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Africa Israel — Special Update. Thoughts about the expected
bond arrangement support our Sell rating

Two days ago (Septemberl3, 2009), Africa Israel held what turned out to be a
boisterous bondholders meeting to reach an arrangement on restructuring the
company's debt. Following the meeting, we publish an update of our

Update

recommendations. O Rating
M Price target
1. The decision to invest entails high risks. We decided to begin our update O Forecast

with this statement. Considering that the bondholder meeting is only an initial step

on the way to a possible arrangement with the bondholders, deciding to invest surely T Key figures |

entails a high risk.

Rating Sell
2. Conflict of interests between bondholders will make the path to a Price target NA
solution extremely difficult. The Company is experiencing severe problems, Current price (NIS) 37.0
which will discuss later. We believe that the different interests of bondholders Market cap (m' NIS) 2050
(particularly Series 9 bondholders due to redeem in November 2009), will make it 12-mo. high (NIS) 98.5
difficult to reach an arrangement without a court intervention. Series 9 bondholders -ng '
claim the company has enough cash and should make the November principal 12-mo. low (NIS) 26.0
payment. Long bondholders claim that would be 12-mo. change (65%)

12-mo. change TA25 +1%
3. The Company lacks the necessary resources to pay all its undertakings.
The total adjusted face value of the bonds is approx. NIS 7.5B, to which a bank debt . .

Previous rating Sell

of approx. NIS 500M needs to be added. The market value of the negotiable holdings
is approximately NIS 4.2B. We estimate that if we add the value of the private Previous PT 351Ls
holdings to such amount, we will end up with assets totaling a value of approx. NIS

5.5B, which is substantially lower than the company's total undertakings.

4. However, the value of the assets is higher than the market value of the
debt. This morning, the bonds are traded at an average price of approx. 38% of
their adjusted value, which expresses a market value of approx. NIS 2.9B for the
bonds in total. Meaning — it seems that through an organized and responsible
procedure of selling assets, the company will be able to repay bondholders an
amount higher than the current market value of the bonds, which is expected to be
at least 60% of its adjusted face value.

5. Profit potential in medium and long series. Based on the aforesaid, we
believe that from the various types of bond series, the main profit potential lies in the
bonds traded at approximate rates of 40 (table below).

6. The average duration and return become less important. Based on the
spirit of the general assembly, it seems that the company will not grant priority to the
short bond series, fearing claims of preference of some bondholders over others.
Under such circumstances, the original maturity date of the bond series, almost
entirely loses its importance. The result - there is no preference and the duration &
YTM that we see, will remain theory.

7. Investing in shares at a very high risk. Supposedly, when a company is
unable to pay its debts, the shareholders lose their holdings in favor of the debtors.
Even if an arrangement is achieved and the shareholders (including controlling
shareholders) will keep part of the shares, it is likely to assume that we will witness
the dilution of dozens of percents in the existing shareholders' holdings.

In conclusion: Risk-Reward more attractive in Bonds. Sell the stock.



Africa Israel vs TA-25 Index (12 Months)

List of Africa Israel's Traded Bonds

Series  Currency &  Size of Series CPI Adjusted Last Price % of FV Price on 27  Change since YTM Duration
Link (ILS) FV August 2009 27 Aug 2009
Shekel, CPI 500,000,000 999.99% .

10 [Shekel, CPI 500,000,000 111.0 39.7 36% 61.44 -35% 50.27% 2.8
11 [Shekel, CPI 500,000,000 110.9 44.8 40% 79.87 -44% 95.27% 1.4
12 [Shekel, CPI 391,250,000 109.6 42.3 39% 63.76 -34% 58.46% 2.0
13 [Shekel, CPI 155,500,000 109.6 40.5 37% 51.67 -22% 25.90% 5.0
14 [Shekel, CPI 744,933,000 111.3 39.0 35% 52.39 -26% 26.74% 5.0
15 |[Shekel, CPI 245,586,000 111.3 42.6 38% 72.25 -41% 70.11% 1.8
16 [Shekel, CPI 715,989,000 111.8 39.4 35% 52.52 -25% 27.54% 4.9
17 [Shekel, CPI 178,281,000 111.8 48.9 44% 99.7 -51% 164.95% 0.8
21 |Shekel, CPI 1,712,228,000 109.1 40.5 37% 56.07 -28% 39.61% 3.3
22 |Shekel, CPI 702,430,000 110.9 39.5 36% 53.11 -26% 27.39% 4.8
18 |Shekel, Unlinkd 100,000,000 100.0 43.6 44% 68.5 -36% 51.64% 2.3
24 |Shekel, Unlinkgd 320,000,000 102.2 49.0 48% 93.2 -47% 163.98% 0.8

Total FV 7,447,193,010

Market Value 2,924,445,642

as % of FV 39%

Value of AFIL Holdings

Traded Assets Value

AF| Development 2,769

Africa Properties 463

Africa Residential 475

Danya Cebus 198

Africa Industries 153

Total Value 4,057

Private Holdings 1,461 |estimate, ex-AFID LI
Total Value of Holdin 5,517
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Warning notes and full disclosure concerning this analysis

a. Details on the author of the analysis

Yuval Ben Zeev

Id No. 024181976

Investment Marketing License # 5380

37, Menachem Begin Road, Tel Aviv

Education: MA Business Economics, Tel Aviv University; BA Economics and Management, Tel Aviv University.
Experience — Research and analytical roles from 1995 to date (the last 12 years) in the following companies: Clal
Finance Batucha Investment Management, Leader Holdings & Investments Ltd, Dan Tehori Management Consulting,
Brightman Management Services.

The company for which the author prepared this analysis:
Clal Finance Batucha Investments Management Ltd.,

37 Menachem Begin Road, Tel Aviv

Tel: 03 565-3557

b. Full disclosure by the author of this analysis
As far as he is aware, the author of this analysis does not have any conflict of interest at the time of its publication.

c. Notes on the analysis
1. Scale of recommendations
a. Buy — the stock is expected to out perform TA100 by 20% or more in 12 months.
b. Outperform - the stock is expected to out perform TA100 by 10% to 20% in 12
months.
¢. Marketperform — the stock is expected to out perform/ under perform TA100 by
10 % in 12 months.
d. Underperform — the stock is expected to under perform TA100 by 10% to 20% in
12 months.
e. Sell — the stock is expected to under perform TA100 by 20% or more in 12
months.

2. The model we've used in establishing a price target for AFIL is based on the value of its properties, whereby
commercial properties have been assessed on the basis of a multiple of net operating income and properties the
company is developing have been valued using the discounted cash flow method.

3. The principal risks with the potential to materially affect our price target for AFIL include:

= Adownturn in the global real estate market generally, and that in Eastern Europe in particular.

= The failure of the company to meet the targets it's set itself in projects being developed, including compliance
with such parameters as time schedules, sales or rental targets, and construction budgets.

= Difficulties in attaining financing to further the company’s expansion. In AFIL's main business lines, the
availability of capital is of critical importance if the company hopes to achieve its objectives.

= Adecline in the value of the company’s properties, either associated with an increase in cap rates, which serve as
a key parameter is setting the value of properties in general, or a fall in the price that capital markets are willing
to attribute to real estate holding companies based on their underlying assets.



The following graph traces the share price of AFIL and rating changes over the past three-year period. Price targets
refer to the twelve-month period from the date the rating was issued.

Note — the share’s graph is adjusted to dividend distribution, while the recommendation is not retroactively adjusted
for dividend distribution and relates to the state at the time of the recommendation.

d. Independent Judgment
I, Yuval Ben Zeev, License Number 5380, declare that the opinions stated in this analysis faithfully represent my

personal opinions about the shares reviewed and the corporation which issued these shares.
Yuval Ben Zeev

e. Full disclosure on the part of Clal Finance Batucha Investment Management Ltd. (‘the licensed
corporation’)

What follows are conflicts of interest, to the best of its knowledge, that affect the licensed corporation,

including potential conflicts of interest, as of the time of this research report’s issuance.

1. The licensed corporation, or an affiliated company, either jointly or individually, has conducted private
placements, or provided advisory services regarding such transactions, for AFIL's parent company, during
the 12-month period that preceded the publication of this research report’s publication.

2. At the time of this report’s issuance, or during a period of 30 days preceding its issuance, the licensed
corporation, or an affiliated company, to the best of the licensed corporation’s knowledge, held material
stakes in proprietary trading accounts, or managed portfolios, in a given security issued by AFIL.

3. Date of publication. This research report was issued on September 15, as part of our ongoing coverage of
AFIL.

f. Comments and general warnings by Clal Finance Batucha Investments Management Ltd.
The analysis in this report is for information purposes only. It should not be seen as a proposal or advice to purchase

and/or sale and/or holding of the shares and/or financial assets described in the report.

The analysis is published based on information which was available to the general public as well as other information,
including information which was published by the company which is the subject of this report, and which Clal Finance
Batucha believes to be credible; no independent tests were performed to determine the credibility of the information.
The information appearing in this report does not try to represent all the information required for any investor and
therefore does not attempt to be a full analysis of all the facts and details in the report and the opinions stated are
likely to change without any additional announcement.

This report does not in any way negate the need for investment counseling which takes account of the data and
special needs of each person.

Clal Finance Batucha, companies under its control and shareholders and their employees are not responsible in any
way for damage and/or loss caused by use of this report, if caused and therefore, cannot guarantee or be responsible
for the reliability of the data published in this report.

Clal Finance Batucha belongs to the 1.D.B. group of companies.

Clal Finance Group which includes Clal Finance Batucha, deals among other things, in management of investment
portfolios, share trading, investments marketing and activity in the stock exchange and in investment banking.

Furthermore, companies under its control and owners of its share, or other bodies connected with it one way or
another, holding or may be holding, from time to time, directly land/or indirectly in shares of the companies in this
report, prior, during or after its publication.

Furthermore, since Clal Finance Batucha, companies under its control, its shareholders or other bodies associated
with it, bodies dealing in underwriting, may serve as underwriters of the report’s company shares and may be
associated with it in business dealings.

In addition, Clal Finance Batucha serves as a market maker of shares for various companies, through authorization of
the Tel Aviv Stock Market Ltd., and may serve as the market maker for the company which is the subject of this
report.

Yuval Ben Ze'ev, the research manager for Clal Finance Batucha Brokerage, subsidiary of Clal Finance Batucha, is an
interested party in Clal Finance Batucha Brokerage.



This report is intended for the addressee whose name appears above. Transfer of portions of its content to other
parties, or publication in any way, without prior approval in writing from Clal Finance Batucha, and without inclusion
of this warning note in the text body, in a prominent place, is forbidden if not otherwise stated



