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BOARD OF DIRECTORS' REPORT ON THE STATE OF THE GROUP
FOR THE PERIOD ENDED DECEMBER 31, 1998

1. THE GROUP AND ITS ENVIRONMENT:

1.1 The Group

Israel Chemicals Limited (hereafter "ICL" or “the Company”) is a multinational group of
companies which operate mainly in the fields of fertilizers and various chemical
products.

The final phase of privatization of ICL, when the State of Israel sold most of its
remaining shares in the Company, by way of an offering on the Tel Aviv Stock
Exchange, was successfully accomplished on December 7, 1998. As a result of the
public offering, the Israel Corporation increased its holding in the Company and, as of
December 31, 1998, it holds approximately 52% of the Company’s capital. Potash
Corporation of Saskatchewan Inc., a Canadian potash company, acquired
approximately 9% of ICL’s share capital. Trust funds and provident funds of the Bank
Leumi Group hold approximately 6% and the balance is held by the public and the
State (2%).

A majority of ICL's activity in Israel is derived from natural resources found in the Dead
Sea - potash, bromine, salt, magnesium and, in the Negev Desert - phosphates. The
Group’s companies exploit these natural resources under concessions granted by the
State of Israel.

The Group's companies operate in the production and world-wide marketing of these
natural resources as well as in the development, production and marketing of
intermediate and end products based on these raw materials.

Israel is the Group's center of operations; other production subsidiaries are located in
the U.S.A., Germany, France, Spain and the Netherlands. Along with the production
companies, ICL and the subsidiaries in Israel and abroad hold companies that
specialize in marketing, logistics, engineering development and R&D.

The foreign productive companies deal, for the most part, in products that integrate into
the activity of the Israeli companies, or that are in related areas. Approximately 70% of
production is in Israel, the rest is abroad. Approximately 90% of the Group’s products
are sold outside of Israel, creating foreign currency income.

The Group is not dependent on a single customer, supplier or raw material not included
in concessions given to the companies of the Group.

1.2 The Group's business environment and profitability

ICL is export oriented. Its operating results are directly affected both by the world
economy and by the changes in trade conditions between the local market and the
markets to which the Company exports.

The Group’s sales are in foreign currency, mostly the dollar; on the other hand, approximately
one quarter of the expenses are in Israeli currency.  Therefore, devaluation of Israeli
currency against the dollar, in real terms, has a positive effect on the Company’s
income from operations.
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The difference between the changes in the exchange rate of the dollar to the NIS and the
Israeli consumer price index (Israeli CPI) is expected to affect the income tax expense.
When the rate of devaluation is greater than the increase in the Israeli CPI, a tax
expense arises as a result of the mechanism for protection of equity against erosion
due to inflation.

In general, the demand for the Group’s products is affected by the demand for basic
agricultural products (fertilizers and pesticides) and by the economic situation in the
developed countries (chemicals).

During the course of the fourth quarter of 1997, a monetary crisis broke out in the Far
East. In the reported period, the operating results of the Company have not been
significantly affected by the crisis. If this crisis continues, it may lead to a reduction in
sales to the Far East, which could cause a decrease in the Group’s profitability. At this
stage, the Company cannot predict the effect of this crisis on operating results.

After the reported period, an economic crisis broke out in Brazil that expressed itself in
a sharp devaluation of the real against the dollar. Should this trend continue, the
damage to the Brazilian economy could adversely affect the Group’s activities since,
over the past few years, in particular - in the second and third quarters - Brazil has
become an important sales target for phosphoric and potash fertilizers.

This effect may manifest itself mainly in difficulties in receiving collateral for credit
granted to customers. At this stage, the Company is unable to estimate the effect of the
crisis on its business results.

The potash inventory at Dead Sea Works Ltd. (“DSW”) is at the level required for
current shipments; therefore, unlike in the reported period, the Company does not
anticipate the sales in the future quarters to be higher than current production.

Towards the end of the year, competition intensified in some of the markets to which
the Company sells. This resulted in a drop in prices of certain products, which may
affect the results of the 1999 operations.

2. Results of operations

2.1 Results of operations

January - December 1998

Sales of the Group aggregated $ 1,792.8 million in F.O.B. terms, an increase of
approximately 6.3% as compared to the previous year.

The Group's gross profit aggregated $ 508.6 million, an increase of approximately
16.5% as compared to the previous year.

The increase in gross profit is a result of the increase in price of potash and phosphate
rock, from an increase in the sale of potash, fertilizers and food additives, from a
decrease in shipping costs and from a decrease in the price of sulphur, which benefited
the profitability of the fertilizers, a decrease in the price of energy from increased output
of the Rotem II plant, from a change in the product mix of bromine and its compounds,
which allowed the sale of more profitable products than in the previous year and from
continued savings.  The decline in selling prices of fertilizers, white acid and
magnesium and high production costs of magnesium mitigated the increase in
profitability.

The operating profit of the Group aggregated $ 257.2 million, an increase of
approximately 39.2% as compared to the corresponding period in the previous year.
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The financial expenses increased from $ 52.3 million to $ 93.5 million (see also 2.4
below).

Other income decreased from $ 21.5 million to $ 18.6 million, approximately $ 16.4 million of
such income was generated from the disposal of the balance of the investment in
SuperGen Inc. (“SuperGen”) shares in the first quarter (see also 5.2 hereafter), as
compared with $ 14.8 million from disposal of investments in SuperGen in the previous
year.

Taxes on income increased by 36.9%, from $ 51.9 million to $ 71 million.  The increase in
taxes is due mainly to the difference between the rate of devaluation of the NIS against
the dollar and the rate of increase in the consumer price index, which was higher in the
reported year than in the previous year. When devaluation of the shekel against the
dollar is higher than the inflation rate, a tax expense arises as a result of the
mechanism for protection of equity against erosion due to inflation, in addition to the
increase in taxes resulting from the increas in profits of the Company.

The Company’s share in losses of associated companies was $ 1.0 million this year as
compared to a share in profits of $ 4.5 million in the previous year.  In the previous
year, the Company recorded an amount of $ 5.2 million, its share in the profits of SQM.
The Company ceased to record the investment in SQM by the equity method as from
1998.

Minority interest in profits of subsidiaries - the minority interest in losses of the magnesium
company, the results of operations of which are included in all the income statement
items of ICL, was $ 10.6 million in 1998, as compared to $ 4.3 million in the previous
year.

The magnesium plant commenced operations in the fourth quarter of last year. Therefore,
unlike inthereported period, most of the results of its operations for that year (including
financing expenses) were capitalized to plant under construction and not reflected in
results of operations.

The net income of the Group aggregated $ 110.0 million, an increase of 8.4%  as compared
to the previous year.

October-December 1998

Sales of the Group aggregated $ 406.3 million in F.O.B. terms as compared to
$ 392.1 million in the previous year, an increase of approximately 3.6%.

The Group’s gross profit aggregated $ 125.7 million, an increase of approximately 54.0% as
compared to the corresponding period in the previous year.

DSW measures the potash inventories in its warehouses every year. This often results in
excess quantities as a result of the adjusting of scales and tape measures.  In the
fourth quarter, this excess aggregated 170 thousand tons, as compared with 80
thousand tons in the previous year. This relatively high excess is a result of large
quantities previously heaped in bulk in open areas. This excess increases the
Company’s gross profit in the fourth quarter at the expense of the gross profit in the
first three quarters that should have been higher. In order to decrease the effect of
these periodic measurements, DSW plans to measure inventories twice a year from
now on.

In December 1998, the mortality tables in Germany were adjusted. As a result, a
one-time increase in liability for employee rights upon retirement in the amount of $ 7.2
million was recorded. The said adjustment reduced the fourth quarter's gross profit as
compared with the previous year.
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The operating profit of the Group aggregated $ 59.3 million, an increase of approximately
201.2% as compared to the previous year.

The net income of the Group aggregated $ 15.2 million, an increase of 24.7% over the
previous year.

Hereunder are the condensed results of 1998, as compared to 1997 and that of the fourth
quarter of 1998 compared to the fourth quarter of 1997:

1-12/98 1-12/97 10-12/98 10-12/97
$  i n  m i l l i o n s

FOB sales 1,792.8 1,685.7 406.3 392.1
Gross profit 508.6 436.7 125.7 81.6
Operating income 257.2 184.8 59.3 19.7
Net income 110.0 101.4 15.2 12.2
Cash flows from
operating activities 271.0 187.2 85.9 16.2
Gross investments 350.5 309.1 186.0 68.8

2.2 Segments of activity

2.2.1 Bromine and bromine compounds

Sales

Overall activity of the bromine and bromine compounds segment increased from
approximately $ 393 million in 1997 to $ 405 million in 1998, an increase of
approximately 3.1%.  The increase in sales turnover resulted mainly from a change in
the “sales basket”, which permitted the sale of more profitable products as compared
to the previous year.

Profitability

Income from operations in the segment was approximately $ 67 million in 1998 as
compared to $ 61 million last year.  As stated above, this is due to a change in the
product mix which permitted the sale of more profitable products as compared to the
previous year and to a reduction in the variable production costs (shipping, raw
materials and energy). The competition in the Company's markets became fiercer
towards the end of 1998; this trend has continued into 1999, causing a decline in prices
of certain products, which is likely to affect operating results for 1999.

2.2.2 Other chemicals

Sales

The chemicals segment showed an increase of about 4.4% in sales in 1998 - from
approximately $ 572 million to approximately $ 597 million.  The increase in sales of
the chemicals segment results mainly from increases in sales of biocides, Clearon
products and magnesia products.  Most of the growth was due to an increase in sales
quantities, notwithstanding the reduction in the prices of most products.

Profitability

The operating profit for the segment was approximately $ 42.4 million as compared to
$ 41.8 million in 1997. Operating profit as a percentage of sales, however, dropped
from 7.3% to 7.1%, due to a decrease in prices of most products, a decrease which
was not fully compensated for by the increase in quantity of Clearon, biocides and
Dead Sea Periclase products and from a decrease in sales of the chemicals segment
of DSW and most chemicals of Fertilizers and Chemicals Ltd. (FCL).
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2.2.3 Fertilizers

Sales

The sales of the fertilizers segment were higher than in the previous year -
$ 668 million in 1998 compared to $ 624 million last year.

Sales in the fertilizers segment were characterized by increases in prices of the potash and
phosphate rock, while prices of phosphate fertilizers decreased.  The quantities of
phosphate fertilizers and phosphoric acid sold were higher than in the previous year, as
a result of commencement of regular production of the Rotem II plant, including
commencement of production of the new granulating plant.  The quantity of potash sold
was approximately 11% higher than the quantity produced, as a result of continued
reduction of the stock of potash accumulated in previous years.

The excess inventory of potash was exhausted during the third quarter.  Consequently,
future sales of potash cannot be higher than the quantities produced.

Profitability

Operating profit in the fertilizers segment increased from $ 98 million in 1997 to
$ 164 million this year.  The steep increase in profitability in this segment resulted from
a significant increase in sales of potash and phosphoric acid, improved output of the
Rotem II plant, an increase in potash prices (about 9%), a significant increase in the
quantities of phosphoric acid and fertilizers sold – about 83% in sales of acid and
about 12% in sale of fertilizers and an increase of about 12% in phosphate rock prices;
the profitability was mitigated by a decrease in fertilizer prices.

2.2.4 Metallurgy

Sales

Sales in the metallurgy segment came to approximately $ 41 million in 1998, as
compared to approximately $ 16 million in the previous year. The quantity of
magnesium produced in 1998 was 24,000 tons and the quantity sold was
approximately 15,000 tons.  Magnesium sales during the period were significantly lower
than production due to the slowdown in aluminum sales and the crisis in the Far East,
as well as the long time required in order to obtain approval of the magnesium
produced from large producers of aluminum.  Moreover, there has been a sharp
decrease in prices of magnesium on the world market, due to sales of products from
China at dumping prices.

In the fourth quarter there was an improvement in magnesium sales that totaled 6,002
tons (out of 6,039 tons produced). The improvement in sales is mostly the result of
approvals of products received at the end of the third quarter, cessation of magnesium
production by Dow Magnesium and increased marketing efforts.

Profitability

The operating loss of this segment aggregated approximately $ 20 million in 1998 as
compared to $ 14 million in the previous year. The loss is due to a drop in prices and to
high production costs (per ton) resulting from production below the planned expanded
capacity. Furthermore, activity in the segment commenced in the fourth quarter of
1997, while in 1998 the segment operated all year long.
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2.3 Results of operations

Sales of the Group in 1998 increased by approximately 6.4% over sales in 1997.  Cost
of sales increased by approximately 2.9% and gross profit increased by approximately
16.5%.  Overheads remained unchanged. Consequently, the operating profits
increased by approximately 39.2%.

The factors that helped improve the operating results are those that helped increase
gross profit (see 2.1 above).

2.4 Financial expenses

The financial expenses aggregated to $ 93.5 million in 1998, as compared to
$ 52.3 million in the preceding year. The financial expenses in the preceding year were
relatively low in relation of the Company’s debt.  The increase in financial expenses in
1998 as compared to the previous year was due to a few reasons:

The Group’s average net financial liabilities increased by approximately $ 54 million in 1998
as compared with the preceding year.

Last year, financing expenses were influenced by the sharp increase (16%) of the
dollar against European currencies, an increase that eroded loans in European
currencies received by members of the Group, especially for the financing of production
and marketing activities in Europe.  In contrast, in 1998 the dollar weakened by
approximately 7% against the European currencies.  However, that weakening did not
cause an extraordinary in the Company’s financing expenses, as appropriate hedging
was used.

In the last quarter of 1997, most of the capitalization of interest on investments in
facilities ended.  Interest capitalization for 1998 amounted to $ 6.7 million, as compared
to $ 21 million in the previous year.

3. The Group’s financial position:

3.1 Assets and liabilities

At the end of 1998, the net financial liabilities were $ 1,454 million, as compared to
$ 1,313 million at December 31, 1997 (see also 3.3 below).

3.2 Financing sources

Most of the financing was obtained from Israeli and foreign banks. In 1998,
short-term credit increased by approximately $ 97 million, while long-term
financial liabilities increased only by approximately $ 21 million. This was the
result of interim financing obtained through short-term loans, for the acquisition
of the Spanish potash company (see 4. below), that will be replaced by
long-term credit from a consortium of international banks.

3.3 Liquidity

The Company’s cash flows from current operations, amounting to $ 271 million
and additional $ 100 million of outside financing, mainly financed net
investments in fixed assets of approximately $ 309 million, including acquisition
of the Spanish potash company (see 5.7 below), as well as payment of $ 67
million in dividends to shareholders.
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4. Investments

Gross investments in 1998 aggregated $ 350.5 million, compared to approximately
$ 309.6 million in the previous year. The increase in investments in 1998 is due to the
acquisition of Groupo Potasas and of CFPI (see 5.7 and 5.8 hereunder).

5. Sundry events during the period

5.1 On January 25, 1998, the board of directors published a buy-back offer for all the
shares of FCL, except for those held by ICL itself and by “Ferson” Chemicals Ltd.

The offer price was NIS 1.30 per share. Approximately 75% of the shareholders
responded to the offer, following which ICL’s holding in FCL increased to 96.24%.

As stipulated by the plan, on February 18, 1998, the Company published a
supplementary acquisition offer at an identical price.

Approximately 1.49% of the holders of the issued share capital of FCL responded to
the offer, following which ICL’s holding in FCL increased to 97.73%.

On September 24, 1998, the Board of Directors of the stock exchange approved the
delisting of FCL shares commencing November 25, 1998.

The Company requested the Court to convene a general meeting of shareholders to
approve acquisition of the remaining FCL shares held by the public. The Court
convened such a meeting for March 18, 1999.

5.2 In February 1998, the Company sold the balance of its holdings in SuperGen of
1,494,000 shares. The average price of the sale was $ 11.25 per share, and the total
proceeds in the reported period amounted to $ 16.4 million. Net capital gain, amounting
to approximately $ 12 million, is reflected in the results for 1998.

5.3 At the beginning of April 1998, the Company’s Board of Directors approved a plan
under which the operation of business groups will be discontinued. It also approved a
plan for restructuring the management of the group.

5.4 On April 19, 1998, Perio Products Ltd. (“Perio”) received the approval of the U.S.
Food & Drug Administration (FDA), the authority that licenses medicines in the United
States, for the marketing of the Perio Chip. The approval allows Perio to sell, market
and distribute the product in the United States. Perio is held to the extent of 85% by
ICL.

5.5 In May, 1998, a subsidiary of ICL, Dead Sea Bromine Company Ltd. (“Bromine”)
reported that it had received information about an investigation being carried out by the
United States Justice Department regarding suspicions of breach of Antitrust Law in
certain cases relating to the bromine and bromine compounds industries and about the
involvement of Bromine therein. Bromine is looking into this matter; at this stage, it
cannot estimate the extent to which the investigation could affect its operating results.

5.6 In May, Bromine reported that Albemarle Corporation (hereafter - Albemarle) had
reported that it had signed a memorandum of understanding with the Jordanian potash
company, for joint establishment of a plant for extraction of bromine and bromine
compounds from the Dead Sea in Jordan. Albemarle is a U.S. corporation engaged in
production of bromine and bromine compounds and is one of the two main competitors
of Bromine.  In October 1998, Bromine reported that the joint venture agreement
between Albemarle and the Jordanian potash company had been signed.
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5.7 On July 22, 1998, DSW was notified that it had won the tender for the acquisition of the
Spanish group known as Grupo Potasas (through a consortium, DSW’s share in which is
approximately 60%; the other two members of the consortium are Spanish companies).
That Spanish group is franchised to exploit Spanish potash mines. In 1998, it produced
about 0.8 million tons, and its sales in that year totaled approximately $ 137 million.  The
acquisition agreement was signed on October 21, 1998.

The consortium paid an amount of approximately $ 121 million (17.2 billion Spanish pesetas) for
Groupo Potasas. The acquisition was completed in December 22, 1998, following the
receipt of all the necessary permits. Nevertheless, the final consideration has not yet been
finalized; it is subject to certain adjustments which have yet to be agreed by the parties.

5.8 On July 25, 1998, Rotem Amfert Negev Ltd. (Rotem), a subsidiary of the Company,
signed an agreement for the purchase of the food hygiene business of the French
company CFPI. This business will be combined with those of Rotem’s subsidiaries
Giulini and Penngar.  Closing of the deal took place on October 1, 1998.

5.9 On August 31, 1998, the Company reported that failure which occurred in one of the
sulphuric acid installations at the Rotem plant caused production of the installation to
be reduced to 20%-30% of its capacity.  During November 1998, the plant returned to
normal levels of production. Damages, direct and indirect, are covered by insurance.
The impact on the Company's results is immaterial.

5.10 On October 14, 1998, DSW reported that its shareholders' meeting had authorized an
agreement to erect a plant in China for the production of approximately 860,000 tons of
potash annually. Shortly thereafter, an agreement for the setting up of a company in
China was signed by DSW – through a company jointly controlled by DSW (92.5%) and
by an interested party (UDI – 7.5%) - and by a Chinese entity. The joint company’s
share in the project is 33.3%.

5.11 On September 28, 1998, The Company’s Board of Directors appointed Mr. Yossi
Rosen

as Chairman of the Board, position held until then by Mr. Erwin D. Eisenberg.

5.12 On November 15, 1998, the Company’s Board of Directors declared an interim
dividend of
$ 64,122 that was paid on December 7, 1998, in Israeli currency, at the representative
rate of exchange published on November 23, 1998.

6. Manpower

As at December 31, 1998, the Group employed 8,272 people (not including 975
employees of Grupo Potasas; see 5.7 above), as compared to 8,188 as at
December 31, 1997.

7. Preparation of Solutions for the Bug 2000 issue:

7.1 In accordance with Securities Regulations (Rules on Reporting Preparation of Solutions
for the “Bug 2000” Issue) (Temporary Provisions) - 1999, we hereby report as follows:

7.1.1 The ICL Group of companies prepared a list of computer systems
and computer-embedded systems that they use. Those lists will be
audited by an outside party during the first quarter of 1999, to
establish their year 2000 compatability.

7.1.2 As part of the preparations for the year 2000, the companies are
endeavoring to identify the critical systems. These efforts, too, will
be examined by the aforementioned outside party. The said audit
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is meant to identify items that are behind schedule.

7.1.3 The systems are operated by ICL’s subsidiaries. The headquarters
operates ICL headquarters’ systems.

7.1.4 Each of the ICL subsidiaries has a plan regarding the year 2000.
Those plans will be audited as part of the abovementioned audit.

Each of the companies regularly reportsprogress in preparation for
the year 2000 to its board of directors. Some boards have set up
special committees to monitor this matter.

The plan of the internal auditors the Group's companies for 1999
includes examinations to ascertain that preparations for the year
2000 are progressing as reported.

As stipulated by the Institute of Certified Public Accountants in
Israel, reporting on readiness for the year 2000 is to be included in
companies’ financial reports.

7.1.5 The plans address the following areas:
- All systems, including computer systems and computer-embedded systems.
- Collection of information from main suppliers regarding their readiness for

the year 2000.
- Inter-face with computerized systems of third parties – relevant for banks

only.

7.2 Cost of preparation for the solution of the “Bug 2000” problem:

Fiscal year Budgeted Activities include Amounts
$

1998 Yes Adapting information systems to
the year 2000.

Mapping equipment items, such
as processors that may not
operate properly in the year 2000.

Approximately
2 million.

1999 Yes Contact with suppliers of such
equipment with a view to adapting
components to the year 2000 and
having all components confirmed
as year 2000 compatible, after the
necessary adjustments.

Approximately
3 million to 4
million.

2000 No

7.3 Manpower required for the preparation

Mr. Alik Romm, vice president - information systems and human
resources, is  the headquarters’ coordinator of the Group’s preparations
for the year 2000. Each subsidiary appoints a person or two to handle this
issue (one for computer systems, the other for computer-embedded
systems).
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7.4 External professional assistance:

a. With respect to preparedness for the year 2000, ICL companies are
using their own experts as well as the services of outside software
companies.

b. With regard to technical computer-embedded systems, the
companies add manpower from external advisory companies
specifically hired for this purpose, to their own experts.

7.5 Progress evaluation:

a. At Group level, the companies hold periodic meetings; the people in
charge in each company file monthly reports.

b. The subsidiaries hold regular internal debates at management level,
including progress reports.

c. A meeting of the managers of information systems (MIS) of the ICL
Group is held once every three months, at which time progress is
reported.

d. Once every three months written and oral reports on the rate of
progress are submitted to the boards of the subsidiaries.

e. Once a quarter, a written or oral report on the subsidiaries’ progress
is submitted to the ICL board.

f. The outside party referred to in clause 7.1 above, which conducts the
“Year 2000 “ preparedness audit, is to submit a report regarding
every company in
March 1999.

g. DSW, that elected to change most of its information systems to a year
2000 compatible integrated software package (i.e. – ERP), has
completed the changeover project.

h. Rotem-Amfert-Negev Ltd., that chose to follow in DSW’s footsteps, is
currently in the midst of the changeover of its information systems,
with the aim of completing it during 1999.

i. The other companies are in the midst of projects to render their
software year 2000 compatible. These projects progress on schedule
and will be completed during 1999.

j. Computer-embedded systems: The large companies (DSW, Bromine
Compounds and Rotem-Amfert-Negev) are in the process of dealing
with the matter; they are keeping to timetables and will complete the
projects on time.

The medium and small companies are in the midst of similar projects,
on appropriate scales.

The companies are keeping to timetable and their equipment will be
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dealt with in 1999.

7.6 Timetable

ICL and the other members of the Group are keeping to the timetable
regarding compatibility with the year 2000 and will complete preparations
during 1999.

7.7 Plan for the event of a systems failure

Some of the companies do not yet have plans for possible systems
failure. Such plans should deal with two aspects:

a. Professional (internal) plans – in case of technical computer failure.

b. Strategic - commercial plans (external) – to ascertain continuity of
supply and service to customers.

Professional units are preparing plans for dealing with failures as per
a. above and will complete their work by mid-1999. The companies
will prepare detailed plans for dealing with contingencies as per b.
above by the last quarter of the year.

The above pertains to relationships with customers and their
requirements, which are just now beginning to reach the companies.

Third party systems – No list of critical third party systems is
available. The information the companies have regarding third party
systems (e.g. – supply of electricity and water, transportation and
other logistic services, telecommunications services) is limited and
insufficient. The companies are attempting to obtain clearer and more
definite information from third parties.

7.8 Additional information

The Group companies are approached by customers in ever increasing
numbers regarding their preparedness for the year 2000 and their ability
to guarantee continuous supply and services through the year 2000.
These requests are being dealt with in conjunction with the companies’
legal counsels.

Notwithstanding the above, there is no way to guarantee that there will be
no problems relating to the year 2000.

8. SUBSEQUENT EVENT

On January 7, 1999, the Company’s shareholders meeting took on a
special resolution approving the replacement of the Company’s articles
of association. Inter alia, the matter of appointment of directors was
changed by the new articles, so that directors will be elected by a simple
majority at the Company’s shareholders meeting.
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The Board of Directors wishes to thank the management of the Company as well as the
employees and managers of the various companies for their dedicated work and expertise in
developing the Company and obtaining its business results.

Yossi Rosen Igal Dimant
Chairman of the President and
Board of Directors Chief Executive Officer

Date: March 15, 1999


