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AlIG lIsrael Insurance Company Ltd. ("the company")

Directors' Report of Company's Business for the Paod Ended March 31, 2013

The Directors Report of the Company's Businessfadasch 31, 2013 ("directors' report") reviews the

company and the development of its business as pitade in the first quarter of 2013 ("the repor

ted

period"). The information in this report is as ofadh 31, 2013 ("the report date"), unless otherwise

explicitly indicated.

The company is an 'insurer’, as defined by the Sigien of Financial Services Law (Insurance), 19
Therefore, this report was prepared according ¢oRbgulations 68-69 and the second addendum t
Supervision of Insurance Businesses Regulationsa{Beof Report), 1998 and in accordance with
directives of the Supervisor of Capital Marketssurance and Savings at the Ministry of Financee(

0 the
the
h

—~

Supervisor of Insurance" or "the Supervisor"). Thieectors' Report was drawn up under the assumption

that the company's 2012 periodic report is alsdale to readers thereof.

The financial information included in this repastin reported amounts. All information in this refis in
thousand NIS unless otherwise is stated.

The business of the company is in areas requirixtgnsive professional knowledge, where many

professional terms are essential to understantiedptisiness of the company. To present the descript

of the corporation's business in as clear a wayassible, those professional terms are used
accompanied explanations as much as possible.

The Directors' Report is an inseparable part ofriberim financial statements and should be reat ali
parts thereof as one unit.

Forward-looking information

This Directors' Report, which describes the compahg development of its business and area

operations may contain forward-looking informatiarthin the meaning of this term in the Israel
Securities Law, 1968 ("the Securities Law"). Formvlmoking information is uncertain informatign

regarding the future and is based on the informadiailable to the company on the date of the tegoud

with

s of

includes the subjective assessment of managemsed lma assumptions and assessments of the company

and/or its intentions as of the date of the rep¥dthing in providing this information as above niagy
construed as providing warranty for its veracitycompleteness, and the actual activity and/or tesfl

the company may differ from those presented infdneard-looking information presented in this repor

It is possible, in certain instances, to identiBctgons containing forward-looking information biyet

appearance of wording like: "the company estimatébe company believes", "the company intends",

etc, but this information may be worded differentlyit may be explicitly indicated as forward-loogi
information.
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1. Condensed description of the company

1.1 Organizational structure

The company was incorporated in Israel on March 296 as a limited liability privately-owned
company. The company commenced its insurance ctiviMay 1997. The company does not hold any
subsidiaries or affiliates

The sole shareholder of the Company is Americaerhational Overseas Ltd ("AlO"), which holds the
entire issued share capital of the Company. Al@nisnsurance company in the global AIG Corporation
(American International Group, Inc.), a leadingeimiational insurance and finance corporation. Athef
date of this report American International Groupg.lis rated A- by leading rating agencies Fitch,
Standard & Poor's (S&P) and Moody's. As of the détidis report, AlO is rated A by Fitch.

The following is the holding structure of the compa

American International
Group, Inc. (US)

100%
AIUH LLC (US)

100%

AIG Property Casualty, Inc.
(US)

100%

AIG property Casualty
International, LLC (US)

100%

American International
Overseas Ltd. (Bermuda)

100% (partially held in trusj
AIG Israel Insurance Company Ltd.
(Company no. 51-230488-2)
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In January 2013, AIO engaged in an agreement witreé Gold Investments Ltd ("Aurec") for AlO to
purchase the entire interest in the Company, sttgdbe fulfillment of certain conditions as sett i the
purchase agreement. On May 13, 2013, the tran$fehares to AIO was completed after the above
conditions were met.

The Company has insurer licenses granted by tlaellSupervisor of Insurance to engage in general
insurance lines and life insurance lines as follomoperty vehicle insurance, compulsory vehicle
insurance, comprehensive home insurance, healtinainse (sickness and hospitalization insurance and
personal accident insurance), commercial insur§mmperty loss insurance, comprehensive insuramce t
businesses, engineering insurance, employersllityalimsurance, third-party liability insurance and
product liability insurance, cargo in transit insace, insurance for other risks (limited to darsagmused

by crime and embezzlement), comprehensive liferarsze and insurance covering businesses originating
from overseas applicable to certain insurance lines

The activity of the company comprises two busindsgsions (consumer insurance and commercial
insurance), headquarter departments, sales, magkaatid customer service.

The Company markets and sells insurance policiéisarconsumer insurance business, mainly direatly t
customers (without mediation of insurance agents) torough a telemarketing center and a central
customer service operation.

Most of the commercial insurance business and dolke health insurance as well as a small portibn o
the consumer business are carried out throughtkemediation of insurance agents. The organization
structure of the company basis its activity atrtieiad office in Petach Tikva, and two smaller brees,

in Haifa and Ashdod.

1.2 Lines of business

The main activity of the company is in the retaurance business. The main lines of businessein th
company are as follows:

¢ General insurance - motor vehicle property insugdngsiness

e General insurance - compulsory motor vehicle insteegbusiness
e General insurance - home insurance business

e Health insurance - health insurance business

¢ Life insurance - life insurance business (life aasae risk only).

The Company continued in the first quarter of 2@d.3ncrease gross premiums, which grew by 7.7%
versus the first quarter of 2012, with total grpssmiums in the reported period of NIS 238.9 coragar
to NIS 222.0 in the corresponding period of 2012.
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Set forth below are the company's premiums by niages of operating segments (in thousands of NIS):

1-3.2013 Life insurance Health General Total
insurance insurance (*)
Gross premiums written 24,403 49,135 165,358 238,896
Net Premiums written 19,003 45,508 125,587 190,098
% of total gross premiums 10.2 20.6 69.2 100.0
% of net premiums 10.0 23.9 66.1 100.0
1-3.2012 Life insurance Health General Total
insurance insurance (*)
Gross premiums written 21,168 46,811 154,060 222,039
Net Premiums written 16,171 41,013 109,938 167,122
% of total gross premiums 9.5% 21.1% 69.4% 100.0
% of net premiums 9.7% 24.5% 65.8% 100.0
1-12.2012 Life insurance Health General Total
insurance insurance (*)
Gross premiums written 89,476 197,205 553,774 840,455
Net Premiums written 68,476 175,510 411,798 655,784
% of total gross premiums 10.6 23.5 65.9 100.0
% of net premiums 10.4 26.8 62.8 100.0

(*) Additional data by major lines of business € s@te 4 to the condensed financial statements.

1.3 Dependence on clients or marketing entities

In most of its lines of business, the company isdependent on a single client. For further detsdle
sections 3.1.4, 3.2.4, 3.3.4, 3.4.4 and 3.6.4 iap®r A (description of company's business) in the
company's 2012 periodic report.

1.4 Developments or material changes in agreememtsth reinsurers

For details regarding the company's reinsurersssetons 3.1.6, 3.2.6, 3.3.6, 3.4.6, 3.5.6 3.6db%4 in
Chapter A (description of company's business) encitimpany's 2012 periodic report.

1.5 Unusual events since the issuance of the las@ahcial statements

No events or matters were present during the reggoeriod that go beyond the ordinary course of
company business which may have had a materiattedfethe company, other than AlO transaction for
the acquisition of Aurec's holding in the Compaay described above.
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2. Description of business environment

In accordance with data published by the divisibiCapital Market, Insurance and Savings at theelsra
Ministry of Finance, there are more than 20 Israeiirance companies currently active in Israelsthad
these companies are engaged in general insuraccerding to these data, as of September 30, 2012,
general insurance premiums amounted to NIS 14,40i®m(without Karnit and Avner), while the share
of the five largest insurance companies: Harelrmsce Company Ltd, the Phoenix Insurance Company
Ltd, and Clal Insurance Company Ltd, Menora Inscea@ompany and Migdal Insurance Company
amounted to NIS 8,696 thousand, or 60% of totabg@Ennsurance premiums in the Israeli market.

Trends in the insurance sector, their effect on copany's business in the reported period and on its
financial statements data

For details see section 5.1 in Chapter A (desomptf company's business) in the company's 2012
periodic report.

The effect of new laws, requlations and provisionsn company's business in the reported period and
on financial statements data

For details see sections 3.1.1., 3.2.1, 3.3.11335.1, 3.6.1 and 5.2 in Chapter A (descriptidn o
company's business) in the company's 2012 periegiurt.

The following is summary of the key legislation ngas concerning the activity of the company thaewe
addressed by the Supervisor of Insurance in cirsuletters and draft in the reported period:

e On January 15, 2013, the Supervisor of Insurarsues Financial Institution Circular 2013-9-2
titled "List of Proprietary Investment Assets ofné&icial Institutional at the Individual Asset
Level", whose goal is to regulate financial indfins' reporting on the way they invest
proprietary investment amount under their managénmeough reporting a quarterly list of assets
at the individual asset level.

e On January 28, 2013, the Supervisor of Insurgsme=d Insurance Circular 2013-1-1 titled "The
Computation of General Insurance Reserves", whoakwgas to clarify the mode of computation
of general insurance reserves and computation sgrves of excess income over expenses in
different insurance businesses.

e On February 18, 20013, the Supervisor of Instgasent a letter, reference no. 2013-3026, to
chief executives of insurance companies titled t&mng the Financial Statements”, in which it
is indicated that insurance companies have to medborter and simpler financial statements.

e On April 21, 2013, the Supervisor of Insuranesued a draft Financial Institution opinion Paper
on the mode of operation of a financial institutiwhen engaging in a significant transaction. The
draft opinion paper presents, among other thirgs ekpectations of the Supervisor of Insurance
on the engagement of a Financial Institution insemal transaction.

e On April 24, 2013, the Supervisor of Insuransgued Financial Institutions Circular 2013-9-5
titled "Adopting Insurance Plans and Articles obWdent Funds", whose aim was setting a
procedure for filing a notice on an insurance ptannew articles or revisions thereof. The
effective date for that circular on providing netion insurance plans and new or revised
provident fund articles is July 1, 2013.
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3 Financial position and results of operations

Set forth below are the principal balance sheet @atthousands of NIS):

March 31, March 31, December 31,

2013 2012 2012
Deferred acquisition expenses 137,464 126,481 130,191
Financial investments and cash 1,466,243 1,268,950 1,432,882
Reinsurance assets 632,006 567,767 585,532
Other assets 257,796 233,362 240,440

Total assets 2,493,509 2,196,560 2,389,045

Shareholders' equity 593,178 485,580 577,104
Liabilities in respect of insurange 1,493,431 1,378,397 1,409,340
Other liabilities 406,900 332,583 402,601

Total equity and liabilities 2,493,509 2,196,560 2,389,045

Set forth below are principal comprehensive incoda¢a by principal segments of operations (in

thousands of NIS)

1-3.2013 1-3.2012 2012
Profit from compulsory motor vehicle 919 2,318 24,146
property insurance line
Profit from motor vehicle insurance line 3,796 86,408 121,185
Profit from home insurance line 1,966 6,190 25,697
Profit from commercial insurance line (1,212) (1,521) (5,290)
Profit from health insurance line 11,340 (654) 40,027
Profit from life insurance line 3,238 (158) 3,924
Other — income not carried to lines |of 5,213 8,280 34,079
business
Profit before taxes 25,260 100,863 243,768
Taxes on income (9,186) (35,050) (86,431)
Profit for the period and total 16,074 65,813 157,337

comprehensive income for the period

Additional data by principal segments — see ndiethe financial statements.
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Set forth below is an explanation of the developnoéisome of the above presented data:

a.

Profit before taxes in the reported period was BB million compared to NIS 100.9 million in
the corresponding period of 2012. In 2012, and m@&tieg to an approval obtained from the
Supervisor, the Company changed the period for ikgefhe surplus reserve in compulsory
vehicle business from five years to three yearss Thange significantly increased income before
tax in the corresponding period by NIS 79.3 milli@md increased the profit and total
comprehensive income in the corresponding perioNII8®y51.3 million.

Income from net investments in the reported pewad NIS 12.8 million compared to a NIS 21.5
million income in the corresponding period of 20TRe decrease in investment income resulted
from poorer market performance in the period comgdo the corresponding period of 2012.

Profit from property vehicle insurance was NIS tBlion in the reported period compared to
NIS 2.3 million in the corresponding period of 20The decrease in profit is mainly from an
increase in the claims ratio, and a significant p&this increase is attributed to damages caused
by the floods in early January 2013.

Profit from compulsory vehicle insurance was NI8 &illion in the reported period compared to

NIS 86.4 million in the corresponding period of 20The marked decrease in profit is from the
decision of the company in the first quarter of 2@d keep a compulsory vehicle surplus reserve
for three instead of five years. See paragrapbavea

Profit from home insurance was NIS 2.0 million letreported period compared to NIS 6.2
million in the corresponding period of 2012. Them®ase in profit was mainly due to an increase
in claims, which is entirely attributed to damagessed by floods in early January 2013.

Loss from professional liability insurance was NI million in the reported period compared to
a NIS 0.9 million loss in the corresponding peradd2012. The increase in loss stemmed from
reduced investment returns.

Profit from other property business was NIS 0.1lionilin the reported period compared to a NIS

1.0 million profit in the corresponding period ddX2. The decrease in profit was mainly due to

an increase in claim ratios, part of which is htited to damages caused by the floods in early
January 2013.

Loss from other liabilities business was NIS 0.dugand in the reported period compared with a
NIS 1.6 million loss in the corresponding period26fL2. The decrease in loss was mainly due to
an improvement in the claims ratio.

Profit from health insurance was NIS 11.3 millianthe reported period compared to a NIS 0.7
million loss in the corresponding period of 201%eTincrease in profit was mainly due to an
improvement in the claims ratio and expenses ratio.

Profit from life insurance was NIS 3.2 million ihe reported period compared to a NIS 0.2
million loss in the corresponding period of 201%AeTincrease in profit was mainly due to an
improvement in the claims ratio and expenses ratio.
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Shareholders' equity and capital requirements

As of March 31, 2013, the Company's shareholdgtstyeexceeds the shareholders' equity requireémund
the Insurance Business Regulations (Minimum CaReduired from an Insurer) 1998, by NIS 140.3
million.

For details regarding the amounts of equity reguimm the company and the existing amounts in
accordance with the minimum equity regulations,rsgte 5 to the financial statements.

4. Cash flows and liquidity

Net cash provided by operating activities in thestfiguarter of 2013 amounted to NIS 2.8 million,
compared with NIS 21.1 million used in operating\aites in the corresponding period in 2012.

Net cash used in investing activities in the regmbpperiod amounted to NIS 2.8 million, compared NIS
1.9 million in the corresponding period in 2012.

As a result of the above, the balance of cash asl equivalents in the reported period increased|By
0.4 million and amounted to NIS 94 million as of fela 31, 2013 (after neutralization of the effect of
exchange rate fluctuations on the balance of cadltash equivalents).

5. Sources of funding

All of the company's operations are funded usinfyresources and capital. As of the date of cordiion
of this report, the company does not use any extéunding sources.

6. The effect of external factors and exposure tagks

As to information regarding the effect of exterfettors, see section 5.1 in Chapter A (descriptibn
company's business) in the company's 2012 reportinformation regarding the company's exposure to
insurance risks, market risks, liquidity risks, diterisks and operating risks, see Part G in Chapte
(description of company's business) in the comga2y12 report and note 27 to the financial statésnen

7. Financial statements

No significant events have taken place subsequeriiatance sheet date, except for the acquisition
transaction described in the "exceptional evemisesthe last financial statements" in this repamt Mr.
Shay Feldman beginning his role as CEO of the CompaApril 2013.
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8. Disclosure regarding the company's internal audior

No significant changes were made to the informairmhuded in the 2012 annual report regarding the
internal auditor.

9. CEO and CFO Disclosure regarding the effectiverss of controls and
procedures applied to company's disclosures

Controls and procedures applied to disclosure

The Company’s management, with the collaboratiothefcompany’s CEO and CFO, assessed as of the
end of the period covered by this report the effeciess of the controls and procedures with regpebie
company’s disclosure. Based on this assessmentothpany’s CEO and CFO concluded that as of the
end of this period the controls and procedures vafpect to the company’s disclosure are effedtive
order to record, process, summarize and repoiintbemation that the company is required to diselos

the quarterly report pursuant to the provisionsthef law and the reporting provisions issued by the
Commissioner of Capital Markets, Insurance andr&myiand on the date set in these provisions.

Internal controls over financial reporting

In the course of the quarter ending on March 31,3200 change occurred to the internal control ef th
company over its financial reporting, which mathyiaffected or is reasonably expected to matsriall
affect the Company’s internal control on financigporting.

For purposes of this paragraph, "the covered pérsaithe reported financial quarter.

Management's statements as to the adequacy ofnthrecial data presented in the company's financial

statements and the existence and effectivenesgeshal controls relating to the financial statetaeare
attached hereunder.

The Board of Directors wishes to thank the compsugyhployees and management for their contribution
to its business achievements.

Ralph Mucerino Shay Feldman
Chairman of the Board CEO

May 28, 2013

9
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Declar ation

I, Shay Feldman hereby declare that:

1. I reviewed the interim report of AlG Israel Inance Company Ltd. (hereafter — "the
insurance company") for the quarter ended Marcl2813 (hereafter — "the report").

2. Based on my knowledge, the report does not dechny misstatement of a material fact or
omit to disclose a material fact the presentatiowtach in the report is necessary for the
purpose of ensuring that under the circumstancesioh those presentations are included,
they will not be misleading regarding the perioda®@d by the report.

3. Based on my knowledge, the quarterly finandetiesnents and other financial information
included in the report reflect fairly, in all magdrrespects, the financial position, results of
operations, changes in shareholders' equity artdftags of the insurance company for the
date and periods covered by the report.

4. The Company's other certifying officers andd egsponsible for establishing and
maintaining controls and procedures relating taldsuré and internal controls over
financial reporting of the insurance company; and -

(a) Accordingly, we have designed such disclosorgrols and procedures, or have had
such disclosure controls and procedures establishéer our charge, designed to ensure
that material information relating to the insuragoenpany is made known to us by
others in the insurance company particularly dutivgperiod in which the reports were
prepared,;

(b) We designed internal controls over financigloring, or supervised the design of such
internal controls designed to provide a reasonasdeirance regarding the reliability of
the financial reporting and assurance to the effeattthe financial statements are drawn
up in accordance with International Financial RépgrStandards (IFRS) and in
accordance with the directives of the Supervisdnsifirance.

(c) We assessed the effectiveness of controls eowbgures regarding the disclosure of the
insurance company and presented our conclusioasdieg the effectiveness of
disclosure controls and procedures as of the etitegberiod covered in the report,
based on our estimate; and

(d) We disclosed in the report any change in tkarance company's internal controls over
financial reporting which took place in this quardad had a material effect or is

! As defined in the provisions of the Institutional Bodies Circular regarding internal controls over financial reporting
— declarations, reports and disclosures.
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expected to have a material effect on the insuraongany's internal controls over
financial reporting; and

5. The insurance company's other certifying ofcand | have disclosed to the insurance
company's auditors, the insurance company's bdatueztors and its audit committee,
based on our most recent evaluation of internalrotsover financial reporting, the
following:

a. All significant deficiencies and material weagses in the design or operation of
internal control over financial reporting which aeasonably likely to adversely affect
the insurance company's ability to record, processymarize and report financial
information; and

b. Any fraud, whether material or not, that invawvaanagement or other employees who
have a significant role in the insurance compaimygsnal controls over financial
reporting.

There is nothing in the aforesaid to derogate fropresponsibility or the responsibility of any
other person, pursuant to any law.

Shay Feldman - CEO

May 28, 2013
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Declar ation

I, David Rothstein hereby declare that:

1. I reviewed the interim report of AlG Israel Inance Company Ltd. (hereafter — "the
insurance company") for the quarter ended Marcl2813 (hereafter — "the report").

2. Based on my knowledge, the report does not dechny misstatement of a material fact or
omit to disclose a material fact the presentatiowtach in the report is necessary for the
purpose of ensuring that under the circumstancesioh those presentations are included,
they will not be misleading regarding the perioda®@d by the report.

3. Based on my knowledge, the quarterly finandetiesnents and other financial information
included in the report reflect fairly, in all magdrrespects, the financial position, results of
operations, changes in shareholders' equity artdftags of the insurance company for the
date and periods covered by the report.

4. The Company's other certifying officers andd egsponsible for establishing and
maintaining controls and procedures relating taldsuré and internal controls over
financial reporting of the insurance company; and -

(a) Accordingly, we have designed such disclosorgrols and procedures, or have had
such disclosure controls and procedures establishéer our charge, designed to ensure
that material information relating to the insuragoenpany is made known to us by
others in the insurance company particularly dutivgperiod in which the reports were
prepared,;

(b) We designed internal controls over financigloring, or supervised the design of such
internal controls designed to provide a reasonasdeirance regarding the reliability of
the financial reporting and assurance to the effeattthe financial statements are drawn
up in accordance with International Financial RépgrStandards (IFRS) and in
accordance with the directives of the Supervisdnsifirance.

(c) We assessed the effectiveness of controls eowbgures regarding the disclosure of the
insurance company and presented our conclusioasdieg the effectiveness of
disclosure controls and procedures as of the etitegberiod covered in the report,
based on our estimate; and

(d) We disclosed in the report any change in tkarance company's internal controls over
financial reporting which took place in this quaraad had a material effect or is

! As defined in the provisions of the Institutional Bodies Circular regarding internal controls over financial reporting
— declarations, reports and disclosures.
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expected to have a material effect on the insuraongany's internal controls over
financial reporting; and

5. The insurance company's other certifying ofcand | have disclosed to the insurance
company's auditors, the insurance company's bdatueztors and its audit committee,
based on our most recent evaluation of internalrotsover financial reporting, the
following:

a. All significant deficiencies and material weagses in the design or operation of
internal control over financial reporting which aeasonably likely to adversely affect
the insurance company's ability to record, processymarize and report financial
information; and

b. Any fraud, whether material or not, that invawvaanagement or other employees who
have a significant role in the insurance compaimygsnal controls over financial
reporting.

There is nothing in the aforesaid to derogate fropresponsibility or the responsibility of any
other person, pursuant to any law.

David Rothstein - CFO

May 28, 2013
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Directors and Management's Report Regarding InterndControls over Financial
Reporting

Management, with the supervision of the Board akEtors of AIG Insurance Company Ltd. (hereafter
the "the Insurance Company") are responsible fttiingeand maintaining effective internal controleov
financial reporting. The internal controls systemtlte insurance company was planned in order to
provide reasonable assurance to management andl Bodirectors to the effect that the financial
statements are prepared and presented fairly iordaace with International Financial Reporting
Standards and in accordance with the directivéseoBupervisor of Insurance.

All internal controls have inherent limitations eedless of the quality of planning. Therefore, eifeh
is determined that these controls are effectivg tta only provide a reasonable measure of asseiranc
regarding the preparation and presentation of Girzustatements.

Management, supervised by the Board of Directoesntains a comprehensive control system designed
to ensure that transactions are carried out inrdeoge with management’s authorization, assets are
protected, and accounting records are reliableaddition, management with the Board of Directors'

supervision takes measures in order to ensuretlieainformation and communications channels are
effective and monitor implementation, including iepentation of the internal control procedures.

The Insurance Company’s management with the sugpernviof its Board of Directors evaluates the
effectiveness of the internal control of the Insiw& Company over financial reporting as at March 31
2013, based on criteria set in the internal controtlel of theCommittee of Sponsoring Organizations

of the Treadway Commission (COS0O). Based on this evaluation management believesathat March
31, 2013 the internal control of the Insurance Canypover financial reporting is effective.

Chairman of the Board: Mr. Ralph Mucerino

CEO: Mr. Shay Feldman

CFO: Mr. David Rothstein

Date of approval of financial statements: May 2812
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Accountants’ review report to shareholders of AIG Israel Insurance Co. Ltd.

Introduction

We have reviewed the attached financial information of AIG Israel Insurance Co. Ltd (“the Company”),
which information is comprised of the condensed statement of financial position As of March 31, 2013
and the condensed statements of comprehensive income, changes in equity and cash flows for the
three-months ended on that date. The Board of Directors and management are responsible for the
preparation and presentation of the financial information for this interim period in accordance with
the provisions of International Accounting Standard No. 34, ‘Interim Financial Reporting’(hereafter
"IAS 34"), and they are also responsible for the preparation of the financial information for this
interim period in accordance with the disclosure requirements of the Supervision of Financial Services
(Insurance) Law, 1981 and the regulations promulgated thereunder. Our responsibility is to express a
conclusion with respect to the financial information for this interim period, which conclusion is based
on our review.

Scope of review

Our review was conducted in accordance with the provisions of Review Standard No. 1 of the Institute
of Certified Public Accountants in Israel, ‘Review of financial information for interim period
undertaken by accountant of entity.” A review of financial information for an interim period consists of
the making of enquiries, in particular, of those officials responsible for financial and accounting
matters, and of the application of analytical and other review procedures. A review is substantially
lesser in scope than an audit conducted in accordance with auditing standards generally accepted in
Israel and consequently does not enable us to obtain assurance that we would become aware of all
significant matters that might be identified in an audit. Accordingly, we do not express an audit
opinion.

Conclusion

On the basis of our review, no matter has come to our attention that causes us to believe that the above
financial information is not prepared, in all material respects, in accordance with IAS 34.

In addition, on the basis of our review, no matter has come to our attention that causes us to believe
that the presentation of the above financial information does not, in all material respects, accord with
the disclosure provisions of the Supervision of Financial Services (Insurance) Law, 1981 and the
regulations promulgated thereunder.

Tel-Aviv, Israel Kesselman & Kesselman
May 28, 2013 Certified Public Accountants (Isr.)
A member firm of PricewaterhouseCoopers International Limited

Kesselman & Kesselman, Trade Tower, 25 Hamered Street, Tel-Aviv 6812508, Israel,
P.O Box 50005 Tel-Aviv 6150001 Telephone: +972 -3- 7954555, Fax:+972 -3- 7954556, www.pwc.com/il



AIG ISRAEL INSURANCE CO. LTD.

CONDENSED STATEMENT OF FINANCIAL POSITION
AS OF MARCH 31, 2013

Assets

Intangible assets

Deferred acquisition expenses
Fixed assets

Reinsurance assets
Premiums collectible

Other receivables

Financial investments:
Marketable debt instruments
Non-marketable debt instruments
Marketable shares

Index linked certificates
Total financial investments

Cash and cash equivalents
TOTAL ASSETS

March 31 December 31,
2013 2012 2012
(Unaudited) (Audited)
NIS in thousands
14,808 10,512 15,732
137,464 126,481 130,191
17,832 17,795 16,885
632,006 567,767 585,53:
189,630 174,402 174,155
35,526 30,653 33,668
1,027,266 927,610 956,163
1,129,100 992,110 1,099,646
91,366 56,671 77,925
68,485 57,238 68,284
83,338 82,070 93,487
1,372,289 1,188,089 1,339,342
93,954 80,861 93,540
2,493,509 2,196,560 2,389,045

Ralph Mucerino
Chairman of the Board

Shay Feldman
C.E.O.

David Rothstein

C.F.O.

Date of approval of financial information for interperiod by Board of Directors of Company:

May 28, 2013



AIG ISRAEL INSURANCE CO. LTD.

CONDENSED STATEMENT OF FINANCIAL POSITION
AS OF MARCH 31, 2013

EQUITY AND LIABILITIES

EQUITY:
Share capital

Share premium
Other capital reserve
Retained earning

TOTAL EQUITY ATTRIBUTABLE TO
COMPANY SHAREHOLDERS

LIABILITIES:
Liabilities in respect of insurance contracts
and without-profits investment contracts

Liabilities in respect of deferred taxes, net

Liabilities with respect to employee rights
upon retirement, net
Liabilities towards reinsurers

Liability with respect to current taxes
Payables

TOTAL LIABILITIES
TOTAL EQUITY AND LIABILITIES

March 31 December 31,
2013 2012 2012
(Unaudited) (Audited)

NIS in thousands

6 6 6
250,601 250,601 250,601
11,084 11,084 11,084
331,487 223,889 315,413
593,178 485,580 577,104
1,493,431 1,378,397 1,409,340
9,121 7,385 8,877
2,537 1,944 2,326
269,619 229,274 254,484
56,269 26,264 48,549
69,354 67,716 88,365
1,900,331 1,710,980 1,811,941
2,493,509 2,196,560 2,389,045

The accompanying notes are an integral part of thescondensed financial statements.



AIG ISRAEL INSURANCE CO. LTD.

CONDENSED STATEMENTS OF COMPREHENSIVE INCOME
FOR THE THREE MONTHS ENDED MARCH 31, 2013

Three months ended Year ended
March 31 December 31,
2013 2012 2012
(Unaudited) (Audited)
NIS in thousands
Gross earned premiums 213,668 198,704 827,158
Premiums earned by reinsurers (44,641) (45,720) (185,701)
Premiums earned on non-ceded business 169,027 152,984 641,457
Investment income, net 12,770 ** 21,488 97,239
Commission income 12,211 13,626 47,628
TOTAL INCOME 194,008 188,098 786,324
Payments and movement in liabilities
with respect to insurance contracts, gross (150,302)  (62,189) (403,690)
Share of reinsurers in increase of insurance itadsl
And payments with respect to insurance contracts , 9825 47,048 152,790
Payments and movement in liabilities with respechsurance
contracts, retained amount (94,320) *(15,141) *(250,900)
Commission, marketing expenses and other acquisitio
expenses (35,202) (36,735) (147,372)
General and administrative expenses (37,703) (34,732) (142,078)
Financing expenses, net (1,523) **(627) (2,206)
TOTAL EXPENSES (168,748) (87,235) (542,556)
PROFIT BEFORE TAXES ON INCOME 25,260 100,863 243,768
Taxes on income (9,186) (35,050) (86,431)
PROFIT FOR PERIOD AND TOTAL
COMPREHENSIVE INCOME FOR PERIOD 16,074 65,813 157,337
BASIC EARNINGS PER SHARE 2.86 11.69 27.95
Number of shares used in computation
of basic earnings per share 5,630 5,630 5,630

* Following change to surplus reserve period speet of the compulsory motor vehicle businessnsée 3b.
** reclassified.

The accompanying notes are an integral part of thescondensed financial statements.



AIG ISRAEL INSURANCE CO. LTD.
CONDENSED STATEMENTS OF CHANGES IN EQUITY
FOR THE THREE MONTHS ENDED MARCH 31, 281

Other
Share Share capital Retained
capital Premium  reserves earnings Total
NIS in thousands
BALANCE AS OF JANUARY 1, 2013 (audited) 6 250,601 11,084 315,413 577,104
CHANGES DURING THE THREE MONTHS
ENDED MARCH 31, 2013(unaudited)
total net income and comprehensive income for three
months ended March 31, 2013 16,074 16,074
BALANCE AS OF MARCH 31, 2013 (unaudited) 6 250,601 11,084 331,487 593,178
BALANCE AS OF JANUARY 1, 2012 (audited) 6 250,601 11,084 158,076 419,767
CHANGES DURING THE THREE MONTHS
ENDED MARCH 31, 2012(unaudited)
total net income and comprehensive income for three
months ended March 31, 2012 65,813 65,813
BALANCE AS OF MARCH 31, 2012 (unaudited) 6 250,601 11,084 223,889 485,580
BALANCE AS OF JANUARY 1, 2012 (audited) 6 250,601 11,084 158,076 419,767
CHANGES DURING THE 2012 (audited)
total net income and comprehensive income for year
ended December 31, 2012 157,337 157,337
BALANCE AS OF DECEMBER 31, 2012(audited) 6 250,601 11,084 315,413 577,104

The accompanying notes are an integral part of thescondensed financial statements.



AIG ISRAEL INSURANCE CO. LTD.

CONDENSED STATEMENTS OF CASH FLOWS
FOR THE THREE MONTHS ENDED MARCH 31, 2013

CASH FLOWS FROM OPERATING ACTIVITIES:
Net cash used in operating activities (Appendix A)
Interest received
Dividend received
Income taxes received (paid)
Net cash provided by (used in) operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Changes in asset cover for equity and non-inseranc
liabilities:
Acquisition of fixed assets
Acquisition of Intangible assets
Net cash used in investing activities

INCREASE (DECREASE) IN CASH AND CASH
EQUIVALENTS

CASH AND CASH EQUIVALENTS AT
BEGINNING OF PERIOD

INFLUENCE OF FLUCTIONS IN EXCHANGE
RATE ON CASH AND CASH EQUIVALENTS

CASH AND CASH QUIVALENTS
AT END OF PERIOD

Three months ended

Year ended

March 31 December 31,
2013 2012 2012
(Unaudited) (Audited)
NIS in thousands

(7,765) (37,853) (15,557)
12,102 13,530 40,660
195 919 3,680
(1,723) 2,314 (25,021)
2,809 (21,090) 3,762
(2,208) (239) (2,916)
(579) (1,644) (11,202)
(2,787) (1,883) (14,118)
22 (22,973) (10,356)
93,540 103,562 103,562
392 272 334
93,954 80,861 93,540

The accompanying notes are an integral part of thescondensed financial statements.



AIG ISRAEL INSURANCE CO. LTD.

CONDENSED STATEMENTS OF CASH FLOWS
FOR THE THREE MONTHS ENDED MARCH 31, 2013

Three months ended Year ended
March 31 December 31,
2013 2012 2012
(Unaudited) (Audited)

NIS in thousands

APPENDIX A - CASH FLOWS FROM
OPERATING ACTIVITIES -

Profit before taxes on income 25,260 100,863 243,768
Adjustments for- Income and expenses not involving
cash flows:
Increase in insurance contracts not depending on
yield 37,617 (48,864) (35,688)
Increase in deferred acquisition expenses (7,273) (7,823) (11,533)
Increase (decrease) in liabilities with respect
to employee rights upon retirement, net 211 (103) 279
Depreciation of fixed assets 1,260 1,187 4,775
Depreciation of intangible asset 1,503 1,115 5,453

Losses (gains), net on realization of
financial investments:

Marketable debt instruments 6,297 (2,934) (40,324)
Non-marketable debt instruments 46 (229) (1,072)
Marketable shares (3,894) (975) (2,823)
Index linked certificates (3,118) (3,033) (9,341)
Influence of fluctuation in exchange rate
on cash and cash equivalents (392) (272) (334)
57,517 38,932 153,160
Changes in operating assets and liabilities: 15,135 17,864 43,074
Liabilities towards reinsurers (32,276) (55,259) (160,121)
Investments in financial assets, net (15,475) (18,189) (17,942)
Premiums collectible (1,858) 203 (2,813)
Receivables (19,011) (6,955) 13,425
Payables 500 - -
(52,985) (62,336) (124,377)

Adjustments with respect to interest and
dividend received:

Interest received (12,102) (13,530) (40,660)
Dividend received (195) (919) (3,680)
Net cash (used in) operating activities (7,765) (37,853) (15,557)

Cash flows from operating activities include thesamming from financial investment purchases atebsa
(net) which relate to operations involving insuraontracts.



AIG ISRAEL INSURANCE CO. LTD.
NOTES TO CONDENSED FINANCIAL STATEMENTS

NOTE 1 - GENERAL

The company was incorporated in Israel on Marchl2®6 as a private company in which the
shareholders have limited responsibility. The canypcommenced its insurance operations in
May 1997. The company does not hold any subsidianeelated companies.

In January 2013 AIG Corporation and Aurec Gold Biaeents Ltd. ("Aurec”) entered into an
agreement for the purchase of all of Aurec's hagislim the Company, subject to fulfillment of
certain conditions as set out in the purchase aggre On May 13, 2013 the transfer of shares to
Global AIG was completed after the abovementioradlitions were met. The ultimate parent
company of the company is American Internationaugrinc. (hereafter "AlG global
Corporation" or "AlG"), which holds 100% of the awdry shares of the company and 100% of
the voting shares of the company.

Until the completion of the transfer of shares, AB®bal Corporation held 50% of the ordinary
shares of the company and 51% of the voting stidrdge company and Aurec Gold Investments
Ltd. held 50% of the ordinary shares of the compamy 49% of the voting shares of the
company.

The registered address of the company's offic® idasivim St. Petah-Tikva.
DEFINITIONS:

1) Supervisor- supervisor of insurance (Commissiofi¢ghe Capital Market, Insurance and
Savings at the Israel Ministry of Finance).

2) CPI - The consumer price index published bylshaeli Central Bureau of Statistics.
3) Known CPI - The CPI known at the end of the rhont
4) Related parties - as defined in IAS 24 "Reld&ady Disclosures".

5) Life insurance fund - Actuarial fund calculaiachccordance with the principles generally
accepted for this purpose in Israel.

6) Unexpired risks fund - Funds calculated in adaace with the Regulations for Calculation
of General Insurance Funds.

7) Surplus reserve* - The accumulated surplus @jnme over expenses (comprising premiums,
acquisition costs, claims and part of the incormenfinvestments, all net of the reinsurers'
share for the relevant underwriting year), as dated in accordance with the Regulations
for Calculation of General Insurance Funds, legsoaision for unexpired risks and less
outstanding claims.

As to change of surplus reserve period - see note 3
8) Outstanding claims - Known outstanding claimghwhe addition of the expected growth of
claims that have been incurred but not enough tep¢t.B.N.E.R.) plus claims that have

been Incurred but not reported (I.B.N.R).

* The balance sheet includes the surplus resergeruihe "liabilities in respect of non-yield
dependent insurance contract and investments".



AIG ISRAEL INSURANCE CO. LTD.
NOTES TO CONDENSED FINANCIAL STATEMENTS (Continued)

NOTE 1 - GENERAL (continued):

9)

10)

11)

12)

13)

14)

15)

16)

17)

18)

Details of account regulations- Supervisid Insurance Businesses (Details of account)
Regulations, 1998.

Investment Method Regulations - The Supervisibimsurance Business Regulations
(Investment Methods in Capital, Reserves and Litadslof the Insurer), 2001 and
amendments as amended.

Shareholders' Capital Regulations - The Supienviof Insurance Business Regulations
(minimum shareholders' equity required from an iesyl 1998 and amendments as
amended.

Account Segregation Regulations in Life InseenThe Supervision of Insurance
Regulations (Method of Segregation of Accounts Assets of Insurer in Life Insurance),
1984.

Regulations for Calculation of General InsusmRands - The Supervision of Insurance
Businesses Regulations (Method of Calculation of/Bions for Future Claims in
General Insurance) 1984, and amendments as amended.

Exposure to reinsurers - debit balances wighctimpany’s reinsurers, including the
reinsurer’s share in the company’s outstandingndaand unexpired risks fund, all being
net of the reinsurer’s deposits with the company thie amount of documentary credits
granted against the debt of the reinsurer.

Insurance contract - A contract under which jpauy (the insurer) takes a significant
insurance risk from another party (policy holdés),agreement to indemnify the policy
holder if an uncertain a defined future event (iagsge event) negatively affects the
policy holder.

Liability for insurance contracts - Insuraneserves and outstanding claims in general
insurance.

Premium - Premium including fees.

The expression, ‘premiums earned,’ refers éoums that relate to the period under
review.

NOTE 2 - BASIS OF PREPARATION OF FINANCIAL STATEMEN TS

a) The Company’'s condensed financial information asviafch 31, 2013 and for the three-
month interim period ended on that date (“the faiahinformation for the interim period”)
has been prepared in accordance with the provigibh&S 34 ‘'Interim Financial Reporting"
(hereafter — "IAS 34") and is in compliance withetldisclosure requirements of the
Supervision of Financial Services (Insurance) L4®381 (“the supervision law”) and the
regulations promulgated there under. The finaripi@rmation for the interim period should
be considered in conjunction with the annual finalinstatements as of December 31, 2012
and for the year ended thereon including the acemyipg notes whiclre in compliance with
International Financial Reporting Standards, whach standards and interpretations published by the
International Accounting Standards Board (hereaft#fRS).

10



AIG ISRAEL INSURANCE CO. LTD.
NOTES TO CONDENSED FINANCIAL STATEMENTS (Continued)

NOTE 2 - BASIS OF PREPARATION OF FINANCIAL STATEMEN TS (Continued):

The financial information for the interim periodshiaeen subject to review only and has not
been audited.

b) Assessment- The preparation of interim financial statements requires management to
exercise its judgment and also requires use of accounting estimates and assumptions that
affect the application of the Company's accounting policy and the reported amounts of assets
and liabilities at the dates of the financial statements and the reported amounts of revenues
and expenses during the reporting periods. Actual results could differ from those estimates.

Significant judgments exercised by management in preparation of these condensed interim
financial statements as well as the uncertainty involved in the key sources of those estimates
were identical to the ones used in the Company's annual financial statements for the year
ended December 31, 2012.

NOTE 3 - SIGNIFICANT ACCOUNTING POLICIES

a) The significant accounting policies and the comporal methods applied in the preparation of
the financial information for the interim periodeaconsistent with the policies and methods
applied in the preparation of the annual finansi@tements Of the company, except for the
following matters:

1) Taxes on income for the reported interim period aceounted for on the basis on
management's best estimate of the average taxapaleable to the projected annual
profits.

2) New accounting standards applied for the first time

a. New IFRS and amendments to existing standards#me into effect and are
mandatory for reporting periods commencing on Janiia2013

IAS 19 — "Employee Benefits" (Revised 2011)

The amendment to IAS 19 makes changes to the rggmygand measurement of
defined benefit plans and termination benefit anthé disclosures for all employee
benefits discussed in IAS 19. Set forth below sslmmary of the key changes:

e Actuarial gains and losses are renamed "Remeasntgimiethe net defined
benefit liability (asset)" (hereinafter - remeasueats), which includes in
addition to actuarial gains and losses certain efgsnas defined in IAS 19
Amendment. Remeasurements are recognized immadiatether
comprehensive income. This eliminates the optiatognize actuarial gains
or losses through profit or loss and the optionde the “corridor” approach.

e Past service costs will be recognized immediatehé period of a plan

amendment; unvested benefits will no longer beapover a future service
period

11



AIG ISRAEL INSURANCE CO. LTD.
NOTES TO CONDENSED FINANCIAL STATEMENTS (Continued)

NOTE 3 - SIGNIFICANT ACCOUNTING POLICIES (Continued):

o Annual expense for a funded benefit plan will imgunet interest expense or
income, calculated by applying the discount ratehtonet defined benefit asset
or liability. This will replace the "finance chargand "expected return on plan
assets" currently applied under IAS 19.

e The distinction between short term and long termefies for measurement
purposes shall be based on when payment is expactedthen payment can be
demanded.

o Any benefit that has a future service obligatiomd@ a termination benefit. A
liability for a termination benefit is recognizechen the entity can no longer
withdraw the offer of the termination benefit orcognizes any related
restructuring costs.

e There are additional disclosure requirements coetpawith IAS 19 in its
present version.

The Company applied IAS 19 (Revised) for the firse commencing January 1,
2013; the standard is applied retrospectively ltoeglorted periods.

Until the first time application of IAS 19 (Revisgdhe Company's accounting
policy was to credit or charge to the statemerim@dme in the period in which they
arose, those actuarial gains or losses which gimm ¢hanges to actuarial
valuations and from the difference between prevasssimptions and actual results.

Upon the first time application of IAS 19 (Revisgttmeasurements" as computed
under the new provisions, are charged to other celngmsive income.

The first-time application of the standard hadmpact on the three months ended
March 31, 2013. In connection with comparative infation, there is no impact on
the financial information.

As specified in the annual 2012 financial statemehthe Company, additional
amendments to IFRS came into effect and are maryd@toreporting periods
starting on January 1, 2013; however, the firsetapplication of those amendments
does not have a material effect on the interimrfoia information of the Company
(including comparative figures).

b. New IFRS and amendments to existing standards ha#tdge not yet become
effective and have not been early adopted by thepgaoy.

It its annual 2012 financial statements, the Comisecified new IFRS and

additional amendments to existing IFRS, which hasteyet become effective and
have not been early adopted by the Company.

12



AIG ISRAEL INSURANCE CO. LTD.
NOTES TO CONDENSED FINANCIAL STATEMENTS (Continued)

NOTE 3 - SIGNIFICANT ACCOUNTING POLICIES (Continued):

b) According to an approval by the Supervisor, the gany maintained prior to 2012 in the
compulsory vehicle business a surplus reservevefyfears compared to three years, as practice
in the industry. Beginning in 2012, the companytethmaintaining a three-year surplus reserve,
according to practice in the industry. For the ¢hmeonth period ended March 31, 2012 and the
year ended December 31, 2012, this change reduluke-off decrease in the payments and the
liabilities in respect of insurance contracts (gjpshis change also resulted in a NIS 79.3 million
increase in profit before taxes and a NIS 51.3ease in total comprehensive profit and net
income for the period.

NOTE 4 - SEGMENT INFORMATION

The Company’s chief operational decision-makerewsithe Company’s internal reports for the
purposes of evaluating performance and deciding tipe allocation of resources. Management
has established operating segments on the batties# reports. Segment performance is assessed
by measuring pre-tax profit and the profit befareeistment income and tax and by considering
particular ratios, such as the claims ratio ancettgenses ratio.

The Company operates in the general insurancerséut health insurance sector and the life
assurance sector, as follows:

a. Life assurance sector
The life assurance sector provides cover for lguaance risk only.
b. Health insurance sector

All the company’s health insurance operations areentrated within this sector. The
sector provides personal accident cover, severestl cover and foreign travel cover.

c. General insurance sector

The general insurance sector encompasses the graperliability lines. In accordance
with the directives of the Supervisor, the secsattivided into the following lines, viz. the
compulsory motor vehicle line, the motor vehiclegarty line, the personal property
insurance line, other property lines, other liapilines and the professional liability line.

d. Compulsory motor vehicle line
The compulsory motor vehicle line focuses on thavigion of cover, the purchase of
which, by the owner or driver of a vehicle, is carigory by law. This insurance provides
cover for bodily injury occasioned to the drivertbé vehicle, any passengers therein or
pedestrians as a result of the use of an engirieleeh

e. Motor vehicle property line
The motor vehicle property branch focuses on tohgigion of cover for property damage

occasioned to the motor vehicle of the insuredfangroperty damage that the motor
vehicle of the insured causes to a third party.

13



AIG ISRAEL INSURANCE CO. LTD.
NOTES TO CONDENSED FINANCIAL STATEMENTS (Continued)

NOTE 4 - SEGMENT INFORMATION (Continued):

f.

Flats insurance sector

The flats insurance sector focuses in providingecage for damages caused to flats and
includes coverage in respect of damages causedrtiyguake.

g. Professional liability line

The professional liability line provides cover tagtitioners of the various liberal
professions for any claims that may be made agtiast in relation to injury occasioned

to a third party as a result of a mistake or prsifesal negligence. Insurance coverage to
directors and office holders in respect of an ufildact or oversight carried out by the
directors and office holders in their professioregbacity and insurance coverage in respect
of embezzlement damages.

h. Other Property lines

Other property lines provide cover with respedhiose property lines which are not
connected with the motor vehicle or liability braes. Cover is principally provided with
respect to property insurance, subcontractors adhamical breakdown insurance.

Other liability lines
Liability lines provide cover for the liability dhe insured with respect to injury that the

insured causes to a third party. Amongst the li#dsl covered by these lines are third party
liability, employer’s liability and product warrant

14



AIG ISRAEL INSURANCE CO. LTD.
NOTES TO CONDENSED FINANCIAL STATEMENTS (continued)

NOTE 4 - SEGMENT INFORMATION (continued):

For the 3-month period ended March 31, 2013 (unautid)

Not
apportionable

Life Health General to operating
assurance insurance insurance segments Total
NIS in thousands

Gross earned premiums 24,278 49,061 140,329 213,668
Premiums earned by reinsurers (5,404) (3,629) (35,608) (44,641)
Premiums earned by non-ceded business 18,874 45,432 104,721 169,027
Investment income, net 29 905 5,842 5,994 12,770
Commission income 833 1,128 10,250 12,211
Total income 19,736 47,465 120,813 5,994 194,008
Change in insurance liabilities and payments watpect to

insurance contracts (gross) (7,532) (18,252) (124,518) (150,302)
Share of reinsurers in increase of insurance itedsland

payments with respect to insurance contracts 2,579 1,745 51,658 55,982
Payments and Change in insurance liabilities vapect to

insurance contracts relating to non-ceded business (4,953) (16,507) (72,860) (94,320)
Commission and other acquisition expenses (5,362) (9,551) (20,289) (35,202)
General and administrative expenses (6,183) (10,030) (21,490) (37,703)
Financing expenses, net - 37 (705) (781) (1,523)
Profit before taxes on income 3,238 11,340 5,469 5,213 25,260
Gross liabilities with respect to insurance cortsas
Of March 31,2013 28,647 126,833 1,337,951 1,493,431

15



AIG ISRAEL INSURANCE CO. LTD.
NOTES TO CONDENSED FINANCIAL STATEMENTS (continued)

NOTE 4 - SEGMENT INFORMATION (continued):

For the 3-month period ended March 31, 2012 (unautkd)

Not
apportionable
Life Health General to operating
assurance insurance insurance segments Total

Gross earned premiums 21,001 48,094 129,609 198,704
Premiums earned by reinsurers (4,994) (5,801) (34,925) (45,720)
Premiums earned by non-ceded business 16,007 42,293 94,684 152,984
Investment income (loss), net (253) * 1,766 * 11,864 *8,111 * 21,488
Commission income 944 1,882 10,800 13,626
Total income 16,698 45,941 117,348 8,111 188,098
Change in insurance liabilities and payments wetpect to

insurance contracts (gross) (8,179) (26,957) (27,053) (62,189)
Share of reinsurers in increase of insurance liasland

payments with respect to insurance contracts 2,431 1,173 43,444 47,048
Payments and Change in insurance liabilities vapect to

insurance contracts relating to non-ceded business. (5,748) (25,784) 16,391 (15,141)
Commission and other acquisition expenses (4,334) (12,957) (19,444) (36,735)
General and administrative expenses (6,774) (7,809) (20,149) (34,732)
Financing income (expenses), net - *(45) *(751) *169 *(627)
Profit (Loss) before taxes on income (158) (654) 93,395 8,280 100,863
Gross liabilities with respect to insurance cortsas
Of March 31,2012 24,417 127,356 1,226,624 1,378,397

* Reclassified

16



AIG ISRAEL INSURANCE CO. LTD.
NOTES TO CONDENSED FINANCIAL STATEMENTS (continued)

NOTE 4 - SEGMENT INFORMATION (continued):
For year ended December 31, 2012 (audited)

Not
Apportion
able
Life Health General to operating
assurance insurance insurance segments Total
NIS in thousands

Gross earned premiums 89,467 198,231 539,460 827,158
Premiums earned by reinsurers (21,017) (21,696) (142,988) (185,701)
Premiums earned by non-ceded business 68,450 176,535 396,472 641,457
Investment income, net 165 9,806 54,425 32,843 97,239
Commission income 3,366 6,996 37,266 47,628
Total income 71,981 193,337 488,163 32,843 786,324
Change in insurance liabilities and payments wapect to

insurance contracts (gross) (30,624) (79,215) (293,851) (403,690)
Share of reinsurers in increase of insurance ltedsland

payments with respect to insurance contracts 10,107 6,946 135,737 152,790
Payments and Change in insurance liabilities vapect to (20,517) (72,269) *(158,114) (250,900)

insurance contracts relating to non-ceded business.
Commission and other acquisition expenses (20,760 (48,638) (77,974) (147,372)
General and administrative expenses (26,780) (32,216) (83,082) (142,078)
Financing income (expenses), net - (187) (3,255) 1,236 (2,206)
Profit before taxes on income 3,924 40,027 165,738 34,079 243,768
Gross liabilities with respect to insurance cortgas of

December 31, 2012 25,433 126,525 1,257,382 1,409,340

* As to change to surplus reserve period ipeesof the compulsory motor vehicle business nete 3.
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AIG ISRAEL INSURANCE CO. LTD.
NOTES TO CONDENSED FINANCIAL STATEMENTS (continued)

NOTE 4 - SEGMENT INFORMATION (continued):

Additional information relating to general insurance segment:
For the 3-month period ended March 31, 2013 (unautkd)

Other Other
Compulsory Motor property liability
motor vehicle Personal Professional branches brahes
vehicle property property liability *) *) Total
NIS in thousands

Gross premiums 36,832 61,706 27,551 13,245 14,646 11,378 165,358
Reinsurance premiums (523) (28) (4,309 (11,167) (13,994) (9,753) (39,771)
Premiums relating to non-ceded business 36,309 61,678 23,245 2,078 652 1,625 125,587
Change in balance of unearned premiums relatimpmeceded business (7,273 (10,616) (2,948) (275) (184) 430 (20,866)
Premiums earned on non-ceded business 29,036 51,062 20,297 1,803 468 2,055 104,721
Investment income, net 2,722 751 617 692 144 916 5,842
Commission income - - 1,247 2,895 3,137 2,971 10,250
Total income 31,758 51,813 22,161 5,390 3,749 5,942 120,813
Increase in insurance liabilities and paymenté wéspect to insurance

contracts (30,962) (38,671) (11,599) (7,527) (19,397) (16,362) (124,518)
Share of reinsurers in increase of insurance itasiland payments with

respect to insurance contracts 1 1,466 - 1,375 5,866 18,669 14,282 51,658
Increase in insurance liabilities and paymenth wéspect to insurance

contracts relating to non-ceded business (19,496) (38,671) (10,224) (1,661) (728) (2,080) (72,860)
Commission, marketing expenses and other acquisitipenses (3,502) (5,770) (3,591) (2,880) (1,910) (2,636) (20,289)
General and administrative expenses (4,964) (6,453) (6,362) (1,851) (935) (925) (21,490)
Financing expenses, net - - (18) (250) (67) (370) (705)
Total expenses (27,962) (50,894) (20,195) (6,642) (3,640) (6,011) (115,344)
Profit (loss) before taxes on income 3,796 919 1,966 (1,252) 109 (69) 5,469
Gross liabilities with respect to insurance cornttas

of March 31,2013 601,855 140,276 59,797 193,574 74716 267,733 1337951

* The results of other property branches reflecinfygethe results of the property insurance bramehdperations of which attract 89% of the total
premiums attributable to these branches.
The results of other liability branches reflect niaithe results of the third party warranty insurafranch, the operations of which attract 40%ef t
total premiums attributable to these branches.
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AIG ISRAEL INSURANCE CO. LTD.
NOTES TO CONDENSED FINANCIAL STATEMENTS(continued)

NOTE 4 - SEGMENT INFORMATION (continued):

Additional information relating to general insurance segment
For the 3-month period ended March 31, 202 (unaudited)

Other Other
Compulsory Motor property liability
motor vehicle Personal Professional branches brahes
vehicle property Property liability *) *) Total
NIS in thousands

Gross premiums 30,269 53,140 25,933 13,625 18,529 12,564 154,060
Reinsurance premiums (427) (28) (3,770) (11,299) (17,797) (10,801) (44,122)
Premiums relating to non-ceded business 29,842 53,112 22,163 2,326 732 1,763 109,938
Change in balance of unearned premiums relatimpmeceded business (4,279) (7,257) (3,352) (342) (85) 61 (15,254)
Premiums earned on non-ceded business 25,563 45,855 18,811 1,984 647 1,824 94,684
Investment income, net 6,532 1,376 *914 * 1,332 *236 * 1,474 *11,864
Commission income - - 911 2,990 3,717 3,182 10,800
Total income 32,095 47,231 20,636 6,306 4,600 6,480 117,348
Increase in insurance liabilities and paymenth véspect to insurance

contracts 58,006 (33,553) (6,472) (7,493) (15,722) (21,819) (27,053)
Share of reinsurers in increase in insurance itesland payments with

respect to insurance contracts 4,398 - 463 5,5 17 15,060 18,006 43,444
Increase in insurance liabilities and payments wéspect to

insurance contracts relating to non-ceded business 62,404 (33,553) (6,009) (1,976) (662) (3,813) 16,391
Commission, marketing expenses and other acquisitipenses (3,048) (5,236) (2,573) (3,281) (2,614) (2,692) (19,444)
General and administrative expenses (5,043) (6,124) (5,841) (1,638) (336) (1,167) (20,149)
Financing expenses, net - - *(23) *(311) *(16) *(401) *(751)
Total expenses 54,313 (44,913) (14,446) (7,206) (3,628) (8,073) (23,953)
Profit (loss) before taxes on income 86,408 2,318 6,190 (900) 972 (1,593) 93,395
Gross liabilities with respect to insurance cortsas

of March 31,2012 566,411 125,859 55,564 180,777 69,744 228269 1226624

* Reclassified

** The results of other property branches refleetinly the results of the property insurance brahehoperations of which attract 56% of the total
premiums attributable to these branches.
The results of other liability branches reflect nhaithe results of the third party warranty insw@tranch, the operations of which attract 42% of
the total premiums attributable to these branches.
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AIG ISRAEL INSURANCE CO. LTD.
NOTES TO CONDENSED FINANCIAL STATEMENTS (continued)

NOTE 4 - SEGMENT INFORMATION (continued):

Additional information relating to general insurance segment
For year ended December 31, 2012 (audited)

Other Other
Compulsory Motor property liability
motor vehicle Personal Professional branches brahes
vehicle property Property liability *) *) Total
NIS in thousands

Gross premiums 115,247 200,477 96,381 45,864 44,443 51,362 553,774
Reinsurance premiums (1,616) (115) (15,683) (38,227) (42,987) (43,348) (141,976)
Premiums relating to non-ceded business 113,631 200,362 80,698 7,637 1,456 8,014 411,798
Change in balance of unearned premiums relatimpmeceded business (5,992) (6,736) (3,273) 1,093 (24) (394) (15,326)
Premiums earned on non-ceded business 107,639 193,626 77,425 8,730 1,432 7,620 396,472
Investment income, net 28,410 7,291 4,864 5,812 1,277 6,771 54,425
Commission income - - 2,623 11,369 10,662 12,612 37,266
Total income 136,049 200,917 84,912 25911 13,371 27,003 488,163
Payments and Change in insurance liabilities vé#pect to insurance

contracts (gross) (1,966) (127,957) (25,399) (22,602) (28,183) (87,744) (293,851)
Share of reinsurers in increase of insurance itasiland payments with

respect to insurance contracts 19,763 - 2,052 13,526 26,424 73,972 135,737
Payments and Change in insurance liabilities vapect to

insurance contracts relating to non-ceded business ** 17,797 (127,957) (23,347) (9,076) (1,759) (13,772) (158,114)
Commission, marketing expenses and other acquisitipenses (11,868) (23,894) (11,112) (12,899) (8,241) (9,960) (77,974)
General and administrative expenses (20,793) (24,920) (24,672) (6,481) (3,047) (3,169) (83,082)
Financing expenses, net - - (84) (1,169) (288) (1,714) (3,255)
Total expenses (14,864) (176,771) (59,215) (29,625) (13,335) (28,615) (322,425)
Profit (loss) before taxes on income 121,185 24,146 25,697 (3,714) 36 (1,612) 165,738
Gross liabilities with respect to insurance cortsas of
December 31, 2012 578,753 126,232 53,900 185,635 57,578 255,284 1,257,382

* The results of other property branches reflecintgahe results of the property insurance bramehdperations of which attract 86% of the total

premiums attributable to these branches.
The results of other liability branches reflect nhaithe results of the product warranty insuran@nbh, the operations of which attract 54% of the
total premiums attributable to these branches.

*x As to change to surplus reserve peiiocespect of the compulsory motor vehicle business note 3.
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AIG ISRAEL INSURANCE CO. LTD.
NOTES TO CONDENSED FINANCIAL STATEMENTS (continued)

NOTE 5 - SHAREHOLDERS’ EQUITY AND CAPITAL REQUIREME NTS:
Management and capital requirements:

1) Management pursues a policy of maintaining a saauity base, thereby allowing the
Company to continue operations in such mannenthia¢nable it to provide a return to
its shareholders and undertake future commerceladions. The Company is required
to adhere to the capital requirements laid dowthleySupervisor.

2) The table below provides information with respectite capital requirements as set out
in the capital regulations and the amendments tinered in the directives of the
Supervisor, together with information relating e tevel of the Company’s existing
capital.

Company's existing capital with respect to the tedpéquirements

March 31, March 31, December 31,
2013 2012 2012

(Unaudited) (Unaudited) (Audited)

The amount required under capital regulations and

Supervisor guidelines (a) 452,892 405,717 436,785
Existing amount computed under capital regulations:
Primary capital 593,178 485,580 577,104
Total existing capital existing computed under
capital requirements 593,178 485,580 577,104
Surplus 140,286 79,863 140,319

Aside from the general requirements of the Comsahiaw, the payment of a dividend out of the equity
surpluses of insurance companies is also subjextrpliance with liquidity requirements and the
provisions of the investment regulations. For fhigpose, the investments for which it is obligatirget
against equity surplus in accordance with the Sugers instructions constitute surplus that is not
distributable.

a. The amount required includes inter alia, capitglinreements, with respect to:

March 31, March 31, December 31,
2013 2012 2012
(Unaudited) (Unaudited) (Audited)
NIS in thousands

Operations related to general insurance 110,669 106,994 108,966

Exceptional life assurance risks 23,682 20,118 22,762
Deferred acquisition expenses in

relation to life assurance 75,165 67,444 73,464

Investment assets and other assets 50,319 48,985 48,058

Catastrophe risk related to general insurance 165,958 137,316 158,058

Operating risks 27,099 24,860 25,477

Total 452,892 405,717 436,785
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AIG ISRAEL INSURANCE CO. LTD.
NOTES TO CONDENSED FINANCIAL STATEMENTS (continued)

NOTE 6 - TAXES ON INCOME

Computing the income tax for the interim periothased on the best estimate of the weighed
income tax rate expected for the full fiscal ye@ihe average annual tax rate of the company in
the year ended December 31, 2013 is 35.90% (2@&E253%).

NOTE 7 - CONTINGENT LIABILITIES - CLASS ACTIONS:

1) A legal claim has been filed against the compartyagainst 5 other insurance companies in
February 2011; the plaintiff has also filed an aailon to approve the claim as a class action.
The plaintiff claims that the company does not fudlycompensation in respect of decrease in
value of a car due to damages caused as a resuitagfcident, but rather pays a reduced
compensation. The plaintiff claims that the compateof this reduced decrease in value was
made based on the report of the Sasson committeeh wet parameters for computation of
decrease in value.

According to the claimant, he was misled by the pany and as a result suffered financial
losses. The remedy requested is a declaratioreteftect that the company is obliged to
disclose its insured motorists the manner in witicomputation of decrease in value of the
vehicle; such disclosure should be made in advaten a quote is issued to the potential client.

The plaintiff therefore claims refund of the premipaid by each insured motorist for the
insurance policy, since such a policy constitutesiaurance agreement that was entered into by
deceit. The plaintiff assesses the number of vesittiat were insured per year by the Company
at 47,264; the average premium was NIS 2,000héifrate of insured motorists that had
insurance claims during that year is reduced-eoa20%) then the total amount of premium is
NIS 529,390,400. This amount pertains to all materinsured by the company during the last 7
years.

An alternative remedy is the refund of NIS 150 @&ch motorist -which is the difference
between a premium with rate of excess of 1.5% gmetaium with rate of excess of 5%. The
amount demanded for all motorists insured by thmpany in the seven years that preceded the
legal claim that was filed is NIS 39,704,700.

Another alternative remedy is compensation at anusrtnequal to the policy component
representing the decrease in value of the vehigpg- NIS 800 per each motorist. The amount
demanded for all motorists insured by the companyife last seven years is

NIS 264,678,400.

On a hearing taking place on May 13, 2012, ther@dai was convinced to withdraw the claim.
In view of the claimant's exaggerated demands imection with fees and remuneration to the
class action claimant, it was agreed to leave thitemto the discretion of the court with each
party submitting its claims to the court.

After filing the Company's claims, the court ordktbe payment of a amount of 10,000 NIS
provided to the plaintiff and his attorneys.

On September 10, 2012, the plaintiffs filed an @bpethe Supreme Court, requesting that the
Court cancels the ruling of the District Court aedumes discussions relating to the
compensation payable to the plaintiffs, to expeaseklegal fees. Alternatively, the plaintiffs
request that the Supreme Court increases the sadras. The Supreme Court shall hear the
appeal on December 23, 2013. The plaintiffs araired to file the summary of their claims on
August 15, 2013.
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AIG ISRAEL INSURANCE CO. LTD.
NOTES TO CONDENSED FINANCIAL STATEMENTS (continued)

NOTE 7 - CONTINGENT LIABILITIES - CLASS ACTIONS (continued):

2)

3)

The Company's legal counsels assess that it is likehg than not that the Court will reject the
appeal.

A legal claim and an application to approve théntlas a class action were filed against the
company and 6 other insurance companies in Deced&. According to the plaintiffs, in
2007 the Transportation Ordinance was changeckteffect that the classification of the
plaintiffs' vehicle was changed from a commercigicle to a private vehicle. Despite the
change in classification as above, the insuranoganies allegedly continued to classify the
plaintiffs’ vehicles as commercial vehicles forpases of collection of comprehensive
insurance/third party insurance and compulsoryalehinsurance, thereby collecting a higher
premium. The premium was only collected in respéetehicles through 2007, whereas for
vehicles from 2008 and thereafter a lower premiuas wollected.

According to the legal claim, the insurance comesuaire required to price the premium in
accordance with the classification set in the Tpantsition Ordinance and since they have not
done so they should refund the insured persongatittes with the amounts collected in excess
of the lawful premiums.

The group in the name of whom the legal claim weagéd is the group of insured persons and
entities the classification of the vehicles of whigas changed in the last seven years.

Total damages claimed from the company in resggutaperty insurance amount to
NIS 22,296,660. The legal claim does not providestimate of the amount collected in excess
of the amount legally due for compulsory vehiclsurance.

The Company's legal advisors are working on cornmgehe answer to which is to be submitted
to the court until May 30, 2013, fixed pre-triakeaat July 7, 2013.

The legal counsel believe that it is more likelyrtimt that the claim will be rejected.

A legal claim and an application to approve thénclas a class action were filed against the
company and 14 other insurance companies on Jah8a®013.

According to the plaintiff — Ms. llanit Nadav — stvas insured under a compulsory vehicle
insurance policy with the Israel Motor InsurancelRbereafter — "the pool").

According to the policy issued to the plaintiffetmsurance period commences at the date of
payment of premium but not before April 1, 2008etaintiff paid the premium on April 7,

2008 — a day after she was injured in a car actiddr plaintiffs insurance claim for
indemnification for damage caused in the accideat igjected and it was determined that at the
date on which the accident happened she did nat diasalid insurance policy.

According to the plaintiff, the pool has charged o insurance premium in respect of 6 days
on which she was not insured (1-6.4.2008). Theegfelnie demands repayment of the insurance
premium in respect of these 6 days.

The company is being sued in respect of its shmatieei pool (average of 2.5%) and in respect of
the compulsory vehicle insurances it uses to indirestly.
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AIG ISRAEL INSURANCE CO. LTD.
NOTES TO CONDENSED FINANCIAL STATEMENTS (continued)

NOTE 7 - CONTINGENT LIABILITIES - CLASS ACTIONS (continued):
According to the statement of claim, 18% of thespas and entities insured under compulsory
vehicle insurance policies pay the premium afterdbe date. On average, insured persons and
entities pay the premium 3 days after the due dateording to computations of the plaintiff,
the amount claimed from the company is NIS 1,050,00

The company required to reply to the request fasshction until May 31, 2013, fixed pre-trial
case at July 14, 2013.

The legal counsel believe that it is more likelgrimot that the claim will be rejected.

Set forth below are the details of the applicatifmmsapproval of legal claims as class actions:

Pending applications for approval of Number of  The amount claimed
legal claims as class actions: claims NIS in thousands

An amount relating to the company was
specified 3 552,737
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AIG ISRAEL INSURANCE CO. LTD.

NOTES TO CONDENSED FINANCIAL STATEMENTS (continued)

APPENDIX - DETAILS OF ASSETS REPRESENTING FINANCIAL INVESTMENTS
Details of financial investments:

As of March 31, 2013 (Unaudited)
Measured at

fair value
through Loans and
profit or loss receivables Total
NIS in thousands

Marketable debt instruments 1,129,100 - 1,129,100
Non-marketable debt instruments - 91,366 91,366
Marketable shares 68,485 - 68,485
Index linked certificates 83,338 - 83,338
Total 1,280,923 91,366 1,372,289

As of March 31, 2012 (Unaudited)
Measured at

fair value

through

profit or Loans and

loss receivables Total
NIS in thousands

Marketable debt instruments 992,110 - 992,110
Non-marketable debt instruments - 56,671 56,671
Marketable shares 57,238 - 57,238
Index linked certificates 82,070 - 82,070
Total 1,131,418 56,671 1,188,089

As of December 31, 2012 (Audited)

Measured at

fair value

through

profit or Loans and

loss receivables Total
NIS in thousands

Marketable debt instruments 1,099,646 - 1,099,646
Non-marketable debt instruments - 77,925 77,925
Marketable shares 68,284 - 68,284
Index linked certificates 93,487 - 93,487
Total 1,339,342 77,925 1,261,417
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AIG ISRAEL INSURANCE CO. LTD.
NOTES TO CONDENSED FINANCIAL STATEMENTS (continued)

APPENDIX - DETAILS OF ASSETS REPRESENTING FINANCIAL INVESTMENTS (continued)
Details of financial investmentgcontinued)

1. Composition of marketable debt instrumentgearmarked upon initial recognition for

the fair value through profit or loss category):

As of March 31, 2013

(Unaudited)
Book Reduced
value cost
NIS in thousands
Government debentures 812,390 793,489
Other marketable debt instruments:
Other marketable debt instruments
that are not convertible 316,521 308,832
Other marketable debt instruments
that are convertible 189 187
Total marketable debt instruments 1,129,100 1,102,508

As of March 31, 2012

(Unaudited)
Book Reduced
value cost
NIS in thousands
Government debentures 725,995 718,640
Other marketable debt instruments:
Other marketable debt instruments
that are not convertible 266,115 264,147
Other marketable debt instruments
that are convertible - -
Total marketable debt instruments 992,110 982,787

As of December 31, 21

(Audited)
Book Reduced
value cost
NIS in thousands
Government debentures 810,322 787,010
Other marketable debt instruments:
Other marketable debt instruments
that are not convertible 289,324 283,778
Other marketable debt instruments
that are convertible - -
Total marketable debt instruments 1,099,646 1,070,788
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AIG ISRAEL INSURANCE CO. LTD.
NOTES TO CONDENSED FINANCIAL STATEMENTS (continued)

APPENDIX - DETAILS OF ASSETS REPRESENTING FINANCIAL INVESTMENTS (continued)
Details of other financial investmentscontinued):
2. Composition of non-marketable debt instruments

As of March 31, 2013
(Unaudited)
Book value  Fair value
NIS in thousands

Other marketable debt instruments

that are not convertible 91,366 93,295
Total non-marketable debt
instruments 91,366 93,295

As of March 31, 2012
(Unaudited)

Book value Fair value
NIS in thousands

Other marketable debt instruments

that are not convertible 56,671 58,279
Total non-marketable debt
instruments 56,671 58,279

As of December 31, 2012
(Audited)

Book value Fair value
NIS in thousands

Other marketable debt instruments

that are not convertible 77,925 83,480
Total non-marketable debt
instruments 77,925 83,480
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AIG ISRAEL INSURANCE CO. LTD.
NOTES TO CONDENSED FINANCIAL STATEMENTS (continued)

APPENDIX - DETAILS OF ASSETS REPRESENTING FINANCIAL INVESTMENTS (continued)
Details of other financial investmentgcontinued):

3.  Shares(earmarked upon initial recognition for the faiwe through profit or loss
category):

As of March 31, 2013
(Unaudited)

Book value Cost
NIS in thousands

Marketable shares 68,485 64,818

As of March 31, 2012
(Unaudited)

Book value Cost
NIS in thousands

Marketable shares 57,238 60,431

As December 31, 2012
(Audited)

Book value Cost
NIS in thousands

Marketable shares 68,284 68,141
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AIG ISRAEL INSURANCE CO. LTD.
NOTES TO CONDENSED FINANCIAL STATEMENTS (continued)

APPENDIX - DETAILS OF ASSETS REPRESENTING FINANCIAL INVESTMENTS (continued)
Details of other financial investmentgcontinued):

4, Other financial investments (earmarked uporiiniecognition for the fair value
through profit or loss category):

As of March 31, 2013
(Unaudited)
Book value Cost
NIS in thousands

Marketable financial
investments 83,338 77,156

As of March 31, 2012
(Unaudited)

Book value Cost
NIS in thousands

Marketable financial
investments 82,070 84,053

As December 31, 2012
(Audited)

Book value Cost
NIS in thousands

Marketable financial
investments 93,487 89,488
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1.

1.1

1.2

1.3

1.4

General

Background and scope of disclosure

Under a circular of the Israel Supervisor of Insurance dated August 12, 2007 (Insurance Circular 2007-1-
11) ("the Circular"), insurance companies are required to disclose annually, along with the financial
information for the first quarter of each year, information about their embedded value ("embedded
value" or "EV") of long-term insurance policies (life insurance and health insurance) for the end of
previous year. In compliance with the circular, AIG Israel Insurance Company Ltd ("the Company")
discloses below the embedded value of its long-term insurance business as of December 31, 2012.

This report was prepared in accordance with the rules and principles set by the Supervisor of Insurance,
who adopted the rules and principles proposed by a joint committee of insurers and the Supervisor of
Insurance, which was assisted by Israeli and international advisors (hereinafter: "the Committee" and
"the Committee Report"), except for the treatment of certain risks that are depicted in paragraph 1.5.3
below, and all as elaborated in that paragraph.

The disclosure in this report is in accordance with the general disclosure rules in the Committee Report
and the provisions presented in a draft "disclosure format" that was prepared by the Committee in
coordination with the Supervisor. The draft "disclosure format" has yet to be published by the Supervisor
as an addendum to the Circular.

The rules and principles set in the Committees report are presented in the website of the Ministry of
Finance — Financial Markets, Insurance and Savings Department (www.mof.gov.il).

Forward-looking statement

Determining the embedded value and the value of the new business (as this term is
defined below) was based on projections, assessments and estimates about uncertain
future events and that are not under the control of the Company, and should be seen as
"forward-looking information" as defined by Section 32A to the Israel Securities Law,
1968. Those projections, assessments and estimates may not materialize or materialize in
a different way than presented in the embedded value report and, and thus, actual results
may be different than projected.

The main chapters in this document

An overview and explanation of the computation methodology
Assumptions that underlie the computation

Results of the embedded value and value of new business
Sensitivity analyses of embedded value results

Analysis of change in embedded value

Definitions

The following definitions present a summary explanation to clarify key terms in this report.

Full descriptions and explanations can be found in the rules and principles in the Committee Report.

Present value of future profits Discounting of future expected profit stream arising from covered in-force
(PVFP) businesses (see paragraph 2.5.2 below).

Adjusted net worth (ANW)  The net worth of the company after a number of adjustments to make it
consistent with the value of the in-force portfolio (see paragraph 2.5.1
below)




1.5

1.5.1

Cost of required capital (CoC) The cost of required capital is the impact, from shareholders perspective,

on embedded value due to the requirement mandating the Company to
hold a minimum capital (see paragraph 2.5.3 below)

Value of in-force (VIF)

The value of the in-force portfolio is the present value of future profits less
the cost of required capital

Embedded value (EV)

The embedded value is the aggregate of the following two components:
Value in-force (VIF) and adjusted net worth (ANW).

Note that the adjusted net worth is the equity relating to the operations of
the entire company and not only those covered within the scope of EV.
Also note that the value of in-force does not include:

General insurance business (elementary)

The ability to create additional business in the future (goodwill).

Value of new business (VNB)

The present value from the time of sale to the end of policy lifetime of
expected profits for the covered businesses that were sold during the
reported year.

Covered businesses

The businesses covered in the computation of in-force value:

Long-term personal policies within the life insurance and health insurance
portfolio in force as of December 31, 2011, including future premium
increases

Comments, clarifications and limitations

General

As discussed above, the embedded value was computed based on the methodology, rules and principles
in the Committee Report. The assumption in the model are the "best estimated assumptions", i.e.
assumptions that are the result of applying existing experience to the future within the environment
where insurance companies operate and excluding prudence. Naturally, since those are long-term future
estimates, actual results are expected to be different than those estimated when calculating the

embedded value.

Variations from the factors and assumptions in projected embedded value may have material impact on
outcomes. Those include among other:

Taxation

ARl S L

Economic factors (e.g. discount rate, returns)
Demographic factors (e.g. change in mortality and morbidity)
Legislation and legislative arrangements relating to relevant topics

Changes in the business environment

Future results that vary from the assessments made based on the best estimated
assumptions are normal and expected even if no change will take place in the above
factors. Therefore, it is anticipated that actual results in each year will be different than
those projected in the embedded value model, and even due to normal random

fluctuations.




1.5.2 Reforms and legislation

There is uncertainty around the expected impact of recent legislation reforms, including the following:

a. Possible future changes in the capital requirements based on drafts/opinion papers issued by the
Ministry of Finance.

The calculation of embedded value does not include the impact of the following events, and other
developments that have yet to materialize in actual data, and where the Company is unable at this time to
assess their impact on the business results and the embedded value or any other uncertain scenario.

Given the above, sensitivity analyses are included that assess the sensitivity of calculation results to
changes in various factors that may occur following such events. Note that it is not possible to infer from
the sensitivity analysis on Company assessments on the potential impact of regulatory changes that the
Company is currently unable to assess their impact prior to their full implementation.

1.5.3 Addressing risk

The following are limits relating to the embedded value listed in this report, which arise from the way the
Company calculated the embedded value:

* Assumptions used in calculating embedded value — In divergence from the Committee Report,
extreme risks with very low probability, which the Company is unable to estimate their probabilities
and effect on the Company, such as operating risks, were not taken into account.

Additionally, the demographic assumptions underpinning the model were mainly arrived at based on
studies and analyses that rely on the Company's experience over the last few years, where no extreme
events occurred. Therefore, there is a possibility of extreme scenarios that the Company did not
account for in making the assumptions underlying the model, despite the attempt to set realistic
assumptions that correspond to actual long-term experience.

* The model is based on the assumptions that there is no correlation between model assumptions on
non-market and market risks, which may significantly affect embedded value. In divergence from the
Committee Report, due to insufficient data for testing this correlation, this assumption was not tested
by the Company.

* Under assumptions and rules of the Committee, the assumptions are made, among other things, in a
way that results in the expected value of embedded value to shareholders. In the absence of significant
statistical data that are suitable for estimating the distribution of embedded value among all
demographic and operating factors, the Company used realistic assumptions of each factor
individually, based on the expected value of each relevant factor.

¢ The embedded value is founded on the theory that investors do not need compensation for non-
market risks as long as they can spread uncertainty by holding a distributed and diversified portfolio
and on the assumption that uncertainty can be distributed as above. In practice, some of the
demographic and operating risks may not be distributed. In the absence of a liquid and deep market
that allows estimating market pricing for those risks, and without an agreed-upon methodology for
quantifying the notional market price for those risks, we did not lower the embedded value for those
risks.

To reflect the assessment of risks that were not taken into account as above, readers of this report can
adjust the presented embedded value, at their own judgment, using the sensitivity analyses in paragraph
3.5, mainly through the sensitivity to changes in discount rate. Note that, as indicated above, the
Company is unable to quantify objectively and scientifically the effect of the above issues on the



embedded value, and therefore, the sensitivities presented are not representing such an estimate, but
provide a tool for users of the report for estimating the effect of the issues at their own judgment.

1.5.4 Asset valuation at fair value

According to the rules and principles in the Committee Report, the accounting values of all Company
assets were not adjusted to fair value, but only the assets corresponding to the business included in the
embedded value.

1.5.5 The embedded value is not supposed to represent the economic or market value of the
Company or its parent.

Note that as discussed above, the value of in-force does not include general insurance business
(elementary and overseas travel), except for long-term health business, which is covered.

Also, the embedded value does not cover certain risks that are specified in 1.5.3 above.

It follows, then, that the embedded value does not represent the market value or the overall
economic value and market value of the Company.

2. Embedded value calculation methodology

2.1 General

The principles of computing the embedded value are in accordance with the rules and principles in the
Committee Report, except for the treatment of certain risks as described in section 1.5.3 above, and all as
specified in that section. The assumptions in the model are best estimate assumptions, i.e. without a
prudence margin. The model does not include the value of future sales, but the calculation assumes
continued business activity in terms of expenditure level and so on.

2.2 Treatment of risks

Financial risks (or markets risk) — Market risks are taken at their cost embedded in market prices using a
financing technique called certainty equivalent approach. In this technique, the expected return is
reduced to the risk-free level. After this adjustment, the expected cash flows are discounted using risk-
free interest without a need to add a risk premium to the discount rate.

Non-market risk — The calculation of the embedded value is based on the financial theory that investors
do not need additional compensation in the discount interest for non-market risks as long as they can
spread uncertainty using a distributed and diversified portfolio. Therefore, assuming this condition is
satisfied, accounting for non-market risks is done through the use of best estimate assumptions and
discounting cash flows using the risk-free interest rate.

2.3 General assumptions
2.3.1 Return, discount interest and inflation:

The future return and discount interest is determined using the return curve of a Consumer Price Index
(CPI) linked, risk-free interest. Risk-free interest rates (spot) as of 2012 year-end are:




2.3.2

2.4

2.4.1

Year-end Interest rate Year-end Interest rate Year-end Interest rate
2013 -0.15% 2023 1.47% 2033 2.24%
2014 -0.19% 2024 1.59% 2034 2.30%
2015 -0.13% 2025 1.70% 2035 2.34%
2016 0.03% 2026 1.79% 2036 2.39%
2017 0.31% 2027 1.87% 2037 2.44%
2018 0.58% 2028 1.94% 2038 2.44%
2019 0.80% 2029 2.01% 2039 2.44%
2020 1.00% 2030 2.08% 2040 2.44%
2021 1.17% 2031 2.13% 2041 2.44%
2022 1.33% 2032 2.19% 2042 2.44%

Note that there is no need for an explicit assumption of future inflation as all amounts in the model are
CPI-linked. When a certain parameter is expected to change in divergence from future inflation, an
explicit assumption was taken of variation from future inflation.

Tax

e Tax rate on financial institutions

Year 2012 2013 +2014
Taxrate 35.53% 35.9% 35.9%

e Profit tax (included in the above tax rates)
The profit tax rate that was taken for preparing the calculations as follow:

Year 2012 2013 +2014
Taxrate 16.33% 17.0% 17.0%

Demographic and operating assumptions

All the assumptions above with material impact on the embedded value were set based on the best
estimates of the Company for each demographic and operating factor, and reflect the anticipation of the
Company for the future developments in those factors.

Demographic assumptions

The demographic assumptions, included in the computation were taken from internal studies of the
Company, when available, and conclusions that resulted from exercising professional judgment, based on
both the relevant experience and a combination of information from external sources, such as
information from reinsurers and mortality and morbidity tables that were issued.

2.4.2 Future administrative and general expenses

2.5

2.5.1

Administrative and general expenses were calculated based on the results of an internal pricing model on
expenses related to associates, including allocation of expenses to the various sectors (life insurance,
health insurance) and loading expenses on different activities (production, ongoing management,
investments, etc.)

Computation method
Adjusted net worth (ANW)

The amount of net worth is taken from the December 31, 2012 financial statements of the Company. This
amount was reduced by the amount of deferred acquisition expenses based on the related balance sheet



information, less the allowance for deferred tax in their respect and less the expected tax benefit for the
part of the deductible deferred acquisition cost.

For a list of the adjustments, see the tables presented above in section 3.3.

2.5.2 Present value of future profits (PVFP)

The present value of future profits was calculated using an actuarial model that is based on insurance
policy and other data that are available to the Company. This model allows for projecting future cash
flows and their discount.

2.5.3 Cost of required capital (CoC)

A projection of the required capital for the covered businesses was made based on existing requirements
and future reductions of the covered businesses. The cost of required capital is the discounting of the tax
on investment return on the capital required for the covered businesses. In 2012, the capital
requirements regulations were changed and the cost of capital is calculated in accordance with the new
capital requirements.

2.5.4 Value of new business (VNB)

2.6

2.7

As indicated above, the value of new business is calculated as the present value of profits from the time of
sale to the end of policy lifetime. The present value of profits is calculated using an actuarial model that is
based on policy data and other data to reflect the contribution of this year's profit to the embedded value.

The calculation of VNB was made for the following populations:

¢ All policies underwritten in the reported year
* New coverage that was underwritten during the reported year as an addition to policies underwritten
before the reported year.

Note that the present value of future profits (PVFP) includes the value profits from the reporting year-
end and thereafter for new business.

Treating options and financial promises

The covered business does not include options and financial promises to insurance clients.
Analysis of change in EV and EV-based profit

The tables in section 3.4 below present the change in the embedded value, broken down into the adjusted
capital components and the in-force value (less equity cost), including transfers between those two
components. All amounts are presented after tax. The change is mapped into the different affecting
factors, as follows:

1. Adjustments to embedded value as of December 31, 2011 — This item includes amendments relative to
opening data, including changes to the calculation methodology. Some technical revisions to the
model were made in 2012, with a total impact of NIS 1.3 million.

2. Changes in operating and demographic assumptions — The Company revises annually the
assumptions used for estimating the embedded value. The revisions were made according to new data
arising from actual experience and changes in expectations of management.

3. Expected profit on the embedded value — The embedded value is expected to yield profit even if the
Company would not have sold new business and would not have been active in additional businesses
that are not covered by EV. These profits arise from 3 sources:



a. Expected return on the value of in-force portfolio — This anticipated income is based on the real
rate of return expected at the beginning of the year (adjusted to actual CPI) including margins
above risk-free interest that were expected to be received.

b. Expected return on adjusted net worth — Income from expected investments from assets against
adjusted net worth. This expected income is based on the real rate of return expected at the
beginning of the year, including margins above the anticipated risk-free interest rate.

c. Profit expected to go from in-force portfolio to adjusted net worth during 2012 — In 2012, the
expected profit for 2012 was transferred from the value of in-force to adjusted net worth, such that
in total this source does not affect total embedded value as a whole. According to the method of
determining adjusted net worth, this profit does not include the impact of reducing DAC, except
for the tax credit and tax deduction on DAC.

4. The impact of variations from operating and demographic assumptions in 2012 — Naturally, actual
experience around claims rates, cancellations, expenses etc, were different during the period from
those assumed at the beginning of the year for the purpose of calculating embedded value. Those
variations have impact on expected profits after year-end and also profits for that year itself, and the
impacts are presented in this section separately for in-force portfolio and adjusted net worth,
respectively. In addition, this section includes the effect of a number of factors that each is considered
by the Company to immaterial, including, changes in existing insurance policies, reinsurance terms or
commission agreements with agents.

5. Profit from new business — The embedded value does not include the value that is expected to be
added from new business that will be sold in the future. Therefore, this item presents the addition to
embedded value at the end of the previous period, for the sale of new insurance policies during the
year. The addition is divided into the actual impact of the new business on profit in the period itself
(presented under adjusted net worth) and into expected profits from future new business (presented
under value of in-force).

6. Development expenses not covered in EV — This presents the impact of exceptional expenses that
were not included in embedded value, but attributed to future sales, on actual profits in the year. In
2012, no expenses were excluded from EV.

It is common to call the sum of the changes in paragraphs 2 to 6 "embedded value operating profit". This
amount reflects the value that was added to the embedded value or profit in terms of value that arises
from operating activity of the Company, except for the impact from businesses not covered by EV (such
as elementary insurance) and before the impact of unexpected economic factors, such as unexpected
changes in market interest rates, the financial markets and inflation.

7. Profit from exceptional items — No exceptional events occurred that affected the change in EV and are
not explained by other items in this report.

8. The effect of inflation in 2012 — This item includes the effect of inflation in the reported year (2.55%)
on the opening balance. The following paragraphs present the effect of real returns on top of CPI.

9. Profit from variation from economic assumptions in 2012 and changes in economic assumptions —
this item includes two components:

a. The effect on the value of in-force resulting from changes in economic assumptions that are based
on market interest rates. Those assumptions include discount interest and expected returns.

b. The effect of actual variations of economic factors during the year vs. the underlying assumptions
for calculating embedded value as of the end of last year. The impact is in two components of EV:

* In adjusted net worth — due to the impact on profit, mainly from different-than-expected
returns on Company assets against capital and against insurance reserves for covered
businesses.



¢. The one-time impact this year on the in-force resulted from changes in future tax rates on profits.
At reporting period-end, the corporate tax rate and value added tax increased relative the rates
that were in effect in the previous year, which caused a NIS 4.3 million decrease the in-force value.

It is common to call the sum of changes in section 2 to 9 "embedded value-based profit on covered
business". This amount reflects the value that was added to embedded value, or profit in terms of
value, that arose in the operating activity of the Company, including effects of economic factors
and exceptional items, but excluding the effect of businesses not covered by EV (such as
elementary insurance).

10.  Profit from non-covered business — The total embedded value includes the entire equity of
the Company, and therefore, some of the increase/decrease in embedded value is explained
by the profits/losses of business that is not covered by the in-force.

11.  Capital movements — This item presents the change in embedded value that results from
capital movements during the year.

2.8 Sensitivity tests

The sensitivity tests presented in 3.4 and 3.5 below were prepared while adopting the following
approaches:

1.

2.

Sensitivities refer to all covered business unless otherwise is indicated

Sensitivity tests refer to each assumption separately, without aggregated or offsetting effects, or
changes derived from other factors, etc

Sensitivity for new business relates to changes from the end of 2012 and thereafter, and not to the
period from the time of sale through the end of 2012

Mortality — mortality sensitivity tests (including accidental death).

Morbidity — the sensitivity test includes all claims that are not deaths, which are included in
subsection 4 above, including morbidity of serious illness, accidental disability, etc.

Interest — the results of the sensitivity test include:

a. The effect of change in interest rate used as discounting interest and the expected return on
investments of Company assets over the present value of future profits (PVFP).

b. The effect of change in interest rate on the value of assets bearing NIS or CPI-linked interest that
back the covered business.

3. Results

3.1 The embedded value as of December 31, 2012

Million NIS EV on covered business
in life and health
insurance

)Adjusted net worth (see 3.3 below) 529.7

Present value of future profits, net of tax 537.4

Less cost of required capital -11.4

Embedded value 1,055.8
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3.2 Value of new business from sales in 2012

Million NIS VBN on covered business
in life and health
insurance

Value of new business before cost of required capital 86.04

Cost of required capital on new business -4.55

Total value of new business 81.49

3.3 Reconciliation of adjusted net worth to equity in the financial statements

Million NIS

Equity (Company balance sheet) 577.1
Revaluation of assets corresponding to covered business and 0]

resented in the financial statements at cost to fair value less tax
Less deferred acquisition costs (DAC to balance sheet)* -73.5
IAdd - reserve for deferred tax on DAC 26.1
Less value of acquired insurance accounts and goodwill thereon, 0
included in equity, net of tax
Adjusted net worth on covered business 529.7

* The deduction of tax for this adjustment is partially presented as an addition to the allowance for
deferred tax in this table and partially in adjusting the present value of future profits (see 2.5.2).

3.4 Analysis of change in EV and EV-based profit (million NIS)

Section Adjusted Value ofin- Embedded

net worth force value
Embedded value as of December 31, 2011 377.8 440.2 818.0
Adjustments to embedded value as of December 31,
2011 2.7.1 - 1.9 1.9
Adjusted embedded value as of December 31, 377.8 442.1 819.9
2011
Operating profit from in-force as of December 31, 2011
- Change in operating and demographic assumptions 2.7.2 - -15.3 -15.3
- Expected real growth 2.7.3 9.2 6.4 15.7
- Total profit expected to move from in-force to net
worth in 2012 2.7.3 58.6 -58.6 -
- Effect of variation from operating and demographic
assumptions in 2012 and other changes to in-force 2.7.4 -2.2 3.9 1.6
Total 65.6 -63.6 2.0
Profit from new business 2.7.5 -39.5 121.0 81.5
Development expenses not included in EV 2.7.6 - - -
Embedded value operating profit 26.1 57.4 83.5
Profit from exceptional items 2.7.7 - - -
Effect of inflation in 2012 2.7.8 3.5 6.4 9.9
Income from variation from economic assumptions in
2012 and change in economic assumptions 2.7.9 11.6 20.3 31.9
Total embedded value profit 41.1 84.0 125.2
Profit from non-covered business 2,710 110.8 - 110.8
Total embedded value profit of all Company 151.9 84.0 235.9
business
Movements in equity 2711 - - -
Total change in EV 151.9 84.0 235.9
Embedded value as of December 31, 2012 529.7 526.1 1,055.8
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3.5 Reconciliation of the movement in adjusted net worth to net income of the

Company

The following are details on the gap between the movement in adjusted net worth and net income of the

Company (million NIS):

Net income 157.3
Items transferred through equity reserve -
Comprehensive income (after tax) 157.3
Change in DAC before tax -8.7
[Tax on change in DAC 3.3
Change in asset valuation at fair value net of tax 0.0
Net change in value of in-force/goodwill on the balance sheet 0.0
Comprehensive income adjusted to basis of embedded value 151.9
Movement in equity 0.0
Total change in adjusted net worth 151.9

3.6 Sensitivity analysis for covered business in accordance with Circular

requirements
See Change in embedded Change in value of
section value new business
Million % Million %
NIS NIS
Basic result 1,055.8 81.5
0.5% reduction in risk-free interest 2.8.7 18.0 1.7% 4.5 5.5%
10% increase in administration and
general expenses -38.0 -3.6% -4.6 -5.6%
10% increase in cancellation rate -51.3% -4.9% -10.4 -12.8%
10% increase in mortality rate 2.8.4 -54.5 -5.2% -12.2 -15.0%
10% increase in morbidity rate 2.8.6 -73.8 -7.0% -12.2 -14.8%
Michal Burger F.IL.A.A Avital Yael Koler F.IL.A.A

Appointed Life Insurance Actuary

Appointed Health Insurance Actuary
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