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Translation from the Hebrew. The binding version is the original Hebrew version. 

 
 

Directors Report on the State of the Company's Affairs  
for the period ended September 30, 2003 

 

1. Description of the Company and its Business Environment 
1.1 Description of the ICL Group 

 
Israel Chemicals1 ("ICL Group" or "ICL") is a multinational group operating mainly in 
fertilizers and chemicals in four segments – fertilizers, industrial products, 
performance products and metallurgy.  

ICL's operations are based mainly on the natural resources in the Dead Sea – potash, 
bromine, magnesium and salt, and in the Negev Desert – phosphates and limestone, 
all under concessions from the State of Israel, as well as on potash mines in England 
and Spain under leases and licenses from the competent authorities in those 
countries. ICL mines these natural resources, sells them worldwide, and also 
develops, manufactures and markets downstream products based mainly on those 
raw materials. 

ICL has manufacturing facilities all over the world – in Israel, Holland, Germany,   
France, Spain, China, England, the U.S.A., Turkey, Belgium, Brazil, Austria, Australia, 
Cyprus and Argentina. In addition to the manufacturing companies, ICL maintains an 
array of marketing offices, terminals, storage facilities and distribution centers in Israel 
and other countries. 

ICL has multinational activities. The overseas operations of ICL are mainly the 
manufacture of products which integrate with or are based on the operations of ICL in 
Israel or are closely related to them. About 60% of manufacturing operations are 
carried out in Israel, and more than 90% of ICL's products are sold outside Israel. ICL 
is not dependent on any customer, supplier or source of raw materials which are not 
included in the concessions granted to the ICL Group. 

ICL operates in four main segments of operation based on managerial-functional 
considerations, as described below: 

• ICL Fertilizers – Mining, processing and marketing of potash, phosphate and its 
products, fertilizers (including compound and special fertilizers), limestone and 
sand.  

• ICL Industrial Products – Production of bromine, magnesia and chlorine from 
Dead Sea brines, manufacture and marketing of a range of bromine compounds, 
including flame retardants, bromides for industry, agriculture and water treatment, 
as well as a range of magnesia products and chlorine-based products for wide-
ranging uses.  

• ICL Performance Products – Manufacture and marketing of phosphate-based 
downstream products, including phosphoric acid (food grade and technical grade), 
phosphate salts, food additives, hygiene products for the food industry, as well as 
other products – mainly based on aluminium compounds, such as chemicals for 
the paper and water industries, pharmaceuticals and cosmetics, thermoplastic 
materials, etc.  

• ICL Metallurgy – Manufacture and marketing of pure magnesium and magnesium 
alloys, mainly for the aluminium and automotive industries as part of a joint venture 
with Volkswagen.  

                                                      
1 In this document, "Israel Chemicals Group" means Israel Chemicals Ltd. and its consolidated companies. 
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In addition to these segments, other activities of ICL include desalination and land 
transportation. 

The Israel Corporation Ltd. ("the Israel Corporation") holds approximately 52.7% of 
the share capital of Israel Chemicals Ltd. ("the Company") The Ofer Group is the 
controlling shareholder in the Israel Corporation. 

1.2 The Business Environment and Profitability of ICL  

ICL is a multinational group. Its business results are influenced by global economic 
trends, by changes in trading conditions and financing, and by fluctuations in 
exchange rates.   

The demand for ICL's products is influenced, inter alia, by the demand for basic 
agricultural products and by the economic situation in developed countries. 

Most of the sales of the ICL are made in foreign currency, mainly U.S. dollars, while 
about one quarter of costs are in shekels. Consequently, a devaluation or appreciation 
in the average dollar-shekel exchange rate affects ICL's profitability. Changes in the 
exchange rates of the dollar against the European currencies and the Japanese yen 
also affect operating results, financing expenses and the tax expense item.  

During the Report Period, ICL continued to cope with the slowdown in the global 
economy and with the rising prices of energy, principal raw materials (particularly 
sulfur), and marine transportation, as well as the appreciation in the shekel/dollar 
exchange rate. Conversely, ICL benefited from somewhat improved demand in the 
fertilizers segment and from the appreciation of the euro, the British pound and the 
yen against the dollar, and from the lower dollar interest rate.  

ICL is taking steps to adjust its marketing and production policy to the conditions in 
world markets by focusing on improving its cash flow and diversifying its sources of 
financing (see Section 4.2 – Securitization), while continuing with its savings and 
efficiency measures.  

1.3 This Directors' Report relates briefly to the period ended September 30, 2003, and 
assumes that the reader has access to the Directors' Report for the year 2002. 

 

 



 
 

3 

2. Results of Operations 

2.1 Principal Financial Results 

Below is a summary of the results of operations in the period under review as 
compared with the same period last year, in millions of NIS and millions of dollars: 

 1-9/2003 1-9/2002 7-9/2003 7-9/2002 2002 

NIS NIS 
millions 

% of 
sales 

NIS 
millions 

% of 
sales 

NIS millions % of 
sales 

NIS 
millions 

% of 
sales 

NIS 
millions 

% of  
sales 

Sales 7,582.2 100.0 6,658.7 100.0 2,606.2 100.0 2,358.6 100.0 8,797.2 100.0 

Gross profit 2,458.0 32.4 2,179.3 32.7 810.6 31.1 793.4 33.6 2,790.9 31.7 

Operating 
income 786.0 10.4 741.7 11.1 234.3 9.0 276.5 11.7 882.1 10.0 

Pre-tax 
profit 610.9 8.1 499.3 7.5 186.9 7.2 201.5 8.5 583.1 6.6 

Net profit 396.6 5.2 342.6 5.1 128.8 4.9 127.7 5.4 410.0 4.7 

Cash flow 
from current 
operations 1,668.7 

 
1,261.4 

 
382.6  513.4  1,547.9 

 

Investments           

Fixed 
assets less 
grants 

 

(403.1)  
 

(511.3)  
 

(101.2)  
 

(180.8)  
 

(740.5)  

Total (403.1)   
(511.3) 

 
(101.2) (180.8) 

 
(740.5)  

 
 1-9/2003 1-9/2002 7-9/2003 7-9/2002 2002 

$ $ millions % of 
sales 

$ millions % of 
sales 

$ millions % of 
sales 

$ 
millions 

% of 
sales 

$ 
millions 

% of  
sales 

Sales  1,707.3 100.0 1,499.4 100.0 586.9 100.0 531.1 100.0 1,980.9 100.0 

Gross profit 553.5 32.4 490.7 32.7 182.5 31.1 178.7 33.6 628.4 31.7 

Operating 
income 177.0 10.4 167.0 11.1 52.8 9.0 62.3 11.7 198.6 10.0 

Pre-tax 
profit 137.6 8.1 112.4 7.5 42.1 7.2 45.4 8.5 131.3 6.6 

Net profit 89.3 5.2 77.2 5.1 29.0 4.9 28.8 5.4 92.3 4.7 

Cash flow 
from current 
operations 

 
375.7 

  
284.0 

  
86.1 

  
115.6 

  
354.6 

 

Investments 
 

          

Fixed 
assets less 
grants 

 
 

(90.8) 

  
 

(115.1) 

  
 

(22.8) 

  
 

(40.7) 

  
 

(166.7) 

 

Total (90.8)  (115.1)  (22.8)  (40.7)  (166.7)  
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2.2 Results of Operations for the Period January – September 2003 
 

Sales 

Sales of ICL Group in the report period amounted to NIS 7,852.2 million ($1,707.3 
million), compared with NIS 6,658.7 million ($1,499.4 million) last year, an increase of 
approximately 13.9%.  

The increase in the Group's sales reflects mainly an increase in turnover in the 
Fertilizers segment, largely the result of an increase in the prices of fertilizers and 
potash, and from increased quantities sold of potash and fertilizers, due partly to the 
inclusion of the results of the English company Cleveland Potash Ltd. ("CPL"), which 
were included in the results of same period last year starting only from its acquisition 
in May.  

The appreciation of the euro-dollar exchange rate also contributed to the increase in 
income from sales to Europe.  

Below is a breakdown of sales by geographical area: 

1-9/2003 1-9/2002  
 $ 

millions 
% $ 

millions 
% 

Israel 
North America 
South America 
Europe 
Asia 
Rest of the world 

124.1 
178.2 
216.5 
827.1 
297.1 

64.3 

7.3 
10.4 
12.7 
48.4 
17.4 

3.8 

115.9 
181.0 
181.9 
673.4 
286.1 

61.1 

7.7 
12.1 
12.1 
44.9 
19.1 

4.1 
Total 1,707.3 100.0 1,499.4 100.0 

 

The breakdown of sales in the report period shows a considerable increase in the 
proportional part of sales in Europe, attributable to the increase in income from sales 
of fertilizers (including potash from CPL) and other products, partly the result of the 
strengthening of the euro against the dollar.  

An 19% increase in sales to Latin America should be noted, due to high sales of 
potash and fertilizers to Brazil. 

Gross Profit 

Gross profit amounted to NIS 2,458.0 million ($553.5 million), an increase of 12.8% 
compared with last year.  

The increase in income and the ongoing efficiency measures, particularly in the 
fertilizer companies in Europe, contributed to the increase in gross profit. Conversely, 
the rise in the prices of energy and sulfur (the principal raw material in the 
manufacture of phosphate fertilizers), the change in the product mix of some of the 
bromine products and the appreciation of the shekel against the dollar, had an 
adverse effect on profit.  

Sales and Marketing Expenses 

Expenses amounted to approximately NIS 1,261.0 million ($284.0 million), an 
increase of about 18.2% compared with last year. The increase derives from the 
increase in quantities sold of some products, including the impact of the inclusion of 
the sales of CPL, the rise in the costs of marine transportation and the influence of the 
appreciation of the shekel and of the euro against the dollar on expenses in dollar 
terms. The increase was partially offset, however, by the efficiency measures 
implemented in the Group.  
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General and Administrative Expenses 

These expenses totaled NIS 313.3 million ($70.6 million), an increase of about 13.6% 
compared with last year. The increase derives from the consolidation of CPL and the 
effects of the appreciation of the shekel and the euro on expenses in dollar terms. 
Conversely, there was a reduction in expenses due to reorganization and efficiency 
measures in the Group.  

Research and Development expenses 

R&D expenses (net of grants from the Chief Scientist) amounted to NIS 97.7 million 
($22.0 million), an increase of about NIS 2.9 million ($0.7 million) compared with last 
year. 

Operating Profit 

Operating profit amounted to NIS 786.0 million ($177.0 million), an increase of about 
6.0% compared with last year. The increase in operating profit derives, inter alia, from 
the increase in gross profit (see above) and from the inclusion of the results of CPL, 
which were included in only part of the same period last year, and was affected by the 
increase in operating expenses, as described above. 

Financing Expenses 

Financing expenses amounted to NIS 127.6 million ($28.7 million), compared with NIS 
177.8 million ($40.0 million) last year. 

The decrease in financing expenses compared with last year is derived mainly from 
the decline in the average dollar-interest rate during the period, which was 1.4% lower 
than last year (weighted interest of loans at fixed and variable interest rates) and from 
a decrease of about NIS 266.5 ($60.0 million) in the balance of outstanding loans.  

Other Income and Expenses 

Other expenses offset by other income amounts to NIS 47.5 million (about $10.7)  
million). These expenses include primarily NIS 16.9 million ($3.8 million) for the write-
off of production facilities, NIS 22.2 million ($5.0 million) for write-off of long-term 
inventory, and a provision of NIS 15.5 million ($3.5 million) for early retirement of 
employees.  

Net Profit  

Net profit amounted to NIS 396.6 million ($89.3 million), compared with a profit of 
approximately NIS 342.6 million ($77.2 million) in the same period last year.  

 

2.3 Results of operations for the period April-June 2003 

    Sales 
 

 Sales of ICL Group in the quarter amounted to approximately NIS 2,606.2 million 
($586.9 million), compared with NIS 2,358.6 million ($531.1 million) in the same period 
last year, an increase of about 10.5%. 

 The increase in Group sales reflects an increase in operation turnovers, particularly as 
a result of price rises in the Fertilizers segment and higher quantities of potash and 
fertilizers sold, which were offset by smaller quantities sold and a fall in the prices of 
some other products. 

 The sharp appreciation of the euro against the dollar also contributed to the increase 
in income from sales in Europe. 
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The table below shows the geographical breakdown of sales  in the third quarter of 2003: 

7-9/2003 7-9/2002  
 $ 

millions 
% $ 

millions 
% 

Israel 
North America 
South America 
Europe 
Asia 
Rest of the world 

44.3 
59.4 

107.5 
251.8 

99.5 
24.4 

7.6 
10.1 
18.3 
42.9 
17.0 

4.1 

38.1 
59.7 
83.5 

235.6 
90.1 
24.2 

7.2 
11.2 
15.7 
44.4 
17.0 

4.5 
Total 586.9 100.0 531.1 100.0 

 

 The breakdown of sales in the quarter indicates a significant increase in the sales to 
South America, due to the increase in income from sales of fertilizers and potash.   

 Gross Profit 

 Gross profit amounted to approximately NIS 810.6 million ($182.5 million), an increase 
of 2.2% compared with last year.  

 The increase in income and the ongoing efficiency measures, including in fertilizer 
operations in Europe, contributed to the increase in gross profit. Conversely, the rise 
in the prices of energy and sulfur (an important raw material in the manufacture of 
phosphate fertilizers), the influence of the decrease in profitability of some products 
and particularly the changes in the sales mix, together with the appreciation in the 
shekel against the dollar, had an adverse effect on profit. 

 Sales and Marketing Expenses 

 These expenses amounted to approximately NIS 437.2 million ($98.4 million), an 
increase of about 14.4% compared with last year. The effects of the increase in 
quantities sold of some products, the rise in marine transportation costs and the 
effects of the appreciation of the shekel and euro exchange rates against the dollar on 
results in dollar terms, were partially offset by efficiency measures. 

 General and Administration Expenses 

 These expense amounted to approximately NIS 108.8 million ($24.5 million), an 
increase of about 4.4% compared with the same period last year. The increase 
derives mainly from the effects of the appreciation of the shekel and the euro on 
results in dollar terms. Conversely, there was a notable reduction in expenses due to 
reorganization completed within the Group.  

 Research and Development Expenses 

 R&D expenses (net of grants) amounted to approximately NIS 30.3 million ($6.8 
million), roughly the same as last year. 

 Operating Income 

 Operating income decreased by about 15.3% compared with last year, and reached 
approximately NIS 234.3 million ($52.8 million). Operating income out of sales 
turnover decreased from 11.7% to about 9.0%.    

Financing Expenses 

 Financing expenses amounted to approximately NIS 42.6 million ($9.6 million), 
compared with about NIS 54.4 million ($12.2 million) last year. 
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The decrease in financing expenses compared with last year derives mainly from the 
reduction in the average balance of outstanding loans for the quarter compared with 
the same quarter last year, and from a decline in the average dollar interest rate for 
the period by 1.4% (weighted interest of loans at variable and fixed interest). 

 Other Income and Expenses 

 Other expenses offset by other income amounted to approximately NIS 4.8 million 
($1.1 million). 

 Net Profit 

 Net profit amounts to approximately NIS 128.8 million ($29.0 million), compared with a 
profit of NIS 127.7 million ($28.8 million) in the same period last year. 
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3. Segments of Operation 
The segments of operation of ICL are presented below in the segments described in Section 
1.1 above. Segment data from previous periods have been reclassified accordingly.  

 
Sales CIF 1-9/2003 1-9/2002 7-9/2003 7-9/2002 

by segment $ millions % of total 
sales 

$ millions % of total 
sales 

$ millions % of total 
sales 

$ millions % of total 
sales 

ICL Fertilizers 941.1 51.1 756.6 46.9 334.6 52.6 280.4 48.8 

ICL Industrial 
Products* 

418.8 22.7 433.5 26.9 141.8 22.3 150,.6 26.2 

ICL Performance 
Products 

377.2 20.5 328.2 20.3 125.9 19.8 111.9 19.5 

ICL Metallurgy 56.2 3.0 57.7 3.6 16.7 2.6 18.6 3.2 

Others and 
offsets 

(86.0)  (76.6)  (32.1)  (30.4)  

Total 1,707.3  1,499.4  586.9  531.1  

* Including agricultural products.  
 

Operating profit 
 

1-9/2003 1-9/2002 7-9/2003 7-7/2002 

by segment $ millions % of total 
sales 

$ millions % of total 
sales 

$ millions % of total 
sales 

$ millions % of total 
sales 

ICL Fertilizers 133.9 14.2 112.3 14.8 38.6 11.5 38.3 13.7 

ICL Industrial 
Products* 

19.1 4.6 26.9 6.2 6.3 4.4 15.3 10.1 

ICL Performance 
Products 

27.4 7.3 31.5 9.6 8.2 6.5 10.2 9.1 

ICL Metallurgy (9.4) (16.7) (9.7) (16.8) (3.0) (17.9) (2.8) (14.8) 

Others  6.0 - 6.0 - 2.7 - 1.3 - 

Total 177.0  167.0  52.8  62.3  

* Including agricultural products.  

Remark: Sales data in the segments and their percentages out of total sales, are before setoff of inter-
segment sales. 

3.1 ICL Fertilizers 

Sales 

The volume of operations in the segment in the first nine months of 2003 amounted to 
NIS 4,179.3 million ($941.1 million), an increase of approximately 24.4% compared 
with last year. The increase in sales turnover arises mainly from the higher quantities 
of potash and fertilizers sold, including as a result of the acquisition of CPL, and from 
price rises.  

Operating profit 

Operating profit in the segment amounted to NIS 594.4 million ($133.9 million), an 
increase of about 19.2% compared with last year. The increase in operating profit was 
achieved mainly as a result of the increase in income noted above, and from the 
improved margins in the potash operations, including of the ICL Fertilizers segment in 
Europe. These positive factors were partially offset by the rise in the prices of raw 
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materials, particularly sulfur, and of energy, as well as the effects of the appreciation 
in the shekel exchange rate on the shekel results of the segment in dollar terms. The 
margin on sales amounted to about 14.2%, compared with 14.8% last year.  

Potash 

Income from potash includes the sales of Dead Sea Works (excluding the Chemicals 
division), Iberpotash and CPL. 

Potash – Income and Profit 

Millions of dollars 1-9/2003 1-9/2002# 7-9/2003 7-9/2002# 2002# 

Income* 575.3 439.6 190.7 164.8 578.3 

Operating profit 126.5 97.9 37.3 31.1 120.7 

 * Including income from inter-segment sales 
 # Includes the results of CPL starting from May 1, 2002. 

 

The increase in income is the result of the consolidation of CPL, whose income for the 
period was included starting from May only, as well as the increase in quantities of 
potash sold and the rise in its prices, partly due to the effects of the appreciation of the 
euro against the dollar. The efficiency measures and the ongoing and comprehensive 
reorganization in Spain and England continue to bear fruit, and had a positive effect 
on operating profit, which increased during the period by about 29.2%.  

Potash – Production and Sales 

Thousands of tons 1-9/2003 1-9/2002# 7-9/2003 7-9/2002# 2002# 

Production 3,863 3,628 1,274 1,175 4,469 

Sales* 4,003 3,321 1,317 1,235 4,237 

* To external customers (net of sales to Group companies). 
# Includes CPL quantities starting from May 1, 2002. 

 

The increase in potash production derives in part from the acquisition of CPL and also 
from an increase in quantities manufactured in Spain and England, where the 
Company is continuing the measures introduced for increasing operating efficiency. 
Production in Israel was similar to the same period last year, despite halts in 
production during the period for integrating the additional systems required for the 
expansion of potash production capacity in the potash plant in Sdom ("Stage 10") with 
the existing system, which has not yet been completed as of the date of this report. 

The increase in sales is mainly in Europe, particularly the quantities coming from CPL, 
and in Brazil and India. 

Fertilizers and Phosphates 

Income in this field derives from sales in Israel and abroad of phosphate rock (as a 
raw material and for direct fertilization), fertilizers (including phosphate fertilizers, 
compound and fully-soluble fertilizers, which contain varying proportions of nitrogen, 
phosphorus and potassium), phosphoric acid used as a raw material for the 
production of fertilizers ("green acid"), and other products. 

Fertilizers and Phosphates – Income and Profit 
 

Millions of dollars 1-9/2003 1-9/2002 7-9/2003 7-9/2002 2002 

Income* 383.0 333.3 150.3 122.0 427.6 

Operating profit 6.9 13.8 1.3 7.2 6.2 

 * Including income from inter-segment sales. 
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The increase in income derives mainly from the increase in quantities of fertilizers 
sold, especially in Brazil, along with a rise in the prices of some fertilizer products, 
partly due to the effects of appreciation of the euro against the dollar. In contrast, 
sales and prices of phosphate rock decreased, as did sales of green acid to outside 
customers, due mainly to the increase in the uses of this acid within the ICL Group. 

Operating profit in the period was adversely affected by the halt in production at the 
rock production facilities in order to reduce stocks of phosphate (an action taken to 
improve the cash flow), and by the increase in the prices of sulfur, energy and marine 
transportation. These effects were offset to some extent by the increase in income as 
a result of those price rises and the improvement in the production of fertilizers.  

Fertilizers and Phosphates – Production and Sales 
 

Thousands of tons 1-9/2003 1-9/2002 7-9/2003 7-9/2002 2002 

Phosphate rock 
Production* 
Sales** 

 
1,872 

566 

 
2,098 

666 

 
600 
238 

 
668 
238 

 
2,699 

892 

Fertilizers 
Production 
Sales** 

 
1,253 
1,386 

 
1,194 
1,303 

 
438 
549 

 
405 
509 

 
1,560 
1,564 

*  As an end product. 
** To external customers (net of sales to Group companies). 

 

Phosphate rock (as an end product) is produced according to demand for internal 
uses and for sales, with stock levels maintained accordingly.  

The decrease in the sales of rock during the period derives largely from the policy of 
the segment to transfer most of its production to internal uses, which have higher 
added value in the production of acids and fertilizers.  

Fertilizers showed growth in production and sales, mainly in Brazil, due to increased 
demand and a change in the product mix. 

Brine percolation is occurring at one of the dikes of the main evaporation pond of the 
segment’s plant in Sdom. After consultation with international experts, ICL Fertilizers 
has taken and is taking various maintenance actions to preserve the stability of the 
dikes. The experts are of the opinion that there is no material threat to the stability of 
the dike. 

 

3.2 ICL Industrial Products 

 Sales 

 Sales in this segment in the report period amounted to approximately NIS 1,859.8 
million ($418.8 million), a decrease of about 3.4% compared with the same period last 
year. The decrease in income derives mainly from a change in the product mix and a 
decrease in quantities sold of some products, offset in part by the strengthening of the 
main currencies against the dollar.  

 Sales of flame retardants decreased slightly due to smaller quantities sold offset in 
part by an increase in the selling prices, mainly as a result of the stronger euro and 
yen against the dollar.   

The increase in quantities sold of elementary bromine and clear solutions for the oil 
and gas industries due to the increase in the number of new explorations, was 
partially offset by lower selling prices of some products as a result of intensifying 
competition, inter alia due to of the start of operation of the joint venture of one of the 
Company's competitors in Jordan.  
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 During the period, activity in the segment's new bromine compounds facility in China – 
Sinobrom, in which ICL has a 50% stake – was expanded.  

 A decrease in quantities of agricultural products sold, due to implementation of the 
Montreal Protocol (see below), led to a decrease in income which was partially offset 
by  a rise in prices. 

 Intensifying competition from China and a severe market recession in biocides for 
water treatment in North America following rainy and cold weather during the entire 
summer season, resulted in smaller quantities sold.  

 In magnesia products (sintered and calcined) for the refractory industry and for other 
uses (specialty and calcined magnesia products), income was similar to last year. The 
decrease in sales of products to the refractory industry while focusing on market 
segments for the specialty products of Periclase, led to a rise in prices The 
incorporation of the operations of Periclase into the segmental operations of ICL is 
proceeding as planned. The plan includes a decrease in the production of sintered 
magnesia and of hydrochloric acid (a by-product). 

 On 17 September 2003 a long-term agreement was signed with a competitor, Great 
Lakes Chemicals Corporation (GLCC), for the supply of bromine and bromine 
compounds. ICL Industrial Products and GLCC are among the three largest producers 
of bromine in the world. 

   

Montreal Protocol 

Under the accord known as the "Montreal Protocol", to which Israel is a signatory, the 
manufacture and consumption of methyl bromide for soil fumigation in developed 
countries will gradually be reduced to zero by the year 2005. The volume of sales in 
the report period to which the ban will apply in 2005, amounts to approximately $28.0 
million, with an operating profit of approximately $6.6 million. Sales of methyl bromide 
for soil fumigation to "developing countries" are expected to continue until 2015. 

Methyl bromide has other uses apart from soil fumigation, such as pre-shipment 
treatment or quarantine, as a raw material or intermediate material for the 
manufacture of another material or product (feedstock), and is also used in recycling 
and re-use. These uses are not within the purview of the Montreal Protocol. Total 
sales of the agricultural division in the Industrial Products segment in the report period 
for uses and customers to which, as far as is known today, the ban will not apply in 
2005, is approximately $31.0 million. The operating profit in respect of these sales 
was about $8.8 million. 

ICL's strategy is to remain in the soil fumigation field after the ban on use of methyl 
bromide for that use. Accordingly, in recent years, efforts have been invested in the 
development, licensing and marketing of new applications and alternatives to methyl 
bromide in this important market.  

 

Operating profit 

Operating profit in the segment was approximately NIS 84.9 million ($19.1 million) for 
the period, compared with a profit of NIS 119.4 million ($26.9 million) last year. The 
decrease in operating profit stemmed mainly from smaller quantities sold as noted 
above, the increase in energy costs and other inputs, and the effects of appreciation 
of the shekel against the dollar on shekel expenses in dollar terms. The improved 
margins in chlorine-based products from the Dead Sea and ongoing efficiency 
measures mitigated the deterioration in profit.  

The environment 

Some of the products of the Industrial Products segment are hazardous, at some 
level, to those likely to be exposed to them – both during production and during 
transportation, storage or use.  
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The segment's policy is to act at all times to prevent and monitor the risks, and to 
invest in safety, the treatment of waste, effluents and air emissions, the training of 
employees and consumers, all in full cooperation with the authorities, as well as other 
activities (on the internal compliance system, including the application of ISO 14000 
and joining the international "Responsible Care" program, see Section 8.1 below).  

There has been a trend recently of the regulators of the European Union and other 
countries to legislate rules which are liable, in the future, to influence the production or 
use of various flame retardants manufactured by the Industrial Products segment.   

European Union authorities are continuing a risk assessment relating to the flame 
retardants DECA, HBCD and TBBA. The draft report on DECA and its effects on the 
environment was published recently. The segment management is studying the report 
and is not in a position at this time to evaluate the extent to which the report may 
influence future sales of the product. The report on the part relating to human health 
was published without negative findings. The risk assessment for HBCD and TBBPA 
is nearing completion and is expected to be published in the second half of 2004. The 
American House of Representatives is considering a proposal for federal legislation to 
ban the use of Octa and Penta (which of itself would not have a material effect in the 
sales of ICL Industrial Products in the future), following legislation banning the use of 
these two substances in California.   

Instances of odor nuisances have recently been identified emanating from the 
industrial waste evaporation ponds at Ramat Hovav, where the bromine compounds 
plant of the segment is located. These ponds are within the jurisdiction of Ramat 
Hovav Local Industrial Council and are therefore under its responsibility. The Council, 
together with the plants and the relevant authorities, are actively seeking a solution to 
the problem in the short term by reducing these nuisances, and in the long term by 
seeking an alternative to the evaporation ponds. 

On February 23, 2003 the Ministry for the Environment demanded that the Ramat 
Hovav Industrial Council add new conditions to the business licenses of the waste 
treatment facilities in Ramat Hovav. The local council has not yet changed the special 
terms of the business license of the bromine compounds plant. ICL is unable to 
estimate, at this stage, the effects of the new demands on the plant.  

 

3.3 ICL Performance Products 

Sales 

Sales in this segment amounted to approximately NIS 1,675.3 million ($377.2 million), 
an increase of about 14.9% compared with the same period last year, due to 
increased sales of food additives, chemicals for the water and paper industries, and 
hygiene products. Conversely, other areas of operation have slowed, affected by the 
economic situation in Europe and a slowdown in growth in Asia in the period.. The 
strengthening of the euro against the dollar was also a significant contributory factor to 
sales turnover in dollar terms.  

Operating profit 

Operating profit in the segment amounted to approximately NIS 121.7 million ($27.4 
million), about 13% lower than in the same period last year. The margin was about 
7.3%, compared with 9.6% last year, mainly due to the influence of a rise in the cost of 
raw materials and energy, as well as other expenses in dollar terms. The appreciation 
of the euro-dollar exchange rate lessened competitive ability in the segment against 
"dollar manufacturers". Operating profit was also adversely affected by a temporary 
interruption of operations for process conversion, and due to the running-in of the 
white acid production facility during the transition to the new cleaning process.  
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Expansion of production capacity of white phosphoric acid (Puriphos) 

The Puriphos business unit manufactures phosphoric acid of a quality enabling its use 
for food and technical applications (white acid). Much of this acid is directed to the 
production of various downstream products within the ICL Group, and the remainder 
is sold to the food industry, the cleaning materials industry and for the treatment of 
metals, etc. The unit's production facilities are at the Mishor Rotem site. In the first half 
of 2002, production at the facility was expanded and a new and more efficient 
cleaning process, developed by the Company, was introduced, following which 
production capacity increased from about 120,000 tons to 180,000 tons per year in 
terms of phosphoric acid, about half in a production process of cleaning green acid. 
During the period, the remainder of the production capacity was converted to the more 
efficient cleaning process and the production facility for the converted products was 
run in.  

 

3.4 ICL Metallurgy 

Sales 

Sales in this segment amounted to approximately NIS 249.7 million ($56.2 million), a 
decrease of about 2.6% compared with last year.  

The decrease in quantities sold, which is part of a deliberate policy for optimization of 
production and sales, led to a decrease in income. However, an increase in prices, 
mostly due to the strengthening of the euro, and changes in the product mix and the 
geographical distribution of the sales, mitigated the decrease. The global slowdown, 
notably in the aluminium and automotive industries, is still having an adverse effect on 
sales in this field. Nevertheless, some positive influence on the global balance of 
supply and demand is possible following the announcement by a western 
manufacturer of closing down its magnesium facility, a decrease in world stockpiles of 
magnesium, as well as an increase in Chinese magnesium prices.  

Operating profit 

Operating loss in the segment amounted to approximately NIS 41.8 million ($9.4 
million), compared with NIS 43 million ($9.7 million) in the same period last year. The 
decrease in the loss compared with last year, despite the increase in energy costs 
and shekel expenses in dollar terms, derives from the above-mentioned improvement 
in proceeds. 

 

4. The  financial position of the Group 

4.1 Assets and Liabilities 

Net financial liabilities at the end of the period amounted to approximately  
NIS 4,200.3 million ($945.8 million), compared with NIS 5,162.2 million ($1,162.4 
million) at the end of 2002, a decrease of approximately NIS 961.9 million ($216.6 
million).  

The decrease in the debt balance since the beginning of the year is derived mainly 
from net receipts of approximately NIS 444.1 million ($100.0 million) from the 
securitization transaction (see sections 4.2 and 4.3 below), and from the free cash 
flow of ICL companies of about NIS 475.2 million ($107.0 million).  

4.2 Sources of finance 

ICL's sources of financing are primarily short-term and long-term credit from Israeli 
and international banks.  
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As part of the securitization transaction (see Section 4.2 of the Directors' Report for 
the year 2002) entered into by ICL in December 2002, the customer debt balance sold 
in cash as at the balance sheet date amounts to about $237 million (the maximum 
permitted under the agreement), compared with about $93 million at the end of 2002, 
an increase of $144 million during the period. Correspondingly, the balance of   
factoring  of  trade  receivables  decreased  by  $44 million  so that  the  net  
contribution  to  sources  of  finance amounted to $100 million. 

During the period, the Company continued to raise funds in short-term commercial 
papers. As at the report date, the outstanding balance of the commercial papers of the 
Company amounted to about $79.4 million.  

Up to September 30, 2003, approximately $6.6 million of convertible debentures of the 
Company were converted to ICL shares. The balance of the outstanding debentures 
as at 30.9.03 (including interest) is approximately $71 million.  

4.3 Cash flows 

The cash flow of ICL from current operations in the first nine months of 2003 
amounted to approximately NIS 1,668.5 million ($375.7 million), including $100.0 
million net received in respect of the securitization transaction (see Section 4.1), 
compared with NIS 1,261.4 million ($284.0 million) in the same period last year. These 
amounts were the main source for financing investment in fixed assets in the amount 
of NIS 403.1 million ($90.8 million) and for reducing the net financial liabilities of the 
Group in the amount of NIS 961.9 million ($216.6 million).  

 

5. Investments 
In the report period, investments in fixed assets net of investment grants amounted to 
approximately NIS 403.1 million ($90.8 million), compared with investments in fixed assets 
less grants amounting to NIS 511.3 ($115.1 million), last year.  

 

6. Human Resources 
The total number of employees at ICL Group as at September 30, 2003 is 8,631, compared 
with 8,772 on December 31, 2002. 

 

7. Exposure to Market Risks and their Management 
No material change occurred during the report period, compared with the Directors' Report 
as at December 31, 2002. 

 

8. Internal compliance and certain legal proceedings 
8.1 Within the Group framework, ICL maintains internal compliance systems to ensure 

compliance with the provisions of pertinent laws. Inter alia, internal compliance plans 
were prepared and are operated for matters relating to restraint of trade, securities 
laws and the prevention of sexual harassment. These matters are monitored regularly 
by the managements and boards of directors of the various segments, and short 
seminars are attended by those responsible for them.  
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 Some of the products of ICL Group are hazardous, at some level, to those likely to be 
exposed to them – both during production and during transportation, storage or use. 
Some production processes have the potential to cause some environmental 
disturbance, inter alia in connection with effluents, air emissions and waste, including 
hazardous waste. ICL is liable to incur costs for the prevention or cleaning up of 
pollution. ICL is taking various steps to prevent or minimize these risks. Some ICL 
companies apply ISO 14000, which deals with environment management, and have 
joined the international "Responsible Care" program for the improvement of aspects of 
the quality of the environment, the occupational safety and health of employees, the 
products and the production processes. In addition, safety officers have been 
appointed in all companies and production sites, and from time to time they check 
compliance with instructions. ICL is also preparing internal compliance plans for the 
prevention or minimization of risks to ecology, safety and security. 

8.2 Contrack-Line Ltd. ("Contrackline")  filed a claim in the Tel Aviv District Court against 
the subsidiary DSW, of ICL Fertilizers segment, and against others, the main cause of 
which is infringement of a patent relating to a dredge for "harvesting" fungi in the Dead 
Sea, and other alleged harm to the rights of the plaintiff relating to the dredge. The 
District Court ruled that DSW was infringing the patent, and the decision was 
appealed in the Supreme Court. Mediation proceedings between the parties were 
unsuccessful, and the appeal is still pending. 

 Concurrently with the appeal and based on the above decision, Contrackline filed a 
financial claim against DSW in the District Court for about 50 million dollars, in respect 
of the damage/loss it sustained. Contrackline requested to be excused from the court 
fee, and the court decided that it should pay a symbolic fee of NIS 10,000 for a claim 
amount of up to 20 million dollars. Both parties appealed this decision. The ruling in 
these appeals has been deferred until after the ruling on the appeals in the Supreme 
Court.  

 ICL included a provision in its books which it believes, based on the opinion of its legal 
advisers and taking into consideration the above developments, to be sufficient to 
cover its exposure in these proceedings. 

8.3 On May 29, 2001 a class action under the Prevention of Environmental Damage Law 
(Civil actions), 5752-1992, was filed against Fertilizers & Chemicals Ltd. ("F&C") of 
ICL Industrial Products segment, and numerous other defendants. The claim alleges 
that the defendants are polluting the Kishon stream, and have requested that the court 
direct them to cease the flow of effluents into the stream and to rehabilitate the stream 
and restore it to its former condition.  

On June 13, 2001, on May 22, 2002, on December 31, 2002 and on 30 March, 2003, 
numerous claims were filed against F&C and many other defendants, amounting in all 
to about NIS 141 million (about $30 million), in respect of spilling effluents into the 
Kishon stream which, according to the plaintiffs, caused the cancer from which they 
are suffering. These claims are additional to those already filed, inter alia against F&C, 
concerning physical and monetary damage allegedly sustained by the plaintiffs as a 
result of pollution of the Kishon, for which they allege F&C and the other defendants 
are liable.  

On August 24, 2003 an application was filed to add 62 plaintiffs to the additional 
claims mentioned above. 

In the opinion of ICL's management, which is based on the opinion of the legal 
advisers who are handling the case, the risk inherent in the claims cannot be 
estimated at this stage, and therefore no provision was made in the financial 
statements. 

8.4 A Water Appeal filed by the Israel Union for Environmental Defense against the Water 
Commissioner and against two ICL companies (see Section 8.8 in the Directors' 
Report for the year 2002), is pending in the Water Tribunal. At a hearing which took 
place during the report period, the parties filed expert opinions on the question of who 
is liable for the pollution. As noted in the annual report, another ICL company gave 
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notice of its readiness to purchase the water from the bore in question. There is no 
change in the Company's assessment relating to this proceeding. 

 

 

9. Other developments during or after the report period 

9.1 V.I.D. Desalination Co. Ltd. ("VID"), in  which the subsidiary I.D.E. Technologies Ltd. 
("IDE") is the main shareholder, won a tender published by the Government of Israel 
("the Tender") for the installation and operation (by the BOT method) of a desalination 
plant in Ashkelon ("the Desalination Project"), for 100 million cubic meters (after 
increasing the volume initially tendered) of water per year. IDE holds about half the 
ownership and control of VID.  

 On January 22, 2003, VID signed a series of agreements with a group of lenders and 
institutional investors for financing the erection of the Desalination Project. The 
financing is likely to reach about NIS 760 million (plus supplementary financing of up 
to NIS 52 million), subject to the achievement of various milestones. The balance of 
about NIS 235 million (as well as supplementary financing, if any, of about NIS 17 
million) will be financed by VID from shareholders equity and shareholders' loans.  

9.2 On April 24, 2003 the Company distributed a dividend equal to $26.4 million 

 On September 16, 2003 the Company distributed a dividend equal to $36.0 million  

9.3 On May 18,2003, the General Meeting of the Shareholders of the Company appointed 
KPMG Somech Haikin as the auditors of the Company, starting on January 1, 2003. 

9.4 On September 1,2003, the Extraordinary Meeting of the Shareholders of the Company 
decided to reelect Yossi Rosen, Idan Ofer, Chaim Erez, Moshe Vidman, Muhammad 
Dahleh, Noga Yatziv, Avisar Paz and Amnon Sade as Directors of the Company, to 
extend the appointment of Ben Rabinowitz as external director for an additional period 
and to confirm the appointment of Yaacov Dior as external director. 

9.5 The proposed Economic Policy Law for the 2004 Fiscal Year (Legislative 
amendments), 5764-2003 ("the Economic Plan") which passed its first reading on 
November 5, 2003 and is currently before the Knesset, includes legislative 
amendments in various fields which could, if legislated in the wording proposed today, 
have a direct and indirect adverse effect on the results of the Company.  Since the 
final wording of the law, if and when it is enacted, cannot be known, the Company is 
unable, at this stage, to estimate the extent of that affect on its results. 

 
 
The Board of Directors of ICL wishes to thank ICL's management, as well as the employees 
and managers of the various companies, for their dedicated and skilled contribution to the 
development of ICL and the achievement of its business results. 
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Akiva Mozes 
CEO 

 Yossi Rosen 
Chairman of the Board 

 


