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Annual Report 2006

Financial year 2006
World Economy

2006 started with an impressive growth rate in the United
States, which heightened inflation fears. Additionally, geo-
political unrest in various regions of the world pushed energy
and other commaodity prices to record high levels. Subse-
quent higher interest rates triggered a slowdown in the hous-
ing industry.

This decline quickly affected the manufacturing sector and
was also expected to hurt consumer spending during the
later part of the year. However, a substantial drop in energy
prices prevented a consumption collapse. A solid labor
market supported consumer spending as disposable income
continued to rise. These factors supported consumption,
particularly during the crucial holiday season at the end of the
year. Hence, the economic downturn in the US turned out to
be less severe than feared, which had important consequen-
ces for the world economies.

Export-oriented countries, such as emerging markets and
Europe, continued to show stronger than expected growth.
Various tightening measures initiated by China did not trigger
a slowdown either. Importantly, the higher EUR did not
substantially affect exports from the Euro zone. Strong inter-
national trading activity eventually stimulated investments and
hiring. The European Central Bank was continuously worried
that rising energy prices would translate into higher wages.
Yet no evidence of such a trend could be detected. With
falling energy prices, less dynamic growth in the US and dec-
lining inflation expectations, the ECB finally lowered their
inflation outlook substantially. The European Bank raised
benchmark interest rates throughout the year due to robust
economic growth, increased credit lending and high money
supply levels.

Strong exports also supported economic growth in Switzer-
land enabling companies to raise their investment spending.
While investments were initially limited to replacement and
rationalization, they increasingly broadened to include expan-
sion. Consumption proved to be very solid, supported by low
unemployment rate and a more optimism about job security.
The continuous opening of the labor market to EC members
showed only a limited impact. Inflation remained tame, yet
the Swiss National Bank continued to normalize unusually

low benchmark interest rates in view of strong economic
growth.

Given surprisingly firm UK economic growth, limited excess
capacity, rapid increases in credit and money supply, sharply
rising house prices and a forecast of above targeted inflation,
the Bank of England reinitiated interest rate hikes. An influx of
immigrants, mainly from central Europe, covered strong
demand for workers and held wage pressures in check. Yet
general inflation pressures still did not abate.

The Japanese economy continued to expand, driven by
exports and capital expenditures. Consumer spending, how-
ever, remained unexpectedly sluggish, which was somewhat
surprising given the record low unemployment rate and a
job-to-applicant ratio comfortably above 1. This phenomenon
might be explained by slow wage growth, rising just 0.3 %
over the year. Additionally, some special income tax deduc-
tions had ended, further reducing disposable income. Infla-
tion showed a solid move into positive territory and the GDP
deflator, while still negative, increased on a consistent basis.
Due to significant revisions to the consumer price index du-
ring the year, especially the inclusion of technology and com-
munication items that particularly suffered from considerable
price declines, the CPI barely increased in 2006. The Bank
of Japan remained reluctant to raise rates given moderate
consumer spending and modest inflation.

Key economic figures 2006 in major economies

Countries Real GDP  CPI Unem- Central
growth growth ployment  Bank
Rate Rate
us 3.4% 2.5% 4.6 % 5.25%
UK 2.9% 2.7 % 2.9% 5.25%

Euro Zone 3.3% 1.9% 7.5% 3.5%

Germany 3.7% 1.7% 9.5% 3.5%

France 2.2% 1.2% 8.6 % 3.5%
Switzerland 2.8 % 0.5% 3.1% 2.00%
Japan 21% 0.3% 4.1 % 0.25%

Financial Markets

The US yield curve remained flat to inverse most of the time.
At the longer end, the yield moved higher in the first half of
the year, reflecting strong economic growth and fears of infla-
tion. The trend turned in July, however, as a significant slow-
down in housing activity became evident and sub-par econo-
mic growth in the second half of the year was anticipated.
Inflation expectations drastically declined and the Fed signa-
led a “wait-and-see” policy. Overall, the 10-year Treasury
yields finished the year only slightly above the previous year’s
level. Shorter-term rates showed a similar picture. The end of
the Fed’s tightening cycle had an important impact on yields
during the summer months.



In the Euro zone, the yield curve continued to flatten during
2006. While the 10-year EUR bonds showed an upward
move similar to the one in the United States during the first
six months, the subsequent correction was less severe and
was followed by a pronounced upturn in the final month of
the year. The latter was a reaction to the continuation of very
strong economic activity, driven by sturdy export growth.
Shorter-term yields continuously moved up during the year,
reflecting aggressive tightening by the European Central
Bank.

2006 represented another year of stellar performance in the
stock markets. With the exception of the Nikkei, all major
equity indices showed double-digit increases. The US market
was supported by continued double-digit profit growth, decli-
ning energy prices and the end of the Fed fund tightening
cycle. Top performers were defensive sectors, such as tele-
com services and energy, while more cyclical businesses
underperformed. The European stock market benefited from
surprisingly strong economic growth, which led to upward
earnings revisions. Corporate restructurings additionally fuel-
led profit growth, offsetting some negative impacts from
elevated commodity prices. Interestingly, interest-rate sensi-
tive sectors showed top performance, despite rising interest
rates. While earnings growth rates in Japan remained strong,
the stock market upturn was somewhat limited. Emerging
markets ended the year with astounding performances,
mainly due to strong economic activity. Various tightening
measures in China did not affect market activity.

Two themes dominated the currency market in 2006: the
weakening of the USD and continued carry trade activity. The
USD lost its attractiveness as yield differentials to other major
currencies narrowed and several factors that had played in
favor of the USD the previous year reversed, such as repatria-
tion of earnings from US international corporations, inflow of
petrodollars and fewer inflows of assets of Asian origin. The
USD only showed strength against currencies of more spe-
culative nature, such as the Iceland Krona, the South African
Rand or the Turkish Lira. Carry trade activity continued on a
strong note, hurting the JPY and the CHF.

Switzerland

The yield curve in Switzerland flattened markedly, with longer-
term bonds mirroring in the pattern of the US and Europe.
Short-term rates, however, rose consistently, reflecting the
tightening monetary policy of the Swiss National Bank. Com-
panies benefited from the thriving economic environment.

A high level of merger and acquisition activity additionally
boosted equity prices. Debt-funded actions were attractive
given the low level in bond yields. Despite impressive econo-
mic growth and rising benchmark interest rates, the CHF
softened. The comparatively low interest rate environment in
Switzerland represented optimal conditions for carry traders.

Highlights of the Bank’s activity

Bank Leumi le-Israel (Switzerland) (the Bank) was founded in
1953, and operates through a head office in Zurich and a
branch in Geneva. It also has representative offices in Israel
and Hungary.

The Bank is part of the Leumi Group, which is one of the two
largest Israeli banks with worldwide operations and overall
assets in excess of USD 136 billion.

The Bank engages mainly in private banking services to high
net worth individuals, including the receipt of discretionary
investment management mandates. In addition, it has a
wholly owned subsidiary that manages two mutual funds in
Luxembourg.

In 2006, the Bank focused on marketing and developing
business activities in its key markets as well as identifying and
exploring new markets. The Bank continues to strengthen its
presence in the wealth management market and enhancing
its reputation as an innovative, reliable, and performance
driven private banking institution.

Consolidated Financial results

The consolidated financial results include Leumi Fund Holding
(Lux) S.A. — Luxembourg, which engages in fund manage-
ment and Leumi Asset Management (Switzerland) AG —
Zurich, which provides advisory investment services. Both
companies are fully owned subsidiaries of the Bank.

Net profit for 2006 was CHF 12.8 million compared to a net
loss of CHF 16.5 million in 2005. The 2005 loss was caused
by the high expense of implementing a new [T system and
additional provisions. Gross profit (before depreciation) for the
year under review rose by almost 50% compared with the
previous year and was CHF 18.7 million compared to the
previous CHF 12.6 million.

Although total income decreased slightly to CHF 61.4 million
(2005: CHF 62.5 million) it is notable that the main source

of income was private banking activities while in recent
previous years income from trading activities (mainly with
institutions & 3rd parties) was a significant source of income.
Furthermore, the Bank substantially decreased its expenses.

As a result of increased interest levels on the CHF, Euro and
USD, the consolidated net interest income increased to CHF
13.8 million (2005: CHF 13.1 million). In general the credit
portfolio of the Bank is unchanged, but the significant in-
crease in interest rates (average +1 % in the main currencies)
contributed to the positive result.

Total commission income for the year under review was
much higher at CHF 39.5 million (2005: CHF 34.7 million).
This increase is connected to the positive performance of



the financial markets in 2006 and the growing investor confi-
dence which translated into more private banking trading
activity. In connection with this stock exchange commission
rose to CHF 13.3 million which is CHF 4.4 million more than
recorded in the previous year, an increase of aimost 50 %.
The income from investment fund distribution amounted to
CHF 1.5 million and was 100 % higher than in the previous
year.

Trading income substantially declined to CHF 8.1 million
(2005: CHF 14.6 million). The contribution from activities in
structured products and alternative investments that were
mainly linked to interest rate was CHF 2.0 million (2005:

CHF 8.6 million), and Forex income was CHF 5.3 million
(2005: CHF 6.1 million). The income from securities trading
was CHF 0.8 million. The demand for interest linked products
was low due to the rising interest rates and the investor’s
return to traditional securities.

Operating expenses decreased significantly to CHF 42.6 mil-
lion (2005: 49.9 million) of which personnel expenses were
CHF 28.7 million (2005: CHF 26.1 million). This substantial
decrease compared with the previous year is connected to
the successful completion of a major [T-project for which the
Bank had recorded considerable additional expenses in
2005. Other operating expenses also declined to CHF 18.9
million (2005: CHF 23.8 million). This significant reduction is
also related to the successful integration of the new core
banking application “Globus” which took place during the
previous year.

Depreciation of non-current assets, primarily for IT invest-
ments in connection with the replacement of the core IT sys-
tem, amounted to CHF 6.1 million (2005: CHF 6.8 million).

In 2006 the Bank did not make any additional provisions
related to the irregular event that was detected in 2001.

In 2006 valuation adjustments, provisions and losses amoun-
ted to CHF 1.4 million (2005: CHF 21.9 million of which

CHF 21.1 million were provisions).

The extraordinary income totaling CHF 2 million (2005: CHF
0.65 million) includes a VAT reimbursement of 0.5 million
following an audit of the Swiss Federal Tax Authority.

CHF 0.8 million was contributed from accruals no longer
required by the Bank and the remaining CHF 0.7 million came
from the settlement of a client’s claim in favor of the Bank.

Private Banking and Business Development

During 2006, the Bank further expanded its private banking
and trading activities. Following the segmentation of the
client base, the Bank restructured and strengthened its
private banking teams to provide more focused and efficient
service to its clients. The Bank continued its efforts to
improve the infrastructure and service to External Portfolio
Managers.

During 2006 clients’” assets increased slightly to CHF 6.5 bil-
lion compared with CHF 6.4 billion in 2005. The positive
performance of clients’ assets was offset by the negative fluc-
tuation of the conversion rate for USD vs. CHF. The Bank’s
success in attracting new clients and new assets was coun-
terbalanced by the outflow of some institutional clients.

Representative Offices in Israel and Hungary

The lsraeli representative office in Herzlia further expanded its
activities to meet the growing interest from high net-worth
individuals and financial institutions for international private
banking services. The Bank also successfully expanded its
operations at its representative office in Budapest, Hungary.
The office in Hungary will be the main door to potential clients
both in Hungary and other East European countries.

Portfolio Management

During 2006, the Bank enhanced its discretionary portfolio
management business infrastructure and increased the
assets managed by the portfolio management unit by 8.5%
in comparison with 2005. The Bank is now managing assets
of some CHF 780 million in discretionary managed accounts,
under five different investment strategies in various curren-
cies, to best fit each client’s investment profile and risk tole-
rance. In addition, the Bank offers tailor-made discretionary
mandates for selected institutional clients and ultra-high net-
worth individuals. The Bank is committed to develop its
assets management capabilities, providing managed clients
with added value service and performance. Based on this
commitment during the 4th quarter of 2006 the Bank finalized
the transfer of the Geneva branch’s portfolio management
activities to the head office in Zurich. As a result, all managed
clients of the Bank are managed centrally by a seasoned
team of professionals.

Cooperation with SEI investments

Working in cooperation, the Leumi Group, the Bank and SEI
Investments, a leading US-based global provider of asset
management and investment technology solutions, success-
fully introduced the new portfolio of Leumi Global Managers’
funds. The Bank can now provide selected clients with ac-
cess to leading investment managers from around the world.
These funds performed well in comparison with their respec-
tive benchmarks.

The new IT system in context with the operational expenses
Following the successful implementation of its new core ban-
king system “Globus” by Temenos, the Bank is now able to
provide its clients with a better level of service as well as new
services, such as the E-Statement service allowing clients to
view their portfolios via the Internet.

The new system includes additional functionality in the areas
of asset management, accounting, controls and manage-
ment information, which support the business development
of the Bank.



In 2006 the Bank continued to develop its IT platform and
make a wider use of the synergies resulting from the modern
architecture of Globus. As a result the Bank was able to
increase its efficiency and lower its operational costs.

Consolidation of central services between Zurich & Geneva
In 2006 the Bank gave special attention to the use of syner-
gies between its Head Office and the Geneva Branch. In this
context the Bank centralized accounting and credit activities
at the head office in Zurich as well as some logistical and
organizational functions.

Basel Il preparation

The Bank has a project team to analyze the potential impact
of the new capital requirements which will come into force in
2007 and 2008, and to take the necessary steps for a suc-
cessful and compliant implementation of these requirements.
The Bank decided to make use of the transition period and
to apply the new “Basel II” regulations starting in January
2008.

Compliance & Legal Function

In recent years the Bank established minimum standards for
profiles of new clients. In addition, the Bank gave particular
attention to enhancing the quality of clients’ profiles and seg-
mentation according to their risk profile, based on pre-defined
risk criteria. In 2006 the Bank has successfully finalized this
process for existing clients.

Board of Directors and its committees

During 2006, the Board of Directors and the Audit Commit-
tee of the Board each held four meetings, and the Executive
Committee of the Board held five meetings.

In 20086, Dr. Rolf Kormann and Mr. Dov Gilboa retired from
the Board of Directors. We thank Dr. Kormann and Mr. Gilboa
for many years of valuable service and wish them both good
health and success in their future.

Management

Dr. Moshe Shimony was appointed as Head of Capital Mar-
kets. Mr. Mario Alini has been appointed as a management
member of the Bank in the function of Head of Finance &
Risk, and Mrs. Ursula Brunner-Egli was appointed as Head
of Operations.

Mr. Youval Dichovsky who served the Bank as the interim
head of internal audit has been appointed as Head of Internal
Audit.

Follow-up on the irreqular event discovered in 2001

At the beginning of January 2001, the Bank discovered that
a former management member had carried out unauthorized
transactions in certain clients’ accounts. The employee was
immediately released from his duties and was dismissed by
the Bank. During 2006, the Bank continued to settle the

remaining claims of clients who sustained monetary damages
due to this event. As the vast majority of the cases were
settled with previously set provisions, no additional provision
was required in 2006.

Restructuring of Capital

The Board of Directors proposes to restructure the Bank’s
capital by reducing shareholders’ equity and introducing
tier 2 capital.

Shareholder Equity after distribution of the Bank’s net profit
In connection with the capital restructuring the Board of
Directors proposes to dissolve Other Reserves in the amount
of CHF 56 510 000. Together with the net profit for the year
under review and the retained earnings carried forward in the
amount of CHF 12 488 576, the Annual General Meeting of
Shareholders has at its disposal nearly CHF 69 million.

It is proposed by the Board of Directors to distribute an ordi-
nary dividend of 39 % or CHF 12 870 000 of the Bank’s
share capital of CHF 33 million. Furthermore it is proposed to
the Annual General Meeting of Shareholders to distribute an
extraordinary dividend of 151.5 % which amounts to CHF
49995 000.

After the allocation to the legal reserves in the amount of
CHF 6 121 500 and the retained earnings brought forward of
CHF 12 076, the published shareholders’ equity will amount
to CHF 152.2 million (2005: CHF 202.6 million).

Shareholders’ capital with respect to tier 2

In connection with the above-mentioned profit distribution
and the still-comfortable capital adequacy, the major share-
holder of the Bank, Bank Leumi le-Israel B.M., has decided
to grant the Bank a subordinated note in the amount of
CHF 50 million, which can be considered as tier 2 capital as
stipulated by the relevant banking regulations.

As a consequence the shareholders’ capital as shown under
the consolidated balance sheet will amount to 206.4 million
of which reserves for general banking risk amount to CHF 2.4
million (2005: CHF 2.4 million).

The Board of Directors expresses its appreciation to the Ge-
neral Manager, members of the management and employees
for their dedicated work, which allows the Bank to continue
to grow and achieve its business goals.

The Board of Directors



1. Balance sheet — consolidated

(in Swiss Francs)

Assets

Cash

Money market instruments
Due from banks

Due from customers
Securities trading portfolios
Financial investments
Fixed assets

Intangible Assets

Accrued income and prepaid expenses
Other assets

Total assets

Total subordinated claims
Total due from non consolidated participations and
significant shareholders

Liabilities and shareholders’ equity
Due to banks

Due to customers, other

Accrued expenses and deferred income
Other liabilities

Valuation adjustments and provisions
Reserves for general banking risks
Share capital

Retained earnings

Net consolidated income/loss

Total liabilities and shareholders’ equity

Total due to non consolidated participations and
significant shareholders

Off-balance sheet transactions

Contingent liabilities
Irrevocable acceptance
Derivative instruments — Contract volume
— Positive replacement value
— Negative replacement value
Fiduciary transactions

Dec. 31, 2006 Preceding year Changes
8189018 10842103 -2653085

0 5261247 -5261247

122 764 300 150987 561 -28223261
532164 418 552 380708 -20216290
9715280 30666 462 -20951182
181809 759 153751279 28058480
1443814 2212939 -769125
10918643 15273648 —-4355005
12003971 12767643 -763672
23825564 23258629 566 935
902834 767 957 402219 -54 567 452
1035428 3243628 -2208200
4659 318 361 -313702
435527 818 404604 878 30922940
173258 340 242 953 021 - 69694 681
12025969 13535254 -1509285
25945 382 24831718 1113664
36790812 64947728 -28156916
2371671 2371671 0
33000000 33000000 0
1711568977 187 644038 -16485 061
12755798 —-16486 089 29241887
902 834 767 957 402219 -54 567 452
129432 953 151598 558 —-22165605
122469618 108 723509 13746109
1006 000 0 1006 000
1989231515 2103553060 -114 321545
20973 362 19860258 1113104
21863815 22185110 -321295
1604 726 488 1436 026 244 168 700 244



2. Income statement — consolidated

(in Swiss Francs)

Revenues and expenses from ordinary banking activities
Results from interest activities:

— Interest and discount income

— Interest and dividend income on trading portfolios

— Interest and dividend income on financial investments

— Interest expenses

Net interest income (Subtotal)

Results from commission and service fee activities:

— Commission income on lending activities

— Commission income on securities and investment transactions
— Commission income on other services

— Commission expenses

Results from commission and service fee activities
(Subtotal)

Results from trading operations

Other ordinary results:
— Results from the sale of financial investments
— Participation income (non-consolidated)

Other ordinary results (Subtotal)

Operating expenses:
— Personnel expenses
— Other operating expenses

Operating expenses (Subtotal)

Gross profit

Net consolidated income/loss

Gross profit

Depreciation and write-offs on non-current assets
Valuation adjustments, provisions and losses
Extraordinary income

Extraordinary expenses

Taxes

Net consolidated income/loss

10

2006 Preceding year Changes

29 158 581 18020623 11137 958
324 385 1337817 -1013432
5804 580 5856 893 -52313
—-21478182 -12112292 -9365890
13809 364 13103 041 706 323
778661 607 901 170760
38087 864 33137892 4949972
2279016 2434 504 —-155488
-1652136 —-1482637 —-169 499
39493 405 34697 660 4795745
8060 352 14 609 043 -6548 691
13986 97 645 —-83659

0 0 0

13 986 97 645 -83659
—-283738397 -26115379 2376982
—-18894 985 —23748495 4853510
-42633 382 -49863874 7230492
18743725 12643515 6100210
18743725 12643515 6100210
-6073204 —-6800380 727176
-1416038 -21936770 20520732
2035580 646 437 1389143
-34 655 - 133741 99 086
-499610 -905 149 405539
12755798 -16 486 088 29241 886




Statement of cash-flows - consolidated
(in 1000 Swiss Francs)

2006 Preceding year
Source Application Source Application

of funds of funds of funds of funds
Cash-flow from operating results
(internal sources)
Net consolidated income 12756 0 0 -16 486
Depreciation and write-offs on non-current assets 6074 0 6800 0
Valuation adjustments and provisions 1288 -104 24949 -136
Reserves for general banking risks 0 0 0 -514
Accrued income and prepaid expenses 764 0 0 -3020
Accrued expenses and deferred income 0 -1510 1172 0
Dividend preceding year 0 0 0 -8250
Balance 19268 0 4515 0
Cash-flow from investment activities
Participations 0 0 0 0
Fixed assets 7 - 567 0 -946
Intangible assets 0 —389 0 -10095
Balance 0 -949 0 -11041
Cash-flow from banking operations
Medium and long-term operations (more than 1 year)
— Due to banks 0 0 0 -111
— Other liabilities 0 — 3359 0 -689
— Due from banks 0 0 0 0
— Due from customers 0 —22728 65032 0
— Financial investments 0 —-28056 0 -22354
Short-term operations
— Due to banks 30923 0 28973 0
— Due to customers 0 —66 336 64 398 0
— Due from money market instruments 5261 0 958 0
— Due from banks 28223 0 3285 0
— Due from customers 42944 0 0 -118420
— Securities and precious metal portfolios 20951 0 0 -6267
— Other assets/liabilities 546 0 1218 0
Specific usage of valuation adjustments
and provisions 0 —29 341 0 -1497
Liquidity
—Cash 2653 0 0 -8000
Balance -18319 0 6526 0
Total 949 -949 11 041 -11041

I



Notes to the Consolidated Financial
Statements

Bank Leumi le-Israel (Switzerland)

1. Comments on Business Activities

Introduction

Bank Leumi le-Israel (Switzerland) is primarily active in provid-
ing private banking services to high net worth individuals
worldwide and operates via the head office in Zurich and its
branch in Geneva. The Bank holds a representative office in
Israel and in Hungary. As of year-end, the Group employed
a total of 122 members of staff (2005: 129), of which 28
(2005: 26) are located in Geneva.

Strategic business units

The Bank provides a comprehensive range of investment
and asset management services. Therefore commission and
service fees represent the main source of income, amounting
to 64 % (2005: 56 %) of the gross income before operating
expenses. Interest-bearing activities amount to 23 % (2005:
21 %) and trading to 13 % (2005: 23 %) of the gross income
before operating expenses.

Core business activities are:

Asset management and investment activities
Asset and portfolio management for mainly international
customers constitutes the Bank’s main activity.

Trading

Foreign exchange and security trading is carried out mainly
for clients and for the nostro book. The activity in structured
products, which also contributes to trading income, has
been introduced primarily to meet the needs of private
banking clients. As of year-end, all items that are traded

for the Bank‘s own account are in line with the guidelines
approved by the Board of Directors.

Lending Activities
The Bank primarily engages in collateralized lending to
private banking clients, by means of Lombard credits.

Risks

The Management of the Bank places strong emphasis on
risk management as reflected in its risk policy. In principle,
the Bank does not undertake any business with a high-risk
profile. The supervision and control of the material risk can
e summarized as follows:

12

Interest rate risks are controlled within the framework of the
asset & liability management. The Bank hedges interest rate
risks, but they are expressly considered in investing in finan-
cial securities for the Bank. The development of the financial
markets is monitored daily and reported to the Investment
Committee of the Bank.

As of year-end, currency risks were hedged according to
the guidelines approved by the Board of Directors.

Price risk from trading activity is limited by a system defining
maximum exposure. Risk related to the replacement value
of open derivative items is modest. Market liquidity risk in
foreign exchange trading is negligible as the Bank refrains
from trading in illiquid markets.

84 % of the Bank’s assets are held in Europe, North Ame-
rica and Israel (2005: 81 %). No loans were classified as
exposed to country risk during 2006.

Credit approvals are subject to quality requirements, margins
and limits, set forth in internal regulations, and regularly
reported to the credit committee of the Bank. All credit
positions, including derivative financial instruments, are
subject to exposure limits and are continuously monitored.

Liquidity risk is monitored and controlled in line with the
provisions of the Federal Law on Banks and Saving Banks
(BankL).

The Legal & Compliance Department ensures that the Bank’s
business activities comply with the regulatory provisions

in force, as well as with internal directives and guidelines.
The department was responsible for the adherence to the
new money laundering directive, which is in force since
June 2004. For this purpose the Group implemented an
adequate IT application which supports the working
processes in the area of transaction monitoring efficiently.

Operating risk is defined as “risk of direct or indirect losses
resulting from the inadequacy or the failure of internal proce-
dures, persons and systems or from external events”. It is
limited by means of internal regulations and directives. The
Internal Audit Department periodically checks the internal
controls, and issues its activity reports directly to the Board
of Directors or to its Audit Committee.

The Bank ensures that the executive bodies are regularly
informed with respect to market, credit, liquidity, legal and
operational risk by means of a management information
system.

There are adequate provisions for litigation risks.

In accordance with Federal Banking Commission regulations,
no business functions were outsourced.



Events after the balance sheet date

No events took place with a negative impact on the assets,
financials and income situation of the Bank, which have not
been considered.

2. Accounting and Valuation Principles for the
Consolidation

Principles of Consolidation

The following accounting and valuation principles correspond
with the bank accounting guidelines of the implementing
ordinance of the federal law on banks and saving banks
(BankO). The consolidated financial statements consist of the
balance sheet, income statement, the statement of cash-
flows and the notes to the financial statements.

The structure of the consolidated financial statements was
established according to Art. 25f — Art. 25i of the BankO.
Accordingly, the capital and the profit reserves as well as the
income from equity participations are disclosed separately.

The group accounts outline the assets and earnings of Bank
Leumi le-Israel (Switzerland) in accordance with the “true and
fair view” principle.

The business activities are recorded as at value date; i.e. the
recording is generally based on the transfer of power to dis-
pose of an asset. Thus, purchased assets are only recorded
at the time when the right of ownership is acquired or the
authority to dispose assets is transferred.

Companies subject to full consolidation are bound by
group-wide, consistent and binding valuation guidelines. All
companies have the same fiscal year.

It is the Group’s policy to establish specific value adjustments
for possible losses. Contingent risks are covered by global
provisions and reserves and are disclosed in the consolida-
ted balance sheet under “reserves for general banking risk”.

The capital consolidation was performed according to the
purchase method.

Foreign currency transactions are converted and recorded at
the respective daily exchange rates in Swiss Francs. Assets
reported in the balance sheet are converted at the exchange
rates valid on the balance sheet date and are posted to the
appropriate income account accordingly. Any differences in
exchange rates which may result between conclusion and
settlement of a transaction are reported in the income state-
ment.

All Group companies keep their accounts in Swiss Francs.

The following exchange rates (against the CHF) were applied
for the currency conversions:

2006 Preceding year

Balance sheet rate Balance sheet rate

usD 1.2207 1.3187
EUR 1.6097 1.5539
GBP 2.3891 2.2684
CAD 1.0464 1.1304
AUD 0.9612 0.9650
JPY 1.0245 1.1194

Any inter-company transactions and provisional profits are
eliminated.

In addition to the Bank, the consolidated entity comprises
the following fully consolidated companies:

Equity Capital  Business
(in CHF)  Interest activity

Leumi Fund Holding, 120000 100% Investment Fund
Luxembourg Management

Leumi Asset Man- 100000 100% Investment
agement, Zurich Advisory

Cash Assets, Money Market Instruments and due to
Customers

[tems are reported in the balance sheet at par value. The
as yet unearned discount component on money market
instruments is shown under the specific balance sheet
position and is accrued until maturity.

Due from Banks and Customers

ltems are reported in the balance sheet at par value. Value
adjustments are made for discernible risk according to the
principle of caution. If a debtor is more than 90 days in
arrears with interest payments, the interest arrears are allo-
cated directly to the provisions; in this instance, they are not
recovered until the interest has been paid.

If a debt is deemed to be unrecoverable, either in whole or
in part, or a debt waiver is granted, the debt is written off
against the corresponding bad debt charge. Any previously
reported amounts re-entered shall be credited directly to the
bad debt charge.

Repo and Reverse Repo Transactions

These transactions are used mostly for short-term financing
and they are therefore shown under the item “Due to
Banks”. Pledged securities are disclosed as “Loans- and
pension-business with securities”.
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Securities and Precious Metals Trading Portfolio

[tems in the trading portfolio are always valued and record-
ed in the balance sheet at fair value. The price quoted on

a recognized exchange or a representative market is taken
as the fair value. For structured products held in the trading
portfolio, the price quoted is examined by means of a price
model. If this is not possible, valuation is based on the
principle of lower of cost or market. Transactions executed
on behalf of clients are classified as trading transactions
due to the fact that during a certain period the risk of such
transactions remains within the Bank’s own books.

Price gains and losses resulting from the valuation are
recorded under “Results from trading operations”. Interest
and dividend income on trading portfolios are entered under
the item “Interest and dividend income on trading port-
folios”.

Financial Investments in Securities and Precious Metals
These assets serve the medium and long-term needs of the
Bank. The accrual method is applied to value such items.

Fixed Assets

Investments in fixed assets exceeding CHF 2,500 are
reported in the balance sheet as assets and in accordance
with the acquisition cost principle, provided they are used
for longer than one accounting period.

Investments in existing fixed assets are reported in the
balance sheet as assets, if, as a result, the economic value
is increased on a sustained basis, the service life is consi-
derably extended. Items are recorded at acquisition cost
less straight-line depreciation over conservative estimated
life of the asset. The declared value is checked yearly. In
the case of decreased value or of a lowered service life, the
remaining value will either be depreciated over the planned
life time or an extra depreciation will be carried out. Planned
and eventual additional unplanned depreciation will be
recorded in the profit & loss statement under “Depreciation
and write-offs on non-current assets”.

The estimated utilization of investments in fixed assets is as
follows:

Investments in rented property max. 5 years
Information technology equipment max. 4 years
Software and communication equipment max. 3 years
Other fixed assets max. 4 years

Intangible Assets

Acquired intangible assets are reported in the balance sheet
if they provide the company with quantifiable benefits over
a period of several years. They are recorded and valued at
acquisition cost. As a rule, depreciation is on a straight-line
basis and the depreciation period lasts a maximum of 5
years.
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The estimated utilization of Intangible assets is as follows:

Software max. 5 years
Other intangible assets max. 4 years

The declared value is checked yearly. In the case of de-
creased value or of a lowered service life, the remaining
value will either be depreciated over the planned life time or
an extra depreciation will be carried out.

Pension Plan Liabilities

All Group employees belong to the Bank’s own pension
fund “Pension fund of Bank Leumi le-Israel (Switzerland)”
which carries out direct investments. Only contribution-
based plans are included in the fund.

Pension fund liabilities together with the assets serving as
cover are structured in a legally independent foundation.
The foundation has reinsured itself by taking out insurance
for cases of death and disability. The manner in which the
pension plans are organised, managed and funded com-
plies with legal provisions, foundation deeds and the applic-
able pension regulations.

The Bank contributes to the insurance premium for the
above mentioned reinsurance policy.

The financial statement of the pension fund of Bank Leumi
le-Israel (Switzerland) consisting of banlance sheet, profit &
loss statement and the notes are according Swiss GAAP
FER 26. A potential liability is being disclosed as per Swiss
GAAP FER 16, a potential benefit is being used in favour of
the insured employees.

Taxes

Taxes are calculated and entered in the accounts based on
the results for the year under review and from an operational
point of view, and reported as expenditure for the account-
ing period in which the corresponding income arises. Direct
taxes owed that arise from current income are recorded as
a deferred tax liability.

Deferred Taxes

The tax implications arising from time differences between
the values disclosed in the consolidated balance sheet from
assets and liabilities and their tax values are reported as
deferred taxes under the provisions. The deferred taxes are
determined separately in each financial period and for each
tax item. Tax effects arising from loss offsetting options are
disregarded.

Contingent liabilities, irrevocable commitments and similar
off-balance sheet items

These items are recorded with the nominal amount in the
off-balance sheet.



Valuation adjustments and provisions are established for
foreseeable risks under the liabilities in the balance sheet.

Valuation Adjustments and Provisions
Valuation adjustments and provisions are established for all
risks according to the principle of caution.

Precious Metals Accounts
The valuation of precious metals accounts is based on the
market prices as of the balance sheet date.

Derivative Financial Instruments

Please refer to “Comments on Business Activities” on

p. 10 for information regarding the Bank’s corporate policy
and risk management.

Trading Transactions

ltems are valued and reported at fair value (excluding
derivatives which are used for hedging purposes). Such
derivatives are either reported at positive replacement
values or at negative replacement values under “Other
Assets/Other Liabilities”. The fair value is based on market
prices, price confirmation by brokers, discounted cash-flow
— and option-pricing-models.

Transactions with derivative financial instruments that are
based on trading purposes, realised and unrealised profits,
are reported under “income from trading operations”.

Hedging Transactions

Besides trading transactions, the Group uses derivative
financial instruments for hedging purposes in its asset &
liability management with respect to interest rate risk,
currency risk and counterparty risk. Income from hedging
continues to be reported under the same income item as
the corresponding income from the basic transaction to be
hedged.

The Group hedges especially against interest rate risk
arising from balance sheet transactions, by means of inte-
rest rate swaps in particular. The income from so-called
“Macro- & Micro-Hedges” is reported under the relevant
profit and loss item under the corresponding underlying.

Changes to Accounting and Valuation Principles

For the year under review, there was no change in account-
ing and valuation principles.
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3. Information to the balance sheet — consolidated

Listing of collateral
(in 1000 Swiss Francs)

Type of collateral

Mortgage Other Without Total
collateral collateral collateral a)
Loans
Due from customers 600 504 648 26916 532164
Total loans 600 504 648 26916 532164
Preceding year 600 515859 35922 552 381
Off-balance sheet transactions
Contingent liabilities 0 122 161 309 122470
Irrevocable acceptance 0 0 1006 1006
Total off-balance sheet transactions 0 122161 1315 123476
Preceding year 0 108 007 716 108723
Gros debt Assumed Net debt Individual
amount liquidation income amount provisions

of securities

Contested balances b) 33309 10314 22995 36104 b)

a) amounts covered by valuation adjustments and provisions; refer to the note disclosures “other information on the income state-
ment”.

b) CHF 33.2 million of the contested balances are in connection with unautorised and alleged transactions of a former manage-
ment member identified in the year 2001. Individual provisions cover possible other claims in connection with these unautorised
transactions.
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Securities and precious metal trading portfolios, financial

investments and participations - consolidated
(in 1000 Swiss Francs)

Securities and precious metal trading portfolios
— Debt securities
— Exchange listed
— Unlisted
— Participation instruments
— Precious metals

Total securities and precious metal trading portfolios

2006 Preceding
year

2193 19692
793 9597
6729 1377
0 0
9715 30666

As of Decembre 31, 2006 there are no securities kept in the trading book which could serve for repo transactions.

Financial investments

— Debt securities (“accrual method”)
— Exchange listed
— Unlisted

— Participation instruments

— Precious metals

— Premises 1)

Total financial investments

Book Value Fair Value
2006 Preceding 2006 Preceding
year year
147 802 135615 148 962 140867
24281 14646 24196 14 541
6282 179 6282 179
0 0 0 0
3445 3311 3445 3311
181810 153 751 182885 158 898

1) The premises recorded in financial investments are due to a liquidation of a Bank’s client assets.
As of Decembre 31, 2006 the fair value for securities kept in the investment book which could serve for repo transactions

amounts CHF 148.96 mill.

Main participations - consolidated
(in 1000 Swiss Francs)

Name of company, location Business

Consolidated participations
Leumi Asset Management, Zurich Investment Advisory
Leumi Fund Holding, Luxembourg Fonds Management

2006

Capital

100
120

Quota

100 %
100 %

Preceding year

Capital Quota
100 100 %
120 100 %
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Fixed and intangible assets - consolidated

(in 1000 Swiss Francs)

2006
Historical Write-offs/  Book value Additions Deductions Write-offs/ Book value
cost Accumulated end of Depre- end of
depreciation preceding ciation current
year year
Fixed assets
— other fixed assets 30922 -28709 22183 567 -7 -183829 1444
Total fixed assets 30922 -28709 2213 567 -7 -1329 1444
Intangible assets
— Other intangible assets 38156 —22882 15274 390 0 -4745 10919
Total intangible assets 38156 -22882 15274 390 0 -4745 10919
Fire insurance value
of other fixed assets 13334
Liabilities for future
operation leasing rates 49
Other assets and liabilities — consolidated
(in 1000 Swiss Francs)
2006 Preceding year
Other Other Other Other
assets liabilities assets liabilities
Replacement value of derivative instruments
Own trading contracts
— replacement value of client transactions 20395 20164 19590 19377
— replacement value of nostro positions 0 0 40 100
— replacement value of asset/liabilites management 578 1700 230 2708
Total derivative instruments 20973 21864 19 860 22185
Equalization account 1275 0 2540 0
Indirect taxes 485 3250 608 1490
Transit account 0 546 0 0
Coupons not cashed 0 0 0 13
Other assets and liabilities 1093 285 251 1144
Total 23826 25945 23259 24832
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Assets pledged or ceded to secure own liabilities,
and assets subject to ownership reservation - consolidated

Assets pledged
(in 1000 Swiss Francs)

2006 Preceding year
Collateral Liability Collateral Liability
resp. resp. resp. resp.
Book amount Book amount
Value used Value used
Type of not available assets and reason for pledge
Short and longterm investments for lombard credit business 5901 0 5903 0
Longterm investments as collateral for security clearing 23629 0 36676 0
Money market instruments for derivative business 0 0 5261 0
Due from banks for derivative business 87715 0 31649 0
Total of assets pledged or ceded to secure own liabilities
and assets subject to ownership reservation 117 245 0 79489 0

Loans- and pensions-business with securities
(in 1000 Swiss Francs)

Bookvalue of liabilites of cashdeposits in correlation
with securities borrowing and reverse-repurchase business

Bookvalue of in securities lending borrowed or in securities

borrowing as collateral delivered as well as for repurchase

transactions transferred securities in own possession
thereof unlimited right for sale or pledge allowed

As per December 31, 2006 no open securities lending and borrowing transactions on accounts.

2006 Preceding

year
56 000 18000
55162 17126
55162 17126
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Liabilities to own pension plans - consolidated
(in 1000 Swiss Francs)
2006 Preceding

year
Pension Fund of Bank Leumi le-Israel (Switzerland) 1385 14389

The Foundation of the “pension fund of Bank Leumi-le Israel (Switzerland)” aims to provide the occupational benefit plan according
to the Federal Law on Occupational, Old-age, Survivors and Disability Benefit Plan (LOB) for all employees, as well as for their
relatives and survivors, against the economic consequences of age, death and disability.

As a partly autonomous pension fund, neither the pension fund nor the Group bears actuarial risks.

The pension plan can be classified as a defined contribution plan. The benefits are based on the insured salary at the time of the
entry of the insured incident.

Based on the last audited financial statements (according to Swiss GAAP FER 26) of the pension fund as of December 31, 2005
the cover ratio of the capital necessary to provide occupational benefit plan was 105.80 % (31.12.2004: 106.60 %).

The Board of directors is of the opinion that there will be no economical value out of this cover ratio. Such a benefit shall be used
in favour of the employees. As a result of this, there’s neither an economical benefit nor liability for the employer which should be
reflected in the balance sheet and in the profit & loss statement.

Neither for the year under review nor in the previous year an employer contribution reserve was recorded.
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Valuation adjustments and provisions/
reserves for general banking risks — consolidated
(in 1000 Swiss Francs)

2006
Balance, Specific  Recoveries, New Reversals Balance
end of usage overdue creation  credited  end of
preceding interest, charged to to current
year currency income income year

differences  statement statement
Reserves for deferred taxes 687 0 0 0 0 687
Valuation adjustments and

provisions for loan losses
(credit and country risks) 64 261 —29 341 888 400 -104 36104 a)

Total valuation adjustments and
provisions as per balance sheet 64948 -29 341 888 400 -104 36791

Reserves for general banking
risks 2372 0 0 0 0 2372

a) The line item valuation adjustments and provisions for loan losses includes provisions for credlit risks for doubtful loans and pos-
sible other claims in connection with unautorised and alleged transaction of a former management member identified in the year
2001.

The amount of the valuation adjustments and provisions was determined based upon the requirements that an adequate amount
has to be provided for risks which lead to a likely liability for the Bank. The amount of the provisions is based upon information avai-
lable to the Bank taking into account positive and negative factors known at the time these financial statements have been prepared.
It should be noted that the amount of the provisions set aside may not necessarily cover the amounts claimed by the plaintiffs as such
claims may be unjustified or inflated.
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Capital structure and share holders

with participations above 5 % of voting rights - consolidated

(in 1000 Swiss Francs)

2006 Preceding year
Total Number Dividend Total Number Dividend
nominal of units bearing nominal of units bearing
value capital value capital
Share capital
Registered shares A (100.-) 13350 133500 13350 13350 133500 13350
Bearer shares B (500.-) 19650 39300 19650 19650 39300 19650
Total capital 33000 172800 33000 33000 172800 33000
2006 Preceding year
Nominal  Voting rights Nominal  Voting rights
value in % value in %
Significant shareholders of
Bank Leumi le-Israel (Switzerland)
Bank Leumi le-Israel B.M., Tel Aviv 26 992 93.05 % 24703 90.40 %
2006 Preceding year
Nominal  Voting rights Nominal  Voting rights
value in % value in %
Significant shareholders of
Bank Leumi le-Israel B.M., Tel Aviv
State of Israel 48 839 19.78 % a) 59933 19.78 %
Barnea Investments B.V. 40 863 5.00 % b) 40477 5.00 % b)
Shlomo Eliahu Holdings Ltd. and its subs. and ass. companies 40 891 10.00 % 40450 9.98 %
Otzar Hityashvut Hayehudin B.M. 20732 5.07 % 20536 5.07 %
Others C) C) ) C)
Rate CHF/ILS 0.2892 0.2865

a) For the year under review, the State of Israel sold 2.85 % of its shares to employees. Those shares are locked up until 2010.
During the lock-up period, the State has a power of attorney to vote. Furthermore the State will offer an additional 1 % of its
holdings, to the employees which will take place after privatization of the Group.

In addition, options were issued to employees (in Israel only) which will have another impact on the share dilution.

The dilution has not been considered re: the calculation of of voting rights in %.

b) 4.99 % of the shares that had been bought by Barnea, are being held in trust.

The “Shares Committee” of the Bank Leumi le-Israel, Tel Aviv is empowered to execute the respective voting rights.
Furthermore Barnea was granted an option (under specific conditions) to purchase an additional 10.01 % of Bank Leumi B.M

shares until May 24th, 2007.

c) below 5 %
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Statement of changes in shareholders’ equity — consolidated

(in 1000 Swiss Francs)

Shareholders’ equity, at beginning of current year

Share capital 33000
Retained earnings 187 644
Reserves for general banking risks 2372
Net consolidated loss -16486

Total shareholders’ equity at beginning of current year 206 530

(before profit distribution)

+  Capital increase/decrease 0

+  Premium over nominal value 0

+/— Other allocations to/from reserves 0

— Dividends and other distributions of retained earnings brought forward 0

+  Net consolidated income 12756

+/— Currency differences 0

Total shareholders’ equity, at end of current year 219 286

(before profit distribution)

Thereof Share capital paid-in 33000
Retained earnings 171159
Reserves for general banking risks 2372
Net consolidated income 12756

The amount of not distributable retained earnings is 35,4 million.

Maturity structure of current assets, financial investments

and borrowed funds - consolidated

(in 1000 Swiss Francs)

At sight  Redee- Maturities Total
mable Within ~ Within 3to  Within 1 to After
by notice 3 months 12 months 5 years 5 years

Current assets

Cash 8189 - - - - - 8189

Money market instruments 0 - - - - - 0

Due from banks 43808 avs 77775 464 0 0 122764

Due from customers 67 166 0 153499 183 586 127913 0 532164

Securities and precious metal

trading portfolios 9715 - - - - - 9715

Total current assets 128 878 717 231274 184 050 127913 0 672832

Preceding year 165234 13370 306 797 169552 103 866 1319 750138

Financial investments 9728 0 19539 26 246 77439 48858 181810

Preceding year 179 0 8001 15011 78497 52063 153751

Borrowed funds

Due to banks 4882 0 352072 78574 0 0 435528

Due to customers, other 168872 0 545 1651 2190 0 173258

Total borrowed funds 173754 0 352617 80225 2190 0 608786

Preceding year 240343 0 304 643 97 023 4230 1319 647558
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Due from and due to affiliated companies and loans and exposures

to the members of the bank’s governing bodies - consolidated

(in 1000 Swiss Francs)

Due from affiliated companies
Due to affiliated companies

Loans and exposures to the members of the bank’s governing bodies

Transactions with affiliated companies and members of the bank’s governing bodies
Within the group the bank represents the center of competence regarding the distribution of structured products. For the sale of
such products through group companies, the bank pays the group retrocessions on a case to case basis based on the particular
transaction. In the year 2006 an total of TCHF 28 had been paid and had been recorded under results from trading operations as
well as commission on income on securities and investment transactions.
Members of the board of directors, members of the management as well as ordinary employees benefit from special conditions,

which are stipulated in the guidelines for employees.

2006

43 001
43597
549

Preceding
year
32188
3933
757

The conditions applied for other affiliates companies (such as security transactions, loans and compensations on deposits) are equal

to clients conditions.

Assets and liabilities by domestic and foreign origin — consolidated

(in 1000 Swiss Francs)

Assets

Cash

Money market instruments
Due from banks

Due from customers
Securitie trading portfolios
Financial investments
Participations

Fixed assets

Accrued income and prepaid expenses
Other assets

Total assets

Liabilities and shareholders’ equity
Due to banks

Due to customers, other

Accrued expenses and deferred income
Other liabilities

Valuation adjustments and provisions
Reserves for general banking risks
Share capital

Retained earnings

Net consolidated income/loss

Total liabilities and shareholders’ equity
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2006
Domestic Foreign
8189 0
0 0
30898 91 866
36 844 495 320
0 9715
89093 92717
1444 0
10919 0
4591 7413
18576 5250
200554 702280
68424 367 104
32051 141 207
7342 4684
20514 5432
26 962 9829
2372 0
33000 0
171159 0
12756 0
374579 528 255

Preceding year

Domestic Foreign
10842 0
0 5261
15130 135858
44 641 507 740
0 30666
98589 55162
2213 0
156274 0
5955 6813
22941 318
215585 741818
29939 374 666
49155 193799
8509 5025
21937 2895
40697 24 251
2372 0
33000 0
187 644 0
-16486 0
356 767 600 636




Assets by countries/country groups - consolidated

(in 1000 Swiss Francs)

Europe

— Switzerland

— Liechtenstein

— Belgium

— Germany

— United Kingdom
- France

— Irland

— Netherland

— Monaco

— Luxemburg

— Austria

— Romania

— Russian Federation
— Sweden

— Other countries

Israel

North America
— United States
- Kanada

Latin America
— Belize

— Panama

— Brasil

— Other countries

Africa

Caribic

— Virgin Islands (BR)
— Neth. Antilles

— Cayman Islands

— Other countries

Asia/Oceania

Australia and New Zealand

Total receivables/securities

Preceding year

2006
Total in %
166 527 20 %
1982 0%
34262 4%
192 572 23 %
18449 2%
17619 2%
5287 0%
3037 0%
7668 1%
10354 1%
6974 1%
2045 0%
1003 0%
5585 0%
1953 2%
475317 56 %
150 039 18 %
66674 8%
22147 3%
88 821 10 %
41 507 5%
29939 4%
9706 1%
1067 0%
82219 10 %
2306 0%
38 460 5%
610 0%
12638 2%
456 0%
52164 6 %
1622 0%
1687 0%
854175 100 %

Total in %
158 854 18 %
9043 1%
52078 6 %
177 859 20 %
19052 2%
35659 4%
216 0%
528 0%
10402 1%
1563 0%
8779 1%
2024 0%
164 0%
2152 0%
4964 1%
483 337 54 %
163 531 18 %
62 331 7%
20595 2%
82926 9%
34211 1%
26978 3%
14 428 2%
3415 0%
79032 9%
2614 0%
46 527 5%
20858 3%
18742 2%
1181 0%
87 308 10 %
1916 0%
3226 0%
903 890 100 %
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Balance sheet by currencies - consolidated

(in 1000 Swiss Francs)

Assets

Cash

Money market instruments

Due from banks

Due from customers

Securities and precious metal trading portfolios
Financial investments

Fixed assets

Intangible Assets

Accrued income and prepaid expenses
Other assets

Total on-balance assets

Due from FX-Spot, — Forward and
— Option transactions

Total assets

Liabilities and shareholders’ equity
Due to banks

Due to customers, other

Accrued expenses and deferred income
Other liabilities

Valuation adjustments and provisions
Reserves for general banking risks
Share capital

Retained earnings

Net consolidated profit

Total liabilities and shareholders’ equity

Due from FX-Spot, — Forward and
— Option transactions

Total liabilities

Net position per currency

26

Currencies
CHF EUR UsD JPY Other Total
6309 1347 329 0 204 8189
0 0 0 0 0 0
26792 15725 71167 299 8781 122764
223566 59907 142 426 90730 15535 532 164
0 978 8393 0 344 9715
135666 24 486 21658 0 0 181810
1444 0 0 0 0 1444
10919 0 0 0 0 10919
7129 1993 2333 411 138 12 004
23527 299 0 0 0 23826
435 351 104735 246 306 91440 25003 902 835
216 411 238075 457 413 141 480 173371 1226749
651762 342809 703719 232920 198 374 2129584
124 449 71435 154232 82131 3281 435528
40629 32008 76945 9059 14617 173258
8105 1568 2068 250 35 12026
25664 0 280 0 1 25945
19075 0 11943 0 5773 36791
2372 0 0 0 0 2372
33000 0 0 0 0 33000
171159 0 0 0 0 171159
12756 0 0 0 0 12756
437 209 105011 245 468 91440 23707 902 835
216435 237 335 456 711 141 397 174871 1226749
653 644 342 346 702179 232837 198 578 2129584
-1882 464 1540 82 -205 0




4. Information on off-balance sheet transactions

Analysis of contingent liabilities — consolidated
(in 1000 Swiss Francs)

2006
Contingent liabilities
— Credit guarantees and similar 122 470
— Irrevocable commitments 0

Total contingent liabilities 122470

Preceding year

99493
9230

108723

Changes

22977

-9230

13747
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Outstanding derivative instruments - consolidated
(in 1000 Swiss Francs)

Own trading contracts Hedging-Instruments
Positive Negative Contract Positive Negative Contract
replacement  replacement volume replacement  replacement volume
value value value value
Interest rate instruments
Forward contracts 0 0 0 0 0 0
Swaps 4334 4334 66 092 578 1700 273319
Futures 0 0 0 0 0 0
Options (OTC) 0 0 0 0 0 0
Foreign exchange
Forward contracts 14088 13857 1242231 0 0 0
Options (OTC) 1973 19783 401 442 0 0 0
Precious metals
Forward contracts 0 0 0 0 0 0
Futures 0 0 0 0 0 0
Shares/Indicies
Forward contracts 0 0 6148 0 0 0
Others
Futures 0 0 0 0 0 0
Total 20395 20164 1715913 578 1700 273319
Preceding year 19630 19477 1870348 230 2708 233205
2006 Preceding year
Positive Negative Contract Positive Negative Contract
replacement  replacement volume replacement replacement volume
value value value value
Analysis by counterparties
Banks and derivative exchanges 9403 13388 1143578 10876 11797 1207 335
Customers 11570 8476 845654 8984 10388 896218
Total 20973 21 864 1989 232 19860 22185 2103553
Analysis by remaining life
Up to 3 months 11164 10994 1424508 13105 12981 1516362
Over 3 months to 1 year 4991 5217 319044 6442 6822 370015
Over 1 year to 5 years 484 1319 179588 179 2265 130 142
Over 5 years 4334 4334 66 092 134 117 87034
Total 20973 21 864 1989 232 19860 22185 2103553
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Analysis of fiduciary transactions - consolidated
(in 1000 Swiss Francs)

Fiduciary transactions

— Fiduciary placements with third party banks

— Fiduciary placements with banks of the group
— Fiduciary credits

Total fiduciary transactions

Assets under Management - consolidated
(in Mio. Swiss Francs)

Assets under management:

Assets in own managed collective financial instruments
Assets in managed accounts

Other assets under management

Total clients assets (incl. double-counted amounts)

thereof double-counted amounts
net balance of assets inflow-outflow

Calculation Method

2006

1467075
94726
42 925

1604 726

Preceding year

1247749
150212
38065

1436 026

2006

126
776
5627

6529
126
-32

Changes

219326
—-55486
4 860

168 700

Preceding year

116
715
5668

6499
116
561

Assets under management include in general all liabilities due to customers, fiduciaries and all valued cutomer deposits. Custody-
only assets (held only for transaction and custodian purposes) are not included.

Re-classifications of custody-only transactions into reported assets under management didn’t occur.

Net Balance of Assets In-/Outflow

The net balance of assets in-/outflow is defined by the aquisition of new customers, customer leavings and in- and outflows of
existing customers. Performance related in-/outflows such as market price changes, interests or dividend payments as well as
interest charges to customers are not ioncluded in the net balance of assets in-/outflow.

All components regarding the determination of assets under management are regularly performed and reported on a monthly basis

to the respective bodies.
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5. Information on the income statement

Analysis of results from trading operations - consolidated

(in 1000 Swiss Francs)

Results from trading operations

— Foreign exchange and other business segments
— Precious metals

— Securities

— Income structured product activities

— Interest rate instruments

Total results from trading operations

2006

5285

806

1969

8060

Analysis of personnel expenses - consolidated

(in 1000 Swiss Francs)

Personnel expenses

— Renumeration and fees for board of directors

— Salaries

— Contributions to AHV and unemployment insurance
— Contributions to social benefits

— Other personnel expenses

Total personnel expenses

Analysis of other operating expenses -

(in 1000 Swiss Francs)

Other operating expenses

— Occupancy expense

— Expenses for electronic data processing, machinery,
furniture, vehicles and leasehold improvements

— Expenses for electronically communication

— Other operating expenses

Total other operating expenses
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2006

300
18 381
1134
1489
2434

23738

consolidated

2006

2763
5794
2939
7399

18895

Preceding year

6108
-61
8562

14609

Preceding year

347
20561
1336
1564
2307

26115

Preceding year

2986
8057
3459
9247

23749

Changes

-823
867
-6593

-6549

Changes

-47
-2180
-202
-75
127

-2377

Changes

-223

—-2263
-520

—-1848

-4854



Tax expenses - consolidated
(in 1000 Swiss Francs)

2006 Preceding year Changes
— Release/Creation of provision for deferred taxes 0 -136 136
— Current tax expenses 500 1041 - 541

Total tax expenses 500 905 -405

Tax expenses are mainly for capital taxes, due to the possibility for unutilized tax loss carry-forwards practically no income taxes are
payable. As per December 31, 2006 the possibility for tax loss carry-forwards amounts to CHF 1.5 million.
There were no deferred tax asset for the possibility for unutilized tax loss carry-forwards.

Other information on the income statement - consolidated

Explanation of significant losses, extraordinary income and expense as well as with respect to the significant release of reserves
for general banking risks

For the year under review extraordinary income amounted to CHF 2.04 million which is mainly due to the following items:
Under the extraordinary income there’s a dissolution of economical not anymore needed accruals in the amount of CHF 0.85 million.
The VAT audit for the period from 2000 until 2004 resulted in a re-imbursement by the Federal Tax Authority in the amount

of CHF 0.45 million. Furthermore CHF 0.7 million has been allocated to the extraordinary income due to a dissolution of a specific
provision.

6. Sundries

Informations regarding market risks in the trading book - consolidated
(12 months average in 1000 Swiss Francs)

2006 Preceding year Changes
Debt instruments including derivatives 6869 29083 -22214
Participation certificates including derivatives 1197 3147 -1950
Foreign currency positions including derivatives 11978 12592 -614
Precious metal positions including derivatives 296 236 60
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PRICEAVATERHOUSE(COPERS

PricewaterhouseCoopers AG
Birchstrasse 160

8050 Zurich

Phone +41 58 792 44 00
Fax +41 58 792 44 10

Report of the group auditors

to the general meeting of

Bank Leumi le-Israel (Switzerland)
Zurich

As auditors of the group, we have audited the consolidated financial statements (balance sheet, in-
come statement, statement of cash flows and notes / pages to 7 to 29) of Bank Leumi le-Israel
(Switzerland) for the year ended 31 December 2006.

These consolidated financial statements are the responsibility of the board of directors. Our re-
sponsibility is to express an opinion on these consolidated financial statements based on our audit.
We confirm that we meet the legal requirements concerning professional qualification and inde-
pendence.

Our audit was conducted in accordance with Swiss Auditing Standards, which require that an audit
be planned and performed to obtain reasonable assurance about whether the consolidated finan-
cial statements are free from material misstatement. We have examined on a test basis evidence
supporting the amounts and disclosures in the consolidated financial statements. We have also as-
sessed the accounting principles used, significant estimates made and the overall consolidated
financial statement presentation. We believe that our audit provides a reasonable basis for our
opinion.

In our opinion, the consolidated financial statements give a true and fair view of the financial posi-
tion, the results of operations and the cash flows in accordance with the accounting rules for banks

and comply with Swiss law.

We recommend that the consolidated financial statements submitted to you be approved.

PricewaterhouseCoopers AG

7 4

Thomas Romer Erlk Dommach
Auditor in charge

Zurich, 23 March 2007
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1. Balance sheet — Bank

(in Swiss Francs)

Assets

Cash

Money market instruments
Due from banks

Due from customers
Securities trading portfolios
Financial investments
Participations

Fixed assets

Accrued income and prepaid expenses
Other assets

Total assets

Total subordinated claims
Total due from group entities and significant shareholders

Liabilities and shareholders’ equity
Due to banks

Due to customers, other

Accrued expenses and deferred income
Other liabilities

Valuation adjustments and provisions
Share capital

General legal reserve

Other reserves

Retained earnings brought forward
Net income/loss

Total liabilities and shareholders’ equity
Total due to group entities and significant shareholders

Off-balance sheet transactions
Contingent liabilities
Irrevocable acceptance
Derivative instruments — Contract volume
— Positive replacement value
— Negative replacement value
Fiduciary transactions

Dec. 31, 2006 Preceding year Changes
8189019 10842103 —-2653084

0 5261247 -5261247

121984 817 150448745 —-28463928
532164 418 552 380708 -20216290
9560 386 30511568 -20951182
181809 759 1563751279 28058 480
220000 220000 0

12 362 456 17 483945 -5121489
11817272 12608234 —-790962
23817770 23249342 568 428
901 925 897 956 757 171 -54831274
1035428 3243628 —-2208200

4 659 318 361 -313702
435527818 404604 878 30922940
174 331942 244102 365 -69770423
11907 085 13338167 -1431082
25932 994 24815682 1117312
39162 482 67 319399 -28156917
33 000 000 33000 000 0
35 395 000 35395 000 0
134 180 000 148 440000 —-14 260000
1680 628 10562

12 486 896 -14258948 26745844
901 925 897 956 757 171 -54831274
130506 573 1562 747 903 —22241330
122469618 108 723 509 13746109
1006 000 0 1006 000
1989231515 2103553 060 -114 321545
20973 362 19860 258 1113104
21863815 22185110 —-321295
1604 726 488 1436026 244 168700243
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2. Income statement — Bank

(in Swiss Francs)

Revenues and expenses from ordinary banking activities
Results from interest activities:

— Interest and discount income

— Interest and dividend income on trading portfolios

— Interest and dividend income on financial investments

— Interest expenses

Net interest income (Subtotal)

Results from commission and service fee activities:

— Commission income on lending activities

— Commission income on securities and investment transactions
— Commission income on other services

— Commission expenses

Results from commission and service fee activities
(Subtotal)

Results from trading operations

Other ordinary results
— Results from the sale of financial investments
— Participation income (consolidated )

Other ordinary results (Subtotal)

Operating expenses:
— Personnel expenses
— Other operating expenses

Operating expenses (Subtotal)

Gross profit

Net income/loss

Gross profit

Depreciation and write-offs on non-current assets
Valuation adjustments, provisions and losses
Extraordinary income

Extraordinary expenses

Taxes

Net income/loss

34

2006 Preceding year Changes
29153024 18019579 11133445
324 385 1337817 -1013432
5804 580 5856 893 -52313
—21484 331 -12119088 -9365243
13797 658 13095 201 702457
778661 607 901 170760

37 486611 32513969 4972642
2288259 2444503 -156 244
-1815136 —-1693625 -121 511
38 738 395 33872748 4865647
8066 556 14578 362 -6511806
13986 97 645 —-83659

0 2500000 —-2500000

13986 2597 645 -2583659
—23433 206 -25787101 2353895
-18711 200 -23546169 4834 969
-42144 406 -49 333270 7 188 864
18472189 14810 686 3661503
18472189 14810686 3661503
-6070561 -6797 533 726972
-1416038 -21936770 20520732
2032034 782437 1249597
—34 655 -133741 99086
-496073 —-984 027 487 954
12486 896 -14 258948 26745844




2006 Preceding year Changes
Allocation of retained earnings
Net income/loss 12 486 896 -14258948 26 745844
Retained earnings brought forward 1680 628 1052
Accumulated deficit/profit 12488576 -14 258 320 26 746 896
Allocation of retained profit/loss
Allocation to general legal reserve -6121 500 0 -6121500
Release of other reserves 56 510000 14 260 000 42 250000
Ordinary dividends 39 % —12870000 0 —-12870000
Extraordinary dividends 151.5 % —49995 000 0 —-49995 000
Retained earnings brought forward 12076 1680 10 396

The Bank’s Activity

Description of Business Activities
The description of the Bank’s business activity is included in the consolidated financial statements of the Bank.

As of December 31, 2006, the Bank employed 120 people (2005: 127), of whom 28 (2005: 26) are located in Geneva.

Accounting and Valuation Principles of the Bank

The financial statements of the Bank have been prepared in accordance with the relevant Swiss Accounting Standards stipulated
in the Swiss Code of Obligations, the Federal Law on Banks and Saving Banks, and the accounting rules defined by the Federal
Banking Commission.

In general, the Bank’s financial statements are based on the same accounting policies and valuation principles used for the conso-
lidated financial statements. The Bank’s financial statements may include and be influenced by hidden reserves. Deferred taxes are

not considered in the financial statements of the Bank.

In addition, the intangible assets that are recorded separately in the consolidated financial statements are recorded as fixed assets.
Participations are reported at acquisition cost principle. In case of a decreased value, depreciation will be carried out.

Change in Accounting and Valuation principles of the Bank

For the year under review, there was no change in accounting and valuation principles.
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Other assets and liabilities - Bank
(in 1000 Swiss Francs)

Replacement value of derivative instruments
Own trading contracts

— replacement value of customer transactions

— replacement value of nostro positions

— replacement value of asset/liabilities management
Total derivative instruments

Equalization account

Indirect taxes

Transit account

Coupons not cashed

Other assets and liabilities

Total
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2006 Preceding year
Other Other Other Other
assets liabilities assets liabilities
20395 20164 19590 19377
0 0 40 100
578 1700 230 2708
20973 21864 19 860 22185
1275 0 2540 0
478 3250 599 1474
0 534 0 0
0 0 0 13
1092 285 250 1144
23818 25933 23 249 24816




Assets pledged or ceded to secure own liabilities,
and assets subject to ownership reservation - Bank

Assets pledged
(in 1000 Swiss Francs)

2006 Preceding year
Collateral Liability Collateral Liability
resp. resp. resp. resp.
Book amount Book amount
Value used Value used
Type of not available assets and reason for pledge
Short and longterm investments for lombard credit business 5901 0 5903 0
Longterm investments as collateral for security clearing 23629 0 36676 0
Money market instruments for derivative business 0 0 5261 0
Due from banks for derivative business 87715 0 31649 0
Total of assets pledged or ceded to secure own liabilities
and assets subject to ownership reservation 117 245 0 79489 0

Loans- and pensions-business with securities
(in 1000 Swiss Francs)

Bookvalue of liabilities of cashdeposits in correlation with securities
borrowing and reverse-repurchase business

Bookvalue of in securities lending borrowed or in securities

borrowing as collateral delivered as well as for repurchase

transactions transferred securities in own possession
thereof unlimited right for sale or pledge allowed

As per December 31, 2006 no open securities lending and borrowing transactions on accounts.

2006 Preceding

year
56 000 18000
55162 17126
55162 17126
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Liabilities to own pension plans - Bank
(in 1000 Swiss Francs)
2006 Preceding
year
Pension Fund of Bank Leumi le-Israel (Switzerland) 1385 14389

The Foundation of the “pension fund of Bank Leumi-le Israel (Switzerland)” aims to provide the occupational benefit plan according
to the Federal Law on Occupational, Old-age, Survivors and Disability Benefit Plan (LOB) for all employees, as well as for their
relatives and survivors, against the economic consequences of age, death and disability.

As a partly autonomous pension fund, neither the pension fund nor the Group bears actuarial risks.

The pension plan can be classified as a defined contribution plan. The benefits are based on the insured salary at the time of the
entry of the insured incident.

Based on the last audited financial statements (according to Swiss GAAP FER 26) of the pension fund as of December 31, 2005
the cover ratio of the capital necessary to provide occupational benefit plan was 105.80 % (31.12.2004: 106.60 %).

The Board of directors is of the opinion that there will be no economical value out of this cover ratio. Such a benefit shall be used
in favour of the employees. As a result of this, there’s neither an economical benefit nor liability for the employer which should be
reflected in the balance sheet and in the profit & loss statement.

Neither for the year under review nor in the previous year an employer contribution reserve was recorded.

Valuation adjustments and provisions - Bank
(in 1000 Swiss Francs)

2006
Balance, Specific  Recoveries, New Reversals Balance
end of usage overdue creation  credited end of
preceding interest, charged to to current
year currency income income year

differences  statement statement
Valuation adjustments and
provisions for loan losses
(credit and country risks) 64 261 —29 341 887 400 -104 36103 a)

Other provisions 3059 0 0 0 0 3059

Total valuation adjustments and
provisions as per balance sheet 67 320 -29 341 887 400 -104 39162

a) The line item valuation adjustments and provisions for loan losses includes provisions for credit risks for doubtful loans and pos-
sible other claims in connection with unautorised and alleged transaction of a former management member identified in the year
2001.

The amount of the valuation adjustments and provisions was determined based upon the requirements that an adequate amount
has to be provided for risks which lead to a likely liability for the Bank. The amount of the provisions is based upon information avail-
able to the Bank taking into account positive and negative factors known at the time these financial statements have been prepar-
ed. It should be noted that the amount of the provisions set aside may not necessarily cover the amounts claimed by the plaintiffs
as such claims may be unjustified or inflated.
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Capital structure and share holders

with participations above 5 % of voting rights — Bank

(in 1000 Swiss Francs)

2006 Preceding year
Total Number of Dividend Total Number of Dividend
nominal units bearing nominal units bearing
value capital value capital
Share capital
— Registered shares A (100.-) 13350 133500 13350 13350 133500 13350
— Bearer shares B (500.-) 19650 39 300 19650 19650 39300 19650
Total capital 33000 172800 33000 33000 172800 33000
2006 Preceding year
Nominal  Voting rights Nominal  Voting rights
value in % value in %
Significant shareholders of
Bank Leumi le-Israel (Switzerland)
Bank Leumi le-Israel B.M., Tel Aviv 26992 93.05 % 247083 90.40 %
2006 Preceding year
Nominal  Voting rights Nominal  Voting rights
value in % value in %
Significant shareholders of
Bank Leumi le-Israel B.M., Tel Aviv
State of Israel 48839 19.78 % a) 59933 19.78 %
Barnea Investments B.V. 40 863 5.00 % b) 40477 5.00 % b)
Shlomo Eliahu Holdings Ltd. and its subs. and ass. companies 40 891 10.00 % 40450 9.98 %
Otzar Hityashvut Hayehudin B.M. 20732 5.07 % 20536 5.07 %
Others C) C) c) C)
Rate CHF/ILS 0.2892 0.2865

a) For the year under review, the State of Israel sold 2.85 % of its shares to employees. Those shares are locked up until 2010.
During the lock-up period, the State has a power of attorney to vote. Furthermore the State will offer an additional 1 % of its
holdings, to the employees which will take place after the privatization of the Group.

In addition, options were issued to employees (in Israel only) which will have another impact on the share dilution.
The dilution has not been considered re: the calculation of voting rights in %.

b) 4.99 % of the shares that had been bought by Barnea, are being held in trust.
The “Shares Committee” of the Bank Leumi le-Israel, Tel Aviv is empowered to execute the respective voting rights.
Furthermore Barnea was granted an option (under specific conditions) to purchase an additional 10.01 % of Bank Leumi B.M

shares until May 24th, 2007.

c) below 5%
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Statement of changes in shareholders’ equity - Bank
(in 1000 Swiss Francs)

Shareholders’ equity, at beginning of current year

Share capital 33000
General legal reserve 35395
Other reserves 148 440
Acccumulated loss -14258
Total shareholders’ equity at beginning of current year 202577

(before profit distribution)

+ Capital increase/decrease 0
+  Premium over nominal value 0
+/— Other allocations to/from reserves 0
— Dividends and other distributions of retained earnings brought forward 0
+  Net profit 12487
Total shareholders’ equity, at end of current year 215064
(before profit distribution) —_—
Thereof Share capital paid-in 33000

General legal reserve 35395

Other reserves 134 180

Accumulated profit 12489

Due from and due to affiliated companies and loans and exposures
to the members of the bank’s governing bodies - Bank
(in 1000 Swiss Francs)

2006 Preceding

year
Due from affiliated companies 43 001 32188
Due to affiliated companies 43597 3933
Loans and exposures to the members of the bank’s
governing bodies 549 757

Transactions with affiliated companies and members of the bank’s governing bodies

Within the group the bank represents the center of competence regarding the distribution of structured products. For the sale of
such products through group companies, the bank pays the group retrocessions on a case to case basis based on the particular
transaction. In the year 2006 an total of TCHF 28 had been paid and had been recorded under results from trading operations as
well as commission on income on securities and investment transactions.

Members of the board of directors, members of the management as well as ordinary employees benefit from special conditions,
which are stipulated in the guidelines for employees.

The conditions applied for other affiliates companies (such as security transactions, loans and compensations on deposits) are equal
to clients conditions.
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Analysis of fiduciary transactions - Bank
(in 1000 Swiss Francs)

2006 Preceding year Changes
Fiduciary transactions
— Fiduciary placements with third party banks 1467075 1247749 219326
— Fiduciary placements with banks of the group 94726 1560212 -55486
— Fiduciary credits 42 925 38065 4 860
Total fiduciary transactions 1604 726 1436 026 168 700
Assets under Management - Bank
(in Mio. Swiss Francs)

2006 Preceding year

Assets under management:
Assets in own managed collective financial instruments 126 116
Assets in managed accounts 776 715
Other assets under management 5627 5668
Total clients assets (incl. double-counted amounts) 6529 6499
thereof double-counted amounts 126 116
net balance of assets inflow-outflow =132 561

Calculation Method

Assets under management include in general all liabilities due to customers, fiduciaries and all valued cutomer deposits.

Custody-only assets (held only for transaction and custodian purposes) are not included.

Re-classifications of custody-only transactions into reported assets under management didn’t occur.

Net Balance of Assets In-/Outflow

The net balance of assets in-/outflow is defined by the aquisition of new customers, customer leavings and in- and outflows of
existing customers. Performance related in-/outflows such as market price changes, interests or dividend payments as well as
interest charges to customers are not included in the net balance of assets in-/outflow.

All components regarding the determination of assets under management are regularly performed and reported on a monthly basis
to the respective bodies.
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5. Information on the income statement

Analysis of results from trading operations — Bank
(in 1000 Swiss Francs)

2006 Preceding year Changes
Results from trading operations
— Foreign exchange and other business segments 5291 6077 - 786
— Precious metals 0 0 0
— Securities 576 -61 637
— Income structured product activities 2200 8562 -6362
— Interest rate instruments 0 0 0

Total results from trading operations 8067 14578 -6511

Other information on the income statement - Bank

Explanation of significant losses, extraordinary income and expense as well as with respect to the significant release of hidden
reserves

For the year under review extraordinary income amounted to CHF 2.04 million which is mainly due to the following items:
Under the extraordinary income there’s a dissolution of economical not anymore needed accruals in the amount of CHF 0.85 million.
The VAT audit for the period from 2000 until 2004 resulted in a re-imbursement by the Federal Tax Authority in the amount of

CHF 0.45 million. Furthermore CHF 0.7 million has been allocated to the extraordinary income due to a dissolution of a specific
provision.

6. Sundries

Informations regarding market risks in the trading book - Bank
(12 months average in 1000 Swiss Francs)

2006 Preceding year Changes
Debt instruments including derivatives 6869 29083 -22214
Participation certificates including derivatives 1042 2992 -1950
Foreign currency positions including derivatives 11978 12592 -614
Precious metal positions including derivatives 296 236 60
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PRICEWATERHOUSE(COPERS

PricewaterhouseCoopers AG

Birchstrasse 160

8050 Zirich

Phone +41 58 792 44 00

Fax +41 58 792 44 10
Report of the statutory auditors

to the general meeting of
Bank Leumi le-Israel (Switzerland)
Zurich

As statutory auditors, we have audited the accounting records and the financial statements (bal-
ance sheet, income statement and notes / page 31 to 40) of Bank Leumi le-Israel (Switzerland) for
the year ended 31 December 2006.

These financial statements are the responsibility of the board of directors. Our responsibility is to
express an opinion on these financial statements based on our audit. We confirm that we meet the
legal requirements concerning professional qualification and independence.

Our audit was conducted in accordance with Swiss Auditing Standards, which require that an audit
be planned and performed to obtain reasonable assurance about whether the financial statements
are free from material misstatement. We have examined on a test basis evidence supporting the
amounts and disclosures in the financial statements. We have also assessed the accounting prin-
ciples used, significant estimates made and the overall financial statement presentation. We
believe that our audit provides a reasonable basis for our opinion.

In our opinion, the accounting records and financial statements and the proposed appropriation of
available earnings comply with Swiss law and the company's articles of incorporation.

We recommend that the financial statements submitted to you be approved.

PricewaterhouseCoopers AG

- .
~,
/

/[’ %2({ s é/

Thomas Romer Erik Dommach
Auditor in charge

Zurich, 23 March 2007



The Israeli Economy in 2006

Economic growth

GDP growth reached a relatively high real level of 5 % in
2006, according to preliminary estimates by the Central
Bureau of Statistics (CBS), in spite of the various geo-politi-
cal shocks that occurred during the year.

The relatively high growth rate follows the positive trends
seen in 2004 and 2005. Growth in the Israeli economy has
become less dependent on exports (which increased by

5.1 % in 2006), and more significantly driven by private
consumption (a 4.6 % increase), and investment in fixed
assets (a 6.1 % increase). Public consumption expenditure
increased 3.2 % in 2006, primarily due to a 5.7 % rise in
security related expenditures as a result of the fighting in the
north from mid July through mid August.

Capital flows

The past year was characterized by a high flow of invest-
ments into the country from overseas. Particularly notable
were the direct investments made by foreigners, which
reached in 2006 an average of US$ 1.099 million per
month. The largest of these acquisitions was the purchase
of the Israeli company “Iscar” by American businessman
Warren Buffet in the beginning of May for a total of

US$ 4 billion. There were also tens of strategic acquisitions
by a variety of investors in the high-tech sector, investments
in the area of financial services, real estate investments,
and more.

Fiscal Policy

The fiscal restraint implemented by the government over
recent years has contributed to a continuing decline in the
ratio of government debt to GDP, which is currently at 86 %,
and to an improvement in Israel’s risk level, as reflected in
the yield spreads between US dollar bonds issued by the
State of Israel and those issued by other countries. The
government deficit amounted to a low level of only 0.9 % of
GDP, as a result of a sharp increase in tax revenues.

The exchange rate, inflation and monetary policy

The improvement in the state of the Israeli economy, the
flow of investments from overseas, and the weakness of the
US dollar in global markets over the course of the past year,
have all contributed to a significant strengthening of the
exchange rate of the shekel vis-a-vis the dollar during 2006.
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Over 2006, the CPI declined by 0.1 %, well below the lower
limit of the inflation target range of 1-3 %. The Bank of
Israel lowered the interest rate in late December 2006 to
4.5%. This step was intended to facilitate the return of the
rate of inflation back into the price stability target range.

The sovereign credit rating

The Fitch international credit rating agency announced on
December 18th that it was changing its outlook on the
State of Israel’s foreign and local currency Issuer Default
Rating (“IDR”) to Positive from Stable, while confirming its
current rating on the country of A minus. According to the
announcement, this step is attributed to the degree of
economic resilience demonstrated by the Israeli economy,
as seen in the fact that there was only limited impact of the
fighting in Lebanon over the summer on the Israeli eco-
nomy, and also due to positive indicators seen in Israel’s
foreign accounts. In the first half of 2006 Moody'’s inter-
national credit rating agency also raised its credit rating out-
look on Israel.

Performance of Tel-Aviv Stock Exchange
traded shares

The activity in the local stock market during 2006 reflected
the strength of the Israeli economy. The General Share
Index registered a gain of 5.9 % during 2006, following a
gain of 33 % in 2005. Increases of 12.5 % were recorded in
the TA-25 index of blue chip shares and 12.0 % in the TA-
100 index of most actively traded shares.

The sharp declines in emerging stock markets in May and
June impacted the Tel Aviv Stock Exchange to a lesser
degree than that seen in other developing countries. For
example, during the second half of May and the first half of
June the Indian stock market plummeted 30 %, the equity
markets in Thailand and South Korea fell 18 %, and the
equity markets in Eastern Europe registered price declines
of 24 % on average. Meanwhile, the leading shares indices
in Israel, the TA-25 and the TA-75, fell during the same
period by only 8 % and 14 %, respectively.

This show of resilience by the Israeli stock market is attribu-
ted to the strong confidence that foreign investors have in
the Israeli economy, stemming from, among other things,
positive macro-economic data published throughout the
year. It is important to note that this confidence was de-
monstrated also through the many strategic real acquisiti-
ons made by foreign investors in Israel.



A breakdown of the local stock market by sector shows
that the weakest sectors during 2006 included the chemi-
cals, rubber, and plastics sector, which lost 19.4 % of its
value during the year, and the technology sector, which fell
1.4 %. The banking sector as well displayed relative weak-
ness throughout the year, as the index of banking shares
showed a moderate gain of only 4.8 %, following an upward
spike of more than 50 % in 2005. In contrast, the real
estate sector showed impressive growth in 2006, with the
index of real estate shares gaining 63.0 %.

The relative weakness seen in the banking shares was
apparently attributed to, among other things, the Bachar
Committee reforms, which forced the banks to sell off their
mutual and provident funds. The main purchasers of the
provident and mutual funds were the insurance companies.
The insurance sector share index on the local market
increased 11.8 % in 2006.

Bank Leumi le-Israel Group
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Bank Leumi le-Israel B.M.

Head Office

24-32 Yehuda Halevi Street
Tel Aviv 65546

Tel.: 00972 (3) 514 81 11
FAX: 00972 (3) 514 79 41
www.leumi.co.il

Leumi Global Private
Banking Division

35 Yehuda Halevi Street
Tel Aviv 65546

Tel.: 00972 (3)514 77 17
FAX: 00972 (3) 514 96 02

Leumi International

Private Banking Centers

Dizengoff, Top Tower

17th floor/23rd floor

Tel Aviv 64332

Tel.: 00972 (3) 621 73 33/
74 44

FAX: 00972 (3) 621 7355/
7455/ 74 56

Jerusalem

19, King David Street
Jerusalem 94101

Tel.: 00972 (2) 620 18 11
FAX: 00972 (2) 624 04 31

Foreign Resident and
Tourist Centres

Tel Aviv
Jerusalem

Haifa

Netanya
Herzliya Pituach
Bat Yam

Ashdod

Subsidiaries in Israel

Arab-Israel Bank Ltd.
(28 branches)

Leumi & Co. Investment
House Ltd.

25, Kalisher Street

Tel Aviv 65156

Tel.: 00972 (3)514 12 12
FAX: 00972 (3) 514 12 75

Bank Leumi le-Israel Trust
Company Ltd.

8 Rothschild Boulevard
Tel Aviv 66881

Tel.: 00972 (3) 517 07 77
FAX: 00972 (3) 514 07 70
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Offices in USA

Regional Office

New York

Bank Leumi le-Israel B.M.
562, Fifth Avenue, 9th Floor
New York, N.Y. 10036

Tel: 001 (212) 626-1355
FAX: 001 (212) 626-1366
Telex: (230) 822 050

Bank Leumi le-Israel B.M.
800, Brickell Avenue

Suite 1400

Miami, FL 33131

Tel.: 001 (805) 702-3500
FAX: 001 (305) 377-6544
Telex: 153 522

Cayman Islands

Bank Leumi le-Israel B.M.
P.O. Box 1818

Grand Cayman
Cayman Islands

British West Indies

c/o Bank Leumi
Luxembourg S.A.

6D, Route de Treves
L.-2633 Senningerberg
Luxembourg

Tel.: 0035 (2) 346-390
FAX: 0035 (2) 346-396
bleulux@pt.lu

Subsidiaries in USA

Bank Leumi USA

579, Fifth Avenue

New York, N.Y. 10017
Tel.: 001 (800) 892-5430
FAX: 001 (917) 542-2254
Telex:

ITT 420-968 Finut

WUI 62 856 Finyourk
RCA 232 772 Finyur
www.leumiusa.com
contactus@leumiusa.com

3 Branches in New York Area

Bank Leumi USA

8383 Wilshire Blvd.

Suite 400

Beverly Hills, CA 90211
Tel.: 001 (8323) 966-4700
FAX: 001 (323) 966-4254
Telex: 188 265
contactus@leumiusa.com

Bank Leumi USA

16530, Ventura Boulevard
Encino, CA 91436

Tel.: 001 (818) 379-2700
FAX: 001 (818) 986-3021

contactus@leumiusa.com

Bank Leumi USA

2001 Gateway Place
Suite 425 East

San José, CA 95110
Tel.: 001 (408) 452-8612
FAX: 001 (408) 452-8617
hightech@leumiusa.com

Bank Leumi USA

100, North La Salle Street
Chicago, IL 60602

Tel.. 001 (312) 781-1800
Fax: 001 (312) 750-1984
Telex: 6871160

URUGUAY

Leumi (Latin America)

Casa Bancaria

25, De Mayo 549

P.O. Box 89, 11000
Montevideo, Uruguay

Tel.: 00598 (2) 916 02 23
FAX: 00598 (2) 917 06 73
Telex: 26993
leumont@montevideo.com.uy

Branch in Punta del Este

PANAMA

Bank Leumi le-Israel B.M.

Ave. Manuel Maria Icaza No. 10
Edificio Grobmann

Apartado 6-45 18

El Dorado, Panama City

Tel.: 00507 263-9377

FAX: 00507 269-2674

Telex: 2936 Leumipa

ENGLAND

Bank Leumi (UK) plc

20 Stratford Place
London, W1C 1BG

Tel.: 0044 (20) 7907-8000
FAX: 0044 (20) 7907-8001
Telex: 888 738
bankleumi@londonweb.net

An office in Manchester and off-
shore banking & trust services in
Jersey, Channel Islands

FRANCE

Representative Office

31, rue Francois 1er
75002 Paris

Tel.. 0033 (1) 53-456565
FAX: 0033 (1) 53-456570
Telex: 660 749
info@leumi.fr

LUXEMBOURG

Bank Leumi (Luxembourg) S.A.
6 D, route de Treves

L-2633 Senningerberg

Tel.: 0035 (2) 346-390

FAX: 0035 (2) 346-396
bleulux@pt.lu

SWITZERLAND

Bank Leumi le-Israel (Schweiz)
Claridenstrasse 34

8022 Ziirich

Tel.: 0041 (1) 207 91 11
FAX: 0041 (1) 207 91 00
Telex: 815 441
Infozh@leumi.ch

Branch

Bank Leumi le-Israel (Suisse)
80, rue du Rhone

1211 Genéve 3

Tel.: 0041 (22) 318 35 55
FAX: 0041 (22) 31083 18
Telex: 422 453 blge ch
Infoge@leumi.ch

Representative Offices
Switzerland

Budapest, Hungary
Herzliya Pituach, Israel

ROMANIA

Bank Leumi Romania
B-dul Aviatorilor Nr. 45
Sector 1 — Bucarest
Tel: 004 021 206 7075/6
Fax: 004 021 206 7050

REPRESENTATIVE OFFICES

Buenos Aires, Argentina
Caracas, Venezuela

Mexico City, Mexico
Santiago, Chile

Rio de Janeiro / S&o Paulo /
Porto Alegre, Brasil
Toronto/Montreal, Canada
Hong Kong

Melbourne, Australia
Frankfurt a/M. / Berlin, Germany
Johannesburg, South Africa






L leumi

Bank Leumi le-Israel (Switzerland)




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile ()
  /CalRGBProfile (Adobe RGB \0501998\051)
  /CalCMYKProfile ()
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.3
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed false
  /PassThroughJPEGImages false
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /SyntheticBoldness 1.00
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 524288
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize false
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts false
  /TransferFunctionInfo /Remove
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages false
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages false
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 2400
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects true
  /PDFX1aCheck false
  /PDFX3Check true
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (Bogen_off-rec_23.11.01-K2)
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /False

  /DetectCurves 0.100000
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /PreserveDICMYKValues true
  /PreserveFlatness true
  /CropColorImages true
  /ColorImageMinResolution 150
  /ColorImageMinResolutionPolicy /OK
  /ColorImageMinDownsampleDepth 1
  /CropGrayImages true
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /OK
  /GrayImageMinDownsampleDepth 2
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /CheckCompliance [
    /PDFX3:2002
  ]
  /PDFXOutputConditionIdentifier ()
  /Description <<
    /DEU <FEFF>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [14400.000 14400.000]
>> setpagedevice


