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Note 9 - Significant events during the reporting period (contd.) 

5. Allotment of share options to employees 

 On March 15, 2011, after first obtaining approval from the Company's Compensation Committee, the 
Company's Board of Directors approved an allotment of 47,047 stock options to 11 recipients. The 
exercise price of the options was determined according to the closing price of the Company's shares on 
the TASE, immediately prior to the Board of Directors decision, that is NIS 191.6 per share.  

 The fair value of the stock options allocated in the allotment is estimated at NIS 2.8 million, taking into 
account the possibility that some recipients may terminate their employment at an earlier date (excluding 
the Group's senior executives). The economic value of each option offered to the recipients, taking into 
account leaving rates and the probability that some options may be exercised at an earlier date, where the 
Board of Directors set the exercise price at NIS 191.6 per option linked to the CPI, is NIS 60 at the date 
of granting the stock options, March 15, 2011. The value of these options will be charged as an expense 
to the Company's financial statements over the anticipated vestment period of the options, beginning the 
year 2011. 

 The fair value of the option warrants granted as aforementioned is estimated by applying a binomial 
model to the costing of the options. The following parameters are used in applying the model: 

 
Expected fluctuations in the price of the share 33.5% 

Risk-free interest rate 1.3% 

 The expected fluctuations are determined on the basis of the historical fluctuations in the share price. The 
duration of life of the options is calculated using the binomial model, based on accepted exercise 
multiples and the Company's past experience regarding employees who leave the Company's 
employment.   

 The risk-free interest rate is determined based on linked shekel government bonds, where the remainder 
of the period equals the anticipated duration of life of the options.  

 On April 28, 2011, the board of directors of the Company decided to publish an outline for a securities 
offering to employees in accordance with the Securities Regulations (outline details of securities offering 
to employees) 5770 - 2000 and the Securities Regulations (private offering of securities in a registered 
company) 5770 - 2000. The outline plan is based on the outline plan published by the Company on June 
4, 2009. The outline plan is for an allocation of up to 200,000 option notes for the exercise of up to 
200,000 shares par value NIS 1 each of the Company. 

 Pursuant to the outline plan as detailed above, on May 26, 2011, after first obtaining approval from the 
Company's Compensation Committee, the Company's Board of Directors approved an allotment of 
161,924 stock options to 13 recipients. The exercise price of the options was determined according to the 
closing price of the Company's shares on the TASE, immediately prior to the Board of Directors decision, 
that is NIS 172.5 per share . 

 Total value of the options will that will be credited as an expense to the Company's financial statements is 
estimated at NIS 9.6 million, taking into account the possibility that some recipients may terminate their 
employment at an earlier date (excluding the Group's senior executives). The economic value of each 
option offered to the recipients, taking into account leaving rates and the probability of exercising of the 
option at an earlier date, where the Board of Directors set the exercise price at NIS 172.5 per option 
linked to the CPI, is NIS 59 at the date of granting the stock options, March 26, 2011. The value of these 
options will be credited as an expense to the Company's financial statements over the anticipated 
vestment period of the options, from the beginning of the year 2011. 
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Note 9 - Significant events during the reporting period (contd.) 

 The fair value of the option warrants granted as aforementioned is estimated by applying a binomial 
model to the costing of the options. The following parameters are used in applying the model: 

 
Expected fluctuations in the price of the share 33% 

Risk-free interest rate 1.8% 

 The expected fluctuations are determined on the basis of the historical fluctuations in the share price. The 
duration of life of the options is calculated using the binomial model, based on accepted exercise 
multiples and the Company's past experience regarding employees who leave the Company's 
employment.  

 The risk-free interest rate is determined based on linked shekel government bonds, where the remainder 
of the period equals the anticipated duration of life of the options.  

6.  Compensation for a delay in withdrawing money or for a delay in transferring money between provident 
funds or investment tracks 

 On March 15, 2011, the Commissioner published a circular concerning compensation for a delay in 
withdrawing money or for a delay in transferring money between provident funds or investment tracks. 
The circular prescribes the provisions for calculating the compensation.  

 The financial institutions must implement the provisions with respect to the rules determined in the 
circular. The compensation shall be paid for applications that were received between June 1, 2008 and 
December 31, 2008 not through an operating bank, and with respect to complaints that members filed 
with the management company before March 15, 2011 regarding a delay in implementing their request. 
The unpaid money must be refunded pursuant to the aforementioned provisions in accordance with the 
dates specified in the circular. 

 The Group's management companies are in the process of reviewing historic data and computing the 
financial implications of the decision in principle. 

 To implement the decision, the companies recruited manpower specially for carrying out the assignment 
and developed designated software to handle the matter. Based on project progress and carrying out of the 
required deployment, the Company (as owners of some of the provident funds managed by the Group) 
and the management companies made provision in the financial statements. 

7. License to engage in life assurance – Dikla Insurance Company  

 In March 2011 Dikla's insurer's license was extended to include life assurance – pure risk only. Likewise, 
Dikla received approval for two insurance plans in the life assurance (risk) branch. The activity of life 
assurance in Dikla is not marerial.  

8.  Directives of the Supervisor of Banks concerning loans with variable interest  

 On April 27, 2011, the Supervisor of Banks published a draft instruction concerning housing loans with 
variable interest that will apply to loans that receive approval in principle from May 5, 2011 onwards. 
The instruction restricts the part of the loan (mortgage) with variable interest to one third of the total 
amount of the housing loan that the bank gives a borrower. The restriction applies to new mortgages 
(housing loans) on all variable interest tracks, where the interest rate may change during a period of less 
than five years. This instruction is in addition to previous instructions published by the Supervisor of  
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Note 9 - Significant events during the reporting period (contd.) 

 Banks during 2010, as described in detail in the Report on the Corporation's Business for 2010, in an 
effort to depress the residential real-estate market. 

 These instructions led to extreme caution by the mortgage banks when issuing highly financed mortgages 
and to a decline in the demand for highly financed mortgages. Consequently, the demand for highly-
financed mortgage insurance dropped, resulting in a decline in the Company's revenues from premiums 
from the second half of 2010. 

 In addition to the foregoing, after the balance-sheet date, there was a further decline in demand for highly 
financed mortgages referred to EMI. This in turn will lead to a decline in EMI's revenues from premiums 
over the coming months. 

9. Debt Settlement of the Greece Government   

 The Company is the owner of Interasco Societe Anonyme General Insurance Company S.A.G.I 
(Interasco), an insurance company operating in Greece in the health and non-life insurance sectors. 

 The Company's management believes that since the financial exposure to the Greek capital market is 
insignificant, the crisis in Greece will not essential affect the Group's performance. 

10. Tender for Collective Long-Term Care Insurance 

 As specified in Note 5(B) of the Periodic Report, on July 20, 2008, the Commissioner and Clalit Health 
Services ("Clalit") reached agreement on the sale of Clalit's holdings (35% indirectly) in Dikla. In 
addition, agreement was reached whereby by August 1, 2011, Clalit will hold a tender in respect of the 
group long-term care insurance of Clalit's customers who have been insured by Dikla since 1998.  
Pursuant to the aforementioned agreement between the Commissioner and Clalit regarding the tender for 
long-term care insurance, Clalit expects to publish a tender for the group long-term care insurance policy 
"Siudi Mushlam" in the near future.  

 Due to the fact that the collective insurance agreement that was renewed in July 2010 ended on July 31, 
2011, an agreement was signed between Clalit and Dikla to extend the collective insurance until January 
1, 2012. 

11. Approval of an internal credit rating model 

 On May 15, 2011, the Commissioner authorized Harel Insurance's use of an internal credit rating model 
that was developed by Harel Insurance This model will serve Harel Insurance's and other financial 
institutions in group. According to the terms of the authorization, the rating under the internal model shall 
be construed as a rating that corresponds with a rating company's rating from the risk perspective. At this 
stage, the authorization is in force until December 31, 2012. The authorization is subject to meeting the 
following conditions: (a) The rating is valid for evaluating credit given to companies, excluding credit 
given to banks, insurance companies, credit backed by an underlying asset and credit for project 
financing; (b) the internal model will be used within the  

 context of the structure, methodology and procedures presented by way of the model review process; (c) 
any significant change in the structure of the model must be approved in advance by the Commissioner; 
(d) rating according to model shall not be used for determining the rate of capital required on account of a 
credit risk. Furthermore, the authorization prescribes provisions concerning immediate and periodic 
reports that Harel Insurance must submit to the Commissioner in connection with the ratings. 
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Note 10 - Events after the date of the financial statements 

1. A designated partnership that was established by the Israel Infrastructures Fund ("the Partnership" and 
"the Infrastructure Fund" or "IIF", respectively), and which, at the end of 2010, acquired 50% of the 
shares of Derech Eretz Highways (1997) Ltd., the concessionaire for Highway 6 ("Derech Eretz"), agreed  

 to provide Derech Eretz with the means to exercise the right of first refusal that it has to acquire the 
State's rights in Derech Eretz. 

 The right of first refusal relates to a sale process (tender) in which the State offered to sell the right to 
receive securities in Derech Eretz, which after exercising the option conferred on the State, will confer 
49% of the capital rights in Derech Eretz, rights to a mezzanine loan that was given to Derech Eretz and 
rights in subordinated loans that were given to Derech Eretz by its shareholders ("the right of refusal" and 
the "capital rights in Derech Eretz", respectively). The consideration defined in the winning offer in the 
State's tender process is NIS 1.4 billion . 

 After exercising the right of refusal, the Partnership will hold 75% of the capital rights in Derech Eretz . 

 The general partner in Israel Infrastructures (the Partnership) is IIF's management company, in which 
Harel Insurance Company Ltd. (nostro) holds 40% of the rights. Subsidiaries of the Company that are 
financial institutions ("the Subsidiaries") hold 28% of the capital rights in IIF. As the Limited Partner, 
subsidiaries of the Company that are financial institutions hold 47%, directly, of the rights in Israel 
Infrastructures. 

 To allow Israel Infrastructures (the Partnership) to extend the aforementioned sources of finance to 
Derech Eretz, the partners in Israel Infrastructures undertook to invest additional amounts in it. The 
additional investment in Israel Infrastructures that the Company and the subsidiaries made amounts to 
NIS 660 million. In addition, in connection with the Israel Infrastructures' partners additional investment 
in Israel Infrastructures, the Infrastructure Fund II (a spin-off fund of the IIF) will also make an increased 
investment in Israel Infrastructures.   

 The subsidiaries' investment in IIF and in the Partnership (Israel Infrastructures) is mostly for their yield-
dependent investment portfolios, provident funds and pension funds, and therefore no material impact is 
expected on the financial performance of the Company or the subsidiaries. 

2. On August 3, 2011, subsidiaries of the Company that are financial institutions (hereinafter together: "the 
Subsidiaries"), entered into an agreement to acquire a residential project in Jackson, New Jersey (" the 
Project"), through a Limited Liability Company (" LLC") in which the subsidiaries hold 45% of the 
interests (indirectly, through a partnership corporation).   

  The remaining 55% of the interests in the LLC are held by an American partner (45%) and by Gaia Real 
Estate (10%), which will manage the project.  

 The Project is to be acquired for USD 44 million (equity and external debt).  

 The Subsidiaries' share of the aforementioned transaction was financed principally from the reserves held 
against yield-dependent obligations (profit-sharing policies) of Harel Insurance, from yield-dependent 
reserves held by Dikla, and from the provident fund and pension fund portfolios. Consequently, these 
agreements are not expected to significantly impact the performance of the Company and/or the 
Subsidiaries. 

3. On August 2, 2011, Harel Financial Products Ltd. (hereinafter in this section: ("the Acquirer"), entered 
into an agreement to acquire all the issued share capital of Prisma Currencies Ltd. (" "Prisma 
Currencies"), a company wholly owned by KSM Israeli Index Certificates Ltd. ("the Seller").  

 In consideration of the acquisition, the Acquirer will pay the Seller NIS 360,000.   
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Note 10 - Events after the date of the financial statements (cont'd) 

 The following details deposit certificates that Prisma Currencies issued to and are held by the public: 

1. Deposit certificate (Series A), that track the US dollar rate (Securities no.: 1111707).  
2. Deposit certificate (Series B), that track the Euro rate (Securities no.: 1111715).  
3. Deposit certificate (Series D), that track the Norwegian Krone (Securities no.: 1111475).  
4. Deposit certificate (Series F), that track the Australian dollar (Securities no.: 1111558).   

 The acquisition agreement is subject to suspensive conditions, including: Approval from the Acquirer's 
board of directors and the Company's board of directors, due diligence, approval of the Antitrust 
Commissioner, approval from Midroog and the approval of the Trustee for the series.  

 The transaction will be financed from independent sources.  

4. On July 4, 2011, subsidiaries of the Company that are financial institutions (hereinafter together: ("the 
Subsidiaries"), entered into a transaction with Blue Square Real Estate Ltd. ("BSRE") in connection with 
the acquisition of BSRS's interests in a commercial center that is under construction, including office and 
commercial space, in the Kiryat Hasharon neighborhood in East Netanya ("the Commercial Center"). As 
part of the transaction, the parties signed a sale agreement and cooperative agreement whereby the 
Subsidiaries will acquire from BSRE 50% of the rights in the land and the commercial center that is 
currently under construction, and will be jointly owned by BSRE and the Subsidiaries. The cooperative 
agreement arranges the relationship between the parties as joint owners of the project, including bearing 
the costs of the design, construction, marketing, management and operation of the commercial center by 
the parties in equal parts. The Subsidiaries are expected to invest NIS 81.5 million in the project, where 
about half of the investment is for the nostro portfolio and the balance is for members' portfolios. 

5. On August 4, 2011,  Standard & Poor's Maalot announced affirmation of the ilAA (negative) rating for 
EMI, a wholly owned subsidiary of Harel Insurance. This affirmation is further to a rating of ilAA 
(negative) given to EMI on May 30, 2010. 

6. On June 12, 2011, the Commissioner informed Harel Insurance of its intention to impose a civil fine, due 
to an alleged violation of the Commissioner's ruling in connection with the way in which insureds are 
enrolled in several group policies during the period 2009-2010. This method of enrollment was practiced 
before the regulations concerning group health insurance took effect, regulating the way in which 
insureds are enrolled in group health insurance policies. At discussions held with the Commissioner, it 
was emphasized that this mistake was made innocently. On August 22, 2011 Harel Insurance received the 
Commissioner's decision, according to which the amount of the fine imposed on Harel Insurance is NIS 
1.6 million. 

7. During July and August, the crisis in the capital markets in Israel and worldwide continued and further 
deteriorated. The crisis was reflected in a sharp drop in share and bond prices, on the background of the 
lowering of USA's credit rating and the ongoing crisis in the European Union.  

 At June 30, 2011, Harel Insurance will be unable to collect variable management fees in the amount of 
NIS 52 million on yield-dependent policies issued between 1991-2003, until the investment losses in 
respect of these policies are covered. The estimated yield from the end of the Reporting Period until 
August 18, 2011 is expected to increase this amount by NIS 96 million. 

 The effect on the capital attributed to the Company's shareholders for the impairment of the marketable 
investment portfolio, that is not held against yield-dependent liabilities, from the end of the Reporting 
Period until immediately prior to the approval of the report, net, after the effect of the tax, is estimated at 
NIS 118 million. 
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Note 10 - Events after the date of the financial statements (cont'd) 

 It should be noted that the above figure is partial, and does not include other income (expenses) 
components from investments and the effect of the Group's other activity on performance and on 
shareholders' equity . 

 The above figure is in respect of an impairment of the value of the marketable investment portfolio until 
immediately before this report was approved, and changes may be made in it up to the end of the quarter, 
in line with trends in the capital markets and exchange rates. 

8. In the wake of the capital market crisis in Israel and around the world, until the publication date of the 
reports the volume of mutual fund assets managed by Harel Finance, a subsidiary of the Company 
declined. In addition, money was diverted from the traditional funds that generate management fees, to 
money-market funds on which there are no management fees. These trends affect the cash flows expected 
from mutual fund management activity vis-à-vis the Company's forecasts that were made by the appraiser 
when reviewing the recoverable amount at December 31, 2010. Pursuant to a review that Harel Finance 
conducted close to the publication date of the financial report, based on the balance of the assets managed 
at that date, these trends do not necessitate a write down of the balance of the amortized cost of the 
mutual funds asset. 
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Appendix A - Harel Insurance Company Ltd., details of assets for yield-dependent contracts 
and other financial investments  
a. Assets for yield-dependent contracts 

 The following are details of assets held against insurance contracts and investment contracts presented at 
fair value through the statement of income: 

 
June 30 December 31 

 
2011 2010 2010 

 (Unaudited) (Unaudited) (Audited) 

 
NIS thousands NIS thousands NIS thousands 

    Real estate for investment  708,429  594,075  675,313 

Financial investments 
   Negotiable debt assets  6,965,726  6,757,377  6,719,816 

Non-negotiable debt assets  3,738,477  3,236,607  3,268,908 
Shares  3,260,416  2,971,602  3,731,791 
Other financial assets  3,102,624  2,168,130  2,869,062 

Total financial investments  17,067,243  15,133,716  16,589,577 
Cash and cash equivalents  775,378  329,688  642,138 
Handled as loans and receivables including bank deposits 

   Non-negotiable debt assets  264,886  284,931  272,439 
Other financial assets  333,122  305,099  309,705 

Total assets for yield dependent contracts*  19,149,058  16,647,509  18,489,172 

Payables  6,620  3,011  2,226 
Financial liabilities**  37,756  148,849  39,052 

Financial liabilities - yield dependent contracts   44,376  151,860  41,278 

*  Assets held contra to liabilities for yield dependent insurance contracts are presented pursuant to the 
directives of Circular 2-9-2009 at adjusted cost. The fair value of these assets as at June 30, 2011, is NIS 
261,895 thousand (as at June 30, 2010 and as at December 31, 2010, NIS 291,979 thousand and NIS 289,588 
thousand respectively). 

 ** Mainly derivatives and future contracts. 
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Appendix A - Harel Insurance Company Ltd., details of assets for yield-dependent contracts 
and other financial investments (contd.) 
b. other financial investments 
 

 
at  June 30, 2011 (Unaudited) 

 Reported at fair 
value, 

     through profit 
and loss 

Available for 
sale 

Held to 
maturity  

Other debt 
assets Total 

 NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands 

      Negotiable debt assets  886,552  4,256,844 203,392*  -  5,346,788 
Non negotiable debt assets  -  -  -  8,435,826  8,435,826 
Shares  -  522,779  -  -  522,779 
Other  450,092  737,148  -  -  1,187,240 

Total  1,336,644  5,516,771  203,392  8,435,826 
 

15,492,633 
 
 

 
at  June 30, 2010 (Unaudited) 

 Reported at fair 
value, 

     through profit and 
loss 

Available for 
sale 

Held to 
maturity  

Other debt 
assets Total 

 
NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands 

      Negotiable debt assets  682,759  4,102,013 196,005*  -  4,980,777 
Non negotiable debt assets  -  -  -  7,463,461  7,463,461 
Shares  -  415,765  -  -  415,765 
Other  309,619  1,013,685  -  -  1,323,304 

Total  992,378  5,531,463  196,005  7,463,461 
 

14,183,307 

      
 

at December  31, 2010 (audited)  

 

Reported at fair 
value, 

    

 

through profit and 
loss 

Available for 
sale 

Held to 
maturity  

Other debt 
assets Total 

 
NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands 

      Negotiable debt assets  821,842  4,249,334 203,393*  -  5,274,569 
Non negotiable debt assets  -  -  -  7,855,205  7,855,205 
Shares  -  548,413  -  -  548,413 
Other  458,899  1,157,143  -  -  1,616,042 

Total  1,280,741  5,954,890  203,393  7,855,205 
 

15,294,229 

* Assets presented at fixed cost. The fair value of these assets as at June 30, 2011, is NIS 203,465 thousand (as at June 
30, 2010 and as at December 31, 2010, NIS 194,430 thousand and NIS 204,377 thousand respectively). 



Harel Insurance Investments & Financial Services Ltd. 

Appendixes to the condensed interim consolidated financial statements 
 

2-73 
 

Appendix A - Harel Insurance Company Ltd., details of assets for yield-dependent contracts 
and other financial investments (contd.) 
b. Details of other financial investments (contd.) 

1. Negotiable debt assets 
 

 
book value Amortized Cost 

 
June 30 December 31 June 30 December 31 

 
2011 2010 2010 2011 2010 2010 

 (Unaudited) (Unaudited) (Audited) (Unaudited) (Unaudited) (Audited) 

 
NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands 

    
   

Government bonds  2,208,873  2,525,321  2,052,897  2,213,357  2,416,231  2,003,134 

Other  assets 
      Debt assets  non-convertible  3,120,228  2,429,027  3,195,714  3,092,257  2,303,506  3,064,236 

Debt assets convertible 
 17,687  26,430  25,957  18,667  25,077  24,547 

Total tradable debt asset 
 5,346,788  4,980,778  5,274,568  5,324,281  4,744,814  5,091,917 

Impairment balances 
credited to profit and loss  5,821  21,551  8,610 

    
*   Convertible bonds presented at cost and not at amortized cost. 
** Amortized cost - cost less principal payments plus (less) accumulated amortization by the effective interest method 

on any difference between cost and the repayment amount less any reduction due to impairment in value recorded to 
the statement of income.  

2. Non negotiable debt assets 

 
Book Value  Fair Value  

 
June 30 December 31 June 30 December 31 

 
2011 2010 2010 2011 2010 2010 

 (Unaudited) (Unaudited) (Audited) (Unaudited) (Unaudited) (Audited) 

 
NIS Thousands NIS Thousands NIS Thousands NIS Thousands NIS Thousands NIS Thousands 

 
      

Government bonds 
      Designated bonds  3,931,751  3,593,295  3,732,999  4,543,166  4,434,297  4,599,824 

Other bonds  17,250  19,574  17,927  18,083  21,469  19,313 

Total government bonds  3,949,001  3,612,869  3,750,926  4,561,249  4,455,766  4,619,137 

other debt assets 
      Non-convertible other 

debt assets  4,486,825  3,850,592  4,104,279  4,531,485  4,130,008  4,384,345 
convertible other debt 
assets  -  -  -  -  -  - 

Total non tradable debt 
asset  8,435,826  7,463,461  7,855,205  9,092,734  8,585,774  9,003,482 
Impairment balances 
credited to profit and loss  24,792  19,602  19,333 
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Appendix A - Harel Insurance Company Ltd., details of assets for yield-dependent contracts 
and other financial investments (contd.) 
b. Details of other financial investments  (contd.) 

3. Shares 

 
book value Amortized Cost 

 
June 30 December 31 June 30 December 31 

 
2011 2010 2010 2011 2010 2010 

 (Unaudited) (Unaudited) (Audited) (Unaudited) (Unaudited) (Audited) 

 
NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands 

       Marketable shares  424,729  326,872  450,929  319,996  240,953  293,474 
Non Marketable shares  98,050  88,893  97,484  83,606  83,769  83,316 

Total shares  522,779  415,765  548,413  403,602  324,722  376,790 
Permanent impairment 
aggregate credited to 
profit and loss  103,557  107,826  105,226 

    
4.  Other financial investments 

 
book value Amortized Cost 

 
June 30 December 31 June 30 December 31 

 
2011 2010 2010 2011 2010 2010 

 (Unaudited) (Unaudited) (Audited) (Unaudited) (Unaudited) (Audited) 

 
NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands 

       Tradable financial 
investments  602,510  989,836  1,075,693  549,970  968,887  1,024,738 
Non Tradable financial 
investments  584,730  333,468  540,349  502,862  269,192  428,353 
Total other financial 
investments  1,187,240  1,323,304  1,616,042  1,052,832  1,238,079  1,453,091 
Permanent impairment 
aggregate credited to 
profit and loss  75,070  74,944  77,628 

   Derivatives presented in 
financial obligations  17,810  63,038  9,127 

   The other financial investments include mainly investments in exchange traded notes, notes participating in 
trust funds, investment funds, financial derivatives, forward contracts, options and structured products. 
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Appendix B - Dikla Insurance Company Ltd., details of assets for yield-dependent contracts 
and other financial assets  
a. Assets for yield dependent contracts 

 The following are details of assets held against insurance contracts and investment contracts presented at 
fair value through the statement of income: 

 

 
June 30 December 31 

 
2011 2010 2010 

 (Unaudited) (Unaudited) (Audited) 

 
NIS thousands NIS thousands NIS thousands 

    Real estate for investment  38,691  29,370  36,014 

Financial investments 
   Negotiable debt assets  714,024  628,661  690,636 

Non-negotiable debt assets  279,436  230,710  231,625 
Shares  161,580  156,834  184,606 
Other financial assets  179,981  142,784  173,482 
Total financial investments  1,335,021  1,158,989  1,280,349 
Cash and cash equivalents  144,886  87,208  104,691 
Other  37,055  23,031  35,970 

Total assets for yield dependent contracts  1,555,653  1,298,598  1,457,024 

*  Designated and measured mainly as loans and receivables. The fair value of these assets as at June 30, 
2011 is NIS 280,865 thousand (as at June 30, 2010 and December 31, 2010 - NIS 243,933 thousand and 
NIS 244,082 thousand respectively). 
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Appendix B - Dikla Insurance Company Ltd., details of assets for yield-dependent contracts 
and other financial assets (contd.)  
b. Details of other financial investments 

 
at  June 30, 2011 (Unaudited) 

 Reported at fair value,  
    through profit and loss Available for sale Other debt assets Total 

 NIS thousands NIS thousands NIS thousands NIS thousands 

     Negotiable debt assets 432 423,088 - 423,520 
Non negotiable debt assets - - 112,333 112,333 
Shares - 28,352 - 28,352 
Other 25,694 45,598 - 71,292 
Total 26,126 497,038 112,333 635,497 

 

 
at  June 30, 2010 (Unaudited) 

 
Reported at fair value,  

   

 
through profit and loss Available for sale Other debt assets Total 

 
NIS thousands NIS thousands NIS thousands NIS thousands 

     Negotiable debt assets 1,210 344,718 - 345,928 
Non negotiable debt assets - - 80,016 80,016 
Shares - 18,683 - 18,683 
Other 22,515 48,219 - 70,734 
Total 23,725 411,620 80,016 515,361 

     
 

at December  31, 2010 (audited)  

 
Reported at fair value,  

   

 
through profit and loss Available for sale Other debt assets Total 

 
NIS thousands NIS thousands NIS thousands NIS thousands 

     Negotiable debt assets 1,339 360,021 - 361,360 
Non negotiable debt assets - - 88,995 88,995 
Shares - 26,663 - 26,663 
Other 27,183 55,781 - 82,964 
Total 28,522 442,465 88,995 559,982 
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Appendix B - Dikla Insurance Company Ltd., details of assets for yield-dependent contracts 
and other financial assets (contd.)  

b. Details of other financial investments (contd.) 
1. Negotiable debt assets 

 
book value Amortized Cost 

 
June 30 December 31 June 30 December 31 

 
2011 2010 2010 2011 2010 2010 

 (Unaudited) (Unaudited) (Audited) (Unaudited) (Unaudited) (Audited) 

 
NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands 

    
   

Government bonds  203,887  208,484  168,987  203,158  199,711  164,252 
Other  assets 

      Debt assets  non-
convertible  219,202  136,234  191,034  217,433  129,280  184,495 
Debt assets 
convertible  432  1,210  1,339  575  1,181  1,298 
Total tradable debt 
asset  423,521  345,928  361,360  421,166  330,172  350,045 
Impairment 
balances credited to 
profit and loss  1,089  2,267  1,323 

    
*   Convertible bonds presented at cost and not at amortized cost. 
** Amortized cost - cost less principal payments plus (less) accumulated amortization by the effective 

interest method on any difference between cost and the repayment amount less any reduction due to 
impairment in value recorded to the statement of income.  

2. Non negotiable debt assets 

 
book value Amortized Cost 

 
June 30 December 31 June 30 December 31 

 
2011 2010 2010 2011 2010 2010 

 (Unaudited) (Unaudited) (Audited) (Unaudited) (Unaudited) (Audited) 

 
NIS Thousands NIS Thousands NIS Thousands NIS Thousands NIS Thousands NIS Thousands 

 
      

Other debt assets 
      Debt assets non-

convertible  112,333  80,016  88,995  111,149  83,594  92,031 
Total non tradable 
debt asset  112,333  80,016  88,995  111,149  83,594  92,031 
Impairment 
balances credited to 
profit and loss  930  369  353 

    
  



Harel Insurance Investments & Financial Services Ltd. 

Appendixes to the condensed interim consolidated financial statements 
 

2-78 
 

 
Appendix B - Dikla Insurance Company Ltd., details of assets for yield-dependent contracts 
and other financial assets (contd.) 

b. Details of other financial investments – contd. 
3. Shares 

 
book value Amortized Cost 

 
June 30 December 31 June 30 December 31 

 
2011 2010 2010 2011 2010 2010 

 (Unaudited) (Unaudited) (Audited) (Unaudited) (Unaudited) (Audited) 

 
NIS Thousands NIS Thousands NIS Thousands NIS Thousands NIS Thousands NIS Thousands 

       Marketable shares  24,315  15,054  22,600  19,426  10,925  14,907 
Non Marketable shares  4,037  3,629  4,063  3,533  3,525  3,502 
Total shares  28,352  18,683  26,663  22,959  14,450  18,409 
Impairment balances 
credited to profit and 
loss  5,665  5,706  5,696 

    

4. Other financial investments 
 

 
book value Amortized Cost 

 
June 30 December 31 June 30 December 31 

 
2011 2010 2010 2011 2010 2010 

 (Unaudited) (Unaudited) (Audited) (Unaudited) (Unaudited) (Audited) 

 
NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands 

       Tradable financial 
investments  39,527  48,332  53,458  35,904  45,380  48,293 
Non Tradable 
financial 
investments  31,766  22,402  29,507  28,541  20,273  25,965 
Total other financial 
investments  71,293  70,734  82,965  64,445  65,653  74,258 
Permanent 
impairment 
aggregate credited 
to profit and loss  4,086  4,780  4,585 

   Other financial investments include mainly investments in exchange traded notes, participation in mutual 
funds certificates, investment funds, financial derivatives, forward contracts, options and structured products. 
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Appendix C - E.M.I Mortgage Insurance Company Ltd. - Details of other financial 
investments 
 

 
at June 30, 2011 (Unaudited) 

 
Reported at fair value,  

    through profit and loss Available for sale Other debt assets Total 
 NIS thousands NIS thousands NIS thousands NIS thousands 

     Negotiable debt assets  -  608,603  -  608,603 
Non negotiable debt assets  -  -  84,681  84,681 
Shares  -  33,690  -  33,690 
Other  7,420  34,994  -  42,414 
Total  7,420  677,287  84,681  761,968 

     
     
 

at June 30, 2011 (Unaudited) 

 
Reported at fair value,  

    through profit and loss Available for sale Other debt assets Total 
 NIS thousands NIS thousands NIS thousands NIS thousands 

     Negotiable debt assets  -  609,630  -  609,630 
Non negotiable debt assets  -  -  26,286  26,286 
Shares  -  35,853  -  35,853 
Total  -  645,483  26,286  671,769 

     
     
 

at December 31, 2010 (audited)  

 
Reported at fair value,  

    through profit and loss Available for sale Other debt assets Total 
 NIS thousands NIS thousands NIS thousands NIS thousands 

     Negotiable debt assets  -  634,100  -  634,100 
Non negotiable debt assets  -  -  48,848  48,848 
Shares  -  35,202  -  35,202 
Other  4,912  32,601  -  37,513 
Total  4,912  701,903  48,848  750,751 
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Appendix C - E.M.I Mortgage Insurance Company Ltd. - Details of other financial investments 
1. Negotiable debt assets 

 

 
book value Amortized Cost 

 
June 30 December 31 June 30 December 31 

 
2011 2010 2010 2011 2010 2010 

 (Unaudited) (Unaudited) (Audited) (Unaudited) (Unaudited) (Audited) 

 
NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands 

   
  

  Government bonds  360,262  459,285  387,410  353,102  430,555  370,776 

Other debt instruments 
      other debt instruments, non 

convertible  248,341  150,345  246,690  246,557  139,096  238,773 
Total marketable debt  608,603  609,630  634,100  599,659  569,651  609,549 
Impairment balances credited 
to profit and loss  4,226  4,508  4,390 

    
* Amortized cost - cost less payments of principal plus (less) accumulated amortization by the effective interest 

method of any difference between the cost of repayment less any amortization due to an impairment in value 
recorded to the statement of income. 

 

2. Non negotiable debt assets 

 

 
book value Amortized Cost 

 
June 30 December 31 June 30 December 31 

 
2011 2010 2010 2011 2010 2010 

 (Unaudited) (Unaudited) (Audited) (Unaudited) (Unaudited) (Audited) 

 
NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands 

 
 

  
 

  other debt assets 
      Non-convertible other debt 

assets  84,681  26,286  48,848  82,551  28,239  50,274 
Total non tradable debt 
asset  84,681  26,286  48,848  82,551  28,239  50,274 

3. Shares 

 
book value Amortized Cost 

 
June 30 December 31 June 30 December 31 

 
2011 2010 2010 2011 2010 2010 

 (Unaudited) (Unaudited) (Audited) (Unaudited) (Unaudited) (Audited) 

 
NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands 

       Tradable shares  33,690  35,853  34,513  32,879  39,730  31,139 

Total shares  33,690  35,853  34,513  32,879  39,730  31,139 
Impairment balances credited 
to profit and loss  3,447  2,522  2,349 
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Appendices to the condensed interim and consolidated financial statements 

Appendix C -E.M.I Mortgage Insurance Company Ltd. - Details of other financial investments 
(contd.) 
 

4. Other financial investments 

 
book value Cost 

 
June 30 December 31 June 30 December 31 

 
2011 2010 2010 2011 2010 2010 

 (Unaudited) (Unaudited) (Audited) (Unaudited) (Unaudited) (Audited) 

 
NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands 

       Tradable financial 
investments 
  30,431  -  29,244  30,019  -  29,302 
Non Tradable financial 
investments  11,982  -  8,269  11,335  -  7,241 

Total other financial 
investments  42,413  -  37,513  41,354  -  36,543 
 
Other financial investments include mainly investments in exchange traded notes, participation in mutual funds 
certificates, investment funds, financial derivatives, forward contracts, options and structured products. 
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Somekh Chaikin 
KPMG Millennium Tower   Telephone:  03-684 8000 
17 Ha'arbaa Street, P.O. Box 609 Fax:   03-684 8444  
Tel-Aviv 61006   Internet:        www.kpmg.co.il 

 
To: The shareholders of Harel Insurance Investments and Financial Services Ltd. 
       3 Abba Hillel Street, Ramat Gan 
 

Dear Sirs, 
 
Re: Special Auditor's Report on Interim Separate Financial Information pursuant 

to Regulation 38D of the Securities Regulations (Periodic and Immediate 
Reports) - 1970. 

 
Introduction 

We reviewed the separate interim financial information presented pursuant to Regulation 38d of 
the Securities Regulations - 1970 of Harel Insurance Investments and Financial Services Ltd. 
(hereinafter - “the Company”) as at June 30, 2011 and for six and three months periods ended on 
that date. The separate interim financial information is the responsibility of the Company’s Board 
of Directors and Management. Our responsibility is to express a conclusion on the separate 
interim financial information for the interim period, based on our review. 
 

Scope of the review 

We performed our review in accordance with Review Standard 1 of the Institute of Certified 
Public Accountants in Israel “Review of financial information for interim periods performed by 
the entity’s auditor”. The review of the separate financial information for interim periods 
comprises clarifications, mainly with the people responsible for financial and accounting matters, 
and from adopting analytical and other review procedures.  A review is far more limited in scope 
than an audit performed in accordance with generally accepted auditing standards, and therefore 
does not enable us to be confident that we will know of all the significant matters which could 
have been identified in an audit.  Consequently, we are not issuing an opinion of an audit. 
 
Conclusion 

Based on our review, nothing came to our notice which would cause us to think that the separate 
interim financial information is not in all material aspects, in accordance with the provisions of 
Regulation 38d of the Securities Regulations (Periodic and Immediate Reports) - 1970. 
         
Somekh Chaikin        
Certified Public Accountants                                                                      August 23, 2011 

http://www.kpmg.co.il/�
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Harel Insurance Investments and Financial Services Ltd. 

Financial data from the consolidated statements on the financial position as at  
 

 
June 30 

December 
31 

 
2011 2010 2010 

 
(Unaudited) (Unaudited) (Audited) 

 
NIS thousands NIS thousands NIS thousands 

Assets 
   Intangible assets  464  1,030  713 

Fixed assets  2,002  1,533  2,286 
Investments in investee companies  3,542,274  3,150,341  3,470,200 
Loans to investee companies  39,745  209,642  153,625 
Real estate for investment  17,370  17,255  17,370 
Other receivables  10,500  20,821  14,580 
Other financial investments 

   Marketable debt assets  30,154  180,021  151,875 
Non marketable debt assets  3,501  3,146  3,315 
Shares  -  1,319  61 
Others  306,999  126,591  120,202 
Total financial investments and others  340,654  311,077  275,453 
Other cash and cash equivalents  58,347  65,310  99,929 
Total assets  4,011,356  3,777,009  4,034,156 
 
 
Equity 

   Share capital and share premium  307,649  306,236  306,691 
Treasury stock  (139,446)  (100,375)  (138,625) 
Capital reserves  122,589 199,719*   229,126 

Retained earnings  3,279,673 
2,911,328

*   3,181,178 
Total equity attributed to company shareholders  3,570,465  3,316,908  3,578,370 

    Liabilities  
   Deferred tax liabilities  5,267  6,220  4,995 

Net liabilities for employee benefits   2,213  2,660  4,211 
Creditors and credit balances  35,067 45,363*  23,378*  
Current tax liabilities  4,828  18,130  10,062 
Financial liabilities  393,516 387,728*  413,140*  
Total liabilities  440,891  460,101  455,786 
Total liabilities and capital  4,011,356  3,777,009  4,034,156 
 

       
R. Agassi  S. Alkabetz  M. Siboni  Y. Hamburger 

Deputy Chief Executive 
Officer and Chief 
Financial Officer  

 Company's joint CEO  Company's joint CEO  Chairman of the Board of 
Directors  

 
Date of Approval of the Financial Statements: August 23, 2011. 
*  Regarding reclassification see Note 1(d).  
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Harel Insurance Investments and Financial Services Ltd. 

Financial data from the consolidated statements of income  
 

 

 

 
For the six months ended 

 
For the three months ended 

for the year 
ended 

 
June 30 June 30 December 31 

 
2011 2010 2011 2010 2010 

 
(Unaudited) (Unaudited) (Unaudited) (Unaudited) (Audited) 

 
NIS Thousands NIS Thousands NIS Thousands NIS Thousands NIS Thousands 

Profits from investments, 
net, and financing revenues  11,356  7,241  9,081  3,891  13,671 
Revenues from management 
fees  34,513  31,346  16,482  14,950  63,039 
Other revenues  20  -  28  -  - 

Total income  45,889  38,587  25,591  18,841  76,710 
General and administrative 
expenses  10,473  16,237  1,906  9,168  35,925 
Other expenses  -  -  -  -  76 
Financing expenses  10,700  8,089  5,840  3,887  17,210 

Total expenses  21,173  24,326  7,746  13,055  53,211 

      Company's shares in profits 
(losses) of investee 
companies   186,016  186,051  81,258  10,961  511,550 
Profit (loss) before taxes 
on income  210,732  200,312  99,103  16,747  535,049 
Taxes on income (tax 
benefit)  6,237  3,936  4,241  1,729  5,224 

Profit (loss) relating to the 
Company's shareholders  204,495  196,376  94,862  15,018  529,825 
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Harel Insurance Investments and Financial Services Ltd. 
Financial data from the consolidated comprehensive profit  

 

 

 
For the six months ended 

 
For the three months ended 

for the year 
ended 

 
June 30 June 30 December 31 

 
2011 2010 2011 2010 2010 

 

(Unaudited) (Unaudited) (Unaudited) (Unaudited) (Audited) 

 
NIS Thousands NIS Thousands NIS Thousands NIS Thousands NIS Thousands 

Profit (loss) for the year  204,495  196,376  94,862  15,018  529,825 

Other comprehensive income (loss): 
     Net changes in fair value of financial 

assets classified as available for sales  4,496  3,320  2,088  3,744  (970) 

Net changes in fair value of financial 
assets classified as available for sales 
that transferred to the statement of 
profit and loss  (7,423)  -  (7,544)  -  622 

Loss from impairment in value of 
financial assets available for sale 
transferred to the statement of income  -  69  -  43  - 

Taxes on income relating to 
components of other comprehensive  
income (loss)  866 (617)*  1,255  (909) 280*  

Foreign currency translation 
differences for foreign operations  1,659 (4,946)*  59 (4,754)* (3,160)* 

The Grop share in the comprehensive 
income (loss) of investee companies  (112,115) 6,735*   (77,567) (45,217)* 29,052*  

Other comprehensive income (loss) 
for the year  (112,517)  4,561  (81,709)  (47,093)  25,824 

Total Profit (loss) for the year 
Attributed to the company's owners  91,978  200,937  13,153  (32,075)  555,649 

 
 

*  Regarding reclassification see Note 1(d).  
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Harel Insurance Investments and Financial Services Ltd. 

Financial data from the condensed interim financial statements of changes in capital 
 

 

Share 
capital and 
premium 

Capital 
reserve for 
financing 

assets 
available 
for sale 

Translation 
reserve 

from 
overseas  

operations 

Capital 
reserve for 
share based 
payments 

Treasury 
stock 

Transaction
s with non-
controlling 

interests 

 Capital 
reserve for 
revaluation 

of 
investment 
real estate  

Balance of 
retained 
earnings Total 

 
NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands 

For the six months ended June 30, 2011 (Unaudited) 

Balance as at January 1, 2011  306,691  263,835  (45,660)  (14,240)  18,810  (138,625)  6,381  3,181,178  3,578,370 

          Comprehensive income for year 
         Profit for year  -  -  -  -  -  -  -  204,495  204,495 

Total other comprehensive income  
(loss)  -  (116,873)  -  1,659  -  -  2,697  -  (112,517) 

Total comprehensive income for year  -  (116,873)  -  1,659  -  -  2,697  204,495  91,978 
Transactions with owners credited directly to equity 
Dividends paid  -  -  -  -  -  -  -  (106,000)  (106,000) 
Share based payment  -  -  -  -  5,980  -  -  -  5,980 
Reissuing of treasury stock  958  -  -  -  -  5,279  -  -  6,237 
Purchase of treasury stock  -  -  -  -  -  (6,100)  -  -  (6,100) 
Balance as at June 30, 2011  307,649  146,962  (45,660)  (12,581)  24,790  (139,446)  9,078  3,279,673  3,570,465 
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Harel Insurance Investments and Financial Services Ltd. 

Financial data from the condensed interim financial statements of changes in capital (cont'd) 
   
 

 
 

 

Share 
capital and 
premium 

Capital 
reserve for 
financing 

assets 
available 
for sale 

Translation 
reserve 

from 
overseas  

operations 

Capital 
reserve for 
share based 
payments 

Treasury 
stock 

Transaction
s with non-
controlling 

interests 

 Capital 
reserve for 
revaluation 

of 
investment 
real estate  

Balance of 
retained 
earnings Total 

 
NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands 

For the three months ended June 30, 2011 (Unaudited) 

          Balance as at April 1, 2011  307,203  227,598  (45,660)  (10,818)  20,671  (137,789)  8,388  3,227,674  3,597,267 

          Comprehensive income for year 
         Profit for year  -  -  -  -  -  -  -  94,862  94,862 

Total other comprehensive income  
(loss)  -  (80,636)  -  (1,763)  -  -  690  -  (81,709) 

Total comprehensive income for year  -  (80,636)  -  (1,763)  -  -  690  94,862  13,153 
Transactions with owners credited directly to equity 
Dividends paid  -  -  -  -  -  -  -  (42,863)  (42,863) 
Share based payment  -  -  -  -  4,119  -  -  -  4,119 
Reissuing of treasury stock  446  -  -  -  -  1,122  -  -  1,568 
Purchase of treasury stock  -  -  -  -  -  (2,779)  -  -  (2,779) 
Balance as at June 30, 2011  307,649  146,962  (45,660)  (12,581)  24,790  (139,446)  9,078  3,279,673  3,570,465 
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Harel Insurance Investments and Financial Services Ltd. 

Financial data from the condensed interim financial statements of changes in capital (cont'd) 
   
 
 

 

Share 
capital and 
premium 

Capital 
reserve for 
financing 

assets 
available for 

sale 

Translation 
reserve 

from 
overseas  

operations 

Capital 
reserve for 
share based 
payments 

Treasury 
stock 

Transaction
s with non-
controlling 

interests 

 Capital 
reserve for 
revaluation 

of 
investment 
real estate  

Balance of 
retained 
earnings Total 

 
NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands 

For the six months ended June 30, 2010 (Unaudited) 

Balance as at January 1, 2010  140,196  229,645  -  (3,741)  4,329  (90,231)  4,248  2,822,005  3,106,451 

          Comprehensive income for year 
         Profit for year  -  -  -  -  -  -  -  196,376  196,376 

Total other comprehensive income  
(loss)  -  7,084  -  (4,946)  -  -  2,423  -  4,561 
Total comprehensive income for year  -  7,084  -  (4,946)  -  -  2,423  196,376  200,937 
Transactions with owners credited directly to equity 

Dividends paid  -  -  -  -  -  -  -  (107,053)  (107,053) 
Acquisition of rights do not grant 
control  165,700  -  (45,660)  -  -  -  -  -  120,040 
Share based payment  -  -  -  -  6,337  -  -  -  6,337 
Reissuing of treasury stock  340  -  -  -  -  4,547  -  -  4,887 
Purchase of treasury stock  -  -  -  -  -  (14,691)  -  -  (14,691) 

Balance as at June 30, 2010  306,236  236,729  (45,660)  (8,687)  10,666  (100,375)  6,671  2,911,328  3,316,908 
 
 

*  Regarding reclassification see Note 1(d).  
 



3-9  
 

Harel Insurance Investments and Financial Services Ltd. 

Financial data from the condensed interim financial statements of changes in capital (cont'd) 
   
 
 

 

Share 
capital and 
premium 

Capital 
reserve for 
financing 

assets 
available for 

sale 

Translation 
reserve 

from 
overseas  

operations 

Capital 
reserve for 
share based 
payments 

Treasury 
stock 

Transaction
s with non-
controlling 

interests 

 Capital 
reserve for 
revaluation 

of 
investment 
real estate  

Balance of 
retained 
earnings Total 

 
NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands 

For the three months ended June 30, 2010 (Unaudited) 
Balance as at April 1, 2010  305,974  285,749  (45,660)  (8,191)  7,554  (94,155)  4,248  3,003,363  3,458,882 

          Comprehensive income for year 
         Profit for year  -  -  -  -  -  -  -  15,018  15,018 

Total other comprehensive income  
(loss)  -  (49,020)  -  (496)  -  -  2,423  -  (47,093) 
Total comprehensive income for 
year  -  (49,020)  -  (496)  -  -  2,423  15,018  (32,075) 
Transactions with owners credited directly to equity 
Dividends paid  -  -  -  -  -  -  -  (107,053)  (107,053) 
Share based payment  -  -  -  -  3,112  -  -  -  3,112 
Reissuing of treasury stock  262  -  -  -  -  4,368  -  -  4,630 
Purchase of treasury stock  -  -  -  -  -  (10,588)  -  -  (10,588) 
Balance as at June 30, 2010  306,236  236,729  (45,660)  (8,687)  10,666  (100,375)  6,671  2,911,328  3,316,908 
 
 

*  Regarding reclassification see Note 1(d).  
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Harel Insurance Investments and Financial Services Ltd. 

Financial data from the condensed interim financial statements of changes in capital (cont'd) 
   

 
 

 

Share 
capital and 
premium 

Capital 
reserve for 
financing 

assets 
available for 

sale 

Translation 
reserve 

from 
overseas  

operations 

Capital 
reserve for 
share based 
payments 

Treasury 
stock 

Transaction
s with non-
controlling 

interests 

 Capital 
reserve for 
revaluation 

of 
investment 
real estate  

Balance of 
retained 
earnings Total 

 
NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands NIS thousands 

          for the year ended December 31, 2010   
Balance as at January 1, 2010  140,196  229,645  -  (3,741)  4,329  (90,231)  4,248  2,822,005  3,106,451 

          Comprehensive income for year 
         Profit for year  -  -  -  -  -  -  -  529,825  529,825 

Total other comprehensive income  
(loss)  -  34,190  -  (10,499)  -  -  2,133  -  25,824 
Total comprehensive income for 
year  -  34,190  -  (10,499)  -  -  2,133  529,825  555,649 

          Transactions with owners credited directly to equity 

          Dividends paid  -  -  -  -  14,481  -  -  -  14,481 
Acquisition of rights do not grant 
control  -  -  -  -  -  -  -  (170,652)  (170,652) 
Share based payment  165,700  -  (45,660)  -  -  -  -  -  120,040 
Reissuing of treasury stock  795  -  -  -  -  12,140  -  -  12,935 
Purchase of treasury stock  -  -  -  -  -  (60,534)  -  -  (60,534) 
Balance as at December 31, 2010  306,691  263,835  (45,660)  (14,240)  18,810  (138,625)  6,381  3,181,178  3,578,370 
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Harel Insurance Investments and Financial Services Ltd. 

Financial data from the interim consolidated statements of cash flows  
 
 

  
For the six months ended For the three months ended 

for the year 
ended 

  
June 30 June 30 December 31' 

  
2011 2010 2011 2010 2010 

  
(Unaudited) (Unaudited) (Unaudited) (Unaudited) (Audited) 

 
Appendix NIS Thousands NIS Thousands NIS Thousands NIS Thousands NIS Thousands 

Cash flows from operating activities 

before taxes on income A  8,652  29,253  18,468  22,632  44,736 
Income tax paid 

 
 (2,400)  (1,494)  (1,180)  (371)  (5,494) 

Net cash provided by (used 
for) current activities 

 
 6,252  27,759  17,288  22,261  39,242 

Cash flows from investing activities 
Investment in investee 
companies 

 
 (41,595)  (16,443)  (5,595)  (6,129)  (60,728) 

Investment of fixed assets 
 

 (19)  (1)  (19)  -  (1,586) 
Proceeds from sale of fixed 
assets  

 
 100  -  -  -  600 

Investment in intangible 
assets 

 
 (19)  (143)  (1)  (74)  (181) 

Acquisition of real estate for 
investment 

 
 -  (364)  -  (345)  (479) 

Dividends from investee 
company 

 
 55,200  250,000  200  250,000  350,360 

Net Financial investments 
 

 (65,889)  (275,444)  37,918  (274,174)  (234,268) 
Loan given to an investee 
company 

 
 (47,993)  (122,127)  (23,096)  (98)  (171,215) 

Payment of loan given to an 
investee company 

 
 158,381  260,158  20,987  136,857  339,833 

Net cash provided by (used 
for) investing activities  

 
 58,166  95,636  30,394  106,037  222,336 

Cash flows from financing activities 
Dividends paid 

 
 (106,000)  (107,053)  (106,000)  (107,053)  (170,652) 

Purchase of treasury stock 
 

 -  -  -  -  (35,965) 
Repayment of loans to banks 
and others 

 
 -  -  -  -  (4,000) 

Net cash provided by (used 
for) financing activities 

 
 (106,000)  (107,053)  (106,000)  (107,053)  (210,617) 

Increase (decrease) in cash 
and cash equivalents, net 

 
 (41,582)  16,342  (58,318)  21,245  50,961 

Cash and cash equivalents 
at beginning of year 

 
 99,929  48,968  116,665  44,065  48,968 

Cash and cash equivalents 
at end of year 

 
 58,347  65,310  58,347  65,310  99,929 
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Harel Insurance Investments and Financial Services Ltd. 

Financial data from the consolidated statements of cash flows  
 

 

 
For the six months ended For the three months ended 

for the year 
ended 

 
June 30 June 30 December 31' 

 
2011 2010 2011 2010 2010 

 
(Unaudited) (Unaudited) (Unaudited) (Unaudited) (Audited) 

 
NIS Thousands NIS Thousands NIS Thousands NIS Thousands NIS Thousands 

Appendix A - Cash flows from operating  activities before taxes on income (1) 
Profit (loss) relating to the Company's 
shareholders  204,495  196,376  94,862  15,018  529,825 

Items which are not connected with cash flows 
Company's shares in revenues of 
investee companies handled by the 
straight-line method  (186,016)  (186,051)  (81,258)  (10,961)  (511,550) 
Net profits from financing activities  (2,239)  1,025  (1,735)  (56)  (7,090) 
Financing expenses, net  (16,387)  1,581  (25,069)  (147)  5,421 
Taxes on income  6,237  3,936  4,241  1,729  5,224 
Depreciation and amortization  451  524  187  266  1,019 
Gains from realizing fixed assets  20  -  28  -  92 
Share-based payment  998  719  565  359  1,438 

Changes in other balance sheet items 
Other receivables  (1,085)  (339)  11,576  5,006  11,693 
Other payables  12,109  (2,022)  16,185  (2,412)  505 
Changes n items of current taxes  (7,933)  13,530  201  13,833  6,634 
Liabilities for benefits to employees, 
net  (1,998)  (26)  (1,315)  (3)  1,525 

Total adjustments required to 
present cash flows from operating 
activities   (195,843)  (167,123)  (76,394)  7,614  (485,089) 

Total cash flows from operating 
activities before taxes on income    8,652  29,253  18,468  22,632  44,736 
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Harel Insurance Investments and Financial Services Ltd. 

Notes to the  consolidated statements  
 
Note 1 - Method of preparing the financial information from the Company's consolidated financial 
statements relating to the Company itself 

a.      General 

The financial information from the consolidated interim statements relating to the Company itself are 
presented in accordance with Regulation 38D of the Securities Regulations (Periodic and Immediate Reports) - 
1970,  and do not include all the information required in Regulation 9C and in the details required in the Tenth 
Addendum of the Securities Regulations (Periodic and Immediate Reports)-1970 regarding corporate separate 
financial information. The financial information from the condensed consolidated interim statements relating 
to the Company itself must be read together with the financial information from the condensed consolidated 
interim statements relating to the Company itself for the day and year ended on December 31, 2010, and 
together with the condensed consolidated financial statements for June 30, 2011.   

b.     Definitions 

The Company - Harel Insurance Investments and Financial Services Ltd. 
Investee companies - Subsidiaries, subsidiaries by proportional consolidation and companies in 

which the Company's investment in them is included, directly or indirectly, 
in the financial statements by the equity method. 

Date of report - Date of the statement of financial condition. 

c. Method of preparing the financial data 

The separate financial data was prepared in accordance with the accounting principles detailed in Note 1 to the 
separate yearly financial statements of the Company. 

D. Reclassified 
During the Reporting Period, the Company included a reclassification of a capital fund in respect of a 
revaluation of investment real estate that was moved from the surpluses to a separate fund in the report on 
changes in equity. In addition, the interest was reclassified for payment of financial obligations. The changes 
in classification had no effect on the Company's equity or profit. 

 
Note 2 - Relation, commitments and significant transactions with investee companies 

In February, 2011, Harel Pia raised a loan of NIS 80 million from a bank. The loan is for a 5-year period, 
where the principal and interest are to be repaid in quarterly installments, as of June 2011. The loan was taken 
to repay a loan that Harel Pia took from the Company. To obtain the credit, Harel Pia and Harel Finance gave 
liens to the bank. Moreover, the loan agreement prescribes financial criteria, which if violated, entitle the bank 
to demand immediate repayment of the loan. These financial criteria mostly address the volume of revenues 
from management fees and the rate of available cash flow relative to repayment of the loan. 

On February 10, 2011, the Company and Harel Finance signed an agreement whereby from the balance of the 
loans that Harel Investments had extended to Harel Finance, which at that date were NIS 54 million, an 
amount of NIS 36 million will be converted to a capital note. Accordingly, Harel Finance issued a capital note 
to Harel Investments in the aforesaid amount, with no repayment date, no interest or linkage. 
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Harel Insurance Investments and Financial Services Ltd. 

Notes to the consolidated statements  
 

Note 3- Significant events during the period of report   

1. A senior officer who resigned from Harel Insurance 

On February 3, 2011 the Company's board of directors confirmed Mr. Weinshel's retirement 
conditions including loan that had been given to Mr. Emil Weinshel, in the sum of NIS 2,759 
thousand, would be repaid by the Company, including the grossing up. In addition, he would receive 
nine times his current monthly salary (without any social benefits), in return for an undertaking for 
confidentiality and to refrain from competition for a period of 18 months. Options granted to Mr. 
Weinshel expired following the end of his served. 

2. Conditions of employment for the CEO of Harel Insurance and joint CEO of Harel Investments 

Pursuant to the specified in Note 41 to the periodic report, on March 23, 2011, the Company's Board 
of Directors approved a revision to the terms of employment of Mr. Michel Siboni. Accordingly, Mr. 
Siboni's current monthly salary will be NIS 170,000, linked to the CPI (instead of NIS 150,000 linked 
to the CPI, as approved on November 30, 2009), effective from January 1, 2011.   

As a result of his appointment as joint CEO of the Group, Mr. Siboni's status and the considerable 
knowledge he will accumulate when serving in this position will privilege him to much information 
about the Company and its subsidiaries. The Board of Directors takes a serious view of the fact that 
Mr. Siboni will be in possession of such information and that should he terminate his position he must 
refrain from competing against the Company's key businesses, particularly in the health insurance 
sector in which the Group is Israel's most prominent insurance company. The Board of Directors 
therefore approved payment of NIS 5 million, linked to the CPI, to Mr. Siboni in return for his 
commitment to refrain from competition should the employment relationship terminate. This non-
competition clause will be in force for a period of 7 years (instead of 5 years as defined previously), 
during which time, he will be prohibited from serving as CEO of an insurance company in Israel or 
serving as a health insurance consultant. 

3. Terms of employment for the joint CEO of Harel Investments 

Pursuant to the specified in Note 41 to the periodic report, on March 23, 2011, the Company's Board 
of Directors approved a revision to the terms of employment of Mr. Alkabetz. Pursuant to the revised 
conditions, Mr. Alkabetz' current wage, which is paid against a tax invoice and for which he is 
therefore not entitled to any social benefits, will be NIS 300,000 a month, linked to the CPI (instead of 
NIS 208,000 linked to the CPI, as approved in July 2010).  

As a result of his appointment as joint CEO of the Group, Mr. Alkabetz' status and the considerable 
knowledge he will accumulate when serving in this position will privilege him to much information 
about the Company and its subsidiaries.  The Board of Directors takes a serious view of the fact that 
Mr. Alkabetz will be in possession of such information and that should he terminate his position he 
must refrain from competing against the Company's key businesses. The Board of Directors therefore 
approved payment of NIS 2 million, linked to the CPI, to Mr. Alkabetz in return for his commitment 
to refrain from competition should the employment relationship terminate.This non-competition 
clause will be in force for a period of 6 years, during which time, he will be prohibited from serving 
as CEO of an insurance or finance group in Israel or serving as an insurance and finance consultant. 
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Harel Insurance Investments and Financial Services Ltd. 

Notes to the consolidated statements  
 
Note 3- Significant events during the period of report (cont'd) 

4. Distribution of Dividend 

On March 23, 2011, the Company's Board of Directors decided to distribute a cash dividend of NIS 
64 million. The Board of Directors' decision was made after taking into account the Company's 
financial results for the Reporting Period. The directors were presented with the Company's 
distributable surpluses at December 31, 2010, which amount to NIS 3.5 billion. The Board of 
Directors reviewed the Company's compliance with the profit test and the solvency tests that, in 
Section 203(a) of the Companies Law, and subsequently confirmed that the Company was in 
compliance with the distribution tests. 

The dividend was paid on April 28, 2011.  

On May 26, 2011, the Company's Board of Directors decided to distribute a dividend of NIS 
42.4 The decision of the board of directors was reached after the financial results of the Company for 
the Reporting Period was presented before it and was taken under consideration. The board of 
directors was presented with surpluses that were suitable for distribution by the Company as of March 
31, 2011, at the sum of approx. NIS 3.2 billion. The board of directors examined the Company's net 
profit criteria and the solvency criteria as prescribed in Section 203 (A) to the Companies Law and 
following this examination it approved the compliance of the Company with the criteria for 
distribution. 

The dividend was paid on June 22, 2011 

5. Distribution of Dividend in Dikla 

On March 22, 2011, the Board of Directors of Dikla decided to distribute a cash dividend of NIS 50 
million, on the green track. The Board of Directors made its decision after taking into account the 
Company's financial results for 2010, which showed that Dikla had a distributable surplus of NIS 84 
million at December 31, 2010. Likewise, the Company's plan to manage its shareholders' equity was 
presented, taking note of the new Capital Regulations and the Commissioner's draft circular on the 
subject of the management of an insurer's equity. The Board of Directors specified a capital target for 
the Company at 5% above the minimum equity required by law. Dikla will be in compliance with this 
target after distribution of the dividend. 

6. Allotment of share options to employees 

On March 15, 2011, after first obtaining approval from the Company's Compensation Committee, the 
Company's Board of Directors approved an allotment of 47,047 stock options to 11 recipients. The 
exercise price of the options was determined according to the closing price of the Company's shares 
on the TASE, immediately prior to the Board of Directors decision, that is NIS 191.6 per share.  

The fair value of the stock options allocated in the allotment is estimated at NIS 2.8 million, taking 
into account the possibility that some recipients may terminate their employment at an earlier date 
(excluding the Group's senior executives). The economic value of each option offered to the 
recipients, taking into account leaving rates and the probability that some options may be exercised at 
an earlier date, where the Board of Directors set the exercise price at NIS 191.6 per option linked to 
the CPI, is NIS 60 at the date of granting the stock options, March 15, 2011. The value of these 
options will be charged as an expense to the Company's  
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Note 3- Significant events during the period of report (cont'd) 

financial statements over the anticipated vestment period of the options, beginning the year 2011.  

The fair value of the option warrants granted as aforementioned is estimated by applying a binomial 
model to the costing of the options.  The following parameters are used in applying the model: 

 
Expected fluctuations in the price of the share 33.5% 

Risk-free interest rate 1.3% 

The expected fluctuations are determined on the basis of the historical fluctuations in the share price. 
The duration of life of the options is calculated using the binomial model, based on accepted exercise 
multiples and the Company's past experience regarding employees who leave the Company's 
employment.   

The risk-free interest rate is determined based on linked shekel government bonds, where the 
remainder of the period equals the anticipated duration of life of the options.  

On April 28, 2011, the board of directors of the Company decided to publish an outline for a 
securities offering to employees in accordance with the Securities Regulations (outline details of 
securities offering to employees) 5770 - 2000 and the Securities Regulations (private offering of 
securities in a registered company) 5770 - 2000. The outline plan is based on the outline plan 
published by the Company on June 4, 2009. The outline plan is for an allocation of up to 200,000 
option notes for the exercise of up to 200,000 shares par value NIS 1 each of the Company. 

Pursuant to the outline plan as detailed above, on May 26, 2011, after first obtaining approval from 
the Company's Compensation Committee, the Company's Board of Directors approved an allotment 
of 161,924 stock options to 13 recipients. The exercise price of the options was determined according 
to the closing price of the Company's shares on the TASE, immediately prior to the Board of 
Directors decision, that is NIS 172.5 per share . 

Total value of the options will that will be credited as an expense to the Company's financial 
statements is estimated at NIS 9.6 million, taking into account the possibility that some recipients may 
terminate their employment at an earlier date (excluding the Group's senior executives). The 
economic value of each option offered to the recipients, taking into account leaving rates and the 
probability of exercising of the option at an earlier date, where the Board of Directors set the exercise 
price at NIS 172.5 per option linked to the CPI, is NIS 59 at the date of granting the stock options, 
March 26, 2011. The value of these options will be credited as an expense to the Company's financial 
statements over the anticipated vestment period of the options, from the beginning of the year 2011. 

The fair value of the option warrants granted as aforementioned is estimated by applying a binomial 
model to the costing of the options.  The following parameters are used in applying the model: 

 
Expected fluctuations in the price of the share 33% 

Risk-free interest rate 1.8% 
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Note 3 - Significant events during the period of report (cont'd) 

The expected fluctuations are determined on the basis of the historical fluctuations in the share price. 
The duration of life of the options is calculated using the binomial model, based on accepted exercise 
multiples and the Company's past experience regarding employees who leave the Company's 
employment.   

7. Disagreements emerged between the Company and a senior officer who stepped down from his 
position in connection with the settlement of accounts and the termination of labor relations. The 
dispute centers on the method of calculating the severance pay and the amount of the retirement bonus 
to which the senior officer is entitled. The parties are negotiating to settle the dispute, although at this 
stage it is impossible to gauge whether these talks will develop into agreement. According to the 
Company's management, based on the position of its legal advisors, should the parties fail to reach 
agreement, it is most likely that the Company's position in connection with the said conditions will be 
accepted. Likewise, the Company, based on its legal advisors, is of the opinion that any potential 
exposure that is not inconsequential, over and above existing provision in the Company's books, is 
insignificant. 
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Certification 
I, Ronen Agassi, hereby attest that: 

)1(  I have reviewed the Periodic Report of Harel Insurance Investments and Financial 
Services Ltd. ("the Corporation") for 2010 ("the Reports"). 

)2(  Based on my knowledge, the Reports contain no misstatement of a material fact nor do 
they omit any statement of a material fact necessary to ensure that the statements that  
they contain, in light of the circumstances under which such statements  were included, 
shall not be misleading with respect to the period covered in the Reports; 

)3(  Based on my knowledge, the financial statements and other financial information 
contained in the Reports reasonably reflect, in all material respects, the financial 
situation, results of operations, and cash flows of the Corporation at the dates and 
periods covered in the Report.  

)4(  I disclosed to the Corporation's external auditor, the board of directors and the audit 
committee of the Corporation's board of directors, based on my most recent evaluation 
of the internal control over financial reporting: 
(a) Any significant deficiencies and material weakenesses in the determination or 

application of the internal control over financial reporting and disclosure that may 
reasonably have an adverse effect on the Corporation's ability to collect, process, 
summarise or report financial information in a manner that may cast doubt on the 
credibility of the financial reporting and preparation of the financial reports 
pursuant to the provisions of the law; and -  

(b) any fraud, whether material or immaterial, that involves the general manager 
(CEO) or any person directly accountable to him or other employees who have a 
significant role in the Company's internal control over financial reporting and 
disclosure; 

)5(  I, myself or together with others in the Corporation: 
(a) Defined controls and procedures, or ensured that controls and procedures are in 

place under my supervision, to ensure that material information pertaining to the 
Corporation, including its subsidiaries as defined in the Securities (Preparation of 
Annual Financial Reports) Regulations, 5753-1993, has been brought to my 
attention, is brought to my attention by others in the Corporation, specifically 
during the period in which the Reports are prepared; and - 

(b) I defined controls and procedures, or ensured that controls and procedures under 
my supervision are in place, to ensure with reasonable certainty that the financial 
reports are credible and that the financial reports are prepared in accordance with 
the provisions of the law, including in accordance with generally accepted 
accounting standards;  

(c) I evaluated the effectiveness of the internal control over financial reporting and 
disclosure, and in this report I have presented the conclusions of the board of 
directors and management regarding the effectiveness of the internal control at the 
reporting date.  

The aforesaid shall not derogate from my responsibility or from the responsibility of 
any other person, under any law.  
 

 
  August 23, 2011  

  
  Ronen Agassi 

                 CFO   
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	Streamlining of Enforcement Laws by the Israel Securities Authority (Legislative Amendments) Law, 5771-2010.
	On January 27, 2010, the Streamlining of Enforcement Procedures by the Israel Securities Authority Law was published in which context the Securities Law, Investment Advice Law and Joint Investment Trust Law were amended. These amendments confer on the...
	In light of the above regulation, the group is operating to implement an enforcement  plan and to appoint personnel that will be in charge of implementing the plan and monitoring it.
	On August 10, 2011, the Commissioner published circular concerning graphic signatures. The circular is regulate the use of a graphic signature – a signature saved digitally as a graphic file. The circular prescribes various provisions that the license...
	Concurrently, an amendment to the circular was published regulating the enrollment of a member in a provident fund (replacing Circular 2005-2-5), stipulating that a document signed with a computerized graphic signature, that complies with the requirem...
	On August 8, 2011, the Commissioner published a circular concerning the level of service that a financial institution must provide for its customers. Among other things, the circular prescribes the following: (a) the financial institution's management...
	On August 4, 2011, the Commissioner published a circular concerning the composition of an insurer's recognized shareholders' equity. The circular prescribes rules that apply to the structure of an insurer's recognized equity, as well a framework of pr...
	The circular further stipulates that an insurer's equity is the sum of the components and instruments included in the different layers, under the following conditions: with regard to tier-one equity – the comprehensive rate of the capital components a...
	On May 10, 2010, the Commissioner's approval regarding the issue of complex secondary capital in the Company that will be recognized as a complex secondary equity by Harel Insurance. In this framework the composition of equity of the Company.
	On March 2010, the Commissioner published criteria for approving the distribution of a dividend by insurance companies ("Criteria Document"). The criteria were published further to a letter issued by the Commissioner on March 9, 2009 in which he speci...
	According to the Criteria Document, an insurer may apply to the Commissioner for permission to distribute dividends subject to meeting, on the various dates listed in the document, certain rates which were also detailed in the document, of supplementi...
	The Criteria Document further stipulates that an insurer whose total shareholders' equity, after distribution of the dividend is higher than 110% of the required capital, taking into account the supplement rates, may distribute a dividend without obta...
	For details concerning the composition of equity for Harel Insurance and Dikla, see Note 7 to the financial statements.
	On July 13, 2011, the Commissioner published a circular concerning an agreement between a financial institution and a licensee (the circular cancels Circular no. 2004/14 concerning "an agreement between an insurer and an insurance agent"). The circula...
	On March 28, 2011, the Commissioner published a circular concerning the investigation and settlement of claims and the handling of public complaints (a circular that replaces Financial Institutions Circular 2009-9-18). The circular prescribes the modu...
	The financial institution's board of directors must approve policy concerning the settlement of claims and handling of complaints by the public by April 30, 2011, and the financial institution's management must approve the standards in respect of each...
	On March 28, 2011, the Commissioner published a circular concerning the collection of statistical information with respect to claims settlement (the circular replaces Financial Institutions Circular 2009-9-19). The purpose of the circular is to collec...
	On March 23, 2011, the Commissioner published a circular clarifying the instructions for investments made by financial institutions in non-governmental bonds (as prescribed in Financial Institutions Circular 2010-9-3). The circular prescribes instruct...
	March 16, 2011 the Commissioner published a circular concerning a model for determining the fair value of a non-marketable debt asset. Pursuant to the Control of Financial Services (Provident Funds) (Calculation of Asset Value) Regulations, 5769-2009,...
	On February 8, 2011, the Commissioner published a circular revising the instructions concerning the format for disclosure required in the financial statements of the insurance companies consistent with International Financial Reporting Standards (IFRS...
	On August 3, 2011, the Commissioner published a draft circular revising the instructions concerning the format for disclosure required in the financial statements of the insurance companies consistent with International Financial Reporting Standards (...
	On July 13, 2011, the Commissioner published a draft circular concerning power of attorney for a licensee. The draft circular prescribes a standard format for a power of attorney form that the customer will sign, giving the licensee power of attorney ...
	On July 8, the Commissioner published a draft circular concerning the risks entailed in entering into agreement with entities that are included on the international list of entities that provide assistance for Iran's nuclear and related programs. The ...
	On March 20, 2011, the Commissioner published a second draft circular concerning data optimization of the rights of members of financial institutions. The draft circular details the activity framework that a financial institution must carry out to ens...
	On February 21, 2011, the Commissioner published a draft circular concerning a list of the nostro assets of financial institutions at individual asset level. The draft circular prescribes that an insurance company shall report a list of the assets div...
	On February 8, 2011, the Commissioner published a draft circular clarifying Financial Institutions Circular 2010-9-3 "Provisions concerning investments by financial institutions in non-government bonds". The draft circular prescribes provisions relat...
	In December 2010, Ireland's credit rating was lowered so that it is no longer an "approved foreign country", as this term is defined in the Investment Regulations and the Provident Fund Regulations. The Company's subsidiaries that are financial instit...
	On August 14, 2011, the Commissioner published another letter granting a further six month extension during which further holding of investments in Ireland will not be construed as a holding that is contrary to the Income Tax Regulations and Investmen...
	On August 14, 2011, the Commissioner published second draft Control of Financial Services (Provident Funds) (Rules of Investment that apply to management companies and insurers) Regulations, 5771-2011.
	The draft regulations propose a standard framework for the rules of investments made by the different financial institutions (provident funds, pension funds, and yield-dependent liabilities of insurers), including nostro money, and they also propose c...
	In addition to the draft regulations, the Commissioner published a second draft circular concerning the investment rules that apply to management companies and insurers. The draft circular prescribes the following provisions: (a) provisions concerning...
	On July 3, 2011, the Commissioner published a draft Money Laundering Prohibition (Obligation of Insurers, Management Companies, Agents and Advisors to Identify, Report and Keep Records to Prevent Money Laundering and Terror Financing) Order, 5771-2011...
	In June 2011, the Israel Securities Authority published an outline bill concerning a report, discussion and analysis to be prepared by management (as part of the Authority's project to improve reports). Among other things, the proposed legislation con...
	In April 2011, the ISA published Draft Securities (Prospectus Details and Draft Prospectus – Structure and Form) (Amendment) Regulations, 5771-2011. The draft proposes abolishing the exclusion prescribed in the aforementioned regulations whereby super...

	Life assurance & long-term saving
	In November 2010, the Commissioner published a document detailing a plan prepared by the Capital Markets, Insurance and Savings Division of the Ministry of Finance to increase competition in the pension savings market, in an effort to enhance the pens...
	Pursuant to the MOU published by the Commissioner on July 28, 2009 for cooperation to advance a central information system and for transferring pension savings money, and to the Third Amendment to the Control of Financial Services (Pension Advice and ...
	On July 20, the Economic Efficiency (Legislative Amendment for the Implementation of the Economic Plan for 2009 and 2010) Law (Seventh Amendment), 5771-2011 was published. The law amends the provisions of the Fourth Amendment to the Control of Financi...
	Control of Financial Services (Advice on Pensions and Pension Marketing) (Third Amendment) Law, 5771-2011
	On March 10, 2011, the Control of Financial Services (Advice on Pensions and Pension Marketing) (Third Amendment) Law, 5771-2011 was published, concerning the pension clearing house. Among other things, the Amendment prescribes the permitted uses of t...
	Provisions were also prescribed regarding the following: conditions for obtaining a license to operate a pension clearing system; provisions concerning an application to obtain a license; provisions concerning the other organs and officeholders of a c...
	The provisions of the amendment concerning the use of the central pension clearing system will become applicable on the date that the regulations to be promulgated by virtue of the law take effect (no later than December 31, 2011), and up to this date...
	On February 2011, the Control of Financial Services (Provident Funds) (Partial Withdrawal of Money from a Study Fund) Regulations, 5771-2011, were published. The regulations prescribe the default order of withdrawing money from a study fund by a membe...
	On April 13, 2011, the Commissioner published a circular clarifying the circular on agreements for the rendering of services. The circular prescribes the following provisions pertaining to services that a bank with a pension advice license may give on...
	On March 16, 2011 the Commissioner published a circular concerning a model for determining the fair value of a non-marketable debt asset. Pursuant to the Control of Financial Services (Provident Funds) (Calculation of Asset Value) Regulations, 5769-20...
	On March 15, 2011, the Commissioner published a circular concerning compensation for a delay in withdrawing money or for a delay in transferring money between provident funds or investment tracks. The circular prescribes the following rules: (a) if th...
	The Group's management companies are in the process of reviewing historic data and computing the financial implications of the decision in principle. To implement the decision, the companies recruited manpower specially for carrying out the assignment...
	On March 14, 2011, the Commissioner published a circular concerning the prohibition on giving a benefit to a pension advisor. The draft circular prescribes the following clarifications: (a) a financial institution or any person acting on its behalf mu...
	On March 14, 2011, the Commissioner published a circular concerning an agreement for the rendering of services – an update, the purpose of which is to revise the provisions of Circular 2006-10-2 which prescribed, inter alia, that any engagement betwee...
	On February 28, 2011, the Commissioner published a circular concerning a standard format for the transfer of information and data in the long-term pension savings market – (the circular cancels Financial Institutions' Circular 2010-9-5). The purpose o...
	On August 18, an amendment to the circular was published updating the files attached to Appendices A and B to the circular (Holdings Interface and Pre-advice Interface).
	On August 21, 2011, the Commissioner published a draft circular concerning the purchase of insurance coverage through a provident fund management company. The draft circular stipulates that a provident fund management company may apply to the Commiss...
	On August 18, 2011, the Commissioner published a draft circular concerning financial reporting provisions for new pension funds. The circular amends Pension Circular 2004/10, which does not expressly define the method of charging the actuarial surplus...
	On August 11, 2011, the Commissioner published a draft circular concerning direct expenses for performing transactions. The draft circular prescribes provisions relating to the draft amendment to the Control of Financial Services (Provident Funds) (Di...
	On August 4, 2011, the Commissioner published a draft circular concerning instructions for managing a central, annuity provident fund. The draft circular prescribes rules for the depositing of members' contributions in a central, annuity provident fun...
	The Commissioner and the financial institutions are discussing the draft circular.
	Further to the Commissioner's plan to increase competition for pension savings products (see Section 2.3.2.1), on March 27, 2011 the Commissioner published a draft circular concerning management fees on pension savings instruments. The draft circular ...
	On March 9, 2011, a second draft circular was published concerning a procedure for locating members and beneficiaries. The purpose of the circular is to create an effective mechanism which can be easily implemented by the financial institutions for lo...
	On January 12, 2011, the Commissioner published a further draft circular concerning capital requirements for management companies  . Accordingly, the management company of an old fund shall reduce the minimum capital amount required of it at the repor...
	On August 21, 2011, the Commissioner published draft Control of Financial Services (Provident Funds) (Insurance Cover by Provident Funds) Regulations, 5771-2011. Among others, the draft regulations prescribe the following provisions: (a) a management ...
	On August 11, 2011, the Commissioner published draft Control of Financial Services (Provident Funds) (Direct Expenses for Performing Transactions) Regulations, 5771-2011. Within the context of the draft regulations, the temporary provision in the regu...
	On August 4, 2011, the Commissioner published draft Control of Financial Services (Provident Funds) (Rules for the Management of a Central Annuity Provident Fund) Regulations, 5771-2011. The draft regulations prescribe provisions concerning the manage...
	On August 1, 2011, a draft of the Control of Financial Services (Provident Funds) (Minimum Capital Required of a Management Company) Regulations, 5771-2011, submitted to the Knesset finance committee. The draft regulations prescribe that the initial e...
	Pursuant to the Commissioner's plan to increase competition for pension savings products (see Section 2.3.2.1), on June 28, 2011, the Commissioner published draft Control of Financial Services (Insurance) (Commissions) Regulations, 5771-2011.The draft...
	Pursuant to the Commissioner's plan to intensify the competition for pension savings products (see Section ‎2.3.2.1), on March 27, 2011, the Commissioner published a memorandum of the Control of Financial Services (Advice, Marketing and Pension Cleari...
	Pursuant to the Commissioner's plan to increase the competition for pension savings products (see Section ‎2.3.2.1), on March 27, 2011, the Commissioner published a draft amendment to the Control of Financial Services (Provident Funds) (Distribution F...
	Pursuant to the Commissioner's plan to increase the competition for pension savings products (see Section ‎2.3.2.1), on March 27, 2011, the Commissioner published the draft Control of Financial Services (Provident Funds) (Management Fees) Law, 5771-20...

	Health insurance
	On August 2, 2011, the Commissioner published a circular concerning details of the insurance benefits in health insurance plans. The circular will replace Insurance Circular 2009-1-4 which stipulates that if an insurance plan states that the insured w...
	Position papers

	On August 22, 2011, the Commissioner published a draft position paper concerning group long-term care insurance. The position paper states that from the publication date of the position paper and until instructions are published regarding the pricing ...
	On August 7, 2011, the Commissioner published a position paper concerning an issue in fixed-premium personal lines policies for insurance for surgery. The Commissioner's position is that fixed-premium personal lines policies for surgery must include c...
	On August 7, 2011, the Commissioner published a position paper concerning the cancellation of a personal accident policy. The Commissioner's position is that providing the insured with certainty for the duration of the policy period prescribed in the ...
	Circular Drafts and Bills

	On February 15, 2011, the Commissioner published draft Control of Financial Services (Conditions of an Insurance Contract) (Provisions concerning limitation in an insurance contract that includes disability cover) Regulations, 5771-2011. The draft reg...
	In January 2011, a private bill was passed in a preliminary hearing to include long-term care hospitalization in the basket of health services, against an increase in health tax of 0.5%.
	Draft position paper

	On April 5, 2011, the Commissioner published a draft position paper that addresses issues in long-term care insurance. The position paper presents the problems of pricing personal and group long-term care insurance, as follows:  Personal-lines insuran...

	General insurance
	Directives of the Supervisor of Banks:
	On May 3, 2011, the Supervisor of Banks published an instruction concerning housing loans with variable interest that will apply to loans that are approved in principle from May 5, 2011 onwards.
	The instruction restricts the part of the loan (mortgage) with variable interest to one third of the total amount of the housing loan given to a borrower by a bank. The restriction applies to new mortgages on all the variable interest tracks in which ...
	The instruction also regulates the disclosure obligation for customers who previously took mortgages on an unlinked, variable interest track based on prime, where the component taken on this track is one third or more of the loan. The purpose of the d...
	On February 27, 2011, the Bank of Israel published a clarification for the banking system (questions and answers file relating to proper banking management practice that addresses the capital adequacy requirements).
	According to the clarification, an agreement to insure a housing loan, in which the insurance company undertakes to pay the sum assured only after the property has been sold, may be recognized as an appropriate credit risk mitigate if a mechanism is e...
	EMI received a letter from the Bank of Israel confirming that it finds the mechanism for advance payments it put forward acceptable, which includes a clear definition of those instances in which the recipient of protection loses his right to receive t...
	An instruction from July 11, 2010 stipulating that a bank shall hold additional provision of at least 0.75% in respect of the balance of the housing loans that were given as of July 1, 2010, and for which the rate of financing when the loans were exte...
	An instruction from October 28, 2010, whereby the banks are required to increase the allocation of capital for variable-interest mortgages that were approved from October 26, 2010, for loans with more than 60% financing when the loan was extended, and...

	Financial Services and the Capital Market
	In April 2011, the ISA published Draft Securities (Prospectus Details and Draft Prospectus – Structure and Form) Regulations, 5771-2011. The draft proposes abolishing the exclusion prescribed in Article 51(B) that allow supervised corporations with an...
	In March 2011, the Israel Securities Authority issued a press release in connection with a new outline for the oversight of ETFs, to be anchored in Amendment no. 16 to the Joint Investments in Trust Law.  The outline will include requirements in princ...
	On January 31, 2011, the Securities Authority published a proposal to amend the Joint Investment Trust Law and the Joint Investment Trust (Distribution Fee) Regulations, 5766-2006. Among other things, the amendment proposes canceling the classificatio...
	On August 5, 2010, the Board of Directors of the TASE approved a proposed amendment to the TASE Articles pertaining to the application of a new model for capital requirements of nonbanking TASE members (NBMs).Within the context of this model, the requ...
	According to an estimate prepared by a subsidiary, that is a non-bank TASE member, based on data for its activity during the Reporting Period and correct for the existing balances at June 30, 2011, the subsidiary is in compliance with the minimum capi...
	The new model was approved by the Knesset Finance Committee on May 31, 2011 and has been implemented from June 30, 2011. For companies that are not in compliance with the capital requirements at June 30, 2011, the requirement to supplement the equity ...
	The capital requirement under the new model may change significantly and is noticeably affected by the volume of activity and seasonality, as well as by credit and the manner of the liquid asset investments at the date of the review. As a result, a li...
	During the second quarter of 2011, the global economy continued to expand, although most figures indicate a slower rate of growth compared with previous quarters. This slow-down is particularly marked in the US and is reflected, inter alia, in weak p...
	The Group operates in the Israeli economy, where the political, security and economic situation affect its activity in various sectors. Changes in the state of the Israeli economy may lead to changes in the volume of premiums and other revenues and to...
	According to initial estimates, growth in the second quarter of 2011 was 3.3%, after 4.7% growth in the first quarter. Business output grew 1.9%, after growth of 5.1% in the first quarter.
	Performance of leading indices:


	Summary of data from the consolidated performance reports of Harel  Investments          (in NIS thousands):

	Summary of data from the consolidated balance sheets of Harel Investments (in NIS millions):
	Assets managed for the Group's members and policyholders (NIS millions) :
	* Total assets managed by provident fund, pension funds, mutual funds and in portfolio management. Are not included in the Company's consolidated financial statements
	Yield-dependent policies:

	Pension funds
	The number of members in the pension funds managed by the Group as of June 30, 2011, is 548,949 members, 330,465 of which are active members, a 4% increase in the number of active members compared with December 31, 2010. The extent of assets managed b...
	The total amount of the assets of the pension funds and the contribution fees deposited therein are not included in the consolidated financial statements of the Group.
	The total amount from management fees collected from pension funds managed in the Group during the Reporting Period amounted to NIS 84 million compared with NIS 68 million in the corresponding period last year, a 25% increase. Total amount from manage...
	Expenses in the pension activity during the Reporting Period amounted to NIS 65 million compared to NIS 55 million in the corresponding period last year. Total Expenses in the pension funds during the second Period of 2011 amounted to NIS 33 million c...
	Total pre-tax profit from management of pension funds and operating an old pension fund during the Reporting Period amounted to NIS 21 million compared with pre-tax profit of NIS 14 million during the corresponding period last year.
	Pre-tax profit from management of pension funds and operating an old pension fund during the second Period of 2011 amounted to NIS 12 million compared with pre-tax profit of NIS 9 million during the corresponding period last year.
	The rates of the nominal yields obtained by the new pension funds managed by the Group are as follows:

	Provident funds
	As of the Reporting Date the Group manages 16 provident funds (provident funds, education funds, central and personal severance pay funds, a provident fund for sick pay and budgetary pension fund). Some of the provident funds have several investments ...
	The provident funds' assets and benefit contributions are not included in the Company's consolidated statements.
	Income from management fees collected from the provident funds managed by the Group during the Reporting Period amounted to NIS 117 million, compared with NIS 115 million for the corresponding period last year, a 1.8% increase that stems from increase...
	Expenses in provident funds amounted to NIS 85 million compared with NIS 81 million during the corresponding period last year. Total Expenses in provident funds during the second Period of 2011 amounted to NIS 44 million compared with NIS 41 million d...
	The total pre-tax profit of the provident funds management companies included in the consolidated profit and loss statement in the life assurance and long term savings branch during the Reporting Period amounted to NIS 33 million compared with NIS 34 ...
	Pre-tax profit of the provident funds management companies during the second Period of 2011 amounted to NIS 14 million compared with NIS 16 million during the corresponding period last year.
	In Q2 2011, provident fund activity was affected by the implementation of the Commissioner's decision concerning compensation for delays in transferring money. For further details, see Section 2.3.2.8 above.
	The provident funds' net accumulation (excluding profits from investments) during the Reporting Period was negative and amounted to NIS 185 million compared with negative accrual of NIS 122 million for the corresponding quarter last year.
	Premiums earned in the health insurance sector totaled NIS 1,159 million for the Reporting Period, compared with NIS 948 million for the corresponding period last year, an 22% increase.
	The increase is mainly due to an increase in the volume of activity in this sector by Harel Insurance and an update of tariffs for a group long-term care insurance transaction by Dikla Total premiums earned in health insurance during the Reporting Per...
	During the Reporting Period the health insurance sector posted comprehensive profit of NIS 85 million compared with a comprehensive profit of NIS 104 million in the corresponding period last year, a 18% decrease. The decrease in comprehensive profit d...
	During the second Period of 2011 the health insurance sector posted comprehensive profit of NIS 44 million compared with a comprehensive profit of NIS 39 million in the corresponding period last year.
	Pre-tax profit in health insurance sector totaled NIS 103 million for the Reporting Period, compared with NIS 97 million in the corresponding period last year, a 6% increase.
	Pre-tax profit in health insurance sector during the second Period of 2011 totaled NIS 56 million, compared with NIS 43 million in the corresponding period last year, a 30% increase in Pre-tax profit.
	Total payments and change in gross liabilities in respect of insurance contracts in the health insurance sector during the Reporting Period amounted to NIS 883 million, compared with NIS 689 million in the corresponding period last year. This change i...
	The composition of gross premiums and profit in non-life insurance activity for the report period, before tax, according to the insurance sectors included in non-life insurance, is as follows (in NIS thousands):
	Gross premiums during the Reporting Period totaled to approx. NIS 1,586 million compared with NIS 1,627 million during the corresponding period last year, an 3% decrease. The decrease mostly stem from a decline in Harel Insurance's share of the insura...
	Gross premiums during second Period of 2011 totaled to approx. NIS 653 million compared with NIS 638 million during the corresponding period last year, a 2% increase.
	Premiums in retention during the Reporting Period totaled to approx. NIS 944 million compared with NIS 945 million in the corresponding period last year,
	Total Premiums in retention during second Period of 2011 totaled to approx. NIS 361 million compared with NIS 344 million in the corresponding period last year, a 5% increase.
	Comprehensive profit in general (non-life) insurance during the Reporting Period, amounted to NIS 14 million compared with comprehensive profit of NIS 103 million in the corresponding period last year. Decrease in comprehensive profit during the Repor...
	Comprehensive profit in general (non-life) insurance during second Period of 2011, amounted to NIS 5 million compared with comprehensive profit of NIS 25 million in the corresponding period last year. The corresponding period last year stems mostly fr...
	Pre-tax profit in general (non-life) insurance during the Reporting Period amounted to NIS 78 million compared with NIS 86 million in the corresponding period last year, a 9% decrease.
	Pre-tax profit in general (non-life) insurance during second Period of 2011 amounted to NIS 40 million compared with NIS 26 million in the corresponding period last year, a 54% increase in Pre-tax profit.
	Motor property
	In motor-vehicle property insurance gross premiums during the Reporting Period amounted to NIS 533 million compared with gross premiums of NIS 565 million during the corresponding period last year, a 6% decrease. Decrease in premiums stems mostly from...
	Total gross premiums in motor-vehicle property insurance during second Period of 2011 amounted to NIS 197 million compared with gross premiums of NIS 194 million during the corresponding period last year, a 1% increase.
	During the Reporting Period, premiums in retention amounted to NIS 421 million compared with NIS 447 million in the corresponding period last year, a 6% decrease. Total premiums in retention during second Period of 2011 amounted to NIS 155 million com...
	Comprehensive loss in motor-vehicle property insurance in the Reporting Period amounted to NIS 13 million compared with NIS 18 million profit in the corresponding period last year. Decrease stems mostly from an erosion of the average premium due to se...
	Comprehensive loss in motor-vehicle property insurance during second Period of 2011 amounted to NIS 2 million compared with NIS 8 million profits in the corresponding period last year. Decrease stems mostly from an erosion of the average premium due t...
	Pre-tax loss in motor-vehicle property insurance in the Reporting Period amounted to NIS 7 million compared with NIS 17 million in the corresponding period last year.
	Pre-tax profit in motor-vehicle property insurance during second Period of 2011 amounted to NIS 1 million compared with NIS 8 million in the corresponding period last year, an 82% decrease.
	In October 2010, the Accountant General announced the results of the tender to insure the vehicles of state employees for 2011. Accordingly, the tender for 2011 was divided among three insurers, as against two in 2010. Harel Insurance's share of the i...
	Compulsory motor
	During the Reporting Period, gross premiums in compulsory motor vehicle insurance sector amounted to NIS 327 million compared with gross premiums of NIS 340 million during the corresponding period last year. Decrease in Compulsory motor premiums stems...
	Total gross premiums in compulsory motor vehicle insurance sector during second Period of 2011 amounted to NIS 122 million compared with gross premiums of NIS 117 million during the corresponding period last year, a 4% increase.
	As to compulsory motor insurance for vehicles owned by state employees - see Par 2.9.1 above regarding motor-vehicle property.
	During the Reporting Period, premiums in retention amounted to NIS 260 million compared with NIS 270 million in the corresponding period last year.
	Premiums in retention during second Period of 2011 amounted to NIS 97 million compared with NIS 93 million in the corresponding period last year, a 4% increase.
	Comprehensive profit in Compulsory motor insurance in the Reporting Period amounted to NIS 15 million compared with NIS 40 million profit in the corresponding period last year. Decrease in Comprehensive profit stems mostly from the influence of the ca...
	Comprehensive profit in Compulsory motor insurance during second Period of 2011 amounted to NIS 3 million compared with similar profits during the corresponding period last year.
	Pre-tax profit for compulsory motor insurance during the Reporting Period amounted to NIS 47 million compared with NIS 31 million during the corresponding period last year, a 53% increase
	Pre-tax profit for compulsory motor insurance during second Period of 2011 amounted to NIS 22 million compared with NIS 3 million during the corresponding period last year.
	Liabilities branches and others
	Gross premiums in liabilities insurance and others during second Period of 2011 amounted to NIS 114 million compared with NIS 121 million during the corresponding period last year, a 6% decrease.
	Premiums in retention in the Reporting Period amounted to NIS 142 million compared with NIS 112 million during the corresponding period last year, a 27% increase. Increase in retention stems mostly from increasing the share of the Company in professio...
	Total premiums in retention in liabilities insurance and others during second Period of 2011amounted to NIS 52 million compared with NIS 41 million during the corresponding period last year, a 27% increase.
	Comprehensive loss in Liabilities insurance and others in the Reporting Period amounted to NIS 7 million compared with NIS 11 million profit in the corresponding period last year. The shift from profit to comprehensive loss is due mainly to the effect...
	Comprehensive loss in Liabilities insurance and others during second Period amounted to NIS 4 million compared with NIS 4 million profit in the corresponding period last year.
	Pre-tax profit in others liabilities insurance in the Reporting Period amounted to NIS 7 million compared with similar profits during the corresponding period last year.
	Pre-tax profit in others liabilities insurance during second Period of 2011 amounted to NIS 3 million compared with similar profits during the corresponding period last year.
	Property and other branches
	Premiums in property and other branches during the Reporting Period amounted to NIS 395 million compared with NIS 362 million during the corresponding period last year, an 9% increase.
	Total premiums in property and other branches during second Period of 2011 amounted to NIS 207 million compared with NIS 189 million during the corresponding period last year, an 9% increase.
	Premiums in retention during the Reporting Period amounted to NIS 92 million compared with NIS 87 million during the corresponding period last year, a 5% increase.
	Total premiums in retention during second Period of 2011 amounted to NIS 44 million compared with NIS 41 million during the corresponding period last year, a 5% increase.
	Comprehensive profit in property and other branches in the Reporting Period amounted to NIS 25 million compared with NIS 23 million profit in the corresponding period last year.
	Comprehensive profit in property and other branches during second Period of 2011 amounted to NIS 12 million compared with NIS 11 million profit in the corresponding period last year.
	Pre-tax profit in property insurance and other branches during the Reporting Period amounted to NIS 26 million compared with NIS 22 million profit in the corresponding period last year.
	Pre-tax profit in property insurance and other branches during second Period of 2011 amounted to NIS 13 million compared with NIS 10 million profit in the corresponding period last year, a 23% increase in Pre-tax profit.
	Credit risks inherent in mortgage assets
	Gross premiums in credit risks inherent in mortgage assets during the Reporting Period amounted to NIS 29 million compared with similar profit in the corresponding period last year. The Company does not have reinsurance agreements in this branch.
	Total gross premiums on mortgage insured credit insurance for residential purposes was NIS 14 million in Q2 2011, compared with NIS 17 million in the corresponding quarter last year – a decline of 17% relative to the corresponding quarter last year. T...
	The Company has no reinsurance agreements in this branch of insurance.
	Comprehensive loss in credit risks inherent in mortgage assets during the Reporting Period amounted to NIS 6 million compared with NIS 11 million profit in the corresponding period last year. Decrease in Comprehensive profit stems mostly from the infl...
	Comprehensive loss in credit risks inherent in mortgage assets during second Period of 2011 amounted to NIS 5 million compared with negligible profit in the corresponding period last year.
	Pre-tax profit in credit risks inherent in mortgage assets during the Reporting Period amounted to NIS 5 million compared with NIS 8 million profit in the corresponding period last year.)
	Pre-tax profit in credit risks inherent in mortgage assets during second Period of 2011 amounted to NIS 1 million compared with NIS 2 million profit in the corresponding period last year.
	Cash flows
	Financing of operations
	In February 2011, Dikla raised a capital note from a bank in the amount of NIS 100 million to be used as complex secondary capital by Dikla. The capital note was raised subsequent to obtaining the Commissioner's approval, including so that the capital...
	The delaying circumstances are the presence of one or more of the following: (1) a decision passed by Dikla's board of directors to the effect that Dikla has no profits worthy of distribution, as referred to in the Companies Law, 5759-1999, and this i...
	According to the capital note, when delaying circumstances are present with regard to the payment of interest, the Company will repay the interest against an assignment to the Company of the bank's right to receive payment of the interest, when the de...
	Dikla has the right to make an early repayment of the capital note, without incurring an early repayment charge, 3 years before the original repayment date ("early repayment date"), and this subject to obtaining the Commissioner's approval or to Dikla...
	If the principal is suspended (as noted, for a maximum period of 3 years from the original repayment date), supplementary interest shall be paid to the bank for the period of the delay at a rate of 50% of the increased interest margin.
	On February 1, 2011, Dikla received the Commissioner's approval to issue liability notes that will be recognized as complex, second-tier capital. In this context, the composition of the company's capital was also approved. For details concerning the c...
	A loan taken by Harel-Pia
	In February 2011, Harel Pia raised a loan of NIS 80 million from a bank. The loan is for a 5-year period, where the principal and interest are to be repaid in quarterly installments, as of June 2011. The loan was taken to repay a loan that Harel Pia t...



	Market Risk Exposure and Management
	Corporate governance
	As noted above, the Committee is a special purpose committee appointed for the purpose of approving the financial statements and the Audit Committee will not serve as the Committee for the approval of the financial statements.
	Following are details concerning the members of the Committee for the review of the financial statements:
	Procedure for approval of the financial statements:

	Details concerning progress in deployment for implementing Solvency II
	General
	The proposed Solvency II directive ("the Directive") constitutes a fundamental, comprehensive change in the regulations pertaining to the guaranteeing of the solvency and adequacy of capital of insurance companies. The purpose of the Directive is to p...
	The circular on the deployment for Solvency II, which was published by the Commissioner in July 2008, is designed to ensure that the insurance companies in Israel make the necessary organizational preparations to implement the Directive, subject to a ...
	Harel Insurance and Dikla
	Pursuant to the requirements of the Circular, a joint steering team was established by Harel Insurance and Dikla, led by the risk manager who is responsible for implementing the provisions of the Directive. In addition, the audit committee of the boar...
	The steering committee and boards of directors' committees of Harel Insurance and Dikla closely follow the companies deployment each quarter, ensuring that it progresses according to the detailed, long-term plan for implementing the Directive which wa...
	On September 30, 2009, a report was submitted to the Commissioner of Insurance concerning the results of QIS4 – Quantitative Impact Study. The report which consists of an economic balance sheet and calculations for risk-based capital requirements was ...
	On July 2010, guidance was published in Europe for implementation of an additional Quantitative Impact Study – QIS5. On December 26, 2010, the Commissioner published a circular concerning an instruction to conduct QIS5, that included instructions for ...
	Furthermore, the Commissioner instructed that an internal audit must be performed regarding the calculation process of the quantitative evaluation report and relevant controls, that will also address the gap analysis, by August 31, 2011.
	Calculation of the risk-based capital requirements requires a broad range of data to be collected to be used for a variety of purposes and managed in different information systems. To prepare for the efficient and controlled management of the informat...
	Harel Insurance presented the results of the quantitative impact study at a meeting of the Board of Directors on February 15, 2011, and is working to continue to implement the directive in line with the schedule.
	EMI
	Pursuant to the requirements in the circular, a steering committee was formed, led by the CFO, who is responsible for implementing the provisions of the Directive. In addition, the audit committee of the board of directors was appointed as a committee...
	The steering committee and board of directors of the company closely follow its deployment each quarter, ensuring that it progresses according to the detailed, long-term plan for implementing the Directive as approved by the board of directors.
	In September 2009, pursuant to the Commissioner's circulars, the Company submitted the results of QIS 4 to the Commissioner of Insurance, and in February 2011 it submitted the results of QIS 5, including an economic balance and calculation of risk-bas...
	Furthermore, in accordance with the Commissioner's directives, in May 2011, the results of a gap analysis pertaining to the processes for calculating equity were presented to the Company's board of directors. These processes include automation and dat...
	The Commissioner also instructed that an internal audit must be performed regarding the calculation process for the quantitative evaluation report and relevant controls, that will also address the gap analysis, by August 31, 2011
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	General
	Companies share holders
	Financial situation and results of operations, shareholders' equity and cash flow
	Pension arrangement for career soldiers serving in the IDF
	On June 22, 2011, the relevant IDF entities informed the Company that subsidiaries of the Company had been selected as recommended companies by the IDF in an IDF procedure (through entities acting on its behalf) to choose an entity to manage the defau...
	Pursuant to the provisions of the law, the entity who approves the agreement is the Minister of Defense, with the consent of the Minister of Finance. According to the information received by the subsidiaries, the IDF's recommendation was approved by t...
	The pension arrangement which is the subject of the procedure consists of a combination of pension and insurance products, consistent with the outline defined by the IDF.
	The transaction is expected to consist of a lump sum deposit of hundreds of millions of shekels as well as on-going deposits of additional hundreds of millions of shekels each year.
	As this is a unique pension arrangement, despite the scope of the transaction it is not expected to have a significant impact on the Company's financial results in coming years.

	During the second quarter, Harel Sal, a subsidiary of Harel Products (wholly owned, indirectly), entered into a deposit agreement with Mizrahi-Tefahot Bank Ltd. (UMTB) whereby Harel Sal will deposit NIS 440 million with the UMTB for a 12-month period....
	Should Harel Sal choose to terminate the transaction before 12 months have elapsed from the commencement of the agreement, Harel Sal will be charged interest at a rate of 1.12% of the sum of the deposit Distribution of dividends .

	On June 12, 2011, the Commissioner informed Harel Insurance of its intention to impose a civil fine, due to an alleged violation of the Commissioner's ruling in connection with the way in which insureds are enrolled in several group policies during th...
	distribution of dividend
	On May 26, 2011, the Company's Board of Directors decided to distribute a dividend of NIS 42.4 The decision of the board of directors was reached after the financial results of the Company for the Reporting Period was presented before it and was taken...
	On March 23, 2011, the Company's Board of Directors decided to distribute a dividend of NIS 64 million. The decision of the board of directors was reached after the financial results of the Company for the year 2011 was presented before it and was tak...

	Approval of an internal credit rating model
	On May 15, 2011, the Commissioner authorized Harel Insurance's use of an internal credit rating model that was developed by Harel Insurance. This model will serve Harel Insurance's and other financial institutions in group. According to the terms of t...

	Allocation of options to Employees
	Pursuant to the outline plan, which was published by the Company on may 25, 2010, on March 15, 2011, after first obtaining recommendation from the Company's Compensation Committee, the Company's Board of Directors approved an allotment of 47,047 stock...

	License to engage in life assurance – Dikla Insurance Company
	In March 2011 Dikla's insurer's license was extended to include life assurance – pure risk only.  Likewise, Dikla received approval for two insurance plans in the life assurance (risk) branch. Dikla began to market these plans soon after they were app...

	Agreement and partnership agreement to acquire land in Tel-Aviv.
	As specified in Section 1.1.5.3.21 of the Periodic Report, Chapter 1, on July 20, 2008, the Commissioner and Clalit Health Services ("Clalit") reached agreement on the sale of Clalit's holdings (35% indirectly) in Dikla. In addition, agreement was rea...
	During July and August, the crisis in the capital markets in Israel and worldwide continued and further deteriorated. The crisis was reflected in a sharp drop in share and bond prices, on the background of the lowering of USA's credit rating and the o...
	At June 30, 2011, Harel Insurance will be unable to collect variable management fees in the amount of NIS 52 million on yield-dependent policies issued between 1991-2003, until the investment losses in respect of these policies are covered. The estima...
	The effect on the capital attributed to the Company's shareholders for the impairment of the marketable investment portfolio, that is not held against yield-dependent liabilities, from the end of the Reporting Period until immediately prior to the app...
	It should be mentioned, that the above figure is partial, and does not include other income (expenses) components from investments and the effect of the Group's other activity on performance and on shareholders' equity.
	The above figure is in respect of an impairment of the value of the marketable investment portfolio until immediately before this report was approved, and changes may be made in it up to the end of the quarter, in line with trends in the capital marke...
	In the wake of the capital market crisis in Israel and around the world, until the publication date of the reports the volume of mutual fund assets managed by Harel Finance, a subsidiary of the Company declined. In addition, money was diverted from th...
	A designated partnership that was established by the Israel Infrastructures Fund ("the Partnership"and "the Infrastructure Fund" or "IIF", respectively), and which, at the end of 2010, acquired 50% of the shares of Derech Eretz Highways (1997) Ltd., t...
	The right of first refusal relates to a sale process (tender) in which the State offered to sell the right to receive securities in Derech Eretz, which after exercising the option conferred on the State, will confer 49% of the capital rights in Derech...
	After exercising the right of refusal, the Partnership will hold 75% of the capital rights in Derech Eretz.
	The general partner in Israel Infrastructures (the Partnership) is IIF's management company, in which Harel Insurance Company Ltd. (nostro) holds 40% of the rights. Subsidiaries of the Company that are financial institutions ("the Subsidiaries") hold ...
	To allow Israel Infrastructures (the Partnership) to extend the aforementioned sources of finance to Derech Eretz, the partners in Israel Infrastructures undertook to invest additional amounts in it. The additional investment in Israel Infrastructures...
	The subsidiaries' investment in IIF and in the Partnership (Israel Infrastructures) is mostly for their yield-dependent investment portfolios, provident funds and pension funds, and therefore no material impact is expected on the financial performance...
	On August 4, 2011, Standard & Poor's Maalot announced affirmation of the ilAA (negative) rating for EMI, a wholly owned subsidiary of Harel Insurance. This affirmation is further to a rating of ilAA (negative) given to EMI on May 30, 2010.
	On August 3, 2011, subsidiaries of the Company that are financial institutions (hereinafter together: "the Subsidiaries"), entered into an agreement to acquire a residential project in Jackson, New Jersey (" the Project"), through a Limited Liability ...
	The remaining 55% of the interests in the LLC are held by an American partner (45%) and Gaia Real Estate (10%), which will manage the project.
	The Project is to be acquired for USD 44 million (equity and external debt.(
	The Subsidiaries' share of the aforementioned transaction was financed principally from the reserves held against yield-dependent obligations (profit-sharing policies) of Harel Insurance, from yield-dependent reserves held by Dikla, and from the provi...
	On August 2, 2011, Harel Financial Products Ltd. (hereinafter in this section: ("the Acquirer"), entered into an agreement to acquire all the issued share capital of Prisma Currencies Ltd. ("Prisma Currencies"), a company wholly owned by KSM Israeli I...
	In consideration of the acquisition, the Acquirer will pay the Seller NIS 360,000.
	The following details deposit certificates that Prisma Currencies issued to and are held by the public:
	1.Deposit certificates (Series A), that track the US dollar rate (Securities no.: 1111707).
	2.Deposit certificate (Series B), that track the Euro rate (Securities no.: 1111715).
	3.Deposit certificate (Series D), that track the Norwegian Krone (Securities no.: 1111475).
	4.Deposit certificate (Series F), that track the Australian dollar (Securities no.: 1111558).
	The acquisition agreement is subject to suspensive conditions, including: approval from the Acquirer's board of directors and the Company's board of directors, due diligence, approval of the Antitrust Commissioner, approval from Midroog and the from t...
	The transaction will be financed from independent sources
	On July 4, 2011, subsidiaries of the Company that are financial institutions (hereinafter together: ("the Subsidiaries"), entered into a transaction with Blue Square Real Estate Ltd. ("BSRE") in connection with the acquisition of BSRE's interests in a...
	General
	On August 17, the Seventeenth Amendment to the Companies (Corporate Governance in Bond Companies) Law, 5771-2011, was published.
	The Amendment stipulates that companies that have issued bonds to the public ("bond companies") shall be subject to the rules of corporate governance, similar to the rules applicable to public companies, the main points of which are as follows: (a) on...
	On August 3, 2011, a Law to Increase Enforcement in the Capital Market (Legislative Amendments), 5771-2011 ("the Law") was published, which amends the Control of Financial Services (Insurance) Law, 5741-1981 ("Insurance Control Law") and the Control o...
	In light of the above regulation, the group is operating to implement an enforcement  plan and to appoint personnel that will be in charge of implementing the plan and monitoring it.
	The provisions of the circular may result in the Commissioner adopting stronger enforcement measures and higher financial sanctions that the Commissioner imposes on financial institutions and insurance agencies.
	On July 7, 2011 , Securities (Periodic and Immediate Reports) (Amendment no. 2) Regulations, 5711-2011, were published that prescribed, inter alia, that a corporation that consolidates or proportionately consolidates a banking corporation or financial...
	Companies Law (Amendment no. 16), 5711-2011 – streamlining of corporate governance
	On March 15, 2011 Amendment 16 of the Companies Law was published, in which prescribed, inter alia, the following provisions: (a) recommended instructions were prescribed in connection with corporate governance to be detailed in an annex to the law (s...
	Streamlining of Enforcement Laws by the Israel Securities Authority (Legislative Amendments) Law, 5771-2010.
	On January 27, 2010, the Streamlining of Enforcement Procedures by the Israel Securities Authority Law was published in which context the Securities Law, Investment Advice Law and Joint Investment Trust Law were amended. These amendments confer on the...
	In light of the above regulation, the group is operating to implement an enforcement  plan and to appoint personnel that will be in charge of implementing the plan and monitoring it.
	On August 10, 2011, the Commissioner published circular concerning graphic signatures. The circular is regulate the use of a graphic signature – a signature saved digitally as a graphic file. The circular prescribes various provisions that the license...
	Concurrently, an amendment to the circular was published regulating the enrollment of a member in a provident fund (replacing Circular 2005-2-5), stipulating that a document signed with a computerized graphic signature, that complies with the requirem...
	On August 8, 2011, the Commissioner published a circular concerning the level of service that a financial institution must provide for its customers. Among other things, the circular prescribes the following: (a) the financial institution's management...
	On August 4, 2011, the Commissioner published a circular concerning the composition of an insurer's recognized shareholders' equity. The circular prescribes rules that apply to the structure of an insurer's recognized equity, as well a framework of pr...
	The circular further stipulates that an insurer's equity is the sum of the components and instruments included in the different layers, under the following conditions: with regard to tier-one equity – the comprehensive rate of the capital components a...
	On May 10, 2010, the Commissioner's approval regarding the issue of complex secondary capital in the Company that will be recognized as a complex secondary equity by Harel Insurance. In this framework the composition of equity of the Company.
	On March 2010, the Commissioner published criteria for approving the distribution of a dividend by insurance companies ("Criteria Document"). The criteria were published further to a letter issued by the Commissioner on March 9, 2009 in which he speci...
	According to the Criteria Document, an insurer may apply to the Commissioner for permission to distribute dividends subject to meeting, on the various dates listed in the document, certain rates which were also detailed in the document, of supplementi...
	The Criteria Document further stipulates that an insurer whose total shareholders' equity, after distribution of the dividend is higher than 110% of the required capital, taking into account the supplement rates, may distribute a dividend without obta...
	For details concerning the composition of equity for Harel Insurance and Dikla, see Note 7 to the financial statements.
	On July 13, 2011, the Commissioner published a circular concerning an agreement between a financial institution and a licensee (the circular cancels Circular no. 2004/14 concerning "an agreement between an insurer and an insurance agent"). The circula...
	On March 28, 2011, the Commissioner published a circular concerning the investigation and settlement of claims and the handling of public complaints (a circular that replaces Financial Institutions Circular 2009-9-18). The circular prescribes the modu...
	The financial institution's board of directors must approve policy concerning the settlement of claims and handling of complaints by the public by April 30, 2011, and the financial institution's management must approve the standards in respect of each...
	On March 28, 2011, the Commissioner published a circular concerning the collection of statistical information with respect to claims settlement (the circular replaces Financial Institutions Circular 2009-9-19). The purpose of the circular is to collec...
	On March 23, 2011, the Commissioner published a circular clarifying the instructions for investments made by financial institutions in non-governmental bonds (as prescribed in Financial Institutions Circular 2010-9-3). The circular prescribes instruct...
	March 16, 2011 the Commissioner published a circular concerning a model for determining the fair value of a non-marketable debt asset. Pursuant to the Control of Financial Services (Provident Funds) (Calculation of Asset Value) Regulations, 5769-2009,...
	On February 8, 2011, the Commissioner published a circular revising the instructions concerning the format for disclosure required in the financial statements of the insurance companies consistent with International Financial Reporting Standards (IFRS...
	On August 3, 2011, the Commissioner published a draft circular revising the instructions concerning the format for disclosure required in the financial statements of the insurance companies consistent with International Financial Reporting Standards (...
	On July 13, 2011, the Commissioner published a draft circular concerning power of attorney for a licensee. The draft circular prescribes a standard format for a power of attorney form that the customer will sign, giving the licensee power of attorney ...
	On July 8, the Commissioner published a draft circular concerning the risks entailed in entering into agreement with entities that are included on the international list of entities that provide assistance for Iran's nuclear and related programs. The ...
	On March 20, 2011, the Commissioner published a second draft circular concerning data optimization of the rights of members of financial institutions. The draft circular details the activity framework that a financial institution must carry out to ens...
	On February 21, 2011, the Commissioner published a draft circular concerning a list of the nostro assets of financial institutions at individual asset level. The draft circular prescribes that an insurance company shall report a list of the assets div...
	On February 8, 2011, the Commissioner published a draft circular clarifying Financial Institutions Circular 2010-9-3 "Provisions concerning investments by financial institutions in non-government bonds". The draft circular prescribes provisions relat...
	In December 2010, Ireland's credit rating was lowered so that it is no longer an "approved foreign country", as this term is defined in the Investment Regulations and the Provident Fund Regulations. The Company's subsidiaries that are financial instit...
	On August 14, 2011, the Commissioner published another letter granting a further six month extension during which further holding of investments in Ireland will not be construed as a holding that is contrary to the Income Tax Regulations and Investmen...
	On August 14, 2011, the Commissioner published second draft Control of Financial Services (Provident Funds) (Rules of Investment that apply to management companies and insurers) Regulations, 5771-2011.
	The draft regulations propose a standard framework for the rules of investments made by the different financial institutions (provident funds, pension funds, and yield-dependent liabilities of insurers), including nostro money, and they also propose c...
	In addition to the draft regulations, the Commissioner published a second draft circular concerning the investment rules that apply to management companies and insurers. The draft circular prescribes the following provisions: (a) provisions concerning...
	On July 3, 2011, the Commissioner published a draft Money Laundering Prohibition (Obligation of Insurers, Management Companies, Agents and Advisors to Identify, Report and Keep Records to Prevent Money Laundering and Terror Financing) Order, 5771-2011...
	In June 2011, the Israel Securities Authority published an outline bill concerning a report, discussion and analysis to be prepared by management (as part of the Authority's project to improve reports). Among other things, the proposed legislation con...
	In April 2011, the ISA published Draft Securities (Prospectus Details and Draft Prospectus – Structure and Form) (Amendment) Regulations, 5771-2011. The draft proposes abolishing the exclusion prescribed in the aforementioned regulations whereby super...

	Life assurance & long-term saving
	In November 2010, the Commissioner published a document detailing a plan prepared by the Capital Markets, Insurance and Savings Division of the Ministry of Finance to increase competition in the pension savings market, in an effort to enhance the pens...
	Pursuant to the MOU published by the Commissioner on July 28, 2009 for cooperation to advance a central information system and for transferring pension savings money, and to the Third Amendment to the Control of Financial Services (Pension Advice and ...
	On July 20, the Economic Efficiency (Legislative Amendment for the Implementation of the Economic Plan for 2009 and 2010) Law (Seventh Amendment), 5771-2011 was published. The law amends the provisions of the Fourth Amendment to the Control of Financi...
	Control of Financial Services (Advice on Pensions and Pension Marketing) (Third Amendment) Law, 5771-2011
	On March 10, 2011, the Control of Financial Services (Advice on Pensions and Pension Marketing) (Third Amendment) Law, 5771-2011 was published, concerning the pension clearing house. Among other things, the Amendment prescribes the permitted uses of t...
	Provisions were also prescribed regarding the following: conditions for obtaining a license to operate a pension clearing system; provisions concerning an application to obtain a license; provisions concerning the other organs and officeholders of a c...
	The provisions of the amendment concerning the use of the central pension clearing system will become applicable on the date that the regulations to be promulgated by virtue of the law take effect (no later than December 31, 2011), and up to this date...
	On February 2011, the Control of Financial Services (Provident Funds) (Partial Withdrawal of Money from a Study Fund) Regulations, 5771-2011, were published. The regulations prescribe the default order of withdrawing money from a study fund by a membe...
	On April 13, 2011, the Commissioner published a circular clarifying the circular on agreements for the rendering of services. The circular prescribes the following provisions pertaining to services that a bank with a pension advice license may give on...
	On March 16, 2011 the Commissioner published a circular concerning a model for determining the fair value of a non-marketable debt asset. Pursuant to the Control of Financial Services (Provident Funds) (Calculation of Asset Value) Regulations, 5769-20...
	On March 15, 2011, the Commissioner published a circular concerning compensation for a delay in withdrawing money or for a delay in transferring money between provident funds or investment tracks. The circular prescribes the following rules: (a) if th...
	The Group's management companies are in the process of reviewing historic data and computing the financial implications of the decision in principle. To implement the decision, the companies recruited manpower specially for carrying out the assignment...
	On March 14, 2011, the Commissioner published a circular concerning the prohibition on giving a benefit to a pension advisor. The draft circular prescribes the following clarifications: (a) a financial institution or any person acting on its behalf mu...
	On March 14, 2011, the Commissioner published a circular concerning an agreement for the rendering of services – an update, the purpose of which is to revise the provisions of Circular 2006-10-2 which prescribed, inter alia, that any engagement betwee...
	On February 28, 2011, the Commissioner published a circular concerning a standard format for the transfer of information and data in the long-term pension savings market – (the circular cancels Financial Institutions' Circular 2010-9-5). The purpose o...
	On August 18, an amendment to the circular was published updating the files attached to Appendices A and B to the circular (Holdings Interface and Pre-advice Interface).
	On August 21, 2011, the Commissioner published a draft circular concerning the purchase of insurance coverage through a provident fund management company. The draft circular stipulates that a provident fund management company may apply to the Commiss...
	On August 18, 2011, the Commissioner published a draft circular concerning financial reporting provisions for new pension funds. The circular amends Pension Circular 2004/10, which does not expressly define the method of charging the actuarial surplus...
	On August 11, 2011, the Commissioner published a draft circular concerning direct expenses for performing transactions. The draft circular prescribes provisions relating to the draft amendment to the Control of Financial Services (Provident Funds) (Di...
	On August 4, 2011, the Commissioner published a draft circular concerning instructions for managing a central, annuity provident fund. The draft circular prescribes rules for the depositing of members' contributions in a central, annuity provident fun...
	The Commissioner and the financial institutions are discussing the draft circular.
	Further to the Commissioner's plan to increase competition for pension savings products (see Section 2.3.2.1), on March 27, 2011 the Commissioner published a draft circular concerning management fees on pension savings instruments. The draft circular ...
	On March 9, 2011, a second draft circular was published concerning a procedure for locating members and beneficiaries. The purpose of the circular is to create an effective mechanism which can be easily implemented by the financial institutions for lo...
	On January 12, 2011, the Commissioner published a further draft circular concerning capital requirements for management companies  . Accordingly, the management company of an old fund shall reduce the minimum capital amount required of it at the repor...
	On August 21, 2011, the Commissioner published draft Control of Financial Services (Provident Funds) (Insurance Cover by Provident Funds) Regulations, 5771-2011. Among others, the draft regulations prescribe the following provisions: (a) a management ...
	On August 11, 2011, the Commissioner published draft Control of Financial Services (Provident Funds) (Direct Expenses for Performing Transactions) Regulations, 5771-2011. Within the context of the draft regulations, the temporary provision in the regu...
	On August 4, 2011, the Commissioner published draft Control of Financial Services (Provident Funds) (Rules for the Management of a Central Annuity Provident Fund) Regulations, 5771-2011. The draft regulations prescribe provisions concerning the manage...
	On August 1, 2011, a draft of the Control of Financial Services (Provident Funds) (Minimum Capital Required of a Management Company) Regulations, 5771-2011, submitted to the Knesset finance committee. The draft regulations prescribe that the initial e...
	Pursuant to the Commissioner's plan to increase competition for pension savings products (see Section 2.3.2.1), on June 28, 2011, the Commissioner published draft Control of Financial Services (Insurance) (Commissions) Regulations, 5771-2011.The draft...
	Pursuant to the Commissioner's plan to intensify the competition for pension savings products (see Section ‎2.3.2.1), on March 27, 2011, the Commissioner published a memorandum of the Control of Financial Services (Advice, Marketing and Pension Cleari...
	Pursuant to the Commissioner's plan to increase the competition for pension savings products (see Section ‎2.3.2.1), on March 27, 2011, the Commissioner published a draft amendment to the Control of Financial Services (Provident Funds) (Distribution F...
	Pursuant to the Commissioner's plan to increase the competition for pension savings products (see Section ‎2.3.2.1), on March 27, 2011, the Commissioner published the draft Control of Financial Services (Provident Funds) (Management Fees) Law, 5771-20...

	Health insurance
	On August 2, 2011, the Commissioner published a circular concerning details of the insurance benefits in health insurance plans. The circular will replace Insurance Circular 2009-1-4 which stipulates that if an insurance plan states that the insured w...
	Position papers

	On August 22, 2011, the Commissioner published a draft position paper concerning group long-term care insurance. The position paper states that from the publication date of the position paper and until instructions are published regarding the pricing ...
	On August 7, 2011, the Commissioner published a position paper concerning an issue in fixed-premium personal lines policies for insurance for surgery. The Commissioner's position is that fixed-premium personal lines policies for surgery must include c...
	On August 7, 2011, the Commissioner published a position paper concerning the cancellation of a personal accident policy. The Commissioner's position is that providing the insured with certainty for the duration of the policy period prescribed in the ...
	Circular Drafts and Bills

	On February 15, 2011, the Commissioner published draft Control of Financial Services (Conditions of an Insurance Contract) (Provisions concerning limitation in an insurance contract that includes disability cover) Regulations, 5771-2011. The draft reg...
	In January 2011, a private bill was passed in a preliminary hearing to include long-term care hospitalization in the basket of health services, against an increase in health tax of 0.5%.
	Draft position paper

	On April 5, 2011, the Commissioner published a draft position paper that addresses issues in long-term care insurance. The position paper presents the problems of pricing personal and group long-term care insurance, as follows:  Personal-lines insuran...

	General insurance
	Directives of the Supervisor of Banks:
	On May 3, 2011, the Supervisor of Banks published an instruction concerning housing loans with variable interest that will apply to loans that are approved in principle from May 5, 2011 onwards.
	The instruction restricts the part of the loan (mortgage) with variable interest to one third of the total amount of the housing loan given to a borrower by a bank. The restriction applies to new mortgages on all the variable interest tracks in which ...
	The instruction also regulates the disclosure obligation for customers who previously took mortgages on an unlinked, variable interest track based on prime, where the component taken on this track is one third or more of the loan. The purpose of the d...
	On February 27, 2011, the Bank of Israel published a clarification for the banking system (questions and answers file relating to proper banking management practice that addresses the capital adequacy requirements).
	According to the clarification, an agreement to insure a housing loan, in which the insurance company undertakes to pay the sum assured only after the property has been sold, may be recognized as an appropriate credit risk mitigate if a mechanism is e...
	EMI received a letter from the Bank of Israel confirming that it finds the mechanism for advance payments it put forward acceptable, which includes a clear definition of those instances in which the recipient of protection loses his right to receive t...
	An instruction from July 11, 2010 stipulating that a bank shall hold additional provision of at least 0.75% in respect of the balance of the housing loans that were given as of July 1, 2010, and for which the rate of financing when the loans were exte...
	An instruction from October 28, 2010, whereby the banks are required to increase the allocation of capital for variable-interest mortgages that were approved from October 26, 2010, for loans with more than 60% financing when the loan was extended, and...

	Financial Services and the Capital Market
	In April 2011, the ISA published Draft Securities (Prospectus Details and Draft Prospectus – Structure and Form) Regulations, 5771-2011. The draft proposes abolishing the exclusion prescribed in Article 51(B) that allow supervised corporations with an...
	In March 2011, the Israel Securities Authority issued a press release in connection with a new outline for the oversight of ETFs, to be anchored in Amendment no. 16 to the Joint Investments in Trust Law.  The outline will include requirements in princ...
	On January 31, 2011, the Securities Authority published a proposal to amend the Joint Investment Trust Law and the Joint Investment Trust (Distribution Fee) Regulations, 5766-2006. Among other things, the amendment proposes canceling the classificatio...
	On August 5, 2010, the Board of Directors of the TASE approved a proposed amendment to the TASE Articles pertaining to the application of a new model for capital requirements of nonbanking TASE members (NBMs).Within the context of this model, the requ...
	According to an estimate prepared by a subsidiary, that is a non-bank TASE member, based on data for its activity during the Reporting Period and correct for the existing balances at June 30, 2011, the subsidiary is in compliance with the minimum capi...
	The new model was approved by the Knesset Finance Committee on May 31, 2011 and has been implemented from June 30, 2011. For companies that are not in compliance with the capital requirements at June 30, 2011, the requirement to supplement the equity ...
	The capital requirement under the new model may change significantly and is noticeably affected by the volume of activity and seasonality, as well as by credit and the manner of the liquid asset investments at the date of the review. As a result, a li...
	During the second quarter of 2011, the global economy continued to expand, although most figures indicate a slower rate of growth compared with previous quarters. This slow-down is particularly marked in the US and is reflected, inter alia, in weak p...
	The Group operates in the Israeli economy, where the political, security and economic situation affect its activity in various sectors. Changes in the state of the Israeli economy may lead to changes in the volume of premiums and other revenues and to...
	According to initial estimates, growth in the second quarter of 2011 was 3.3%, after 4.7% growth in the first quarter. Business output grew 1.9%, after growth of 5.1% in the first quarter.
	Performance of leading indices:


	Summary of data from the consolidated performance reports of Harel  Investments          (in NIS thousands):

	Summary of data from the consolidated balance sheets of Harel Investments (in NIS millions):
	Assets managed for the Group's members and policyholders (NIS millions) :
	* Total assets managed by provident fund, pension funds, mutual funds and in portfolio management. Are not included in the Company's consolidated financial statements
	Yield-dependent policies:

	Pension funds
	The number of members in the pension funds managed by the Group as of June 30, 2011, is 548,949 members, 330,465 of which are active members, a 4% increase in the number of active members compared with December 31, 2010. The extent of assets managed b...
	The total amount of the assets of the pension funds and the contribution fees deposited therein are not included in the consolidated financial statements of the Group.
	The total amount from management fees collected from pension funds managed in the Group during the Reporting Period amounted to NIS 84 million compared with NIS 68 million in the corresponding period last year, a 25% increase. Total amount from manage...
	Expenses in the pension activity during the Reporting Period amounted to NIS 65 million compared to NIS 55 million in the corresponding period last year. Total Expenses in the pension funds during the second Period of 2011 amounted to NIS 33 million c...
	Total pre-tax profit from management of pension funds and operating an old pension fund during the Reporting Period amounted to NIS 21 million compared with pre-tax profit of NIS 14 million during the corresponding period last year.
	Pre-tax profit from management of pension funds and operating an old pension fund during the second Period of 2011 amounted to NIS 12 million compared with pre-tax profit of NIS 9 million during the corresponding period last year.
	The rates of the nominal yields obtained by the new pension funds managed by the Group are as follows:

	Provident funds
	As of the Reporting Date the Group manages 16 provident funds (provident funds, education funds, central and personal severance pay funds, a provident fund for sick pay and budgetary pension fund). Some of the provident funds have several investments ...
	The provident funds' assets and benefit contributions are not included in the Company's consolidated statements.
	Income from management fees collected from the provident funds managed by the Group during the Reporting Period amounted to NIS 117 million, compared with NIS 115 million for the corresponding period last year, a 1.8% increase that stems from increase...
	Expenses in provident funds amounted to NIS 85 million compared with NIS 81 million during the corresponding period last year. Total Expenses in provident funds during the second Period of 2011 amounted to NIS 44 million compared with NIS 41 million d...
	The total pre-tax profit of the provident funds management companies included in the consolidated profit and loss statement in the life assurance and long term savings branch during the Reporting Period amounted to NIS 33 million compared with NIS 34 ...
	Pre-tax profit of the provident funds management companies during the second Period of 2011 amounted to NIS 14 million compared with NIS 16 million during the corresponding period last year.
	In Q2 2011, provident fund activity was affected by the implementation of the Commissioner's decision concerning compensation for delays in transferring money. For further details, see Section 2.3.2.8 above.
	The provident funds' net accumulation (excluding profits from investments) during the Reporting Period was negative and amounted to NIS 185 million compared with negative accrual of NIS 122 million for the corresponding quarter last year.
	Premiums earned in the health insurance sector totaled NIS 1,159 million for the Reporting Period, compared with NIS 948 million for the corresponding period last year, an 22% increase.
	The increase is mainly due to an increase in the volume of activity in this sector by Harel Insurance and an update of tariffs for a group long-term care insurance transaction by Dikla Total premiums earned in health insurance during the Reporting Per...
	During the Reporting Period the health insurance sector posted comprehensive profit of NIS 85 million compared with a comprehensive profit of NIS 104 million in the corresponding period last year, a 18% decrease. The decrease in comprehensive profit d...
	During the second Period of 2011 the health insurance sector posted comprehensive profit of NIS 44 million compared with a comprehensive profit of NIS 39 million in the corresponding period last year.
	Pre-tax profit in health insurance sector totaled NIS 103 million for the Reporting Period, compared with NIS 97 million in the corresponding period last year, a 6% increase.
	Pre-tax profit in health insurance sector during the second Period of 2011 totaled NIS 56 million, compared with NIS 43 million in the corresponding period last year, a 30% increase in Pre-tax profit.
	Total payments and change in gross liabilities in respect of insurance contracts in the health insurance sector during the Reporting Period amounted to NIS 883 million, compared with NIS 689 million in the corresponding period last year. This change i...
	The composition of gross premiums and profit in non-life insurance activity for the report period, before tax, according to the insurance sectors included in non-life insurance, is as follows (in NIS thousands):
	Gross premiums during the Reporting Period totaled to approx. NIS 1,586 million compared with NIS 1,627 million during the corresponding period last year, an 3% decrease. The decrease mostly stem from a decline in Harel Insurance's share of the insura...
	Gross premiums during second Period of 2011 totaled to approx. NIS 653 million compared with NIS 638 million during the corresponding period last year, a 2% increase.
	Premiums in retention during the Reporting Period totaled to approx. NIS 944 million compared with NIS 945 million in the corresponding period last year,
	Total Premiums in retention during second Period of 2011 totaled to approx. NIS 361 million compared with NIS 344 million in the corresponding period last year, a 5% increase.
	Comprehensive profit in general (non-life) insurance during the Reporting Period, amounted to NIS 14 million compared with comprehensive profit of NIS 103 million in the corresponding period last year. Decrease in comprehensive profit during the Repor...
	Comprehensive profit in general (non-life) insurance during second Period of 2011, amounted to NIS 5 million compared with comprehensive profit of NIS 25 million in the corresponding period last year. The corresponding period last year stems mostly fr...
	Pre-tax profit in general (non-life) insurance during the Reporting Period amounted to NIS 78 million compared with NIS 86 million in the corresponding period last year, a 9% decrease.
	Pre-tax profit in general (non-life) insurance during second Period of 2011 amounted to NIS 40 million compared with NIS 26 million in the corresponding period last year, a 54% increase in Pre-tax profit.
	Motor property
	In motor-vehicle property insurance gross premiums during the Reporting Period amounted to NIS 533 million compared with gross premiums of NIS 565 million during the corresponding period last year, a 6% decrease. Decrease in premiums stems mostly from...
	Total gross premiums in motor-vehicle property insurance during second Period of 2011 amounted to NIS 197 million compared with gross premiums of NIS 194 million during the corresponding period last year, a 1% increase.
	During the Reporting Period, premiums in retention amounted to NIS 421 million compared with NIS 447 million in the corresponding period last year, a 6% decrease. Total premiums in retention during second Period of 2011 amounted to NIS 155 million com...
	Comprehensive loss in motor-vehicle property insurance in the Reporting Period amounted to NIS 13 million compared with NIS 18 million profit in the corresponding period last year. Decrease stems mostly from an erosion of the average premium due to se...
	Comprehensive loss in motor-vehicle property insurance during second Period of 2011 amounted to NIS 2 million compared with NIS 8 million profits in the corresponding period last year. Decrease stems mostly from an erosion of the average premium due t...
	Pre-tax loss in motor-vehicle property insurance in the Reporting Period amounted to NIS 7 million compared with NIS 17 million in the corresponding period last year.
	Pre-tax profit in motor-vehicle property insurance during second Period of 2011 amounted to NIS 1 million compared with NIS 8 million in the corresponding period last year, an 82% decrease.
	In October 2010, the Accountant General announced the results of the tender to insure the vehicles of state employees for 2011. Accordingly, the tender for 2011 was divided among three insurers, as against two in 2010. Harel Insurance's share of the i...
	Compulsory motor
	During the Reporting Period, gross premiums in compulsory motor vehicle insurance sector amounted to NIS 327 million compared with gross premiums of NIS 340 million during the corresponding period last year. Decrease in Compulsory motor premiums stems...
	Total gross premiums in compulsory motor vehicle insurance sector during second Period of 2011 amounted to NIS 122 million compared with gross premiums of NIS 117 million during the corresponding period last year, a 4% increase.
	As to compulsory motor insurance for vehicles owned by state employees - see Par 2.9.1 above regarding motor-vehicle property.
	During the Reporting Period, premiums in retention amounted to NIS 260 million compared with NIS 270 million in the corresponding period last year.
	Premiums in retention during second Period of 2011 amounted to NIS 97 million compared with NIS 93 million in the corresponding period last year, a 4% increase.
	Comprehensive profit in Compulsory motor insurance in the Reporting Period amounted to NIS 15 million compared with NIS 40 million profit in the corresponding period last year. Decrease in Comprehensive profit stems mostly from the influence of the ca...
	Comprehensive profit in Compulsory motor insurance during second Period of 2011 amounted to NIS 3 million compared with similar profits during the corresponding period last year.
	Pre-tax profit for compulsory motor insurance during the Reporting Period amounted to NIS 47 million compared with NIS 31 million during the corresponding period last year, a 53% increase
	Pre-tax profit for compulsory motor insurance during second Period of 2011 amounted to NIS 22 million compared with NIS 3 million during the corresponding period last year.
	Liabilities branches and others
	Gross premiums in liabilities insurance and others during second Period of 2011 amounted to NIS 114 million compared with NIS 121 million during the corresponding period last year, a 6% decrease.
	Premiums in retention in the Reporting Period amounted to NIS 142 million compared with NIS 112 million during the corresponding period last year, a 27% increase. Increase in retention stems mostly from increasing the share of the Company in professio...
	Total premiums in retention in liabilities insurance and others during second Period of 2011amounted to NIS 52 million compared with NIS 41 million during the corresponding period last year, a 27% increase.
	Comprehensive loss in Liabilities insurance and others in the Reporting Period amounted to NIS 7 million compared with NIS 11 million profit in the corresponding period last year. The shift from profit to comprehensive loss is due mainly to the effect...
	Comprehensive loss in Liabilities insurance and others during second Period amounted to NIS 4 million compared with NIS 4 million profit in the corresponding period last year.
	Pre-tax profit in others liabilities insurance in the Reporting Period amounted to NIS 7 million compared with similar profits during the corresponding period last year.
	Pre-tax profit in others liabilities insurance during second Period of 2011 amounted to NIS 3 million compared with similar profits during the corresponding period last year.
	Property and other branches
	Premiums in property and other branches during the Reporting Period amounted to NIS 395 million compared with NIS 362 million during the corresponding period last year, an 9% increase.
	Total premiums in property and other branches during second Period of 2011 amounted to NIS 207 million compared with NIS 189 million during the corresponding period last year, an 9% increase.
	Premiums in retention during the Reporting Period amounted to NIS 92 million compared with NIS 87 million during the corresponding period last year, a 5% increase.
	Total premiums in retention during second Period of 2011 amounted to NIS 44 million compared with NIS 41 million during the corresponding period last year, a 5% increase.
	Comprehensive profit in property and other branches in the Reporting Period amounted to NIS 25 million compared with NIS 23 million profit in the corresponding period last year.
	Comprehensive profit in property and other branches during second Period of 2011 amounted to NIS 12 million compared with NIS 11 million profit in the corresponding period last year.
	Pre-tax profit in property insurance and other branches during the Reporting Period amounted to NIS 26 million compared with NIS 22 million profit in the corresponding period last year.
	Pre-tax profit in property insurance and other branches during second Period of 2011 amounted to NIS 13 million compared with NIS 10 million profit in the corresponding period last year, a 23% increase in Pre-tax profit.
	Credit risks inherent in mortgage assets
	Gross premiums in credit risks inherent in mortgage assets during the Reporting Period amounted to NIS 29 million compared with similar profit in the corresponding period last year. The Company does not have reinsurance agreements in this branch.
	Total gross premiums on mortgage insured credit insurance for residential purposes was NIS 14 million in Q2 2011, compared with NIS 17 million in the corresponding quarter last year – a decline of 17% relative to the corresponding quarter last year. T...
	The Company has no reinsurance agreements in this branch of insurance.
	Comprehensive loss in credit risks inherent in mortgage assets during the Reporting Period amounted to NIS 6 million compared with NIS 11 million profit in the corresponding period last year. Decrease in Comprehensive profit stems mostly from the infl...
	Comprehensive loss in credit risks inherent in mortgage assets during second Period of 2011 amounted to NIS 5 million compared with negligible profit in the corresponding period last year.
	Pre-tax profit in credit risks inherent in mortgage assets during the Reporting Period amounted to NIS 5 million compared with NIS 8 million profit in the corresponding period last year.)
	Pre-tax profit in credit risks inherent in mortgage assets during second Period of 2011 amounted to NIS 1 million compared with NIS 2 million profit in the corresponding period last year.
	Cash flows
	Financing of operations
	In February 2011, Dikla raised a capital note from a bank in the amount of NIS 100 million to be used as complex secondary capital by Dikla. The capital note was raised subsequent to obtaining the Commissioner's approval, including so that the capital...
	The delaying circumstances are the presence of one or more of the following: (1) a decision passed by Dikla's board of directors to the effect that Dikla has no profits worthy of distribution, as referred to in the Companies Law, 5759-1999, and this i...
	According to the capital note, when delaying circumstances are present with regard to the payment of interest, the Company will repay the interest against an assignment to the Company of the bank's right to receive payment of the interest, when the de...
	Dikla has the right to make an early repayment of the capital note, without incurring an early repayment charge, 3 years before the original repayment date ("early repayment date"), and this subject to obtaining the Commissioner's approval or to Dikla...
	If the principal is suspended (as noted, for a maximum period of 3 years from the original repayment date), supplementary interest shall be paid to the bank for the period of the delay at a rate of 50% of the increased interest margin.
	On February 1, 2011, Dikla received the Commissioner's approval to issue liability notes that will be recognized as complex, second-tier capital. In this context, the composition of the company's capital was also approved. For details concerning the c...
	A loan taken by Harel-Pia
	In February 2011, Harel Pia raised a loan of NIS 80 million from a bank. The loan is for a 5-year period, where the principal and interest are to be repaid in quarterly installments, as of June 2011. The loan was taken to repay a loan that Harel Pia t...



	Market Risk Exposure and Management
	Corporate governance
	As noted above, the Committee is a special purpose committee appointed for the purpose of approving the financial statements and the Audit Committee will not serve as the Committee for the approval of the financial statements.
	Following are details concerning the members of the Committee for the review of the financial statements:
	Procedure for approval of the financial statements:

	Details concerning progress in deployment for implementing Solvency II
	General
	The proposed Solvency II directive ("the Directive") constitutes a fundamental, comprehensive change in the regulations pertaining to the guaranteeing of the solvency and adequacy of capital of insurance companies. The purpose of the Directive is to p...
	The circular on the deployment for Solvency II, which was published by the Commissioner in July 2008, is designed to ensure that the insurance companies in Israel make the necessary organizational preparations to implement the Directive, subject to a ...
	Harel Insurance and Dikla
	Pursuant to the requirements of the Circular, a joint steering team was established by Harel Insurance and Dikla, led by the risk manager who is responsible for implementing the provisions of the Directive. In addition, the audit committee of the boar...
	The steering committee and boards of directors' committees of Harel Insurance and Dikla closely follow the companies deployment each quarter, ensuring that it progresses according to the detailed, long-term plan for implementing the Directive which wa...
	On September 30, 2009, a report was submitted to the Commissioner of Insurance concerning the results of QIS4 – Quantitative Impact Study. The report which consists of an economic balance sheet and calculations for risk-based capital requirements was ...
	On July 2010, guidance was published in Europe for implementation of an additional Quantitative Impact Study – QIS5. On December 26, 2010, the Commissioner published a circular concerning an instruction to conduct QIS5, that included instructions for ...
	Furthermore, the Commissioner instructed that an internal audit must be performed regarding the calculation process of the quantitative evaluation report and relevant controls, that will also address the gap analysis, by August 31, 2011.
	Calculation of the risk-based capital requirements requires a broad range of data to be collected to be used for a variety of purposes and managed in different information systems. To prepare for the efficient and controlled management of the informat...
	Harel Insurance presented the results of the quantitative impact study at a meeting of the Board of Directors on February 15, 2011, and is working to continue to implement the directive in line with the schedule.
	EMI
	Pursuant to the requirements in the circular, a steering committee was formed, led by the CFO, who is responsible for implementing the provisions of the Directive. In addition, the audit committee of the board of directors was appointed as a committee...
	The steering committee and board of directors of the company closely follow its deployment each quarter, ensuring that it progresses according to the detailed, long-term plan for implementing the Directive as approved by the board of directors.
	In September 2009, pursuant to the Commissioner's circulars, the Company submitted the results of QIS 4 to the Commissioner of Insurance, and in February 2011 it submitted the results of QIS 5, including an economic balance and calculation of risk-bas...
	Furthermore, in accordance with the Commissioner's directives, in May 2011, the results of a gap analysis pertaining to the processes for calculating equity were presented to the Company's board of directors. These processes include automation and dat...
	The Commissioner also instructed that an internal audit must be performed regarding the calculation process for the quantitative evaluation report and relevant controls, that will also address the gap analysis, by August 31, 2011


