)

e Outstanding claims run-off and reserves in insurance liability branches regarding the
underwriting years that began before the last underwriting year:

2006 2005
On On
Gross retention Gross retention
Reported NI Sin thousands

Provisions at beginning of year 851,926 748,062 779,843 687,877
Revenues from investments and

other 25,177 18,371 33,316 26,327
Commissions and expenses (1,260) (1,260) - -
Payment of claims (118,363)  (107,563) (80,718) (74,571)
Provisions at end of year (663,275)  (550,906)  (663,275)  (550,525)
Excess provisions 94,205 106,704 69,166 89,108

Excess of provisions from release
of profitsin reserve 72,760 82,439 71,103 70,447
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Claims paid
(accumulated):
During thefirst year
After one year
After two years
After three years
After four years
After fiveyears

Estimate of accumulated
claims (including
payments):

During the first year **)

After one year

After two years

After three years

After four years

After fiveyears

Excess after release of
fund

Rate of deviation after
release of fund (%)

Accumulated claims
estimate as at December
31, 2006

Accumulated payments up
to December 31, 2006

Outstanding claims as at
December 31, 2006
(including accumul ation)

Outstanding claims for the
years up to and including
2000

Total insurance liabilities
as at December 31, 2006

Composition of the
insurance liabilities:

Reserves for unexpired
risks (net of deferred
acquisition costs)

Outstanding claims
(including fund)

f. Examination of gross outstanding claims valuation in motor act branch:
Underwriting year
2001 2002 2003 2004 2005 2006 Total
NISin thousands adjusted to the CPI of November 2006 *)

3,955 4,392 5,397 4,663 2,737 2,763 23,907
16,868 20,251 30,840 24,859 22,854 - 115,672
29,797 36,818 51,863 54,936 - - 173,414
42,231 48,375 76,839 - - - 167,445
51,459 66,802 - - - - 118,261
63,742 - - - - - 63,742

141,081 158,566 227,300 228,602 209,112 190,015 1,154,676
141,572 168,988 257,196 243,852 218,124 - 1,029,732
153,647 186,982 262,215 254,492 - - 857,336
105,228 119,671 196,593 - - - 421,492
97,588 113,370 - - - - 210,958
98,459 - - - - - 98,459

6,769 6,301 - - - - 13,070

6.42% 5.27% - - - - 5.81%
98,459 113,370 196,593 254,492 218,124 190,015 1,071,053
63,742 66,802 76,839 54,936 22,854 2,763 287,936
34,717 46,568 119,754 199,556 195,270 187,252 783,117

62,341
845,458
86,273
759,185
845,458

*)  The amounts above are in vaues adjusted to the CPl in accordance with the
Regulator's directives, in order to enable the examination of the claims run-off on the
basis of real values.

**)

Including areserve for unexpired risks.
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Comment

Changes in assumptions, facts (ruling and litigation) and actuarial models and their effect on
the provisions:

In the past year, there have been no material changes in actuarial models or in databases. Any
change in the abovementioned assumptions and/or additional information regarding the
above may lead to changes in actuaria valuations.

g. Methods for determining the outstanding claims:

1

The outstanding claims, including the share of the reinsurers therein, in the statistical
lines (liability, motor act, motor casco and apartments), were caculated by the
Company's actuary, Mrs. Liat Cohen, and in health branches were calculated by the
Company's actuary, Mr. David Engelmeir, who stated, among other things, that the
estimates were made in accordance with generally accepted actuarial principles and
that the assumptions and methods for estimating the provisions were determined by
them, based on their best professional judgment and in accordance with the directives,
instructions and rules (see statements of the actuaries attached to the financial
statements).

The actuarial estimates are based primarily on the databases for the claims being paid
out, which also include direct expenses for the settlement of claims, net of subrogation
and policyholder participation (deductibles). It is noted that in accordance with
directives of the Regulator of Insurance, the valuations as of 2006 also include indirect
costs of claims' settlements for policies issued in respect of the underwriting year 2006
aswell as indirect costs for settlement of claimsin health insurance (see Note 25(1) in
this respect).

The details of the actuarial methods used in the main insurance lines:
(@  Motor act branch:

Four basic models were used by the Company, three based on the Link Ratio
method, and the fourth based on the Chain Ladder method, all calculated on
actual payments and adjusted using the Sherman power curve (see more details
in h(1) below). Thefinal results are an average of two of the four methods when
all the models are at the level of underwriting years based on net claims.

In the recent underwriting years, the Company does not have sufficient
information. The Company uses the Bornhuetter Ferguson method, which is
based on claims per policy in motor act line in order to measure reserves.

In reinsurance claims, there is a separate model that is based on the claim's

probability of reaching the Excess. Gross outstanding claims are net outstanding
claims with the addition of reinsurance.
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(b)

(©

(d)

Motor Casco:

The Company uses the Link Ratio model based on the cumulative cost of the
claims (claim payments plus individual estimates). The model is at the level of
monthly damages excluding subrogations and the data is at the level of gross
clams.

In the last damage month, use is made of the Bornhuetter Ferguson method,
based on claims per policy.

In respect of subrogations, a separate calculation is carried out, also based on the
actual cumulative cost on the damage year level. The Company possess the
required experience to examine subrogation developments statistically and
evaluate the provisions using actuary tools.

Apartments:

The Company uses the Link Ratio model based on the cumulative cost of claims.
The model is implemented at the damage month level and the data used is at the
level of the gross claims.

In the last damage months, the Company made use of the Bornhuetter Ferguson
method, based on claims per policy.

Health insurance (individual insurance):

The model used by the Company is based on capitalization of cash flows, net
(using an interest rate of 2.5%). According to the transitional directives, there
will be a cancellation of the difference between the reserve as at the same date
determined as at December 31, 2004, under the Regulator's Circular 1996/1 and
the actuarial provisions as at the same date, spread over a period of 3 years,
commencing from January 1, 2005, in auniform manner. At the end of 2004, no
reserve based on capitalization of cash flows was provided.

2. Provisions based on other estimates (non-actuarial):

The Company has provided actuarial reserves in the other main lines. comprehensive
employer liability, third party liability and business property.

Due to a lack of statistically significant information, an actuarial model was not
applied for these lines.

The outstanding claims with respect to these lines were included based on estimates
that included the following components:

(@

Known outstanding claims, including an appropriate provision for handling
expenses up to the end of the period not yet been paid as at the date of the
financial statements. This provision is based, mainly, on a separate eval uation of
each claim pursuant to an opinion received from the Company's attorneys and
experts handling the claims.
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(b) A provision for claims incurred but not yet reported (IBNR) based on past
experience.

(c) Health insurance contains an addition in respect of the actuaria valuation of the
insurance liabilities as mentioned in 1(d) above also in respect of known
outstanding claims based on the principles detailed in a. and b. above.

Excess of revenues over expenses:

In businesses with along claims' tail (sectors wherein the time required to give notice
of the occurrence of damage and/or determination of the damage and the compensation
in respect thereof, is long and may be up to severa years), such as: the liability and
motorcar bodily injury lines, the excess of the revenues over expenses is calculated on
the basis of cumulative three-year periods (“the Surplus'), and is composed of
insurance fees and income from investments less claims and expenses and less the
share of the reinsurers, separately for each line and underwriting year. The cumulative
Surplus up to the end of the third year from the commencement year of the insurance
net of the reserve for unexpired risks ("the Accumulation") is included in the
"outstanding claims' category. Losses, if any, areincluded in current results.

h. The assumptions and essential models for determining the insurance liabilities in general
insurance:

1

Outstanding claims:

In order to valuate the outstanding claims, the actuarial models detailed below have
been used in combination with various assumptions. The selection of the appropriate
actuarial method for each branch of insurance and for each year of
occurrence/underwriting year, is determined by considering the compatibility of the
method to the case. There are cases in which there is a combination of various
methods. In certain cases the actuary updates the models in respect of trends, rulings,
changes in legidation, or other factors that are liable to affect the claims in the future
in amanner different to the development in the past.

a) Chain Ladder:

This method is based on the development of historical claims (development of
payments and/or development of amount of claims, development of the number
of claims, etc.), in order to valuate the anticipated development of existing and
future claims. The use of this method is mainly suitable after a sufficient period
since the event occurred or the policy is written, when there is enough
information from the existing claims in order to evaluate the total anticipated
claims.
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b)

d)

e

Bornhuetter-Ferguson:

This method combines early estimates known in the company or branch, and
additional estimates based on the claims themselves. The early estimates utilize
premiums and loss ratio for evaluating the total claims. The second estimate
utilizes actual claims experience based on other methods (such as chain ladder).
The combined claims valuation weighs the two estimates, while a larger weight
is given to the valuation based on the claims experience as time passes and
additional information is accumulated for the claims. The use of this method is
mainly suitable for the recent period where there is not enough information from
the claims or when talking about a new business or one with insufficient
historical information.

The average:

At times, as in the Bomhuetter-Ferguson method, when the claims experience in
the last periods is insufficient, the historical average method is utilized. In this
method the claims cost is determined based on the cost of the claim per policy
for earlier years and the number of policies in the later years. Likewise, the
claims cost is calculated based on the forecast of the number of claims (chain
ladder method) and the historical average claim.

Average cost per claim

This method combines the appraisement to the amount of claims according to
underwriting period/event and the estimate for the scope of this estimate. The
valuation of the estimates is based on the development in the amount of actual
claims in the past and the development of their level. The claims valuation is
based on multiplication of estimate to the amount of claims and average level of
estimates.

Global provision: thereis no global provision.

2. Main assumptions taken for actuarial vauation:

The Copany does not capitalize the outstanding claimsin liahility branches.

The long tail computations in the liability branchesis 15 years.

In the analysis of development according to payments, the Company adds claims
tail. In the anaysis of development according to payments and outstanding
claims, the Company adds the IBNR as long as each underwriting year is not
negative.

Outstanding claims for aresidual insurance arrangement ("the Pool") were made
based on the cal culation made by the Pool’ s actuary.
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3.

NOTE 18: -SHORT TE

Changes in assumptions, facts (ruling and legislation) and in the actuarial models and
the extent to which the provisions are affected:

Following are the details of the changes that occurred during the reporting year in the
significant assumptions and their effect on the provisions:

- Following the court's rulings and the clarifications reached with respect to the
calculation of lost years, the valuations of outstanding claims in the motor act
branch on retention were updated in the reported period. The total effect on the
financial statementsis arelease addition on NIS 5.8 million.

- A different calculation was used for claims regarding the National Insurance
Institute. The basic risk on retention reserve was calculated based on payments
with the exception of past payments to the National Insurance Institute and an
outside addition was calculated based on claims per policies in respect of
National Insurance multiplied by the units of exposure. The total effect on the
financial statementsisimmaterial.

Sensitivity of the provisions to changes in assumptions:

The actuarial valuation is based on statistical estimates that include a component of
uncertainty. The statistical estimate is based on various assumptions, that will not
necessarily be redlized. The assumptions with respect to the use of an actuaria
forecast affect the final result of the provision. Therefore, the cost of the actual claims
islikely to be higher or lower than the statistical estimate.

The assumptions that were determined in the past are likely to change according to
new information that will be received in the future. In such cases, the reserve will
change in light of the changes in assumptions and in actual results, and the differences
created in the reporting year will be included in the insurance business revenue
statement.

RM CREDIT FROM BANKING INSTITUTIONS

Annual interest

rateasat Consolidated The Company
December 31, December 31, December 31,
2006 2006 2005 2006 2005
% Reported NISin thousands

Short term loan - unlinked 5.20 6,004 6,052 - -
Short term loans in Euro 5.10 27,159 - 27,159 -
Dollar credit - 2,558 - -
33,163 8,610 27,159 -
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a Composition:

Consolidated The Company
December 31, December 31,
2006 2005 2006 2005
Reported NISin thousands
Suppliers and service providers 40,282 37,186 643 271
Creditorsin relation to claims 25,669 21,482 - -
Prepaid premium 20,527 18,641 - -
Prepaid income
Corporate income tax 8,468 7,088 1,785 3,711

Ingtitutions for deductions and

customs and stamp duty

department 8,067 4,363 370 54
Employees 9,243 9,550 81 47
Provision for vacation pay and

adaptation bonus, recreation pay,

thirteenth month salary and

bonuses 14,843 13,469 3,322 2,409
Liabilities for severance pay (seeb

below) 637 780 - 72
Consultants and external portfolio

managers 103 99 - -
Creditorsin relation to transactions

for trading in securities 5,835 - - -
Related companies 5,954 5,804 - -
Interest payable in respect of

subordinated deeds 2,348 520 1,958 210
Expenses payable 25,143 10,898 910 306
Deferred taxes 3,082 - - -
Stock Exchange clearing house

balance - 112 - -
Others 2,019 1,757 29 -

177,220 131,749 9,098 7,080

b. Details of liabilities for severance pay, net:

1 Composition:

Consolidated The Company
December 31, December 31,
2006 2005 2006 2005
Reported NISin thousands
Liabilities for severance pay 2,489 2,352 72
L ess - funded amounts 1,852 1,572 - -
637 780 - 72
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2. The Company's and its subsidiaries liabilities for severance pay, are calculated on the
basis of the employees' last salary as of balance sheet date and in accordance with the
Severance Pay Law, and are fully covered by current payments to insurance
companies, to managers insurance policies and provident funds, and by a balance of
liabilities for severance pay.

3. The amounts accumulated in the managers insurance policies and the provident funds
in the names of the employees and the liabilities in their respect, are not reported in the
bal ance sheet, since they are not controlled or managed by the Company.

4, The funded amounts which are deposited in the compensation fund include accrued
profits up to balance sheet date. The funds deposited may be withdrawn only after the
fulfillment of the liabilities pursuant to the Severance Pay Law or |abor agreements.

NOTE 20:- NET EXPENSES FROM ASSET MANAGEMENT AND STOCK EXCHANGE SERVICES

Consolidated

Year ended December 31,

2006 2005 2004

Reported NISin thousands

Income from asset management and stock

exchange services 16,355 6,278 6,539
Income from investments, net 4,475 5,402 4,626
Administrative, general and other expenses (37,503) (20,594) (12,649)

(16,673) (8,914) (1,484)

NOTE 21:- NET EXPENSESFROM SOFTWARE SALES

Consolidated
Year ended December 31,
2006 2005 2004
Reported NISin thousands
Income from software sales - 2,928 14,349
Costs and expenses related to software
development and marketing - (6,250) (20,635)
- (3,322) (6,286)
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NOTE 22:- SELLING, ADMINISTRATIVE AND GENERAL INCOME (EXPENSES)

a Income net of expenses (expenses net of income) not included in the insurance business
Statements:
Consolidated The Company
Year ended December 31,
2006 2005 2004 2006 2005 2004
Reported NISin thousands
Management fees - - - 17,080 11,797 10,639
Salaries and related
expenses *%) (21,440)  *) (6,928) (5466) **)(17,474)  *) (6,928) (5,466)
Sdlary for the members of
the Board of Directors (1,153) (359) (1,067) (223) (359) (191)
Professional services (4,737) (733) (997) (1,380) (733) (595)
Depreciation and
amortization (3,207) (294) (218) (294) (218)
Officeand
communications (2,922) (2,278) (1,134) 1,772 (916) (698)
Others (22,631) (4,391) (2,444) (2,260) (973) (606)
Total expenses***) (56,090) (14,983) (11,326) (6,385) 1,594 2,865

*)  Restated, see Note 29(5).

**)  |n 2006, includes share-based payment, see Note 23a.

***) Includes insurance initiation activities in Russia and the Czech Republic in 2006
totaling NIS 6,228 thousand and NIS 12,629 thousand, respectively.

b. Selling, administrative and general expenses in insurance business:

Year ended December 31,
2006 2005 2004
Reported NISin thousands

Salaries and related expenses 143,623 128,179 108,765
Marketing and advertising 45,617 66,610 64,503
Office maintenance and communications 43,183 41,225 35,170
Depreciation 15,548 17,440 14,762
Others 71,090 35,155 30,071

319,061 288,609 253,271

The above expenses are included in the consolidated
financial statements as follows:

Life assurance business statements 33,828 32,913 29,030
General insurance business statements 285,233 255,696 224,241
319,061 288,609 253,271
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NOTE 23:- CAPITAL GAIN, NET

Profit (loss) from sale of asubsidiary's shares

Profit from issue to athird party

Capital loss from discontinuation of promotion of
insurance activities

Capital loss from sale of fixed assets

Profit (loss) from sale of asubsidiary's shares

Profit from issue to athird party

Capital loss from discontinuation of promotion of
insurance activities

NOTE 24:- TAXESON INCOME

a General:

Consolidated
Year ended December 31,

2006 2005 2004
Reported NISin thousands
(534) - 57,173
1,236 5,276 -

- (1,003) (3,709)
(16) - -
686 4,273 53,464

The Company
Year ended December 31,

2006 2005 2004
Reported NISin thousands
(534) - 57,173
1,236 5,276 -

- (1,003 (3,709
702 4,273 53,464

1 The tax rates applicable to the Group companies:

a) Inlsragl:

The statutory tax applicable to the Company is corporate tax. The statutory tax
applicable to financid ingtitutions including insurance companies is composed

of corporate tax and gains tax.

Following are the average tax rates applicable in previous years and the expected
rates in the forthcoming years (regarding the gap between the theoretical tax
amount and the income tax in the income statement - see d below):
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NOTE 24:- TAXESON INCOME (Cont.)

Overall tax rate

Corporate tax Gainstax rate for financial
rate (b) (b) institutions
Y ear %

2004 35 17.17 44,52
2005 34 -17 43.59
2006 31 16.25 40.65
2007 29 155 38.53
2008 27 155 36.80
2009 26 155 35.93
2010 and after 25 155 35.06

b)  Thetax rate applicable to the Polish subsidiary's regular income is 19%.
C) The tax rate applicable to the Russian subsidiary's regular income is 24%.
b)  Thetax rate applicable to the Czech subsidiary's regular income is 24%.

2. The Company and lsraeli subsidiaries are assessed according to the Income Tax
(Inflationary Adjustments) Law, 1985. According to the law, the results for tax
purposes are measured based on the changesin the Isragli CPI.

3. The insurance subsidiary in Israel implements the agreement signed between the
insurance companies and the Tax Authorities ("the tax agreement") renewed every

year, which regulates types of tax unique to the insurance branch as detailed bel ow:

- Period of amortization of deferred acquisition costs in life assurance (DAC) for
tax purposes.

- Percent of expense allocation to income liable for preferred tax rates (interest
income and dividend from securities that according to law are liable for a tax
rate lower than company tax).

- Income taxes on assets held as investments earmarked to liabilities in respect of
policies participating in investment income.

- Amount of provision for extraordinary risks reserve in life assurance allowable
for deduction for tax purposes.

The agreement for 2006 is yet to be signed.
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b. Reduction of tax ratesin Isragl:

On June 27, 2006, a Value Added Tax order (the tax rate for non-profit organizations and

financial institutions) (Amendment), 2006 ("the Amendment"), was published.

The

Amendment prescribes a decrease in the profit tax rate applicable to financia institutions
from 17% to 15.5% commencing from July 1, 2006.

In 2005, the tax rates were reduced pursuant to an amendment to the Income Tax Ordinance
(No. 147 and Temporary Provision), 2005. The effect of the decrease in tax rates on the
balance of deferred taxes for the beginning of 2005 caused a non-recurring decrease in
income tax expenses in 2005 in the amount of about NIS 0.7 million in the Company and

consolidated.

C. Composition of the provision for income taxes:

Consolidated

The Company

Year ended December 31,

2006 2005 2004 2006 2005 2004
Reported NISin thousands
Current taxes 52,730 45,725 59,122 1,256 2,100 13,517
Taxesin respect of
previous years (1,683) (432) (564) 104 (252) (13)
Deferred taxes 8,207 (1,406) 5,042 (46) (27) (102)
59,254 43,887 63,600 1,314 1,831 13,402
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NOTE 24:- TAXESON INCOME (Cont.)

d.

Hereunder is the reconciliation of the theoretical tax amount due, had the business results
been liable to tax at the tax rate applicable on the Company compared to the actual tax rates:

Income (loss) before income
taxes

Tax rate applicable to the
Company

Tax amount on basis of
statutory tax rates

Tax (tax saving) in relation to:

Gain tax on salary tax

Unallowabl e expenses net of
exempt income

Depreciation and amortization

Income of subsidiaries which
were consolidated according
to the tax rates of other
companies

Utilization of losses for which
no deferred taxes were
recorded

Differences in measurement of
assets and liabilities for tax
purposes and for financial
statements purposes

Changesin tax ratein Israel

Timing differencesin
recognition of expenses and
losses for which no deferred
taxes were created

Differencesin respect of capital
gain for tax purposes and for
the books

Taxes in respect of previous
years

Effective tax rate

Consolidated The Company
Year ended December 31,
2006 2005 2004 2006 2005 2004
Reported NISin thousands
89,419 75,550 111,499 (8,720) 5,801 54,738
40.65% 43.6% 44.5% 31% 34% 35%
36,349 32,940 49,639 (2,703) 2,091 19,158
1,729 1,472 1,155 - - -
3,403 1,327 (1,204) 4,216 318 122
- 2,111 1,799 - - -
3,204 8,889 9,177 - - -
9,076 - (2,057) - - (1,352)
(60) (242) - (289) 1,338 -
854 (456) - - (33) -
6,396 (316) 10,168 - - -
(14) (1,512) (4,513) (14) (1,512) (4,513)
(1,683) (432) (564) 104 (252) (13)
59,254 43,887 63,600 1,314 1,831 13,402

66%

58%

57%

15%

30%

24%
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e Composition of movement in deferred taxes:

Consolidated
For
For deferred Extra-
current  acquisition  For loss ordinary
balance costsinlife carried risk

sheet items assurance forward*) reserve(h) Total

Reported NISin thousands

Balance as at January 1, 2004 2,083 (5/471) 32,829 - 29,441
Adjustments relating to autonomous

subsidiaries abroad - - 2,036 - 2,036
Movement during the year (1,189) (1,496) (2,357) - (5,042)
Balance as at December 31, 2004 894 (6,967) 32,508 - 26,435
Adjustments relating to autonomous

subsidiaries abroad - - (298) - (298)
Movement during the year 266 (666) 1,806 - 1,406
Balance as at January 1, 2005 1,160 (7,633) 34,016 - 27,543
Adjustments relating to autonomous

subsidiaries abroad - - 667 - 667
Initial consolidation of subsidiary 96 - - - 96
Movement during the year (4,200) (1,901) (2,951) 5,774 (3,278)
Balance as at December 31, 2006 (2,944) (9,534) 31,732 5,774 25,028

The Company
For current
balance
sheet items
Reported NIS
in thousands
Balance as at January 1, 2005 726
Movement during the year 17
Balance as at December 31, 2005 743
Movement during the year 46
Balance as at December 31, 2006 189
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Deferred taxes are recorded in the balance sheet as follows:

Consolidated The Company
December 31, December 31,
2006 2005 2006 2005
Reported NISin thousands
Debtors and receivables 958 1,155 789 743
Other assets 36,690 34,021 - -
Long term liabilities (9,538) (7,633) - -
Creditors and payables (3,082) - - -
25,028 27,543 789 743
f. The subsidiaries have losses for tax purposes as at December 31, 2006 in the amount of

NIS 167 million out of which NIS 152 million was recorded for deferred taxes.

. One subsidiary received final tax assessments up to and including the tax year 2004 and
another subsidiary received final tax assessments up to and including the year 2003. The rest
of the subsidiaries did not yet receive final tax assessment since their establishment.

Financial statements that were submitted up to and including the year 2002, are considered as
final tax assessments pursuant to Section 145 of the Income Tax Ordinance, subject to the
conditions as determined in the Income Tax Ordinance.

h. Amendment No. 154 to the Income Tax Ordinance published in January 2007 determines
directives as to the tax applicable to the classification of the extraordinary risk reservein life
assurance to shareholders equity. According to these directives, the part of the reserve
calculated at 0.17% of the amount of insurance at risk with respect to life assurance, which
was recorded as extraordinary risk reserve in the statements as of December 31, 2006 will be
tax exempt. The Regulator of Insurance alowed insurance companies to provide an
additional accrual in the 2006 reserve up to 0.17% of the amount at risk on retention. As at
December 31, 2006, the Company supplemented the amount of NIS 16,118 thousand so that
the rate of extraordinary risk reserve represents 0.17% of the sum at risk on retention. The
subsidiary recorded deferred taxes in respect of said supplement.
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a The composition of income from premiums in life assurance business, according to the types

of insurance:
Year ended
December 31,
2006 2005 2004
Reported NISin thousands
Risk 46,866 41,262 34,810
Disability income insurance 4,742 3,913 2,999
Group policyholders 5,549 6,858 8,224
Other 2,792 2,231 1,564
59,949 54,264 47,597
Savings 55,416 38,981 27,190
115,365 93,245 74,787
b. Details of the Company's activitiesin the life assurance branch:
Paliciesincluding savings
component according to Policiesthat do not
the date of issue of the include savings
policy component
Risk sold in individual
Up to 2003 From 2004 policy
Participating Private Group Total
Reported NISin thousands
1. Datafor the year ended
as at December 31, 2006
a) Gross premiums.
1. The savings component 10,256 45,160 - - 55,416
2. Other - - 54,400 5,549 59,949
Tota 10,256 45,160 54,400 5,549 115,365
b) Management fees 860 1,054 - - 1,914
c) Profit (loss) from life
assurance business (1,944) 767 19,337 2,043 20,203
d) Annualized premium - new - 36,282 7,167 - 43,449
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Paliciesincluding savings

component according to Policiesthat do not
the date of issue of the include savings
policy component
Risk sold in individual
Up to 2003 From 2004 policy
Participating Private Group Total

Reported NISin thousands

2. Datafor the year ended
as at December 31, 2005

a) Gross premium:;

1. The savings component 13,584 25,397 - - 38,981
2. Other - - 47,406 6,858 54,264
Total 13,584 25,397 47,406 6,858 93,245
b) Financial margin including
management fees 912 320 - - 1,232
c) Profit (loss) from life
assurance business 619 (2,580) 11,241 445 9,725
d) Annualized premium - new - 31,425 11,708 - 43,133
Paliciesincluding savings
component according to Policiesthat do not
the date of issue of the include savings
policy component
Risk sold in individual
Up to 2003 From 2004 policy
Participating Private Group Total
Reported NISin thousands
1. Data as at December 31, 2006
a) Gross assurance reserve:
1. At insurance exposure:
Other - - 9,347 1,831 11,178
Tota - - 9,347 1,831 11,178
2. At financial exposure:
Participating 75,857 78,078 - - 153,935
b) Outstanding claims - - 6,743 416 7,159
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Paliciesincluding savings

component according to Policiesthat do not
the date of issue of the include savings
policy component
Risk sold in individual
Up to 2003 From 2004 policy
Participating Private Group Total

Reported NISin thousands

2. Data as at December 31, 2005

a) Gross assurance reserve:
1. At insurance exposure:

Other - - 7,586 2,907 10,493
Total - - 7,586 2,907 10,493
2. At financial exposure:
Participating 65,652 35,171 - - 100,823
b) Outstanding claims - - 7,183 676 7,859

C. Profit participating insurance - additional information:

Year ended December 31,

Liabilitiesin
respect of profit
participating

insurance Premiums Surrenders

Investment baskets: Reported NISin thousands
Bonds 80 (does not include shares) 20,354 16,826 1,008
Bonds 75 (does not include shares) 93,595 20,442 6,900
Bonds 60 (up to 15% shares) 25,719 11,918 1,365
General (up to 50% shares) 14,247 6,230 649
Genera *) 20 - -

153,935 5,416 9,922

*)  From December 2006.
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d.  Yieldfor the years 2003 - 2006 in percentages (for policies participating in profits):

Average annual Standard
Annual gross nominal yield nominal yield 5years  deviation
M anagement
Before After feesfor year
manage-  manage- ended
2003 2004 2005 2006 ment fees mentfees 5Syears 31/12/06
Reported NIS
% in thousands
Investment baskets:
Bonds 80 (does not
include shares) *) 3.2 85 176
Bonds 75 (does not
include shares) 10.1 5.9 7.3 6.2 5.9 44 32 1,281
Bonds 60 (up to 15%
shares) 14.9 75 121 8.2 75 6.0 6.5 293
General (up to 50%
shares) 233 10.2 165 10.8 9.0 74 11.9 164
General **)
1,914

*)  Asof May 2008.

**)  Asof December 2006.

The amounts included in the management fees item in respect of policies participating in
profits in the life assurance business statement are calculated in accordance with the
Regulator of Insurance directives on the basis of the yield and the quarterly balances of the

insurance reserves.

e Management fees and commissions collected in a profit participating portfolio:

2006

2005

2006

2005

Rate of
change

Reported NISin thousands

% of total assets on annual basis

Securities sale and
purchase commissions to

related parties 85

45

0.05

0.05
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Consolidated general insurance business:

The business results of the general insurance according to the main insurance branches:

Year ended December 31, 2006

Insurance activity in | srael Insurance activity in Poland
Property Liabilities Health Motor
Total results

Total results of motor

in general vehicle
insurance insurance
Comprehensive M otor Comprehensive Employers Third IlInesses and businessin Third party Motor businessin

business casco apartments M ortgages ‘liability party Motor act  hospitalization |srael motor casco Poland Total

Reported NISin thousands

-94-

Premiums 3,186 326,374 66,067 2,263 491 2,007 185,711 5,942 592,041 167,270 86,395 253,665 845,706
Fees - - - - - - 28,752 - 28,752 - - - 28,752
Total insurance premiums 3,186 326,374 66,067 2,263 491 2,007 214,463 5,942 620,793 167,270 86,395 253,665 874,458
Less reinsurance 159 804 15,615 1,795 181 24 15,961 951 35,490 4,269 - 4,269 39,759
3,027 325,570 50,452 468 310 1,983 198,502 4,991 585,303 163,001 86,395 249,396 834,699
Change in reserve for unexpired
risks net of reinsurance 1 7,166 (1,779 - (6) (58) 8,325 - 13,649 (22,711) (15,230) (37,941) (24,292)
Earned insurance premiums 3,028 332,736 48,673 468 304 1,925 206,827 4,991 598,952 140,290 71,165 211,455 810,407
Investment income 151 10,320 1,629 8 39 191 28,138 15 40,491 3,957 2,228 6,185 46,676
Total revenues for the year 3,179 343,056 50,302 476 343 2,116 234,965 5,006 639,443 144,247 73,393 217,640 857,083
Claims paid and outstanding 1,575 205,176 27,503 849 678 1,108 127,304 1,854 366,047 84,692 34,623 119,315 485,362
Less - reinsurance 101 (116) 4,397 693 377 261 30,171 120 36,004 - - - 36,004
Total claimsfor the year 1,474 205,292 23,106 156 301 847 97,133 1,734 330,043 84,692 34,623 119,315 449,358
Excess of income over claims for
the year 1,705 137,764 27,196 320 42 1,269 137,832 3,272 309,400 59,555 38,770 98,325 407,725
- - - 815 - - - - 815 - - - 815
Selling, administrative and
general expenses 876 93,938 17,879 57 159 558 60,433 2,685 176,585 71,146 37,502 108,648 285,233
Commissions from reinsurance (32) - (2,681) (486) - - (46) (430) (3,675) - - - (3,675)
Commission from co-insurance - - - 815 - - - - 815 - - - 815
844 93,938 15,198 386 159 558 60,387 2,255 173,725 71,146 37,502 108,648 282,373
Change in deferred acquisition
costs - (1,327) 329 - 1 11 (832 958 (860) 3,524 3,144 6,668 5,808
Total expenses for the year, net 844 95,265 14,869 386 158 547 61,219 1,297 174,585 67,622 34,358 101,980 276,565

Income (loss) from genera
insurance business 861 42,499 12,327 (66) (116) 722 76,613 1,975 134,815 (8,067) 4,412 (3,655) 131,160
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Year ended December 31, 2005

-05-

Insurance activity in | srael Insurance activity in Poland
Property Liabilities Health Motor
Total results Total results of
in general motor vehicle
insurance insurance
Comprehensive Motor Comprehensive Employers Third Motor IlInesses and businessin  Third party Motor businessin
business €asco apartments M ortgages 'liability party act hospitalization Israel motor casco Poland Total
Reported NISin thousands
Premiums 3,131 346,343 59,450 17,425 466 1,884 204,380 4,460 637,539 116,021 59,158 175,179 812,718
Fees - - - - - - 29,747 - 29,747 - - - 29,747
Total insurance premiums 3,131 346,343 59,450 17,425 466 1,884 234,127 4,460 667,286 116,021 59,158 175,179 842,465
Less reinsurance 203 1,098 14,995 9,115 169 23 15,022 747 41,372 3,508 - 3,508 44,880
2,928 345,245 44,455 8,310 297 1,861 219,105 3,713 625,914 112,513 59,158 171,671 797,585
Change in reserve for unexpired
risks net of reinsurance (60) 10,494 (2,693 - 6 (54) 9,370 - 17,063 (23,360) (10,694) (34,054) (16,991)
Earned insurance premiums 2,868 355,739 41,762 8,310 303 1,807 228,475 3,713 642,977 89,153 48,464 137,617 780,594
Investment income 199 15,358 2,226 188 49 238 37,989 54 56,301 2,193 1,273 3,466 59,767
Total revenues for the year 3,067 371,097 43,988 8,498 352 2,045 266,464 3,767 699,278 91,346 49,737 141,083 840,361
Claims paid and outstanding 3,111 249,234 23,640 2,404 147 678 163,114 1,038 443,366 64,319 25,779 90,098 533,464
Less - reinsurance 336 6 4,134 1,437 - - 18,045 (172) 23,786 - - - 23,786
Total claimsfor the year 2,775 249,228 19,506 967 147 678 145,069 1,210 419,580 64,319 25,779 90,098 509,678
Excess of income over ciaims for
the year 292 121,869 24,482 7,531 205 1,367 121,395 2,557 279,698 27,027 23,958 50,985 330,683
WQ___:@._ administrative and
general expenses 815 89,456 14,155 57 110 446 60,301 2,277 167,617 67,474 20,605 88,079 255,696
Commissions from reinsurance (39) - (2,686) (2,344) - - - (396) (5,460) - - - (5,460)
Commission from co-insurance - - - 7,866 - - - - 7,866 - - - 7,866
781 89,456 11,469 5,579 110 446 60,301 1,881 170,023 67,474 20,605 88,079 258,102
Change in deferred acquisition
costs 11 (1,941) 498 - ) 10 (938) 1,032 (1,329) 5,424 2,208 7,632 6,303
Total expenses for the year, net 770 91,397 10,971 5,579 111 436 61,239 849 171,352 62,050 18,397 80,447 251,799

(478) 30,472 13,511 1,952 94 931 60,156 1,708 108,346 (35,023) 5,561 (29,462) 78,884
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Year ended December 31, 2004

Insurance activity in | srael Insurance activity in Poland
Property Liabilities Health M otor
Total results Total results of
in general motor vehicle
insurance insurance
Comprehensive Motor Comprehensive Employers Third Motor IlInesses and business Third party Motor business
business €asco apartments M ortgages liability party act hospitalization inlsrael motor €asco in Poland Total
Reported NISin thousands
Premiums 3,047 367,059 53,202 15,708 569 1,598 219,250 1,617 662,050 59,204 30,683 89,887 751,937
Fees - - - - - - 33,236 - 33,236 - - - 33,236
Total insurance premiums 3,047 367,059 53,202 15,708 569 1,598 252,486 1617 695,286 59,204 30,683 89,887 785,173
Less reinsurance 216 959 13,939 9,359 170 24 13,051 256 37,974 2,438 - 2,438 40,412
2,831 366,100 39,263 6,349 399 1574 239,435 1,361 657,312 56,766 30,683 87,449 744,761
Changein reserve for
unexpired risks net of
reinsurance (96) (10,943) (2,541) - (11) (45) (7,062) 65 (20,633) (14,382) (5,117) (19,499) (40,132)
Earned insurance premiums 2,735 355,157 36,722 6,349 388 1,529 232,373 1,426 636,679 42,384 25,566 67,950 704,629
Investment income 116 11,564 1,495 136 37 176 28,634 34 42,192 1,739 940 2,679 44,871
Total revenues for the year 2,851 366,721 38,217 6,485 425 1,705 261,007 1,460 678,871 44,123 26,506 70,629 749,500
Claims paid and outstanding 3,281 237,879 18,934 2,279 171 538 182,597 1,204 446,883 30,760 18,521 49,281 496,164
Less - reinsurance 97 278 3,440 2,331 - - 20,376 401 26,923 - - - 26,923
Total claimsfor the year 3,184 237,601 15,494 (52) 171 538 162,221 803 419,960 30,760 18,521 49,281 469,241
Excess of income over
claimsfor the year (333) 129,120 22,723 6,537 254 1,167 98,786 657 258,911 13,363 7,985 21,348 280,259
Selling, administrative and
general expenses 716 81,472 11,048 66 117 331 57,461 1,461 152,672 51,734 19,835 71,569 224,241
Commissions from
reinsurance (52) - (2,137) (2,521) - - - (113) (4,823) - - - (4,823)
Commission from
co-insurance - 20 - 6,837 - - - - 6,857 - - - 6,857
664 81,492 8911 4,382 117 331 57,461 1,348 154,706 51,734 19,835 71,569 226,275
Changein deferred
acquisition costs (17) (2,029) (471) - 1) (5 (706) (581) (3,810) (3,073 (2,101) (5,174) (8,984)
Total expenses for
the year, net 647 79,463 8,440 4,382 116 326 56,755 767 150,896 48,661 17,734 66,395 217,291

Income (loss) from general
insurance business (980) 49,657 14,283 2,155 138 841 42,031 (110) 108,015 (35,298) (9,749 (45,047) 62,968
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NOTE 27:- EARNINGS PER SHARE

a Details pertaining to the number of shares and income used in the computation of net
earnings per share:

2006 2005 2004
Weighted Weighted Weighted
number Net number Net number Net
of shares income of shares income of shares income
Reported Reported Reported
In NISin In NISin In NISin

thousands thousands thousands thousands thousands thousands

Number of shares and
income before loss

from special item 46,765 12,389 46,545 11,839 44,785 38,815
Loss from special item - (10,344) - - - -
For the computation of
basic net earnings 46,765 2,045 46,545 11,839 44,785 38,815
b. In the computation of diluted net earnings per share, convertible securities, as detailed below,

were not taken into account because their inclusion increases the diluted net earnings per
share as compared to basic net earnings per share (anti-dilutive effect): options to employees
and options to the Chairman of the Board and the CEO.

C. The existence of excess of cost and intercompany balances between the investees should be
taken into account.

NOTE 28:- GEOGRAPHIC SEGMENTS
a Generdl:

1. The main activities of the Company through its subsidiaries are in two geographic
segments, Israel and Poland. From 2003, the Group operates as an insurer in Isragl and
Poland. As of 2006, the Company is active in initiating insurance business in Russia
and the Czech Republic.

2. All the income and expenses are attributed directly to geographic segments.

3. The segment assets include all the operational assets which the segment utilizes and are
mainly composed of cash and cash equivalents, investments, debtors and receivables,
fixed assets, deferred expenses and other assets. The liabilities of the segment include
all the operational liabilities that result from operational transactions of the segment
and are mainly composed of reserves and outstanding claims, creditors and payables
and loans from banking ingtitutions.
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NOTE 28:- GEOGRAPHIC SEGMENTS (Cont.)
b. Geographic segment information:
Y ear ended December 31, 2006

Czech
Israel Poland  Republic Russia  Adjustments Total

Reported NISin thousands

Income from premiums 736,158 253,665 - - - 989,823
Other income 19,028 - - - - 19,028
Other intercompany income 2,280 - - - (2,280) -
Total income 757,466 253,665 - - (2,280) 1,008,851
Segment results 143,972 (2,659) (12,629) (6,228) 122,456

General and administrative
expenses (32,351)
Capital loss, net (686)
Taxes on income 59,254
30,165

Provision for extraordinary
risk reserve net of the tax

effect (10,344)
Company's share in earnings

of investees 147
Minority interest in earnings

of subsidiaries (17,923)
Net income for the year 2,045
Assets of the segments 2,073,629 321,319 20,394 10,208 2,425,550
Assets not alocated to the

segments 22,484
Total consolidated assets 2,448,034
Liabilities of the segment 1,806,771 230,667 4,048 4,219 2,045,705
Liabilities not alocated to the

segments 164,432
Total consolidated liabilities 2,210,137
Depreciation and amortization

for the year 11,924 8,543 151 - 20,618

Depreciation and amortization

not allocated to segments 356
20,974
Capital investments for the
year 81,089 4,245 10,687 - 96,021
Capital investments not
alocated to segments 6,271

102,292
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NOTE 28:- GEOGRAPHIC SEGMENTS (Cont.)

| srael Poland Others Adjustments Total
Reported NISin thousands
Income from premiums 760,531 175,179 - - 935,710
Other income 8,368 - 2,063 - 10,431
Other intercompany income 2,850 - 865 (3,715) -
Total income 771,749 175,179 2,928 (3,715) 946,141
Segment results 118230  (27,936) (3,322 86,972
General and administrative expenses *) (15,695)
Capital gain, net 4,273
Taxes on income 43,887
31,663
Company's share in losses of investees (5,347)
Minority interest in earnings of subsidiaries (14,477)
Net income for the year 11,839
Assets of the segments 1,922,603 229,827 - 2,152,430
Assets not alocated to the segments 36,119
Total consolidated assets 2,188,549
Liabilities of the segment 1,811,276 149,378 - 1,960,654
Liabilities not alocated to the segments 7,633
Total consolidated liabilities 1,968,287
Depreciation and amortization for the year 10,775 8,396 106 19,277
Capital investments for the year 14,355 8,806 - 23,161

*)  Restated, see Note 2s.

Y ear ended December 31, 2005
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NOTE 28:- GEOGRAPHIC SEGMENTS (Cont.)

Year ended December 31, 2004

| srael Poland Others Adjustments Total

Reported NISin thousands

Income from premiums 770,073 89,887 - - 859,960
Other income 9,998 - 13,307 - 23,305
Other intercompany income 1,167 - 1,042 (2,209 -
Total income 781,238 89,887 14,349 (2,209) 883,265
Segment results 123615  (49,975) (6,286) 67,354
Genera and administrative expenses (9,319)
Capital gain, net 53,464
Taxes on income 63,600
47,899

Minority interest in earnings of

subsidiaries 9,084
Net income for the year 38,815
Assets of the segments 1,506,780 125,215 80,792 1,712,787
Assets not allocated to the segments 36,305
Total consolidated assets 1,749,092
Liabilities of the segment 1,325,655 169,200 19,948 1,514,803
Liabilities not allocated to the

segments 6,967
Total consolidated liabilities 1,521,770
Depreciation and amortization for the

year 15,129 6,888 587 22,604
Depreciation and amortization not

allocated to segments 217

22,821

Capital investments for the year 9,226 4,602 458 14,286
Capital investments not allocated to

segments 44

14,330
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NOTE 29:- GUARANTEES, COMMITMENTSAND OUTSTANDING CLAIMS

a

Guarantees:

1

By virtue of the by-laws applicable to members of the Tel Aviv Stock Exchange
Clearing House ("the Clearing House") that includes a subsidiary, there is an unlimited
mutual guarantee in favor of the Clearing House, regarding damages resulting from the
lack of inventory or a monetary deficiency of any of the members of the Clearing
House.

In accordance with the decision of the Board of Directors of the Stock Exchange
Clearing House, on January 13, 2003, a risk fund of the Clearing House was
established to guarantee the liabilities of its members' liabilities regarding clearing
activities in Isragl and abroad (including Clearing House activities in providing
Clearing House services abroad to members through " Citibank").

In accordance with the decision made by the Stock Exchange Clearing House from
February 2006, it was determined that the subsidiary's share in the risk fund of the
Stock Exchange Clearing House amounts to NIS 13,105 thousand. This amount was
updated as of March 1, 2007 to the amount of NIS 13,622 thousand.

According to Stock Exchange regulations, the amount required to be completed will be
guaranteed by an autonomic bank guarantee and/or a deposit and/or by government
bonds and/or by holding bond funds and/or short term loan.

The Company provided a guarantee in the amount of about NIS 5 million, to cover an
affiliate's liabilities to a bank.

An affiliate entered into a software, consultancy and integration license agreement with
Aon Belgium N.V. ("Aon"). In order to secure execution of the commitment the
affiliate's shareholders provided a guarantee up to the amount of € 1 million (the
Company's shareis 33%).

The guarantee is valid until September 2007. In addition, the guarantee is subject to

the exhaustion of Aon's remedies against the affiliate before realization of the
guarantee.
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NOTE 29:- GUARANTEES, COMMITMENTS AND OUTSTANDING CLAIMS (Cont.)

b.

Commitments:

1

Subsequent to balance sheet date, on January 7, 2007, Direct I.D.l. and its wholly
owned subsidiary signed an agreement with the First International Bank of Israel Ltd.,
UBank Ltd. (together: "the banks") and the companies managing the provident funds
owned by the banks for the acquisition of the banks provident funds. The scope of
assets managed as of December 31, 2006 is approximately NIS 7,360 million.
According to the agreement, the banks may choose not to apply the agreement to funds
whose scope of managed assets is approximately NIS 450 million. The signing was
approved by the Company's Board on September 26, 2006. Assuming that all the
managed assets are assigned to the Company, the consideration for the acquisition of
the provident funds activity, their assets, liabilities and goodwill will amount to
approximately NIS 208 million (according to the scope of assets as of December 31,
2006). The consideration paid in practice will be determined on closing of the sale and
is contingent on the scope of assets sold.

In the context of the transaction, the banks and Direct I.D.I. will enter into an
agreement for rendering operating services to the acquired funds that will become
effective upon closing. The parties also signed brokerage and distribution agreements.

The consummation of the transactions which are the subject of the above agreement is
subject to certain prerequisites, including the approval of the Supervisor of the Capital
Market, Insurance and Savings, of the Comptroller of Restrictive Trade Practices and
of the court for the merger of the provident funds managed by the banks.

The acquisition will be financed by Direct 1.D.I.'s own sources.

The Company and its subsidiaries have entered an agreement with a related company
for the lease of 12,000 square meters of office space in a new building in Petah Tikva.
The leasing period is for 10 years until April 2016. The agreement was approved by
the general assembly of the Company. The average monthly rental fees over the lease
period total approximately NIS 890 thousand.

In relation to the employment agreements, loans and grants to the Company's
Chairman of the Board and the CEO, see Notes 30d and g below.

In relation to the management agreements with subsidiaries, see Note 30e below.

In relation to investment portfolio management of a subsidiary by another subsidiary,
see Note 30i below.
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NOTE 29:- GUARANTEES, COMMITMENTS AND OUTSTANDING CLAIMS (Cont.)

6.

On November 27, 2006, pursuant to the approval of the Company's audit committee
and Board of November 26, 2006, the Company signed a non-binding letter of intent
("the letter of intent") with Royal & Sun Alliance Group Plc ("R&SA™) regarding the
possibility of establishing ajoint venture under common control by allocating shares of
GDII to R&SA so that following the allocation, the Company and R&SA will hold
GDIlI's shares in equal parts. According to the letter of intent, the purpose of the joint
venture is to market insurance products to individuals under direst salesin Central and
Eastern Europe in the countries of the former Soviet Union and in other countries, as
determined in the | etter of intent.

According to the letter of intent, subject to conducting a due diligence study by R& SA,
GDII will allocate R& SA shares that will represent 50% of its share capital following
the allocation at a company valuation of U.S. $ 170 million before the investment. In
consideration for the shares, R& SA shall pay GDII a sum of U.S. $ 85 million upon
closing and will commit to another U.S. $ 85 million to be transferred based on an
amortization schedule as agreed upon between the Company and R& SA (of which the
first installment of U.S. $ 15 million will be extended upon closing). Also upon
closing, GDII will extend a loan of U.S. $ 70 million to the Company to be repaid
concurrently with the repayment of the outstanding investment of R& SA in GDII.

Pursuant to the letter of intent, the parties will conduct negotiations for entering into
binding agreements (to include, among other things, an agreement for purchasing
shares and a shareholders agreement arranging the common control and management
rights in GDI|I, including the Company's right in connection with nominating GDII's
CEO and his dismissal). The signing of binding agreements is contingent upon the
completion of the due diligence study to the full satisfaction of R& SA. The Investment
will be subject to statutory requirements and prerequisites agreed upon between the
parties.

According to the letter of intent, the signing of binding agreements by the parties is
conditional upon the Company committing not to sell, directly and/or indirectly, the
control over the Company for the duration of five years from signing and after said
period, in the event of the sale of control over the Company, R& SA will be granted a
first offer right, a tag-along right and, under certain conditions, a first right of refusal,
as detailed in the letter of intent. The letter of the intent also stipulates that in the event
that R& SA elects not to exercise these rights, then the management rights conferred to
each party in the shareholders agreement will be adjusted to equa the above rights,
including the Company's right to nominate GDII's CEO and to dismiss him. The letter
of intent also stipulates that signing binding agreementsis conditional upon the holding
companies controlling the parent company ("the controlling shareholders") undertaking
that in the event that the controlling shareholders collectively decide to transfer the
control over the parent company, they will be required to provide R& SA with advance
notice. The Company estimates that subject to signing binding agreement by the parties
as above and the consummation of the transaction, it shall derive a capital gain of
approximately NIS 300 million (approximately U.S. $ 70 million).
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NOTE 29:- GUARANTEES, COMMITMENTS AND OUTSTANDING CLAIMS (Cont.)

Said information regarding the capital gain is forward-looking and the capital gain
derived in practice may differ from the above anticipated capital gain due to different
accounting aspects and possible changes in the terms of the transaction under the
binding agreements.

C. Outstanding claims against subsidiaries:

1

On February 25, 2007, a lawsuit was filed with the Tel-Aviv-Jaffa District Court
against the Company and other insurance companies alleging that upon the occurrence
of an insurance event in the motor casco branch, of auto theft, the policyholder is not
reimbursed for the relative premium charged from the policyholder in respect of
additional policy coverage. The lawsuit against the Company amounts to NIS 6.5
million. Furthermore, a request for a class action lawsuit has been filed in the aggregate
of NIS 56 million. The Company is examining the lawsuit and has yet to file aletter of
defense. The Company estimates that at this early stage, the chances of the lawsuit or
its approval as a class action cannot be measured.

On April 22, 2004, a claim against the Company, against an advertising company and
against additional entities was filed with the Jerusalem District Court, as well as a
request for an injunction in respect of the use in violation, the plaintiff claims, of the
intellectual property rights of the "David Hachi Tov" brand name included in the
advertising campaign of the Company and in the concept identified with it. The
amount demanded is NIS 9 million.

On November 7, 2006, the Jerusalem District Court rendered its verdict in the case.
The verdict discusses the liability of the defendants and not the extent of
compensation. The monetary amounts payable to the plaintiff will be discussed as the
proceedings continue. In order to estimate the extent of compensation, the verdict
stipulates that the defendant must produce data of the profits derived from the use of
the commercials that infringe upon the plaintiff's rights to the plaintiff.

Based on its legal counsel, the Company believes that the maximum amount of
exposure will be immaterial to the scope of the Company's business and therefore, no
provision was recorded in the financial statements.

A claim in the amount of about NIS 500 thousand was filed against a subsidiary and its
former managers by a customer whose securities portfolio was managed by the
Company.

On December 10, 2006, a verdict was rendered against the former manager of the
subsidiary, charging him to pay NIS 500 thousand with the addition of linkage
differences from the date of filing the lawsuit. On January 9, 2007, the former manager
filed a request for the reversal of the judgment. As of the date of the approval of the
financial statements, a decision has not yet been rendered.

In the subsidiary's opinion, based on the opinion of itslegal counsel, the chances of the
claim are slim and therefore no provision was recorded in the books.
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4,

Claims were filed against a subsidiary for alleged illegal portfolio management. The

subsidiary did not record any provisions in the financial statements based on the
opinion of itslega advisors.

NOTE 30:- BALANCESAND TRANSACTIONSWITH INTERESTED AND RELATED PARTIES

a Balance sheet balances:
Consolidated The Company
December 31, December 31,
2006 2005 2006 2005
Reported NISin thousands
Under investees:
Capita notesto investees - - 96,196 56,993
Under debtors and receivables:
Investees - current account 34 33 2,510 3,226
Under loans:
Loan to adirector 231 563 - -
Under creditors and payables:
Related companies - current account 2,348 520 1,958 210
b. Income (expenses):
Consolidated The Company
Year ended December 31, Year ended December 31,
2006 2005 2004 2006 2005 2004
Reported NISin thousands

Management fees from

subsidiaries 17,080 11,797 10,639
Board members salaries (1,465) (1,396) (1,067) (223) (359) (191)
Number of Board members 20 19 13 5 4 4
Salary, related expenses and

grant to the Chairman of the

Board of Directors:
Salary and related expenses (807) (780) (780) (807) (780) (780)
Grant (690) (710) (400) (690) (710) (400)
Salary, related expenses and

grant to the CEO and

director:
Salary and related expenses (1,001) (972 (967) (1,001) (972 (967)
Grant (690) (710) (400) (690) (710) (400)
Office leasing expenses (7,995) (3,144) (3,129) (473)
Office maintenance expenses (322) (1,377) (1,254) -
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C. Indemnification and insurance of officers:
1 Directors and officers indemnification and insurance:
a)  The Company's Articles of Association alow for insurance and indemnification
of directors and officers as prescribed under the law. Accordingly, the Company
has prescribed an indemnification policy and decided to insure the officers

liability, all as stipulated under the law and subject to additiona limitations.

Indemnification policy, as mentioned above, is also for officers, under the law in
consolidated companies.

b)  The amount paid for indemnification and insurance of officers in the Company
and subsidiaries:

Consolidated The Company
Year ended December 31, Year ended December 31,
2006 2005 2004 2006 2005 2004

Reported NISin thousands

For directors and
officers 547 468 371 69 82 49

2. In January 2006, the Company's Board of Directors approved, following the approval
of the Company's audit committee, coverage of officers liability in the Company and
in its subsidiaries and related companies, by a policy for the insurance of officers
liability ("the policy™) in the Company and in its subsidiaries and related companies for
the year 2006 for liabilities imposed on them due to an action performed in the
Company and/or in the subsidiaries and/or in the related companies, by virtue of their
function as officers in these companies, including coverage for legal expenses in
defending themselves against claims. The policy aso covers Messrs. Shalom
Schneidman, Avinoam Schneidman, Moshe Schneidman and Doron Schneidman
("Schneidman Family") (who are considered, for sake of prudence, controlling
shareholders in the Company and the management companies controlled by Moshe
Schneidman and/or Doron Schneidman, who serve and/or will serve as officers in the
Company).

The policy is for the period of one year beginning in January 2006 and ending in
December 2006. The policy is limited to liability of U.S. $ 15 million for one claim or
accumulated for each year of insurance. The excess insurance per claim for the
Company is U.S. $ 100 thousand. For directors and officers there is no excess
insurance. The policy for 2006 is ajoint policy for the Company and for Dirct I.D.I.
Insurance Company Ltd. ("the main companies') and their investees in Israel and
abroad, but it does not include Direct Investment House Ltd. and itsinvestees.
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The annual premium in respect of the policy for the year 2006 is U.S. $ 119 thousand
and the Company's share in the premium is U.S. $ 26 thousand. The policy's annual
premium is divided between the main companies according to the total assets in the
main companies baance sheets as at the last financial statements of these companies
before the date of acquisition of the policy. The policy was approved following the
approval of the Company's shareholders' general meeting on July 10, 2005 regarding a
"framework decision” that enables to renew and/or update the said liability insurance
policy from time to time and/or to engage other insurance policies, jointly with the
main companies and their investees or separately, subject to the terms of the
framework decision.

In January 2007, the policy was renewed for another year under the same terms other
than the premium amount, which was set at U.S. $ 113 thousand.

d. Grants for the Chairman of the Board and the CEO of the Company:

The Company's ingtitutions (the general meeting, Board of Directors and audit committee)
approved a formula for an annua grant to the Chairman of the Board and the CEO of the
Company for their contribution to the Company. According to the formula, the annual grant
of each of the above will be in the sum equal to 1% of the "excess annual profit". The
excess annua profit was defined as the Company's consolidated annual profit before income
tax, according to its audited annua financial statements, less 10% of the Company's
shareholders' equity as defined hereafter. The Company's shareholders equity was defined
as shareholders equity at the beginning of the calendar year plus the relative capital raised
by the Company during that year and/or its write-down (including for dividend distribution),
multiplied by the period's relative share - from the date of change to the end of the same
calendar year out of 12 months of the calendar year.

e Management agreements with subsidiaries:

1 A management agreement was signed between the Company and a subsidiary, Direct
I.D.l.,, by which the subsidiaries will pay the Company for management and
consultation services as detailed in the agreement, a monthly payment equal to 0.05%
of the subsidiary's total assets according to the last audited balance sheet. According to
a change in the agreement from January 2004, beginning from January 1 the subsidiary
will pay a monthly payment equal to 0.05833% of the subsidiary's total assets,
according to the last audited balance sheet.

2. A management agreement was signed between the Company and the subsidiaries,
LINK 4, the Russian company and the Czech company, according to which the
subsidiaries will pay the Company a quarterly payment on a cost basis plus 11% in
consideration for management and consultation services detailed in the agreement.

f. Options to officers and interested parties:

For information regarding options, see Notes 6¢(1)(f), 6¢(1)(d), 6¢(3)(f) above and 32 below.
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g.

Employment agreements and loans for acquisition of shares:

On September 30, 2001, the Company's shareholders meeting approved the employment
agreements between the Company and the Company's Chairman of the Board of Directors
and between the Company and the Company's CEO. The employment agreement of the
Chairman of the Board of Directors is on January 1, 2001 and the employment agreement of
the CEO ison July 2, 2001. The employment agreements determine, among others, that the
chairman of the board is entitled to a gross monthly salary of NIS 40,000 and the CEO is
entitled to a gross salary of NIS 50,000. The saary is linked to the CPI of March 2002. The
employment agreements include additional social benefits and other benefits which senior
managers usually receive.

In addition, the above general meeting approved the granting of loans, either by the Company
itself and/or through its subsidiary, to the Chairman of the Board and to the CEO for funding
the acquisition of its shares. The acquired shares will be pledged against the loans at a first-
degree pledge in favor of the Company. The loan agreements determine, among others, that
the loans will bear interest of 4% per annum and they will be linked to the CPI. The loans
will be settled at the end of five years from the date of approval of the loan agreements by the
genera assembly. The loan agreements are non-recourse agreements, therefore the Company
isentitled to realize the pledge if the loans are not settled. The above loan agreements form a
"distribution™" as defined in Section 1 to the Companies Law.

On January 9, 2002, a subsidiary, Direct I.D.l. Insurance Company Ltd. granted loans in the
amount of NIS 633 thousand to the Chairman of the Board and NIS 1,292 thousand to the
CEO. The acquired shares were deposited with a trustee to secure the borrowers' liabilities
according to the loan agreements that were signed with them. The loans were repaid during
2006.

Regarding an agreement to lease an office building from a related company, see Note
29(b)(2).

Commitments:

In April 2004, the board of directors of Direct |.D.I. Insurance Company Ltd. ("Direct I.D.1.")
which is a fellow company of the Company committed to an agreement with a subsidiary,
Direct Investment House (Portfolio Management) Ltd., to manage the investment portfolio of
Direct I.D.I. In accordance with the agreement the quoted investments in the Nostro
investment portfolio were transferred to be managed by the subsidiary.
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A significant increase in rate that the part of the portfolio managed by the subsidiary
will comprise, will be made with the approva of the general assembly of Direct I.D.I. in
accordance with Section 275 to the Companies Law. For the investment portfolio
management Direct 1.D.I. will pay a monthly management fee at an annual rate of 0.25% of
the value of the investment portfolio. In addition Direct 1.D.l. will pay a commission in
respect of acquisitions and sales, etc. activities that it will be performed in securities in the
investment portfolio as follows: for shares 0.1%, for bonds 0.05% and for short term loan
0.025%. The commitment period is for seven years from the date it begins and each of the
parties to the agreement is entitled to end the above agreement at any time. Any significant
increase in the commissions specified in the agreement, that will cause a significant increase
in the total payments to the subsidiary will be performed with the approval of the genera
meeting of Direct |I.D.I., pursuant to Section 275 to the Companies Law.

In addition, the board of directors of Direct I.D.l. approved to committing to an agreement for
the management of investment portfolios of the funds of policies "participating” in life
assurance. According to the said agreement Direct 1.D.I. will transfer the management of the
above mentioned investment portfolios in return for monthly payments of management fees
at an annual rate of 0.3% of the value of the investment portfolio. In addition, Direct 1.D.I.
will pay commission in respect of acquisition and sales, etc. activities that will be performed
in securities in the investment portfolio as follows. for shares 0.1% and for bonds 0.05%.
The commitment period is for seven years from the date it begins and each of the parties to
the agreement is entitled to end the above agreement at any time.

NOTE 31:- FINANCIAL INSTRUMENTSAND LINKAGE TERMSOF MONETARY BALANCES
a Credit and interest risks:

1 The Group has cash and cash equivalents deposited in banks. The Group does not
anticipate any losses in connection with these balances.

2. A subsidiary that is a member of the Tel Aviv Stock Exchange provides credit to its
customers for the purchase of securities pursuant to the Stock Exchange's Regulations.
The subsidiary receives collateral from its customers to guarantee the credit extended
to them in the form of the securities portfolio deposited and managed by the
subsidiary. The amount of collateral is determined based on the level of risk and
liquidity involving the securities provided as collateral.

3. The subsidiary's customers carry out transactions in Maof options and forward
contracts. As a result, the subsidiary is exposed towards the counterparties to these
transactions in unlimited amounts. In order to reduce the risk inherent in these
transactions, the subsidiary demands collateral from its customers according to the
Stock Exchange's Regulations and performs ongoing internal control procedures.

4, Asfor information regarding credit risks in an Israeli insurance subsidiary according to
the directives of the Regulator of Insurance, see Appendix B to the financid
statements.
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NOTESTO THE FINANCIAL STATEMENTS

NOTE 31:- FINANCIAL INSTRUMENTSAND LINKAGE TERMS OF MONETARY BALANCES (Cont.)
b. Interest rate risk:

The following table demonstrates the carrying amount of the groups of financial instruments that are exposed to fair value risk and/or cash flow
risk in respect of interest rate based on the earlier of the contractual payments or the date of repricing:

As of December 31, 2006:

Seventh
First Second Third Fourth Fifth Sixth year and Effective
year year year year Y ear year after interest rate Total
Reported
NISin
Note Reported NISin thousands % thousands

FINANCIAL ASSETS

Short-term Government
bonds *)

Government bondsin NIS

14,963 - - - - - - 4.77-4.82 14,963

3
*) 3 - - 165 216 - 216 - 4.83-5.55 597
CPI linked Government o
bonds *) 3 - - - 379 - - - 3.59 379 H__
Corporate bondsin NIS '
*) 3 - - - - - - 301 6.09 301
CPI linked corporate
bonds *) 3 - - - 138 107 191 469 4.04-8.03 905
LOANS FROM BANKS
Linked loanin NIS*) 14 - - (6,250) (6,250) (6,250) (6,250) (25,000) 5.525 (50,000)
Long-term Euro loan *) 14 - (25,909)  (25,909) (25,908) - - - 5.87-6.92 (77,726)

14963  (25909) (31,994) (31425  (6,143)  (5843)  (24,230) (110,581)

*)  These assetd/liahilities bear afixed interest rate.
**)  Thisliability bears avariable interest rate.

C. Fair value:
the carrying amount of the group of financia instruments approximates their fair value, other than loans from banks.
Carrying
amount Fair value
Reported NISin thousands

Loans from banks 127,726 132,397




DIRECT INSURANCE - FINANCIAL INVESTMENTSLTD.
NOTESTO THE FINANCIAL STATEMENTS

NOTE 31:- FINANCIAL INSTRUMENTSAND LINKAGE TERMS OF MONETARY BALANCES (Cont.)
d. Linkage terms of monetary balances:

In the consolidated balance sheet:
December 31, 2006

InU.S. In Russian In Czech
Linked In Euro In Zloty dollars Ruble Koruna
tothe or linked or linked or linked or linked or linked
CPI thereto thereto Thereto thereto thereto Unlinked Total
Reported NISin thousands
Assets:
Cash and cash equivalents - 5,625 36,993 3,347 7,647 6,976 49,879 110,467
Securities 608,683 11,477 156,351 65,958 - 5,742 484,382 1,332,593
Loans 6,513 - 537 - - - - 7,050
Bank deposits 201,493 - 1,614 - - - - 203,107
Amounts receivable from insurance
companies 178,090 - - 13,849 117 - - 192,056
Outstanding premiums 113,036 - 39,703 - 5 - 88,512 241,256
Debtors and receivables 3,148 44 1,241 - 1,880 556 17,750 24,619
1,110,963 17,146 236,439 83,154 9,649 13,274 640,523 2,111,148
Liabilities:
Insurance reserves and outstanding
claims 855,365 - 202,876 - 742 - 480,333 1,539,316
Other liabilities to insurance
companies - - - 17,579 91 - - 17,670
Credit from banking institutions 6,004 - - 27,159 - - - 33,163
Liabilities to banking institutions 50,000 77,726 - - - - - 127,726
Subordinated deeds 253,884 - - - - - - 253,884
Creditors and payables 22,591 902 20,529 - 136 4,047 99,906 148,111
1,187,844 78,628 223,405 44,738 969 4,047 580,239 2,119,870

The above data includes information only regarding monetary balances. As at December 31, 2006, the Group had non-monetary asset balances in
the amount of NIS 336,886 thousand.
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NOTESTO THE FINANCIAL STATEMENTS

NOTE 31:- FINANCIAL INSTRUMENTS AND LINKAGE TERMS OF MONETARY BALANCES

(Cont.)
December 31, 2005
InU.S.
Linked In Euro In Zloty dollars
tothe or linked orlinked or linked
CPI thereto thereto thereto Unlinked Total
Reported NISin thousands
Assets.
Cash and cash equivalents - 2,065 30,876 7,360 91,248 131,549
Securities 494,695 - 107,914 81,224 493,128 1,176,961
Loans 7,198 - 344 - - 7,542
Bank deposits 241,444 - 1,480 - - 242,924
Amounts receivable from
insurance companies 41,364 - - 120,076 4,743 166,183
Outstanding premiums 84,544 - 21,603 - 71,085 177,232
Debtors and receivables 33 - - 2,310 44,059 46,402
869,278 2,065 162,217 210,970 704,263 1,948,793
Liabilities:
Insurance reserves and
outstanding claims 850,843 - 130,367 - 421,205 1,402,415
Other liabilitiesto
insurance companies - - - 16,752 - 16,752
Credit from banking
institutions - - - 2,558 6,052 8,610
Liabilities to banking
institutions - 76,081 - - - 76,081
Subordinated deeds 271,579 - - - - 271,579
Creditors and payables 6,324 - - - 125,425 131,749

1,128,746 76,081 130,367 19,310 552,682 1,907,186

The above data includes information only regarding monetary balances. As at December 31,
2005, the Group had non-monetary asset balances in the amount of NIS 239,756 thousand.
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NOTESTO THE FINANCIAL STATEMENTS

NOTE 31:- FINANCIAL INSTRUMENTSAND LINKAGE TERMSOF MONETARY BALANCES (Cont.)

In the Company's balance sheet:
December 31, 2006
InU.S In Russian In Czech
Linked In Euro In Zloty dollars Ruble Koruna
tothe or linked or linked or linked or linked or linked
CPI thereto thereto thereto thereto thereto Unlinked Total
Reported NISin thousands
Assets:
Cash and cash equivalents - 12 - - - - 1,561 1,573
Securities - - - - - - 611 611
Capital notes - - - - - - 28,000 28,000
Debtors and receivables 63 310 557 - 514 524 839 2,807
63 322 557 - 514 524 31,011 32,991
Liabilities:
Liabilities to banking institutions - 104,885 - - - - - 104,885
Creditors and payables 3,743 - - - - - 4,855 8,598
3,743 104,885 - - - - 4,855 113,483

The above data includes information only regarding monetary balances. As at December 31, 2006, the Company had non-monetary asset balances
in the amount of NIS 318,389 thousand.
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NOTESTO THE FINANCIAL STATEMENTS

NOTE 31:- FINANCIAL INSTRUMENTS AND LINKAGE TERMS OF MONETARY BALANCES

(Cont.)
December 31, 2005
InU.S
Linked In Euro In Zloty dollars
tothe or linked orlinked or linked
CPI thereto thereto Thereto  Unlinked Total
Reported NISin thousands
Assets.
Cash and cash
equivalents - 1,302 - 12 1,084 2,398
Securities 8,906 - - - 4,485 13,391
Capital notes - - - - 13,000 13,000
Debtors and
receivables 2,469 454 303 - 895 4,121
11,375 1,756 303 12 19,464 32,910
Liabilities:

Liabilities to banking

institutions - 76,081 - - - 76,081
Creditors and payables 210 - - - 6,870 7,080
210 76,081 - - 6,870 83,161

The above data includes information only regarding monetary balances. As at December 31,
2005, the Company had non-monetary asset balances in the amount of NIS 270,513
thousand.
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NOTESTO THE FINANCIAL STATEMENTS

NOTE 32:- SHARE-BASED PAYMENT

a The expense that was recognized in the financia statements of the Company and its
subsidiaries for services that were received from the Company's employees and board
membersis presented in the following table:

Year ended
December 31,

2006 2005

Reported NISin thousands

Total expense recognized from share-based payment
transactions 10,308 350

Share-based payment transactions granted by the Company to its employees are described
below. In connection with share-based payment transactions in subsidiaries, see Notes
6¢c(1)(f), 6¢(2)(d) and 6¢(3)(€) above.

The fair value of the options on the date of grant based on a conversion ratio of one share per
option is approximately NIS 23,159 thousand and it is carried as an expense as of the
financial statements for the reported year and in the next years over the vesting period and
subject to adjusting the conversion ratio.

b. Reward plans to employees and directors:
1 2005 option plan:

On November 2, 2005, the Company's Board of Directors and audit committee decided
to grant to four Company employees (including three officers who are not directors)
and two directors in the Company 1,887,126 options that are exercisable into
1,887,126 Ordinary shares of the Company of NIS 1 par value each. The options will
be transferred to a trustee pursuant to Section 102 to the Income Tax Ordinance (the
equity track).

In addition, on November 3, 2005, the Company's Board of Directors and audit
committee and on December 7, 2005, the general meeting approved granting each of
the Chairman of the Board and the CEO of the Company 1,221,066 options that are
exercisable into 1,221,066 Ordinary shares of the Company of NIS 1 par value each.
The options will be granted pursuant to Section 3(i) to the Income Tax Ordinance.
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NOTE 32:- SHARE-BASED PAYMENT (Cont.)

The allocations executed on December 15, 2005 were at no consideration under the
Company's reward plan for employees, consultants, service providers and directors
adopted on November 3, 2005 ("the plan"). The plan includes vesting terms whereby
the entitlement to exercise the options will be granted to the optionees such that 25% of
the options are exercisable as of December 31, 2005, 25% of the options are
exercisable as of December 31, 2006, 25% of the options are exercisable as of
December 31, 2007 and the remaining 25% are exercisable as of December 31, 2008
provided that the relevant optionee is employed by the Company during the vesting
period. The options are exercisable for a period of six years following their grant. The
exercise price per option is NIS 11.70 for the four employees and NIS 16 for the
Company's Chairman of the Board and CEO, linked to the CPI as of the known index
upon the date of grant until the known index as of the exercise date. The options are
subject to adjustments in the event of restructuring, voluntary liquidation, change in
capital structure, issuance of rights and dividends. The options are not listed for trade
on the Stock Exchange.

2. 2006 addendum to the 2005 option plan:

On September 26, 2006, the Company's Board of Directors and audit committee
decided to grant to two outside directors in the Company, two Company employees
(senior officers who are not directors) and a service provider in the Company 927,639
options that are exercisable into 927,639 Ordinary shares of the Company of NIS 1 par
value each. On November 22, 2006, the general mesting approved the allocation of the
options to the two outside directors.

The alocations that were executed were at no consideration under the Company's
reward plan for employees, consultants, service providers and directors adopted on
November 2, 2005 (see (1) above). The options granted represent about 1.7% of the
Company's issued and outstanding share capital on the grant date (1.54% on a fully
diluted basis). The granted options are exercisable into shares within six years from the
grant date provided that the relevant optionee remains an employee of the Company
during the vesting period as described below:

With respect to employees, 25% of the options are exercisable immediately, 25% are
exercisable as of June 30, 2007, 25% are exercisable as of June 30, 2008 and the
remaining 25% are exercisable as of June 30, 2009. With respect to directors and the
service provider, 25% of the options are exercisable as of December 31, 2006, 25% of
the options are exercisable as of December 31, 2007, 25% of the options are
exercisable as of December 31, 2008 and the remaining 25% are exercisable as of
December 31, 2009.

The exercise price per option is NIS 15.29, linked to the CPI as of the known index
upon the date of grant until the known index as of the exercise date. The options are
subject to adjustments in the event of restructuring, voluntary liquidation, change in
capital structure, issuance of rights and dividends. The options are not listed for trade
on the Stock Exchange.
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NOTE 32:- SHARE-BASED PAYMENT (Cont.)

3. Senior employees of a subsidiary, Direct 1.D.1., were granted the Company's options
exercisable into Company shares under a 1997 option plan, as amended. As of
December 31, 2006, 91,500 options are exercisable into 91,500 shares by the end of
2008. The exercise price of the optionsis linked to the CPI and varies according to the
allocation date.

C. Measurement of the fair value of options for shares that are settled using equity instruments:

The Company utilizes the Binomial model to measure the fair value of the options for shares
that are settled by using its equity instruments. The measurement is performed on the day
that the equity-settled options are granted, since these options are granted to employees.

Hereunder is a table that presents information regarding the Company’s shares which served
for the measurement of the fair value of the equity-settled options, for the years ended as at
December 31, 2006 and 2005:

Historical volatility of share prices (%) 32.93% - 38.22%
Risk-free interest rate (%) 3.46% - 3.90%
Weighted average price per share (NIS) NIS 12.51 — NIS 18.06

The anticipated term of the options is based on the Company's historical data, which does not
necessarily represent the future exercise pattern of the options. Anticipated share price
volatility reflects the assumption that the historical share price volatility provides a good
indication of expected future trends. No additional parameters were taken into consideration
when measuring the fair value of the equity-settled share options, other than those presented
above.
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NOTE 33:- CONDENSED FINANCIAL STATEMENTS IN NOMINAL HISTORICAL VALUES FOR
TAX PURPOSES

a

The Company includes historical nominal data for tax purposes only.

The financial statements were prepared in accordance with the generally accepted accounting
principles, based on the conventional historical cost without taking into account the decrease
in the general purchasing power of the Isragli currency.

Balance sheets - the Company:

December 31,
2006 2005
NISin thousands
Investments
Cash and cash equivaents 1,573 2,398
Securities 611 13,391
Debtors and receivables 5,380 4,119
Investees and other companies 341,382 281,925
Total investments 348,946 301,833
Fixed assets, net 2,647 1,177
351,593 303,010
Shareholders equity 237,610 219,849
Long term liabilities
Liabilities to banking institutions 77,726 76,081
Other liabilities
Short-term credit from banking institutions 27,159 -
Creditors and payables 9,098 7,080
36,257 7,080
351,593 303,010
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NOTE 33:- CONDENSED FINANCIAL STATEMENTS IN NOMINAL HISTORICAL VALUES FOR

TAX PURPOSES (Cont.)

C. Statements of profit and loss - the Company:

Financing expenses, net

Capita gain, net

Administrative and general income (expenses)
Income (loss) before income taxes

Income taxes

Income (loss) after income taxes

Company's share in results of investees

Net income for the year

*) Restated, see Note 2s.
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Year ended December 31,

2006 2005 2004

NISin thousands

(3,037) (66) (1,591)
693 4,278 50,318
(6,389) +) 1,588 6,572
(8,732) 5,800 55,299
1,314 1,831 13,402
(10,046) 3,969 41,897
12,216 9,237 (1,985)
2,170 13,206 39,912
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NOTE 33:- CONDENSED FINANCIAL STATEMENTSIN NOMINAL HISTORICAL VALUESFOR TAX PURPOSES (Cont.)
d. Statements of changes in shareholders equity:

Adjustments
resulting from
Dividend translation of

declared financial
subsequent statements of Less-
Share Capital to balance autonomous Retained Receivables treasury
Share capital premium reserves sheet date entities earnings for shares shares Total
NISin thousands

Balance as at January 1, 2004 55,801 67,671 - - (8,076) 73,117 (1,863) (10,112) 176,539
Reslization of optionsinto shares 719 3,133 - - - - - - 3,852
Adjustments resulting from translation of financial

statements of autonomous entities - - - - 5,240 - - - 5,240
Dividend declared - - - 25,000 - (25,000) - - -
Net income for the year - - - - - 39,912 - - 39,912
Balance as at December 31, 2004 56,520 70,804 - 25,000 (2,836) 88,029 (1,863) (10,111) 225,543
Realization of optionsinto shares 280 1,543 - - - - - - 1,823
Cost of share-based payment - - *) 350 - - - - - *) 350
Tax benefit in respect of equity instruments to employees - - 571 - - - - - 571

Adjustments resulting from translation of financial
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statements of autonomous entities - - - - 3,356 - - - 3,356
Declared paid - - - (25,000) - - - - (25,000)
Net income for the year - - - - - *) 13,206 - - 13,206
Balance as at December 31, 2005 56,800 72,347 921 - 520 101,235 (1,863) (10,111) 219,849
Realization of optionsinto shares 203 1,110 - - - - - - 1,313
Cost of share-based payment - - 9,671 - - - - - 9,671
Tax benefit in respect of equity instruments to employees - - 609 - - - - - 609
Adjustments resulting from translation of financial

statements of autonomous entities - - - - 1,693 - - - 1,693
Repayment of loans to interested parties for purchasing

Company shares - 442 - - - - 1,863 - 2,305
Net income for the year - - - - - 2,170 - - 2,170
Balance as at December 31, 2006 57,003 73,899 11,201 - 2,213 103,405 - (10,111) 237,610

*) Restated, see Note 2s.
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APPENDICESTO THE FINANCIAL STATEMENTS

APPENDIX A:- DETAILS OF ASSETS AND LIABILITIES OF AN INSURANCE SUBSIDIARY
REGISTERED IN ISRAEL *)

Part A - Distribution of Assets Earmarked to Liabilities

Asat December 31, 2006
Life assurance

Total Linked Policies Total
assets and tothe participating life General  Minimum Surplus Other
receivables CPI in profits assurance insurance capital capital liabilities
Reported NISin thousands
I nvestments
Cash and cash equivalents 50,314 650 6,324 6,974 38,195 3,333 - 1,812
Securities
Quoted government debentures
inlsrael 545,086 10,854 104,708 115,562 147,409 50,784 46,181 176,150
Other quoted debentures
Inlsrael 148,164 15,156 4,328 19,484 128,680 - - -
Abroad 41,552 - 869 869 40,683 - - -
Other unquoted debentures
inlsrael 277,354 - 22,575 22,575 254,779 - - -
Quoted shares
inlsrael 97,304 - 7,179 7,179 - - 90,125 -
Abroad 21,805 - 3,406 3,406 - - 18,399 -
Mutual funds 1,665 - - - - 1,665 - -
Investment funds 6,613 - - - - 6,613 - -
Quoted options 688 - (27) 27) - - 715 -
Loans
Secured by life assurance
policies 3,061 3,061 - 3,061 - - - -
Secured by mortgage 1,571 - - - - 1,571 - -
Secured by other guarantees 1,881 - - - - 1,881 - -
Bank deposits 201,493 34,011 4573 38,584 162,909 - - -
Fixed assets, net 36,579 - - - - 36,579 - -
Amountsreceivable
I nsurance companies
Reinsurers sharein
insurance reserves 6,454 2,093 - 2,093 4,361 - - -
Reinsurers sharein
outstanding claims 128,945 2,721 - 2,721 126,224 - - -
Other accounts 56,540 - - - 56,540 - - -
Outstanding premiums 201,548 1,373 - 1,373 200,175 - - -
Debtors and receivables 19,452 - - - 16,279 - - 3,173
Deferred acquisition costs
and other assets
Deferred acquisition costs
in life assurance 50,889 - - - - 50,889 - -
Deferred acquisition costs
in general insurance 42,577 - - - 42,577 - - -
Deferred acquisition costs
in health insurance 2,603 - - - - 2,603 - -
Other assets and deferred taxes 5,774 - - - - - - 5,774
Total assets and receivables 1,949,912 69,919 153,935 223,854 1,218,811 164,918 155,420 186,909
Total capital and liabilities
(according to part B) 1,949,912 67,562 153,935 221,497 1,221,168 170,692 155,420 181,135
Surplus - 2,357 - 2,357 (2,357) (5,774) - 5,774

*) See Note 2r.
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APPENDIX A:-

REGISTERED IN ISRAEL *) (Cont.)

Part B - Details of Capital and Liabilities according to type

Shareholders equity
Minority interest
Deferred taxes
Subordinated deeds
Reserves:

Insurance reserves

Reserve for extraordinary

risks

Outstanding claims
Other liabilities
Insurance companies:

Deposits
Other accounts

Creditors and payables

Prepaid premiums
Policyholders
Others

Total capital and liabilities

*) See Note 2r.

Asat December 31, 2006

DETAILS OF ASSETS AND LIABILITIES OF AN INSURANCE SUBSIDIARY

Life assurance

Total
capital Linked Policies Total
and tothe participating life General Minimum Surplus Other
liabilities CPI in profits assurance insurance capital capital liabilities
Reported NISin thousands
217,408 - - - - 170,692 46,716 -
1,608 - - - - - - 1,608
9,534 - - - - - - 9,534
253,884 - - - - - 108,704 145,180
443,668 11,179 153,935 165,114 278,554 - - -
36,665 36,665 - 36,665 - - - -
855,365 7,159 - 7,159 848,206 - - -
3,795 - - - 3,795 - - -
13,784 10,270 - 10,270 3,514 - - -
15,484 393 - 393 15,091 - - -
22,938 1,618 - 1,618 21,320 - - -
75,779 278 - 278 50,688 - - 24,813
1,949,912 67,562 153,935 221,497 1,221,168 170,692 155,420 181,135
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APPENDIX A:- DETAILS OF ASSETS AND LIABILITIES OF AN INSURANCE SUBSIDIARY

REGISTERED IN ISRAEL *) (Cont.)
Part A - Distribution of Assets Earmarked to Liabilities
Asat December 31, 2005

Life assurance

Total Linked Policies Total
assets and tothe participating life General  Minimum Surplus Other
receivables CPI in profits assurance _insurance capital capital liabilities
Reported NISin thousands
Investments
Cash and cash equivaents 97,061 39,898 987 40,885 29,937 22,836 - 3,403
Securities
Quoted government
debenturesin Israel 628,108 - 72,095 72,095 389,015 78,660 44,891 43,447
Other quoted debentures
Inlsrael 57,798 - 3,442 3,442 41,342 - - 13,014
Abroad 73,765 - 2,759 2,759 - - - 71,006
Other unquoted debentures
inlsrael 196,228 - 13,833 13,833 138,727 4,223 - 39,445
Quoted shares
in lsrael 72,673 - 3,030 3,030 - - 69,643 -
Abroad 959 - - - - - 959 -
Mutual funds 6,613 - - - - 6,613 - -
Investment funds 4,278 - - - - 4,278 - -
Quoted options 752 - 49 49 - - 703 -
Loans
Secured by life assurance
policies 1,886 1,886 - 1,886 - - - -
Secured by mortgage 2,089 - - - - 2,089 - -
Secured by other guarantees 5,440 - - - - 5,440 - -
Bank deposits 241,444 - 4,628 4,628 236,816 - - -
Fixed assets, net 22,629 - - - - 22,629 - -
Amountsreceivable
Insurance companies
Reinsurers sharein
insurance reserves 6,102 2,594 - 2,594 3,508 - - -
Reinsurers sharein
outstanding claims 110,462 3,455 - 3,455 107,007 - - -
Other accounts 49,619 370 - 370 49,249 - - -
Outstanding premiums 155,629 707 - 707 154,922 - - -
Debtors and receivables 24,674 89 - 89 22,692 27 - 1,866
Deferred acquisition costs
and other assets
Deferred acquisition costs
in life assurance 42,627 - - - - 42,627 - -
Deferred acquisition costs
in general insurance 44,395 - - - 44,395 - - -
Deferred acquisition costs
in health insurance 1,645 - - - - 1,645 - -
Other assets and deferred taxes 28,352 - - - - - - 28,352
Total assets and receivables 1,875,228 48,999 100,823 149,822 1,217,610 191,067 116,196 200,533
Total capital and liabilities
(according to part B) 1,875,228 48,999 100,823 149,822 1,217,610 191,067 116,196 200,533
Surplus - - - - - - - -

*) See Note 2r.
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APPENDIX A:-

REGISTERED IN ISRAEL *) (Cont.)
Part B - Details of Capital and Liabilities according to type

Shareholders' equity
Deferred taxes
Subordinated deeds
Reserves:

Insurance reserves

Reserve for extraordinary
risks

Outstanding claims
Other liabilities

Insurance companies:
Deposits
Other accounts
Creditors and payables
Prepaid premiums
Policyholders
Others

Total capital and liabilities

*) See Note 2r.

Asat December 31, 2005

DETAILS OF ASSETS AND LIABILITIES OF AN INSURANCE SUBSIDIARY

Life assurance

Total
capital Linked Policies Total
and tothe participating life General Minimum Surplus Other
liabilities CPI in profits assurance insurance capital capital liabilities
Reported NISin thousands
204,842 - - - - 191,067 13,775 -
7,633 - - - - - - 7,633
271,579 - - - - - 102,421 169,158
402,666 10,493 100,823 111,316 291,350 - - -
18,539 18,539 - 18,539 - - - -
850,843 7,859 - 7,859 842,984 - - -
3,377 - - - 3,377 - - -
13,375 9,725 - 9,725 3,650 - - -
15,742 - - - 15,742 - - -
19,668 2,172 - 2,172 17,496 - - -
66,964 211 - 211 43,011 - - 23,742
1,875,228 48,999 100,823 149,822 1,217,610 191,067 116,196 200,533
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APPENDIX B:- INFORMATION REGARDING CREDIT AND INTEREST RISKS OF AN
INSURANCE SUBSIDIARY REGISTERED IN ISRAEL

a Details of the assets and liabilities according to interest risks as at December 31, 2006:

Consolidated
Inforeign
currency
(dollar, Euro Non-monetary
InNIS and other) items Policies
linked to or linked and participating
Unlinked the CPI thereto others in profits Total
Reported NISin thousands
Asat December 31, 2006 41,265 - 2,725 - 6,324 50,314
Cash and cash equivalents
Securities:
Nonconvertible debentures:
Quoted in Isragl 300,077 275,458 14,249 - 109,037 698,821
Unguoted - 254,779 - - 22,575 277,354
Quoted abroad - - 25,570 - 869 26,439
Convertible debentures:
Inlsragl - 10,180 - - 135 10,315
Shares: 89,565 - - - 7,081 96,646
Quoted in Israel - - - - - -
Unguoted - - 18,291 - 3,399 21,690
Quoted abroad 1,665 - - - - 1,665
Participation entities in mutual
Unguoted investment funds 4,446 - 2,167 - - 6,613
Derivative financial instruments (318) 298 766 - (58) 688
Loans - 6,513 - - - 6,513
Deposits - 196,920 - - 4,573 201,493
Fixed assets - - - 36,579 - 36,579
Amounts receivable 97,131 290,036 11,209 14,563 - 412,939
Other assets - - - 101,843 - 101,843
Total assets 533,831 1,034,184 74,977 152,985 153,935 1,949,912
Insurance liabilities 326,398 855,365 - - 153,935 1,335,698
Other liabilities 81,490 14,354 17,495 19,539 - 132,878
Liabilities for severance pay, net 510 - - - - 510
Long term liabilities 9,534 253,884 - - - 263,418
Equity - - - 217,408 - 217,408
Total liabilities and equity 417,932 1,123,603 17,495 236,947 153,935 1,949,912
Net balance as at December 31, 2006 115,899 (89,419) 57,482 (83,962) - -
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Comments:

1

Direct interest risk is the risk that the change in the market interest will cause a change
in the fair value of financial asset or liability. Thisrisk relates to assets whose clearing
isdone in cash. The addition of the word "direct" emphasizes the fact that the change
in interest can also affect other types of assets, but not directly, such as the affect of the
change in interest on the sharesrate.

Participating in investment income - the investments against policies participating in
investment income are managed in separate investment portfolios from the rest of the
companies business. In accordance with the policy terms (except for policies that were
issued beginning from 2005 whose accrued amounts are insignificant at this stage) the
Company credits the policyholders the full yield obtained in the investment portfolios,
net of fixed management fees and net of variable management fees at the rate of 15%
of the real yield in the reporting year. In these policies there is no direct exposure to
the Company as a result of changes in the interest. Nevertheless, fluctuations in the
interest rates can bring about fluctuations in the yield alocated to the policyholders
and to the management fees deducted therefrom.

In respect of the Company's investment in the framework of life assurance business,
there is an exposure to the interest rates that will be in effect at the time of recycling
the investments whose useful life is lower than the average useful life of insurance
liabilities.

Financial derivatives - the Company's activities in financial derivatives is within the
framework of the entire investment policy, rather than an accounting hedging activity
for unquoted assets. The balance sheet value is determined on the basis of the fair
value of the assets, and does not represent the exposure in terms of the basic assets.

Other assets that have no direct interest risk - include shares, fixed assets and rea
estate for lease, deferred acquisition costs and other assets, as well as balance sheet
groups of financia assets whose average term is up to haf a year, and therefore, the
interest risk in their respect is relatively low (cash and cash equivalents, outstanding
premiums, insurance companies current balances and debtors and receivables).

Insurance liabilities include insurance reserves and outstanding claims.

Liabilities that have no direct interest risk include; deferred taxes, liabilities in respect
of severance pay, reserve for extraordinary risks and the group of the other liabilitiesin
the balance sheet whose average term is not longer than half ayear.

In analyzing the risks and exposure to changes in interest rates, the distribution of the
total assets and liabilities according to due dates should be taken into account, based on
contractual conditions and/or forecasts, and taking into account the anticipated cash
flows in respect of policiesin force and new policies.
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INTEREST RISKS OF AN

b. Information regarding the credit risks as at December 31, 2006:

Types of assets

Cash and cash equivaents

Bank deposits

Unquoted government
debentures

Quoted government debentures

Other quoted debentures

Other unquoted debentures

Total debentures

L oans secured by mortgage

Loans againgt life
assurance policies

Other loans

Total loans

Derivatives

Other assetsin Israel

Total assetsin Israel

Reinsurers
Other assets abroad

Total assets abroad

Total assets bearing credit risk
Total assets without credit risk

Total

Comments:

Consolidated
Rating level in | srael
Total
L ower not
rating than including  Participating Grand
AA and above AAtoBB BBB Unrated  participating in profits total
Reported NISin thousands
43,990 - - - 43,990 6,324 50,314
189,735 7,185 - - 196,920 4,573 201,493
440,379 - - - 440,379 104,708 545,087
110,131 26,595 14,528 8,331 159,585 4,464 164,049
213,344 22,131 19,304 - 254,779 22,575 277,354
997,579 55,911 33,832 8,331 1,095,653 142,644 1,238,297
- - - 1571 1571 - 1571
- - 3,061 3,061 - 3,061
- - - 1,881 1,881 - 1,881
- - - 6,513 6,513 - 6,513
- - - 746 746 (58) 688
- - - 395,223 395,223 - 395,223
997,579 55,911 33,832 410,813 1,498,135 142,586 1,640,721
16,852 116,887 - 1,660 135,399 - 135,399
19,374 6,196 - 25,570 869 26,439
36,226 116,887 6,196 1,660 160,969 869 161,838
1,033,805 172,798 40,028 412,473 1,659,104 143,455 1,802,559
- - - 136,873 136,873 10,480 147,353
1,033,805 172,798 40,028 549,346 1,795,977 153,935 1,949,912

1 The resources for the rating level in Isragl are by Maaot and Midroog. The data of

coefficients.

Midroog has been converted into the presented rating levels using standard conversion

2. The resources for foreign rating levels are by rating companies approved by the

Regulator: S& P, Moody's and Fitch.

3. There are differences between Isragli and foreign ratings.

See below.
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Credit risk for |sragli assets (earmarked to profit participating policies):

Lower than
AA and above AA to BB BBB Unrated Total

Reported NISin thousands

Rating level in |srael:

Cash and cash equivalents 6,324 - - - 6,324
Quoted assets:
Government debentures 104,708 - - - 104,708
Other debentures 3,983 101 245 135 4,464
Other investments and shares - - - - -
115,015 101 245 135 115,496
Unquoted assets:
Loans and bank deposits 4573 - - - 4,573
Other investments and shares 19,761 2,117 697 - 22,575
139,349 2,218 942 135 142,644
Net investment (liability) in respect of
derivatives - - - (58) (58)
Total assets 139,349 2,218 942 77 142,586
Total effect of derivativesin base asset
terms - - - 6,421 6,421

Credit risk for foreign assets (earmarked to profit participating policies):

Foreign rating level:

Quoted assets:
Other debentures - - 869 - 869
Tota assets - - 869 - 869

Total effect of derivatives in base asset
terms - - - - -
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C. Details of the exposure to the economic branches as at December 31, 2006:

Consolidated
Off-balance sheet Provision
credit risk for Provision
doubtful for the
Amount % of total debts year
Reported NIS Reported NIS
Economic branches in thousands in thousands
Investments and holdings 40,569 15
Construction and real estate 57,401 22
Electricity, electronics and water 40,030 15
Industry 23,874 9
Chemistry 4727 2
Food and Tobacco 9,599 4
Commerce 2,850 1
Petroleum 14,895 6
Other business services 24,098 9
Financial services 26,582 10
Communications and computer services 7,675 3
Textile 2,478 1
Vehicle 1,574
Private people 4,939
Total 261,291 100 - -
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Rate of Rate of
ownership  control
Holding company Name of the company % %
Direct Insurance Financial
Investments L td. Direct I.D.1. Insurance Company Ltd. 76.11 76.11
Direct Investment House Ltd. 100 100
Idit 1.D.I. Technologies Ltd. 32.55 32.55
GDII Glabal Direct Insurance
Investments B.V. 100 100
Direct 1.D.I. Insurance Company
Ltd Dr. Pach and Tzeva Ltd. 50 50
Dr. Pach and Tzeva Ltd. Dr. Pach and Tzeva Ra'anana Ltd. 100 100
Dr. Pach and Tzeva Jerusalem Ltd. 50 50
Direct Financing (Leasing) of the
Direct Insurance Group 100 100
GDII Global Direct Insurance
Investments B.V. Spolka Akcyjna Link4 100 100
Energolpolis - Joint Stock Insurance
Company 99 99
GDII Czech A.S. 100 100
LA4 Sp.z.o.0 100 100
Direct Investment House Ltd. Direct Investment House
(Underwriting) Ltd. 100 100
Direct Investment House (Portfolio
Management) Ltd. 100 100
Direct Investment House (Jerusalem)
Ltd. 100 100
Direct Investment House (Mutual
Funds) Ltd. 100 100
Direct Investment House (Provident
Funds) Ltd. 100 100

F:\W2000\w2000\52077\m\06\EC12.DOC

-130-

subsidiary
subsidiary

affiliate

subsidiary

subsidiary
subsidiary

subsidiary

subsidiary

subsidiary

subsidiary
subsidiary

subsidiary

subsidiary

subsidiary

subsidiary

subsidiary

subsidiary



