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Directors Report on the State of the Company’s Affairs 

for the year ended 31.12.2003 

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

Israel Chemicals Group1 (“ICL Group” or “ICL”) is a multinational group operating mainly in 
fertilizers and specialty chemicals in four segments – fertilizers, industrial products, performance 
products and metallurgy.   

 
ICL’s operations are based mainly on the natural resources found 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, and on potash mines in England and Spain under leases 
and licenses from the competent authorities in those countries. ICL Group mines these natural 
resources, sells them worldwide, and also develops, manufactures and markets downstream 
products based on those raw materials.  
 
ICL Group has manufacturing facilities all over the world – in Israel, the Netherlands, Germany, 
France, Spain, China, the United Kingdom, the U.S.A., Turkey, Belgium, Brazil, Austria, 
Australia, Cyprus and Argentina.  In addition to the manufacturing companies, ICL Group 
maintains an array of marketing offices, terminals, storage facilities and distribution centers in 
Israel and other countries.  
 
The ICL Group’s operations are multi-national. The overseas operations of ICL Group 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 production operations are carried out in 
Israel. More than 90% of ICL’s products are sold outside Israel. ICL is not substantially 
dependent on any customer or 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, divided by managerial-functional2 
considerations, as follows:  

 
 ICL Fertilizers – Mining, processing and marketing of potash, phosphate and its 

products, fertilizers (including compound and specialty 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 numerous uses.  

                                                 
1  In this document, the “Israel Chemicals Group” shall mean Israel Chemicals Ltd. and its consolidated companies. 
2  Management by segment is company-wide, on a managerial-functional basis even where the managerial division and 

the legal ownership are not identical. 
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 ICL Performance Products – Manufacture and marketing of phosphate-based 

downstream products, including phosphoric acid (of a quality allowing it to be used for 
food and technical applications), phosphate salts, food additives, hygiene products for 
the food industry, and other products – mainly based on aluminum 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 aluminum and automotive industries, as part of a joint venture with 
Volkswagen.  

 
In addition to these segments, other activities in the Group include desalination and land 
transportation.  
 
ICL and the ICL companies have been declared a monopoly in Israel in various fields.  
 
The Israel Corporation Ltd. ("Israel Corporation”) holds about 52.4% of the capital and 52.6% of 
the voting rights3 [approximately 48.9% and 49.1%, respectively, at full dilution4] of the share 
capital of Israel Chemicals Ltd. ("the Company”). The Ofer Group is the controlling interest 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 and financing conditions and by exchange rate fluctuations.  
 
The demand for the Group’s products is influenced, inter alia, by the demand for basic 
agricultural products and by the economic situation in developed countries.  
 
The lion’s share of sales by the ICL Group is effected in foreign currency, mainly U.S. dollars 
and euro, while about one quarter of its costs are in shekels. Consequently, a real devaluation 
or appreciation in the average dollar-shekel currency rate affects the Company’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 tax expenses.   
 
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, along with appreciation of the shekel against the dollar. Conversely, ICL 
benefited from some improvement in demand in the fertilizer sector, the appreciation of the 
euro, the pound sterling and the yen against the dollar, and from lower dollar interest rates.   

 
ICL takes steps to adjust its marketing and production policy to conditions in world markets, to 
focus on improving its cash flow and diversifying its sources of financing, while persisting with its 
savings and efficiency measures.  
 
 

1.3  This Directors' Report is part of the Group's Periodic Report for 2003, and assumes that the 
reader has access also to the other parts of that report. 

                                                 
3  Of ICL's shares, 4,696,536 ordinary shares held by a wholly owned and controlled subsidiary were purchased after the 

Companies Law, 5759-1999 took effect and they grant no voting rights. For further details, see the Periodic Report. 
4   Assuming all debentures and all options for shares in the Company are converted into shares, and assuming also that 

each of the options issued in 1999 will be converted into one ordinary share. 
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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 
last year, in millions of NIS and millions of Dollars: 

 
 1-12/2003 1-12/2002 10-12/2003 10-12/2002 

NIS NIS 
millions 

% of 
sales 

NIS  
millions 

% of 
sales 

NIS 
millions 

% of 
sales 

NIS 
millions 

% of 
sales 

Sales 9,944.3 100.0 8,674.4 100.0 2,467.9 100.0 2,108.6 100.0 

Gross profit 3,121.2 31.4 2,751.9 31.7 697.5 28.3 603.0 28.6 

Operating income 922.6 9.3 869.8 10.0 147.6 6.0 138.5 6.6 

Pre-tax income(loss) 556.0 5.6 575.0 6.6 (46.2) (1.9) 82.7 3.9 

Net income before 
extraordinary items 525.0 5.3 404.2 4.7 87.1 3.5 66.4 3.2 

Net income 451.4 4.5 404.2 4.7 60.6 2.5 66.4 3.2 

Cash flow from current 
operations 1,984.7  1,552.9  339.3  309.1  

Investments 
Purchase of shares in 
consolidated companies 

 
-7.1 

  
101.1 

  
-7.1 

  
- 

 

Investment in  property, 
plant & equipment less 
grants 

 
549.2 

  
730.2 

  
151.7 

  
226.0 

 

 
Total 

 
556.3 

  
831.3 

  
158.8 

  
226.0 

 

 
 1-12/2003 1-12/2002 10-12/2003 10-12/2002 

$ $ 
millions 

% 
of sales 

$  
millions 

% 
of sales 

$  
millions 

% of 
sales 

$  
millions 

% 
of sales 

Sales 2,270.9 100.0 1,980.9 100.0 563.6 100.0 481.5 100.0 

Gross profit 712.8 31.4 628.4 31.7 159.3 28.3 137.7 28.6 

Operating income 210.7 9.3 198.6 10.0 33.7 6.0 31.6 6.6 

Pre-tax income (loss) 127.0 5.6 131.3 6.6 (10.5) (1.9) 18.9 3.9 

Net income before 
extraordinary items 119.9 5.3 92.3 4.7 19.9 3.5 15.2 3.2 

Net income 103.1 4.5 92.3 4.7 13.8 2.5 15.2 3.2 

Cash flow from current 
operations 453.2  354.6  77.5  70.6 

 

Investments 
Purchase of shares in 
consolidated companies 

 
-1.6 

  
23.1 

  
-1.6 

  
- 

 

Investment in property, 
plant & equipment less 
grants 

 
125.4 

  
166.7 

  
34.6 

  
51.6 

 

Total 127.0  189.8  36.2  51.6 
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2.2  Results of Operations for the Period January – December 2003 
 

Sales:  
Sales of ICL Group in the Report Period amounted to NIS 9,944.3 million ($2,270.9 million), 
compared with NIS 8,674.4 million ($1,980.9 million) last year, an increase of approximately 
14.6%.  
The increase in the Group’s sales reflects an increase in turnover from operations in the 
fertilizer segment, mostly as a result of increased quantities sold and a rise in the prices of 
potash and fertilizers, and partly due to the inclusion of sales of the English company Cleveland 
Potash Ltd. (“CPL”) for the entire year (last year, commencing in May). The appreciation of the 
euro-dollar exchange rate contributed to a large extent to the increase in income from sales in 
Europe.  

 
Breakdown of sales by geographical market: 

 
 1-12/2003 1-12/2002 

Sales CIF $ millions % $ millions % 

Israel 168.2 7.4 155.2 7.7 

North America 231.1 10.2 238.6 12.0 

South America 273.5 12.0 219.0 11.1 

Europe 1,105.1 48.7 898.8 45.5 

Asia 402.3 17.7 383.9 19.4 

Rest of the World 90.8 4.0 85.4 4.3 

Total 2,270.9 100.0 1,980.9 100.0 

 
The breakdown of sales in the Report Period shows a significant increase in the proportional 
part of sales in Europe, which increased by 23% compared with last year, due to an increase in 
income from the sale of fertilizers (including potash from CPL) and other products, stemming 
partly from the appreciation of the euro against the dollar.   
Also noted is an increase of about 25% in sales to South America due to high sales of potash 
and fertilizers to Brazil.  

 
Gross Profit: 
Gross profit amounted to NIS 3,121.2 million ($712.8 million), an increase of 13.4% compared 
with last year. The gross profit margin out of sales turnover was 31.4%, slightly lower than last 
year (31.7%).  
The increase in sales revenue and continued efficiency measures, in particular amongst the 
companies in the fertilizer segment in Europe, contributed to the increase in gross profit. On the 
other hand, profit was adversely affected by the rising prices of energy and sulfur (a pivotal raw 
material in the production of phosphoric acid and phosphate fertilizers), the change in the mix of 
sales of bromine products, the decrease in margins of some performance products and the 
appreciation of the shekel against the dollar.  

 
Sales and Marketing Expenses: 
Expenses amounted to approximately NIS 1,649.8 million ($376.8 million), an increase of about 
18.5% compared with last year. The increase stems from an increase in quantities sold for 
some products, as well as the inclusion of CPL’s sales for the entire year, an increase in marine 
transportation costs and the influence of the appreciation of the shekel and the euro as against 
the dollar on expenses in dollar terms. The increase was partially set off by the Group’s 
efficiency measures.  
Particular note should be taken of rising bulk transportation costs for products in the fertilizer 
sector, due to an increase in tariffs worldwide. However, ICL’s transportation costs increased, 
on average, by a smaller percentage than the rises in leading indices of marine bulk 
transportation prices, due both to existing agreements and the fact that the amount of cargo 
transported to the eastern Mediterranean is high compared with the amounts transported from 
this region, which facilitates obtaining relatively favorable tariffs for cargo exported from Israel.  
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General and Administrative Expenses: 
Expenses amounted to approximately NIS 421.1 million ($96.2 million), an increase of 15.1% 
compared with last year. The increase stems from the consolidation of CPL for the entire year, 
and the effects of the appreciation of the shekel and the euro on results in dollar terms.  
Conversely, a reduction is noted in expenses due to reorganization processes and efficiency 
measures taken by the Group.  

 
Research and Development Expenses: 
R&D Expenses (less grants from the Chief Scientist) amounted to approximately NIS 127.6 
million ($ 29.1 million), an increase of approximately $ 0.7 compared with last year.   

 
Operating Income: 
Operating income increased by some 6.1% compared with last year, reaching NIS 922.6 million 
($ 210.7 million). The increase in operating income derives from the increase in gross profit (see 
above), the inclusion of the results of CPL which were only partially included last year, and the 
influence of the increase in operating expenses. Operating income was 9.3% compared with 
10.0% last year.  

 
Financing Expenses: 
Financing expenses amounted to approx NIS 141.5 million ($ 32.3 million), compared with 
NIS 213.3 million ($ 48.7 million) last year – a decrease of NIS 71.8 million ($ 16.4 million).   
The decrease in financing expenses compared with last year derives mainly from the decline of 
1.3% in the average dollar interest rates during the period (weighted average interest of loans at 
fixed and variable interest rates), and from a decrease of about NIS 309 million ($ 71 million) in 
the average financial debt.  

 
Other Income and Expenses, Net: 
Other expenses offset by other income amount to NIS 225.1 million (about $ 51.4 million). 
These expenses include primarily NIS 94.3 million ($ 21.5 million) for the write-down of 
production facilities, a provision of NIS 68.5 million ($ 15.7 million) for early retirement of 
employees, and an expense of NIS 35.3 million ($ 8.1 million) for damage to property, plant and 
equipment.  Of the other income (expenses), net, about NIS 140.1 million (about $ 32.0 million) 
are non-cash items. 
Last year, the Company’s other expenses offset by other income amounted to about NIS 81.6 
million ($ 18.6 million). These included mainly NIS 41.4 million ($ 9.4 million) for write-down of 
production facilities and NIS 30.1 million ($ 6.9 million) for early retirement.   

 
Tax Expenses:  
Tax expenses amounted to NIS 116 million ($ 26.5 million) compared with NIS 182.6 million 
($ 41.7 million) last year. The tax rate on pre-tax income fell from 31.8% to 20.9%.  
The reduction in the tax rate stemmed mainly from utilization of losses in respect of which 
deferred taxes were not generated in the past, and from differentials between the measurement 
base for tax purposes and the measurement base for the financial statements.  During the 
Report Period, the Company reached an agreement with the Tax authorities about a 
disagreement that the Company had had with the Tax authorities regarding the taxes for the 
years 1982-1989.  

 
Net Income:  
Net income amounted to NIS 451.4 million ($ 103.1 million) compared with NIS 404.2 million 
($ 92.3 million) last year.  
Net income before extraordinary items amounted to NIS 525.0 million ($ 119.9 million).   

 
2.3 Results of Operations for the Period October – December 2003 

 
Sales:  
Sales of the ICL Group during this quarter amounted to NIS 2,467.9 million ($ 563.6 million) 
compared with NIS 2,108.6 million ($ 481.5 million) last year, an increase of 17%.  
The increase in the Group’s sales reflects an increase in operating turnover, and in particular is 
a result of price rises in the fertilizer segment and an increase in quantities sold of potash and 
fertilizers, which were offset by a smaller quantities sold and falling prices of some of the other 
products.  
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The sharp appreciation of the euro-dollar exchange rate also contributed to the increase in 
income from sales in Europe.   
 
Breakdown of sales by geographical market: 

 
 10-12/2003 10-12/2002 

Sales CIF $ millions % $ millions % 

Israel 44.1 7.8 37.5 7.8 

North America 52.9 9.4 57.6 12.0 

South America 57.0 10.1 37.1 7.7 

Europe 277.9 49.3 227.2 47.2 

Asia 105.1 18.7 97.8 20.3 

Rest of the World 26.6 4.7 24.3 5.0 

Total 563.6 100.0 481.5 100.0 

 
The breakdown of sales during the quarter indicates a clear increase in sales to Europe, 
including the effects of the stronger euro, and to South America, due to an increase in income 
from sales of potash and fertilizers to Brazil. The decrease in sales to North America is due 
mainly from a decrease in sales of industrial products to this region.  

 
Gross Profit: 
Gross profit amounted to NIS 697.5 million ($ 159.3 million), 15.7% higher than last year.   
The increase in sales revenue and the ongoing efficiency measures, including in potash 
operations in Europe, contributed to the increase in gross profit. Operating income was 
adversely affected, however, by the rising prices of energy and sulfur (a pivotal raw material in 
the production of phosphoric acid and phosphate fertilizers), the decreased margins for some of 
the products, including those due to the change in the mix of sales and the appreciation of the 
shekel against the dollar.   

 
Sales and Marketing Expenses: 
Expenses amounted to approximately NIS 406.4 million ($ 92.8 million), an increase of about 
19.7% compared with last year. This is due to the increase in quantities sold of some products, 
the increased costs of marine transportation and the influence of the appreciation of the shekel 
and the euro against the dollar on expenses in dollar terms.  

 
Operating Income: 
Operating income amounted to NIS 147.6 million ($ 33.7 million), an increase of about 6.6% 
compared with the same period last year. The operating margin fell from 6.6% last year to 6.0% 
of turnover during the Report Period, mainly due to the influence of the sharp increase in marine 
transportation expenses and appreciation of the shekel against the dollar.   

 
Financing Expenses: 
Financing expenses amounted to NIS 15.7 million ($ 3.6 million) compared with NIS 38.1 million 
($ 8.7 million) during the same period last year. The decrease in financing expense derives from 
the decrease in the average financial debt, from the decrease in the average interest rate for the 
period, and from exchange-rate differentials resulting from the appreciation of the euro against 
the dollar.  

           
Other Income and Expenses, Net: 
Other expenses offset by other income amounted to about NIS 178.2 million ($ 40.7 million). 
The expenses mainly include approximately NIS 77.1 million ($ 17.6 million) for write-down of 
production facilities, NIS 53 million ($ 12.1 million) for a provision for early retirement of 
employees and NIS 35 million ($ 8 million) for damage to property, plant and equipment. Of the 
other income (expenses), net, about NIS 86 million (about $ 19.6 million) are non-cash items. 
Last year, ICL’s other expenses offset by other income amounted to about NIS 18.0 million 
($ 4.1 million).   
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Tax Income / Expenses:  
Tax income amounted to NIS 100.8 million ($ 23 million) compared with expenses of NIS 20.3 
million ($ 4.6 million) during the same period last year.  
The reduction in the tax rate derived mainly from utilization of losses in respect of which 
deferred taxes were not generated, and from differentials between the measurement base for 
tax purposes and the measurement base for the financial statements. 
 
Net Income: 
Net income for the quarter amounted to NIS 60.6 million ($ 13.8 million) compared with NIS 66.4 
million ($ 15.2 million) last year.  
Net income before extraordinary items amounted to NIS 87.1 million ($ 19.9 million).  
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3.  Segments of Operation 
 

The segments of operation of ICL are presented below in accordance with the managerial  breakdown 
presented in section1.1 above.   
 

Sales CIF 1-12/2003 1-12/2002 10-12/2003 10-12/2002 
per segment 
of operation 

$ 
millions 

% of 
total 
sales 

$ 
millions 

% of 
total 
sales 

$ 
millions 

%of  total 
sales 

$ 
millions 

% of total 
sales 

 
ICL Fertilizers 
 

 
1,234.2 

 
50.3 

 

 
984.7 

 
46.0 

 
293.1 

 
48.1 

 
228.1 

 
43.3 

ICL Industrial 
Products* 
 

 
560.8 

 
22.9 

 
578.9 

 
20.9 

 
142.1 

 
23.3 

 
145.4 

 
27.6 

ICL 
Performance 
Products 

 
516.6 

 
21.1 

 
448.1 

 
27.0 

 
139.4 

 
22.9 

 
119.9 

 
22.8 

 
ICL Metallurgy 
 

 
73.8 

 
3.0 

 
77.4 

 
3.6 

 
17.6 

 
2.9 

 
19.7 

 
3.7 

Other and 
offsets (114.5)  (108.2)  (28.5)  (31.6)  
 
Total 
 

 
2,270.9 

  
1,980.9 

  
563.6 

  
481.5 

 

*  Including agricultural products.  

Note: Sales data in the segments and their percentages out of total sales are before offsets of inter-
segment sales.  

 
 

Operating 
income by 

1-12/2003 1-12/2002 10-12/2003 10-12/2002 

segment of  
operation 

$ millions % of 
segment 

sales 

$ millions % of 
segment 

sales 

$ millions % of 
segment 

sales 

$ millions % of 
segment 

sales 
 
ICL Fertilizers 
 

 
155.5 

 
12.6 

 
126.8 

 
12.9 

 
21.6 

 
7.4 

 
14.5 

 
6.4 

ICL Industrial 
Products* 
 

 
24.3 

 
4.3 

 
35.8 

 
6.2 

 
5.2 

 
3.6 

 
8.9 

 
6.1 

ICL 
Performance 
Products 

 
35.6 

 
6.9 
 

 
42.8 

 
9.5 

 
8.2 
 

 
5.9 

 
11.3 

 
9.4 

 
ICL Metallurgy 
 

 
(11.9) 

 
(16.1) 

 
(13.3) 

 
(17.2) 

 
(2.5) 

 
(14.0) 

 
(3.6) (18.2) 

Other and 
offsets 
 

 
7.1 

 
- 

 
6.5 

 
- 

 
1.2 

 
- 

 
0.5 

 
- 

Operating 
income 
(consolidated) 

 
210.7 

  
198.6 

  
33.7 

  
31.6 

 

* Including agricultural products.  
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3.1 ICL Fertilizers 
 

Sales:  
Operations in the segment in 2003 amounted to approximately NIS 5,404.4 million ($ 1,234.2 
million), an increase of 25.3% compared with last year. The increase in sales turnover derives 
from the increased quantities sold of potash and fertilizers, including due to the acquisition of 
CPL, and from price rises.   

 
Operating Income:  
Operating income in the segment amounted to approximately NIS 680.9 million ($ 155.5 
million), an increase of 22.6% compared with the same period last year. The increase in income 
derives mainly from the increase in sales revenue as noted above and from an improvement in 
potash operations, particularly at ICL Fertilizers Europe. Conversely, the increase in the prices 
of raw materials, mainly sulfur, the increase in energy prices and the effect of the appreciation of 
the shekel on the shekel results in the segment, in dollar terms, offset part of the improvement. 
In addition, the increase of marine bulk transportation prices which occurred during the year and 
a further rise during the fourth quarter, should also be noted. This increase in transportation 
prices is also reflected in the increased prices of imported raw materials, particularly sulfur. 
Nevertheless, due to the Company's logistic advantage over some of its competitors, the effect 
of the increased transportation prices on the Company is comparatively low.  
Operating margin from sales amounted to some 12.6% compared with 12.9% last year, mainly 
influenced by the increase in transportation prices and the increase in the proportional share of 
Iberpotash and CPL, whose margins are lower than the operating margin on potash in Israel.   
 
Potash 
Sales revenue from potash includes sales by Dead Sea Works (excluding the Chemicals 
division), Iberpotash and CPL.  
 

Potash – Sales Revenue and Income 

$ millions 1-12/2002 1-12/2002 10-12/2002 10-12/2002 

Sales Revenue* 
 

765.4 578.3 190.1 138.8 

Operating income 
 

151.3 120.7 24.9 22.8 

* Including sales revenue from inter-segment sales.  
 

The increase in sales revenue is the result of the increase in quantities sold of potash and the 
rise in its prices, partly due to the effects of the appreciation of the euro against the dollar and to 
the consolidation of CPL, whose sales revenue was included last year only from May. The 
improvement of operating income, which increased by some 25.4% during the Report Period, 
derives first and foremost from the operating improvement in the European potash companies, 
together with an increase in potash production and in profit margins.   

 
Potash – Production and Sales 

Thousands of tons 1-12/2003 1-12/2002 10-12/2003 10-12/2002 

Manufacture 5,139 4,771 1,275 1,142 

Sales* 5,212 4,554 1,223 975 
* To external customers.   

 
The increase in potash production volume derives partly from the acquisition of CPL and also 
from increased quantities at all the production sites, particularly in Spain and England.    
 
The increase in sales is mainly in Europe (in particular due to the addition of CPL amounts), and 
in Brazil, China and India.  
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Dead Sea Evaporation Ponds  
In the evaporation process, a 20 cm layer of salt precipitates to the bottom of ICL Fertilizers’ 
evaporation Pond No. 5 ("the Pond”) each year. The precipitation of the salt causes a reduction 
in the depth (volume) of the solutions in the Pond. In order to overcome this phenomenon and to 
maintain ICL Fertilizers’ production levels, the water level in the Pond needs to be raised by 20 
cm each year.  
 
The hotels at Ein Boqeq and Hamei Zohar, erected after the construction of the Pond, are 
located on the shores of the Pond. Raising the water level above a certain height risks 
damaging the foundations and/or buildings of the hotels due to a rise in the level of the 
groundwater and/or to flooding, depending upon the extent of increase of the water level and 
the location of the hotel. It should be noted that the fact of the rising water level in the Pond was 
brought to the attention of the various relevant entities and authorities, including the hotels, most 
of whom have furnished written confirmation of their knowledge of and responsibility for its 
consequences. 
 
To protect the hotels from the rise in the water level, two barriers have thus far been 
constructed, one at Hamei Zohar and the other at Ein Boqeq. These barriers are dikes adjacent 
to the hotels which are termed “close protection". The height of the close protections has been 
raised over time, so that currently, the dike at Hamei Zohar will provide effective protection until 
the end of 2010 and the one at Ein Boqeq until the end of 2007. After those dates, the existing 
dikes will have to be raised or an alternative solution will have to be found. 
 
Due to the importance of this matter, a committee was set up by the Ministry of National 
Infrastructures and the Ministry of Tourism, to examine the possible protection alternatives 
available after the above dates. The committee recommended a solution of erecting a dike 
some 300 meters from the hotels, which would divide the Pond and create a small pond 
(“Lagoon”) opposite the hotels, from which all of the salt sediment will be removed each year, 
allowing the level of the Pond to remain the same.   
 
The proposal has not yet been approved by the government, and if and when it is approved, 
planning and other statutory aspects will also need to be addressed.  
 
Brine percolation exists at one of the dikes of the evaporation ponds at the Dead Sea, owned by 
Dead Sea Works ("DSW") of the ICL Fertilizers segment. After consultation with international 
experts, DSW has taken and is taking various maintenance actions to preserve the stability of 
the dikes. As at the date of this report, experts are of the opinion that there is no material threat 
to the stability of the dike.  

 
Fertilizers and Phosphates 
Sales revenue in this area 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 – Sales Revenue and Income  

 
$ millions 1-12/2003 1-12/2002 10-12/2003 10-12/2002 

 
Sales Revenue* 

 
497.0 

 
427.6 

 
114.0 

 
94.3 

 
Operating income 

 
3.1 

 
6.2 

 
(3.8) 

 
(7.6) 

* Including sales revenue from inter-segment sales.  
 
 

The increase in sales revenue (by about 16.2% for the year and 21% for the quarter) derives 
from an increase in sales of fertilizers, in particular to Brazil, and from a rise in the prices of 
most of the products with an improvement in the phosphate fertilizer market this year, and partly 
due to the influence of appreciation of the euro against the dollar. Conversely, there was a 
decrease in sales and a fall in the prices of phosphate rock (a different mix and an increase in 
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marine transportation costs), and in sales of green acid to external customers, mainly due to 
increased use of this acid within the ICL Group.   
 
Operating income during the period was adversely affected by the halt of production of rock 
facilities in order to reduce stocks of phosphate (so as to improve cash flow), and by other one- 
time operations, by a rise in the prices of sulfur, crude oil and marine transportation, and by 
increased costs of shekel inputs due to appreciation of the shekel against the dollar. On the 
other hand, the increase in sales revenue had a positive influence due to the price rises noted 
above and improvement in fertilizer production, which mitigated those effects.   

   
Fertilizers and Phosphates – Production and Sales 

Thousands of tons 1-12/2003 1-12/2002 10-12/2003 10-12/2002 

Phosphate rock 
Production 
Sales* 

 
3708 
704 

 
4091 
889 

 
958 
138 

 
999 
226 

Fertilizers 
Production 
Sales* 

 
1,638 
1,676 

 
1,562 
1,564 

 
385 
291 

 
368 
257 

* To external customers (net of sales to Group companies).  
 

Production of phosphate rock (as an end product) is in accordance with demand for internal 
uses and for sales, whilst maintaining the stock levels accordingly.  
Much of the decrease in sales of the rock during the period stems from the segment’s policy of 
transferring most of its rock output for internal uses, which have a higher added value, in the 
manufacture of acids and fertilizers.  
Fertilizer production increased, reaching a record level due to the improvement in the 
performance of the production facilities. Sales also increased, primarily to Brazil, due to 
increased demand while the product mix was changed.  
 
Rotem, a subsidiary, operates under mining concessions and licenses granted by the Minster of 
National Infrastructures and Israel Lands Administration ("ILA"). These concessions and 
licenses are due to expire in 2005.  Rotem has obtained a new mining concession for existing 
fields, with minor changes, in the Zafir area (Oron – Zin) and in Mishor Rotem until 2021. The 
validity of the new concession is contingent upon receipt of a permit from ILA for a concurrent 
period, a matter which is now being attended to. Rotem also received a new concession for 
mining natural phosphate in the Ef’fe field for 12 years, until the end of 2013, also contingent 
upon a permit from ILA, and this matter too is being dealt with. In view of the progress in the 
proceedings for obtaining permits from ILA, the Ministry of Infrastructures has given the 
Company approval to mine at Ef’fe Field.  
The present mining concession allows Rotem to mine phosphate rock ores, phosphate lime and 
minerals combined with phosphate layers, and to exploit them for manufacture and marketing.  
By law and under the concessions, Rotem must pay royalties to the State for these 
concessions. There is a dispute between Rotem and the Ministry of Infrastructures regarding 
the method of calculating the amount of royalties in a sum that is not material to ICL.   

 
3.2  ICL Industrial Products 

 
Sales:  
Sales in this segment in the Report Period amounted to approximately NIS 2,455.9 million 
($ 560.8 million), a decrease of about 3.1% compared with last year. The decrease in sales 
revenue derives mainly from smaller quantities sold and in particular in sales of biocides for 
water treatment. This is due to the situation of the target markets for products in this segment, 
influenced mainly by the world economic situation and the continued recession in the electronics 
market, as well as the weather conditions in North America.  Most selling prices as expressed in 
original currency did not rise in comparison with last year, but there was an increase in dollar 
prices as a result of the appreciation of the euro. Towards the end of the Report Period, 
increased prices were announced in the target market for products of the segment.     
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Income from sales of flame retardants remained unchanged, with the decrease in quantities 
sold during the year (an increase during the last quarter) being offset by an increase in the sale 
prices in some of the products, mainly due to the strengthening of the euro as against the dollar.  
 
The increase in quantities sold of clear brines for the petroleum and gas industries due to an 
increase in demand during the year, was partially offset by a fall in sale prices as a result of 
increased competition, inter alia as a result of the commencement of operations by a joint 
venture in Jordan of one of the Company’s competitors.  
 
During the period, operations were increased at the segment’s new bromine compounds facility 
in China – Sinobrom – in which ICL holds 50%.   
 
On September 17, 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 two of the three largest manufacturers of bromine in the world 
at present.  
 
A decrease in quantities sold of agricultural products due to implementation of the Montreal 
Protocol (see details below) led to a decrease in sales revenue, most of which was set off by a 
rise in prices.  
 
Cold and wet weather during most of the swimming pool season and increased imports of 
competing products, mainly from the Far East, which caused a principal customer to cease 
purchasing swimming-pool products, resulted in a decrease in sales of biocides for water 
treatment in North America.  
 
In December 2003, a continuation agreement for a period of six years was entered into with 
Hercules Corp. for the distribution of Fuzzicide for the paper industry (patented technology using 
ammonium bromide for water treatment).  
 
In magnesia products for the refractory industry, sales revenue was a little lower than last year, 
as a result of a planned reduction in the production and sales of products for the refractory 
industry, and a reduction in manufacture and sales of hydrochloric acid. During the Report 
Period, the consolidation of Periclase operations continued as part of the segment 
reorganization of ICL. As part of this, Dead Sea Bromine purchased the assets of Periclase in 
the last quarter of the year.   
 
Sales of Dead Sea chlorine-based products increased, mainly due to an increase in the sale of 
magnesium chloride products to the USA and the sale of large quantities of raw salt.  
 
Following an evaluation of the state of marketing and sales of monomers, it was decided to 
cease selling these products, due to the fall in their prices. Accordingly, this segment wrote 
down some $ 13 million from the balance of the non-depreciated cost of the monomer 
production facility.   

 
The Montreal Protocol 
 
Under the accord known as the “Montreal Protocol”, to which Israel is a signatory (and which 
was adopted during the Reporting Period as part of Israeli local legislation), 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 $ 40.9 million, with an operating income of 
approximately $ 9.2 million. Sales of methyl bromide for soil fumigation to “developing countries” 
are expected to continue until 2015.  There have been discussions recently between countries 
party to the Montreal Protocol regarding possible amendments to the rate and timing of 
reduction of manufacture and consumption of methyl bromide in developed countries, as 
explained above. At the end of March 2004 talks will be held among the parties to the Protocol, 
at which resolutions are expected to be adopted concerning approval of amounts for production 
and consumption of methyl bromide for soil fumigation in developed countries, for uses defined 
as “critical uses” for the coming three years.   
 
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 
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product (feedstock), and is also used in recycling and re-use. These uses are not within the 
purview of the Montreal Protocol.  
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.  
 
Total sales of agricultural products in the Industrial Products segment in the Report Period, for 
uses and customers upon which and to whom the prohibition against production and marketing 
will not, as currently understood, apply even in 2005, amounts to $ 42.1 million. The operating 
income in respect of these sales was about $ 12.2 million.  
 
Operating Income: 
Operating income in this segment in the Report Period amounted to approximately NIS 106.4 
million ($ 24.3 million), a decrease of about 32.2% compared with last year.   
The decrease in profit derived, mainly, from a decrease in sales as described above, an 
increase in the costs of energy and other inputs, an increase in sales and marketing expenses 
as a result of a an increase in quantities sold of chemicals for oil drilling, and the effects of 
appreciation of the shekel against the dollar on shekel results in dollar terms. The improvement 
in operating income of chlorine-based products from the Dead Sea, and efficiency measures, 
mitigated the decrease in profit.    
 
In addition, the segment recorded $ 37.6 million (compared with $ 12.7 million last year) in other 
expenses (net). Most of these expenses are due to a decline in the value of assets and 
provisions for the early retirement of employees.  
 
Environmental Issues:  
Some of the products in the industrial products segment are, at some level, hazardous to 
persons who might be exposed to them, either during the course of their production or during 
transportation, storage or use. More specifically, bromine is a toxic corrosive element. The 
segment’s policy is to act at all times to prevent and monitor the risks, as detailed in section 4 
below.  
 
A trend has become apparent among European Union regulators to enact laws that are liable, in 
the future, to influence the production or use of various flame retardants manufactured by the 
Industrial Products segment.   
 
Many countries around the world are examining possible limitations on the use of brominated 
flame retardants. The following are details of the main proceedings known to the segment as at 
the date of this report:  
European Union authorities are continuing a risk assessment relating to the flame retardants 
DECA, HBCD and TBBA. The report on DECA and its effects on the environment was published 
recently and notes that DECA does not constitute an environmental hazard. The report on the 
section relating to human health was published without negative findings and is currently under 
re-evaluation. The risk assessment for HBCD and TBBPA is in the stage of collecting 
supplementary data and the reports are 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, following legislation banning the use of these two substances in 
California, under which these products would be removed in 2008 from the list of products 
permitted to be produced and sold. ICL Industrial Products does not manufacture PENTA, and 
only small quantities of OCTA, the production of which will be ceased in 2004. The Company 
estimates that if this legislation is passed, it will not have any direct negative effect on 
operations in the segment. The Houses of Representatives of various states in the USA are, as 
at the date of this report, in various stages of deliberations on draft legislation regarding 
brominated flame retardants, including various proposals ranging from limiting the use of DECA, 
to the marking of products containing DECA and prohibiting its use in the future.   
 
On February 23, 2003 the Ministry of the Environment demanded that the Ramat Hovav 
Industrial Council add new conditions to the business licenses of the waste treatment facilities in 
Ramat Hovav. These conditions include additional requirements for self-treatment of effluents 
from the Bromine Compounds plant. The local council has not yet changed the special terms of 
the business license for the plant under the above requirements. ICL Industrial Products is 
currently negotiating with the Ministry of the Environment and the Ramat Hovav Council with the 
aim of reducing these requirements. If the Ministry of the Environment insists on these 
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requirements and they are not modified in legal proceedings, this will have a considerable effect 
on the operations of the Ramat-Hovav plant and/or will require investments the extent of which 
the Company cannot estimate at this stage.   
 

 
3.3 ICL Performance Products 
  

Sales:  
Sales in the segment amounted to approximately NIS 2,262.2 million ($ 516.6 million), an 
increase of 15.3% compared with last year. During the Report Period there was an increase in 
sales of food additives, chemicals for water and paper, and hygiene products. Conversely, a 
slow-down was apparent in other areas of activity during the period, influenced by the economic 
situation in Europe, and in particular in Germany. The strengthening of the euro against the 
dollar made a significant contribution to sales turnover in dollar terms.   
 
Operating Income: 
Operating income in this segment amounted to NIS 156.0 million ($ 35.6 million), 16.7% lower 
than the same period last year. The margin on sales was 6.9%.   
The appreciation of the euro exchange rate against the dollar lessened the ability of the 
segment to compete against dollar manufacturers. Operating income was also harmed by 
increased costs of raw materials, energy and other expenses, alleviated by ongoing efficiency 
and savings measures in the segment. Profitability was also harmed 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.  
 
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 phosphorus pentoxide (P2O5), about half through a process of cleaning green acid, 
and waste was significantly reduced. During the period, the remainder of the production 
capacity was converted to the more efficient cleaning process and the converted production 
facilities were run in.  
 

3.4 Metallurgy 
 
 Sales:  

Sales in the segment amounted to approximately NIS 323.2 million ($ 73.8 million), an increase 
of 4.6% 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 sales revenue. However, a rise 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 economic slowdown, notably in the aluminium and 
automotive industries, adversely affected sales during the Report Period. Nevertheless, at the 
beginning of 2003 one of the western manufacturers of magnesium announced the closing 
down of its magnesium facility. Chinese magnesium prices also rose during the Report Period, 
following increases in primary production inputs in China.   
 
Operating income: 
The operating loss in the segment amounted to approximately NIS 52.0 million ($ 11.9 million), 
compared with NIS 58.0 million ($ 13.3 million) last year. The decrease in the loss compared 
with last year is due to price rises, which were offset by higher energy prices and the 
appreciation of the shekel against the dollar. 
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4. Environment and Safety  
 
Some of the products of the ICL Group (particularly certain products of the ICL Industrial Products 
segment) are subject to environmental regulation and certain products may be hazardous, at some 
level, to those who are exposed to them during their production, transportation, storage or use. In 
addition, some of these products are potentially harmful to the environment in connection with effluent, 
air emissions and waste generated during production, causing pollution that necessitates clean up or 
burial. There is also a risk of claims in respect of bodily injury or property damage in respect of 
exposure to hazardous materials.  
 
The storage, handling, production, conveying, use and removal of such materials, their components 
and by-products in the production processes at the ICL Group, are strictly controlled by exhaustive 
standards and legislation. Moreover, there is a growing trend, in Israel and worldwide, towards more 
stringent legislation, licensing and enforcement of ecological standards including by way of "special" or 
"additional" conditions in the business licenses of the production plants.  
 
It is the policy of the ICL Group to act, in cooperation with the authorities, to prevent and minimize the 
risks by investing in safety measures for dealing with effluents and air emissions, for handling waste, 
training employees and clients, as well as other actions. The Group invests considerable resources in 
ascertaining compliance with the provisions of the environmental protection laws and in preventing or 
reducing, as far as possible, environmental hazards that are liable to occur in the ordinary course of 
business.  
 
The Board of Directors of ICL and the boards of directors of the segments and companies regularly 
monitor implementation of the compliance programs and the maintenance of safety and environmental 
standards.[ICL’s board of directors appointed Mr. Asher Greenbaum, currently CEO of ICL Fertilizers, 
to be responsible for safety, environment and security in the Group.]  
 
4.1 Safety 
 

The ICL Group defines safety in the workplace as being of primary importance.  
The boards of directors of the segments and the companies and the respective safety 
committees periodically examine safety achievements and events, and the extent of compliance 
with targets set in light of the Group’s safety policy. A safety compliance program is 
implemented by the companies of the Group, with the assistance of legal counsel, and with 
periodical inspection of the extent to which each segment and company meets the requirements 
of the law and internal procedures accordingly. The Israeli safety standard OSHAS 18001 is 
applied at the DSW, Rotem and DSB companies of ICL in Israel. Work accident analysis using 
OSHA parameters is carried out in all ICL companies in Israel and most of its companies in 
Europe and the U.S.  
  
Safety activities in the companies are carried out on a continuous, ongoing basis, in accordance 
with pertinent professional requirements and in light of the Group’s aim of preventing and 
minimizing accidents. In recent years, the endeavors made by all of the companies towards 
improvement and excellence in the field of safety are reflected in the reduction in the number of 
accidents and the improvement of conditions and levels of safety in the workplace.   
 
The following activities are worthy of note:  An ICL forum on safety has been set up, in which all 
of the safety representatives of the ICL companies in Israel participate. The forum deals with the 
Group’s guidelines and policy and events, and activities undertaken by the companies are 
distributed for updating; employee improvement teams develop and implement original ideas for 
improving safety levels; internal achievement competitions are held; safety instruction courses 
are held, authorizations given and internal drills undertaken to expand knowledge and 
readiness, inter alia in a Group-wide training center; advanced protection and early warning 
systems have been purchased and installed, etc.   
 

4.2 The Environment 
 

The Group’s policy is to act at all times to prevent and monitor adverse effects on the 
environment, and to invest in safety, the treatment of waste, effluents and air emissions, the 
training of employees and clients (where required), all in full cooperation with the authorities, as 
well as other activities. ICL operates a training and instruction program to instill the importance 
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of environmental protection among employees and managers. ICL companies in Israel have 
also joined the international “Responsible Care” program, for the improvement of the 
environmental, safety and health aspects of the companies products and production processes.  
 
The level of emissions from production installations is monitored using technological means that 
accord with accepted standards, to the extent that such standards exist. The plants are 
operated with maximum adherence to the provisions of the relevant laws. Most of the production 
sites of the ICL Group in Israel and Europe are certified under one of the standards in the ISO 
14000 standard group, which is an environmental management standard.   
 
ICL’s production plants are subject to binding standards regarding the emission of pollutants 
into the air. The standards in Israel were laid down by the Ministry of the Environment ("the 
Ministry”), in special conditions in the business licenses awarded to the plants, which include the 
maximum concentration of substances that may be emitted into the air, and provisions 
regarding the measurement and monitoring of emissions and the reporting of deviations. The 
segment’s plants in Israel are also signatories to an accord for the implementation of standards 
regarding emission of pollutants, signed on January 21, 1998 by the Israeli Manufacturers 
Association and the Ministry of the Environment ("the Accord”). The Accord allows signatory 
plants to reduce emission concentrations and meet the target standards set in it, over a period 
of between 4 and 14 years (depending on the class of pollutant).  
 
On 28 May 2002, the Ministry issued a warning to one of the companies in the ICL Fertilizers 
segment, claiming that the company had deviated from the emission conditions set out in the 
business license granted to the company before the date of signing the Accord. According to the 
Ministry, the Accord does not apply to the conditions of licenses granted before the Accord was 
signed. The segment contends, in reliance, inter alia, on the position taken by the 
Manufacturers Association and on a legal opinion, that the terms of the Accord prevail over prior 
terms of the business licenses. Despite the fact that it has valid claims based on the Accord, the 
subsidiary decided to act to reduce emissions with the aim of arriving at the targets of the 
business license earlier than required under the Accord, and has submitted a plan to the 
Ministry for handling deviations until it meets the target standards.  
 
In February 2004, the Company learned that the Prosecutor of Environmental Crimes of 
Catalonia, Spain, has instituted a criminal proceeding in which he filed a report in the 
Magistrate's Court in Messerat, Spain, against a company from the ICL Fertilizer segment which 
operates mines in Spain, and against former and current managers of that company, claiming 
that company managers had contravened local legislation and caused contamination of the 
groundwater due to the seeping of salt dumped from the mining sites over a period of many 
years, starting before the company was taken over by ICL Fertilizers. The Court was requested 
to issue an order forbidding the continued disposal of salt dumpings. As at the date of this 
report, said order has not been given. ICL Fertilizers estimates, relying on its legal advisers, that 
at this stage, the probability of such an order being given is low. Should such an order be 
granted and should it not be revoked in the legal proceedings, it will have a material effect on 
mining operations at that site.  
 
On February 23, 2003 the Ministry of the Environment demanded that the Ramat Hovav 
Industrial Council add new conditions to the business licenses of the waste treatment facilities in 
Ramat Hovav. These conditions include additional requirements for self-treatment of effluent 
from the Bromine Compounds plant.  The local council has not yet changed the special terms of 
the business license for the plant under the above requirements. ICL Industrial Products is 
currently in negotiations with the Ministry of the Environment and the Ramat Hovav Council with 
the aim of reducing these requirements. If the Ministry of the Environment insists on these 
requirements and does not alter them in legal proceedings, this will have a substantial effect on 
the operations of the plant at Ramat-Hovav and/or will require investments the extent of which 
the Company cannot estimate at this stage.  
 
For details on the legal proceedings regarding the Kishon and the Ef’fe 13 Appeal, see section 9 
in this report.  
 
 



 

 17 
 

5. The Group’s Financial Position and Sources of Finance 
 

5.1 It is the policy of ICL is to reduce its financial leverage and, at the same time, diversify its 
sources of finance among various financial instruments and local and overseas sources 

.  
In 2003, the downward trend in net financial liabilities of the Group continued, and at the end of 
the period, net financial liabilities amounted to NIS 3,891.6 ($ 888.8 million), after a decrease of 
NIS 1,198.5 million ($ 273.6 million) during the year. This decrease is derived mainly from the 
redirection of free cash flow to the reduction of financial liabilities, and in particular, receipts from 
the securitization transaction in the amount of NIS 381 million ($ 87 million) at the beginning of 
the year, and from reclassification of the balance of $ 72 million of convertible bonds from the 
loans item to a quasi-capital item since, in the opinion of the Company’s Management, it is 
highly probable that the balance of the bonds will be converted. 

 
The Group’s principal sources of financing are short-term and long-term loans from Israeli and 
international banks. During 2003, the Group continued to raise loans from Israeli and 
international banks in order to recycle current maturities. After the balance-sheet date, a 
syndication loan in the amount of € 140 million (approximately $ 175 million) was entered into 
with 8 international banks for a period of 3.5 years (bullet) at an interest rate of LIBOR + 1.05%.  
 
Alongside bank loans, the Group uses both long-term and short-term non-banking sources to 
diversify its debt portfolio. In this context, the Company issued $75 million of convertible  
debentures in 2001. By December 31, 2003, $6.6 million of the debentures had been converted 
to ICL shares. As at the date of publication of this report, an additional $ 5.6 million were 
converted to ICL shares. The Company's Management estimates that there is a high probability 
of conversion of the balance of the convertible debentures, and accordingly, the outstanding 
balance is currently stated under a quasi-capital  item.  
 
The Company continues to issue short-term non-tradable commercial papers.  As at the date of 
this report, the balance held by the public amounted to approximately $ 77 million.  
 
At the end of 2002, the Company effected a transaction to sell customer debts (‘Securitization’).  
The maximum sources of finance available to the Group in respect of this transaction amount to 
$ 250 million. Actual sources of finance are the result of customer debts at any one time, and 
fluctuated during the year between $ 210 million and $ 250 million. The Securitization 
transaction replaced bilateral transactions of customer debt factoring, the balance of which, 
before the Securitization transaction, was approximately $ 114 million. 
 
The following are the principal components of cash flows and their use (in millions of dollars):  
 
  1-12/2003 1-12/2002 
Cash flow from 
current operations*  

 453 355 

Net investments and 
acquisitions 

 (126) (184) 

Dividend  (63) (55) 
Change in net 
financial liabilities 

 (274) (82) 

*of which: net 
securitization 

 (87) (47) 

 
 

5.2 Insurance 
 
The ICL Group carries property insurance for physical damage and loss of profits, under market 
common policy terms. The extent of coverage is $ 450 million, calculated in accordance with the 
expected maximum loss from an earthquake in the Dead Sea region, based on an assessment 
prepared for the Company by experts. The Group’s property in Israel is insured against physical 
damage resulting from an act of terror, under the Property Tax and Compensation Fund Law.  
CPL does not carry insurance for damage to underground property since, in CPL’s opinion, the 
cost of the premium versus the coverage offered does not justify taking out such insurance.  



 

 18 
 

Inquiries made by the Company indicate that a similar approach has been taken by other 
companies in this field around the world.  
 
The ICL Group carries product liability insurance, third party insurance and employers’ liability 
insurance in the sum of $ 300 million. According to professional surveys, this coverage is similar 
to the average coverage taken out by chemical companies around the world with sales figures 
similar to those of ICL. Coverage is under the standard policy conditions in this field. The Group 
is also insured under other policies, including marine cargo insurance, credit insurance, 
insurance for gradual ecological damage, directors & officers insurance and fidelity insurance.  
 
The ICL Group owns a "captive" reinsurance company, allowing direct access to the 
international reinsurance market and the possibility of taking retentions beyond the single 
company level, in order to reduce the cost of the premiums paid to the external insurance 
market, and the cost of risk to the Group.  
As at the date of this report, the retention of the captive in property insurance stands at $ 7.5 
million per event, and $ 15 million as annual aggregate. The retention of the captive in other 
policies is not material.  

 
 
6. Investments 

 
During the Report Period, investments in property, plant and equipment net of investment grants 
amounted to approximately NIS 549.2 million ($ 125.4 million), compared with investments in property, 
plant and equipment amounting to NIS 730.2 million ($ 166.7 million), as well as the acquisition of the 
entire share capital of the potash company CPL at NIS 101.1 million ($ 23.1 million) last year.  
 
 

7. Human Resources 
 
The total number of employees at ICL Group as of December 31, 2003 is 8,451, compared with 8,772 
on December 31, 2002. The decrease in the number of employees is mainly the result of continued 
measures taken to improve efficiency and cut Company costs, whilst at the same time the number of 
employees in the Company’s ventures in China increased.   
 
In January 2004, the Knesset enacted a law which amended the rules of pension funds so that the 
pension age is to increase gradually from 65 to 67 for men and from 60 to 62 for women.  
Under this law, an aid budget of NIS 3 billion will be allocated to the entire economy from the 2004 
financial year until the 2015 financial year (about NIS 250 million for each fiscal year, transferable 
between years), in order to assist in solving financial difficulties that might result from statutory rise in 
the retirement age.  
The criteria for utilizing the aid budget are to be laid down by a public committee which will determine 
an absolute priority for aid in solving difficulties in the business sector over the public sector.  ICL has 
a group of employees who have taken early retirement and others who are eligible to take early 
retirement in the future (see Note 18 to the financial statements). The above-mentioned law, even 
when taking into consideration the assistance to be made available to cope with its effects, may have 
an effect upon the Group’s liabilities towards its employees upon retirement.  
As at the date of this report, ICL Group is unable to estimate the effects of the changes in the by-laws 
of the pension plans upon its liabilities to employees upon retirement and the amounts of aid that they 
will receive, and accordingly, the amount that it might need to set aside in the financial statements of 
2004.  
 
Under a collective agreement signed in 1978 with the employees of the subsidiary DSW of the ICL 
Fertilizers segment, employees working in the Sdom plant take early retirement at age 58 provided 
they have worked there for 25 years, or at age 60 provided they have worked there for 20 years. On 
September 16, 2001 the Regional Labor Court in Be'er Sheva ruled, in the claim of a DSW employee, 
that the early retirement clause in the aforementioned collective agreement should be interpreted as 
granting a right to retire and not as imposing an obligation to retire. On March 18, 2003 the National 
Labor Tribunal partially accepted the appeal of the Company and reversed the determination of the 
Regional Tribunal regarding the right rather than the obligation to retire. The decision declared the 
existing early retirement arrangement void, but suspended the effect of the declaration for  six months 
after the date of giving the decision, to give the parties time to negotiate a new and detailed 
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arrangement for the early retirement of the Sdom employees, on a basis that will meet the principles of 
the law and of case precedent.  
 
 

8. Exposure to Market Risks and Methods of Managing such Risks 
 

8.1 The CFO of ICL is responsible for managing the market risks to which ICL is exposed.  
 
8.2 Regarding ICL’s operations and its business environment as described in section 1 above, ICL 

is exposed to the following principal market risks: 
 

A. Prices – Selling prices of certain products and prices of certain inputs: 
Some of ICL’s products and of some of its inputs are characterized by  given market 
prices which ICL has limited ability to affect. The Group is exposed to changes in the 
prices of these products and inputs.  
The prices of ICL’s products have no hedging instruments. The ICL Group protects some 
marine transportation prices by means of long-term contracts. As at the date of this 
report, ICL does not hedge fuel oil prices.  

 
B. Exchange rates and the CPI: 

The dollar is the principal currency of the business environment in which most of the 
Group’s companies operate. The majority of operations – sales, purchase of materials, 
selling expenses, marketing and financing, as well as the purchase of property, plant and 
equipment – are transacted in foreign currency, mainly dollars, and so the dollar is used 
as ICL’s functional currency of measurement and reporting.  
ICL has a number of consolidated subsidiaries overseas whose operations are 
independent and autonomous. The currencies of measurement of those companies are 
the euro and the pound sterling.  
 
B.1. Some of ICL’s sales in non-dollar currencies expose it to changes in the exchange 

rates of those currencies against the dollar. The income and expenses of the 
consolidated overseas companies which operate independently / autonomously in 
local non-dollar currencies, do not constitute exposure, however the income and 
expenses of those companies in dollars do expose those companies to fluctuations 
in dollar exchange rates vis-à-vis the currencies in which they operate.   
ICL’s exposure as aforesaid is measured after deduction of expenses in the sale 
currency and after deduction of surplus income over expenses in dollars of those 
companies whose measurement currency is not the Dollar.  
ICL’s policy is to hedge a considerable portion of this exposure by way of various 
financial instruments, including derivatives.  
The prices of certain transactions, despite not being effected in dollars, are affected 
by the changes in dollar exchange rates as compared with the transaction currency 
and are adjusted to changes in the exchange rate during a short period.  ICL does 
not hedge against this temporary exposure.   

B.2. Part of the costs of ICL’s inputs in Israel are denominated and paid in shekels. 
Thus, ICL is exposed to a strengthening of the shekel exchange rate against the 
dollar (shekel appreciation). ICL’s policy is to partially hedge this exposure in 
accordance with market conditions and forecasts of exchange rate developments.  

B.3. The results for tax purposes of the Company and some of the ICL companies are 
measured in a currency other than the dollar – in Israel, CPI-adjusted shekels, and 
abroad, in the local currency.  As a result, ICL is exposed to the difference between 
the percentage of the change in the dollar exchange rate and the basis of the 
measurement for tax purposes.  ICL does not hedge against this exposure.  

B.4. ICL has severance pay commitments which are made in local currency, and in 
Israel they are also affected by rises in the CPI. The ICL companies in Israel have 
financial assets to cover part of these commitments, which are invested on the 
domestic capital market and therefore are affected by the performance of the funds 
in which the sums are invested. The Company does not hedge against this 
exposure.  

B.5. ICL has monetary assets and liabilities in non-dollar currencies or in currencies 
which are not linked to the dollar, which are adjusted compared with the local 
currency in autonomous overseas companies (except as described in sub-sections 
B.3 and B.4 above). The differences between the assets and liabilities in the 
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various currencies create exposure. The Company’s policy is to hedge against 
(most of) this exposure by means of financial instruments, including derivatives. 

B.6. Investment in independent / autonomous subsidiaries – ICL has consolidated 
subsidiaries overseas whose operations are independent and autonomous. The 
end-of-period balance-sheet balances of these companies are translated into 
dollars at the end of the period at the exchange rate of the dollar and the currency 
in which these companies report. The beginning-of-period balance-sheet balances, 
as well as capital changes during the period, are translated into dollars at the 
exchange rate at the beginning of the period or on the date of the change in capital, 
respectively. The differences arising from the effect of the change in the exchange 
rate between the dollar and the currency in which the companies report, create 
exposure. The effects of this exposure are charged directly to shareholders’ equity. 
The Company does not hedge against this exposure.  

 
C. Interest Rates: 

The Group has variable-interest loans which expose its financial results (financing 
expenses) to changes in those interest rates.  
ICL hedges against part of this exposure by means of financial instruments, including 
derivatives. 
As at December 31, 2003, ICL has cap options to secure a LIBOR interest ceiling of 3%, 
which covers a notional amount of $ 30 million. ICL has also purchased and written 
interest options which serve to fix LIBOR interest in a range of between 2% and 6% 
(collar). The options cover a notional amount of $ 176 million. Some of these transactions 
combine the writing of options under which, if the variable LIBOR-based interest exceeds 
6.5%, the transactions at such time will be temporarily void.   
After the balance-sheet date, the Company purchased cap options to secure a LIBOR 
interest ceiling of 4%, which covers a notional amount of $ 100 million.  

  
8.3 Derivatives transactions are made with banks. ICL believes that there is no consequent 

credit risk.  ICL does not demand and does not provide collateral for these derivatives.  
 
8.4 ICL’s companies regularly monitor the extent of the exposure and hedging in the various 

areas. The hedging policy for all types of exposure is discussed by the boards of directors 
of the Company and of ICL’s companies as part of the annual budget discussions. The 
finance committees of ICL’s companies receive quarterly reports for discussion of the 
quarterly results, as a control device for application of the policy and for its revision if 
necessary. The managements of the companies apply the policy with reference to actual 
developments and to expectations in the various markets.  

 
8.5 ICL uses financial instruments and derivatives (hedging instruments) for hedging 

purposes only. These hedging instruments neutralize ICL’s exposure as described above. 
Thus, ICL includes the financial results of these instruments together with the results of 
the assets and liabilities which they protect. The financial results of all other hedging 
transactions are charged to financing expenses.  
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8.6 Linkage Base Report 

Hereunder the linkage terms of monetary balances:  
       

Composition as at December 31, 2003: 
In thousands of dollars 

      
In shekels  Dollar-

linked 
Non-dollar 
currency 
(mainly 
euro)(1) 

CPI-linked Unlinked 

Non-
monetary 

Total 

Assets: 
Current 
Non-current  

 
146,161 

2,407 

 
208,904 

2,506 

 
39,567 

9,561 

 
84,199 

4,043 

 
564,467 

1,907,505 

 
1,043,298 
1,926,022 

 148,568 211,410 49,128 88,242 2,471,972 2,969,320 
Liabilities: 
Current  
Long term 

 
548,955 
376,520 

 
280,126 
170,252 

 
1,893 

29,712 

 
253,902 
85,808 

 
7,447 

194,937 

 
1,092,323 

857,229 
       
Total balance-sheet 
balance, net 776,907 213,712 7,733 251,468 2,269,588 1,019,768 

(1) Including autonomous units reporting in euros whose euro liabilities do not generate exposure.  
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8.7  Derivative Positions 
Thousands of dollars 

 
Hedging transactions against the effects of changes in exchange rates on cash flows

 
 Nominal Value Fair Value 
 Up to One Year Up to One Year 
 Long Short Long Short 
 
Currency:  NIS / $ in $ ‘000s 
 

 

Put Options  
Setoff recognized for accounting 23,000 - 3 
Setoff not recognized for 
accounting 10,000 14.0 

Call Options   
Setoff recognized for accounting 23,000 644.0 

 
Currency:    Euro / $ in $ ‘000s 

 
FORWARD  
Setoff recognized for accounting 9,500  - 129 
Put Options    
Setoff recognized for accounting 76,115  - 4,481 
Call Options    
Setoff recognized for accounting 72,351  527 
FORWARD    
Setoff recognized for accounting    
 
Currency:   JPY / $ in $ ‘000s 
 
Put Options    
Setoff recognized for accounting 21,100  - 487 
Call Options    
Setoff recognized for accounting 21,100  162 
 
Currency: GBP / $ in $ ‘000s 
 
FORWARD     
Setoff recognized for accounting 1,050  - 53  
Put Options     
Setoff recognized for accounting  4,650  - 202 
Call Options     
Setoff recognized for accounting  4,650  26 
 
Currency: GBP / Euro in $ ‘000’s 
  
FORWARD     
Setoff recognized for accounting 2,550  45  
FORWARD    
 
Currency: Euro / JPY in $ ‘000s 
 
Setoff recognized for accounting 2,700  -26 
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Interest hedging transactions against the effects of changes in variable interest rates (LIBOR) 

on dollar loans 
 

 Nominal Value Fair Value 
 Up to one year More than one year Up to one year More than one year 
 Long Short Long Short Long Short Long Short 
Swap   18,500    - 1,137 
Caps 10,000  206,000    2,919 
Floors   176,000    - 4,692 
 

 
9. Miscellaneous Events during the Period 
 

9.1 Contrack-Line Ltd. (“Contrack-line” (filed a claim in the Tel Aviv District Court against the 
subsidiary Dead Sea Works Ltd. (“DSW”) and others, the main cause of which is infringement of 
a patent relating to a dredge for crushing the salt mushrooms in the Dead Sea, and other 
alleged harm to the rights of the plaintiff relating to the dredge. The District Court held in its 
ruling that DSW had infringed the patent. An appeal against this ruling has been filed with the 
Supreme Court.  Mediation between the parties was unsuccessful and the case is awaiting 
ruling by the Supreme Court.  
 
Concurrently with the appeal and based on the above decision, Contrack-Line filed a financial 
claim against DSW in the District Court for $ 51 million, in respect of the damage/loss it 
sustained. Contrack-Line applied for an exemption from the court fee, and the Court ruled that it 
should pay a nominal fee of NIS 10,000 for a claim amount of up to 20 million Dollars.  Both 
parties have appealed this decision. The ruling in these appeals has been deferred until after 
the ruling on the appeals in the Supreme Court.  
 
The subsidiary included a provision in its books which, in its opinion, based on the opinion of its 
legal counsel and taking into account the progress of these proceedings, might reasonably 
cover exposure to the proceedings.  
 

9.2 V.I.D. Desalination Co. Ltd. (“VID”) which is held by the subsidiary I.D.E. Technologies Ltd. 
(“IDE”), 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 a quantity (after being increased) of 100 million cubic meters per year. IDE holds 
about half of the ownership and control of VID.   
On January 22, 2003, VID entered into a series of contracts with a group of lenders and 
institutional investors to fund the erection and operation of the Desalination Project. The 
financing is likely to reach as much as NIS 760 million (with supplementary funding of up to 
NIS 52 million), subject to the fulfillment of various milestones. The remaining NIS 235 million 
(and supplementary funding, if any, in the sum of up to NIS 17 million) will be provided by VID 
from shareholders equity and shareholders’ loans.  
 

9.3 On May 29, 2001 a class action under the Prevention of Environmental Nuisance (Civil Claims) 
Law, 5752-1992, was filed against the subsidiary Fertilizers and Chemicals Ltd. ("Fertilizers"), of 
the ICL Industrial Products segment, and numerous other defendants. The claim alleged that 
the defendants were polluting the Kishon stream. The plaintiffs have applied to the Court to 
order that the flow of effluent into the Kishon be stopped, and that the stream be restored to the 
state it was in prior to the flow of effluents into it.  
On June 13, 2001, May 22, 2002, December 31, 2002, March 20, 2003 and December 8, 2003, 
monetary claims were filed against Fertilizers and many other defendants in the total sum of at 
least NIS 149.5 million (about $ 34 million) for the spillage of effluent into the Kishon stream 
which, according to the Plaintiffs, caused the cancer from which they suffer. These claims are 
added to others filed, including against Fertilizers, for bodily injury and financial losses allegedly 
sustained by the plaintiffs as a result of pollution of the Kishon, for which it is alleged that 
Fertilizers and the other defendants are liable. On August 24, 2003 an application was filed to 
add 62 plaintiffs to one of the bodily damage claims mentioned above. On January 15, 2004, an 
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additional claim, was filed against Fertilizers and many other defendants, dealing with property 
damage. The total sum of the property claims is about NIS 30.2 ($ 6.9 million).  
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.  
 

9.4 In February 2002 the Israel Union for Environmental Defense (“IUED”) submitted an appeal to 
the Water Tribunal, which is directed against the Water Commissioner and against two 
subsidiaries of ICL from its Fertilizers segment, in which it requests to direct the Water 
Commissioner to issue orders against the subsidiaries, obligating them, inter alia, to redress 
and/or reinstate the salinity of the Havurat Yehuda aquifer (in which the “Ef’fe 13” bore is 
located), to its original levels and/or to take all necessary action in order to prevent recurrence 
of the alleged pollution. The appeal further requests that the orders obligate the subsidiaries to 
immediately halt the permeation of industrial effluents into the sub-terrain and to pump the 
polluted water from Ef’fe 13 and other bores – in order to minimize the spreading of the pollution 
and to control the rising salinity levels, while utilizing the polluted water instead of unpolluted 
water extracted from other sources.  
 
The managements of the subsidiaries believe that they have good arguments to show why such 
orders should not be given, why the pollution was not caused by the subsidiaries, that the Water 
Tribunal is not competent to rule in this case, and that IUED has no standing in the proceedings.  
Furthermore, another subsidiary of ICL has expressed its willingness to purchase the water from 
the Ef’fe 13 bore. The Water Commissioner notified the Tribunal that in his opinion, the relief 
should not be granted since, inter alia, to the extent that pollution was caused – it has been 
halted, and since practical solutions are being investigated for use of the aquifer’s water which 
will in any case solve the problem of the alleged pollution.  
 
The hearing of this appeal has ended and the file is currently at the closing statement stage. As 
the requested relief is very general and cannot be quantified, it is impractical to try to estimate, 
at this stage, the potential cost of the actions, if any, that the subsidiaries may be required to 
take.   
 

9.5 On January 23, 2003 the Board of Directors of ICL approved a plan for a private placement of 
options exercisable for 25,000,000 shares of the Company to a group of senior officers of the 
ICL Group, including the Chairman of the Board and the CEO of the Company. On February 24, 
2003 the allotment of the options to the Chairman of the Board was approved by the General 
Meeting of the Shareholders of the Company. 
 

9.6 On January 30, 2003 the Board of Directors of ICL approved the amendment of the terms of the 
July 1999 allotment of options for shares, so that employees who exercise the options will be 
allotted shares in an amount equal to the benefit to which they are entitled. On February 24, 
2003 the amendment was approved in connection with the options allotted to the Chairman of 
the Board and the CEO of the Company, by the General Meeting of the Shareholders of the 
Company.  
 

9.7 On January 30, 2003 the Board of Directors of ICL gave its approval to the management of the 
Company to purchase, from time to time, itself or through a subsidiary, up to 20 million ordinary 
shares of ICL out of the Company’s distributable profits, as provided in the Companies Law, 
5759-1999. The purchase can be made either on or off the floor of the stock exchange. The 
method, prices and dates of purchasing the shares will be decided by the management of ICL at 
its discretion, in accordance with the above and subject to the provisions of the internal 
compliance plan on the subject of securities. During February 2003, 2,196,632 shares were 
acquired by a subsidiary of the Company.  
 

9.8 On February 4, 2003, ICL received notice from Maalot, The Israeli Securities Rating Co. Ltd. 
(“Maalot”), of renewal of the A-1 rating for the  outstanding series of NIS 350 million ($70 million) 
of commercial papers of ICL. The rating committee of Maalot also set an A-1 rating for 
additional series of NIS 150 million ($30 million) of such commercial papers, if and when such a 
series would be issued.  ICL undertook towards Maalot to maintain back-up credit lines in the 
amount of the outstanding series, and to submit an undertaking to obtain additional back-up 
credit lines in the amount of the additional series, if and when such a series is issued.  
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9.9 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. The Company’s 
accountants to that date, PWC Kesselman & Kesselman, still serve as auditing accountants of 
companies in the ICL Group.   
 

9.10 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 outside director for an additional period and to confirm the appointment of 
Yaacov Dior as outside director.  
 

9.11 In September 2003, a claim for compensation for bodily damage in the sum of NIS 21 million 
was filed against a number of entities including companies from the ICL Fertilizer segment, by 
the heirs of five employees of the Ashdod Port who died of various forms of cancer which they 
allege were caused as a result of being exposed to radiation from the phosphate and potash in 
the port. These proceedings are at very preliminary stages and as at the date of this report, a 
Statement of Defense has not yet been filed. The Company, based on the assessment of its 
legal counsel, is of the opinion that the claim is groundless and that in any event there is no 
justification for making any provision in its books for this claim.  
 

9.12 On November 30, 2003, a subsidiary, ICL Financing and Issues Ltd. (“ICL Financing”), repaid 
the balance of the debentures in it held by the public. As of that date, no ICL Financing 
debentures are held by the public and accordingly, it has ceased to report to the public under 
Chapter F of the Securities Law, 5728-1968.   
 

9.13 On January 1, 2003, Mrs. Ossi Sessler was appointed Relations Officer for Investors and 
Financial Communications at ICL, and Mr. Asher Rappaport, Assistant to the CEO of ICL, was 
appointed Vice President. 
 

9.14 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 million.   
On March 28, 2004, the Board of Directors  resolved to distribute a dividend of $ 25.7 million.  
[The determining date for distribution of the dividend will be  April 14, 2004].  
 
 

 
10. Other Events after the Balance-Sheet Date 

 
10.1 On January 1, 2004, Mr. Yehoshua (Shuki) Gold (who was CEO of ICL Fertilizers up to that 

date) was appointed as Executive Vice-President of ICL. On that date, Mr. Asher Greenbaum 
(who had been CEO of ICL Industrial Products) was appointed CEO of ICL Fertilizers, Mr. Yosef 
(Yossi) Shachar (who was CEO of ICL Performance Products) was appointed CEO of the ICL 
Industrial Products Segment and Mr. Yitzhak Peretz (who was a VP at ICL) was appointed CEO 
of the ICL Performance Products Segment. On March 28, ,2004, the board of directors of the 
Company resolved that Mr. Asher Greenbaum and Mr. Yosef Shachar  will be employed by ICL 
directly.  
 

10.2 On January 29 ,2004, ICL companies completed a syndicated loan with a consortium of 8 
international banks. Under this transaction, the companies in the Group are provided with a 
loan, to be repaid in one installment (“bullet”) after three and a half years, in the sum of € 140 
million, at an interest rate of LIBOR + 1.05% per annum.   
 

10.3 On February 23, 2004, ICL entered into an agreement for the sale of shares in the subsidiary 
Negev Industrial Minerals Ltd. (and a related sister company), in consideration of cash and 
payment of liabilities in the total amount of $ 21.7 million. Completion of this transaction is 
subject to fulfillment of a number of preconditions which have not yet been fulfilled.  
 

10.4  On March 28 ,2004, the Board of Directors approved the appointment of Mr. Dan Masika as 
CEO of ICL Metallurgy, to replace Mr. Doron Goder. Mr. Masika will be employed by ICL directly 
and will take office in June 2004.  
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10.5 On March 8, 2004, due to sanctions by employees as part of a labor dispute, which were taken 
in one of the units of the ICL Fertilizer segment and which included preventing the delivery of 
raw materials and the shipment of finished products, production was halted at the ICL Fertilizer 
sites in Mishor Rotem and Zafir. On March 18, 2004, operations were resumed at these sites.   

 
10.6 From time to time, the ICL Group reviews various  courses  of  action in the capital market, 

including the listing of securities and the raising of capital, in Israel or overseas. The Company 
recently commenced preparations for a possible raising of capital in the U.S. Although it is not 
clear whether or not the raising of capital will take place, the Company, as at the date of this 
Report, is considering it for the second half of 2004. . As of the date of this Report, no decision 
has been made as yet in this regard, and, in particular, no decisions have been made about the 
structure of the  contemplated transaction and its terms.  
 

 
11. Social-Community Involvement of ICL and its Subsidiaries 

 
The ICL Group focuses its community engagement in the towns and development areas in the Negev 
– Dimona, Yeruham, Arad and Be’er Sheva, and in the north of Israel – Kiryat Ata and Haifa, where 
most of the employees of the companies in the Group live, in recognition of the need to be involved in 
and to support the needs of the community, cooperation and enrichment of residents, and mutually, of 
employees.  
 
ICL’s efforts are mainly for disabled children, women and children at risk, populations in 
socioeconomic distress and those with special medical needs.   
 
The financial contribution of the ICL Group in 2003 amounted to NIS 2.26 million ($ 497,000).  Some 
of the projects in which the Group, its managers, employees and their children, as well as ICL 
pensioners, are involved, are listed below:   
  
11.1 Young Persons’ Clubs 

 
In 2001, the Boards of Directors of the Israel Corporation, ICL and the Group’s subsidiaries 
formulated a strategic plan for the Group’s social and community involvement. The main project 
is the “adoption” of a network of clubs for children at risk.  
  
Pursuant to the resolution, the companies will assist for five years in the development and 
upkeep of the clubs, both by financial and material means (money and equipment), and with 
educational and value content by means of active and close contact and participation of ICL 
employees and pensioners in club activities. Each of the [principal] ICL companies has adopted 
a specific town in the Negev and the north of the country, and each production facility or 
department of each company has adopted one of the clubs in the company’s adopted town.  
The connection is on a warm, personal basis and employees act as tutors, friends, leaders and 
represent the warm parental figure that these children lack.  
 
These clubs are a therapeutic framework, a model for the organized home and functional family, 
intended for children aged 6 – 13. The children who attend these clubs are defined as being at 
risk, whose parents are unable to look after them during the day for various reasons – financial, 
violence, neglect, dysfunction, and so on. 
  
In 2003, the number of clubs adopted by ICL companies grew from the six clubs in the 2001 
pilot to 22 clubs in Yeruham, Be’er Sheva,  Dimona, Arad, Kiryat Ata and Haifa close to ICL 
companies. In this context, ICL is also adopting the Be’er Sheva branch of the Down’s 
Syndrome Children’s Association.  
 
The active contribution includes work by teams of employees – repairs in the club buildings, 
environmental development, donations of computers, domestic appliances, games and books, 
as well as enrichment activities, hikes, and activities on festivals and holidays. This year, during 
which the number of clubs adopted increased gradually, ICL companies donated about NIS 
640,000 to clubs directly, with thousands of volunteer hours being donated by employees.  
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11.2 Response to Various Issues 
 
Another important contribution of the ICL Group, to the tune of about NIS 500,000 in 2003, is 
support for Soroka Hospital in Be’er Sheva, which serves the companies’ employees, their 
families and the communities in which the companies operate. Once a year, the donation 
collected is used for the construction, development and equipping of one of the hospital’s 
departments.  In the summer months, the children of employees assist in various activities and 
tasks.  
 
ICL Group has exchanged the holiday gifts (New Year and Passover) traditionally distributed to 
colleagues and others, with food parcels and gift vouchers which they donate to needy families 
in the Negev, and with parcels for children with cancer who are hospitalized and in the daily 
care of the Soroka Medical Center at Be’er Sheva.  
 
ICL has also contributed money and money equivalents to various support organizations 
operating in the south of the country. Together with the Soldiers’ Committee, ICL Group has 
adopted army units and bases, where they hold joint activities for the wellbeing of soldiers.  
 
ICL was a driving force behind the opening of a branch of “Inbal” (formerly Meital) in Be’er 
Sheva – a support center for children who are victims of sexual abuse. ICL has undertaken to 
donate $50,000 per year for five years, to the financing of Inbal’s activities. ICL also initiated the 
opening of a branch of “Yated” in the south, an organization for children with Down’s syndrome, 
and undertook to donate $20,000 per year for another three years for its operations. Employees 
and directors of ICL are actively involved in public bodies in the community at Yeruham, Be’er 
Sheva, Dimona and Arad. ICL pensioners are also involved in Youth Club activities, Yated and 
other voluntary bodies.  
 
 

 
12. Internal Compliance and Control 
 

12.1 Financial and Accounting Expertise 
 
Under the guidelines of the Securities Authority dated October 20, 2003, public companies are 
required to set the minimum appropriate number of directors with accounting and financial 
expertise and disclose which of the acting directors meet this requirement. The guidelines state 
that the said directors must be directors who do not hold any other position in the company and 
whose education, experience or expertise given them a high level of skill and understanding of 
accounting matters, internal control issues and financial statements, in such a way as to enable 
them to understand the company’s financial statements in depth and to raise issues and 
questions regarding financial reporting by the company with the aim of achieving approval of 
and publication of correct, precise and full financial statements.  
 
The Board of Directors of the Company has resolved to set the minimum number at three 
directors.  
 
The Board of Directors is of the opinion that this minimum number will enable the Board to meet 
the obligations imposed upon it under the law and the documents of incorporation, particularly 
given the Board’s responsibility to check the financial situation of the Company and to draft and 
approve the financial statements.   
 
In setting this number, the Board of directors took into consideration the size of the Company, 
its complexity of its activities, the range of risks to which the Company is exposed, its existing 
audit and control procedures –both internal auditing and external auditors and accountants; the 
existence of Boards of directors for the various segments of the Company, which have 
experienced and professional directors, including external directors, and which review the 
operations of each segment and ensure that the segment is properly described in the segment 
reports and in the financial statements of the segment. 
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In evaluating the accounting and financial skills of the directors, a range of considerations were 
taken into account, including, inter alia, their  education, their professional experience in public 
companies, their years of service as directors of public companies, as well as their knowledge of 
familiarity with the following topics: accounting and control issues typical of the industry in which 
ICL is active, the role of the external auditor, the duties incumbent upon him and the interaction 
between the reasonable director and the external auditor, the procedures for preparation of 
financial reports according to law and according to the Company procedures and the existing 
internal control procedures of the Company. 
 
The Board of Directors of the Company is of the opinion that, as at the date of this report, of the 
ten members of the Board of directors, Messrs. Yossi Rosen, Idan Ofer, Chaim Erez, Yaacov 
Dior, Moshe Vidman, Avisar Paz, Ben Rabinowitz and Amnon Sade have the accounting and 
financial expertise required by the guidelines. Details as to their education and experience are in 
the Periodical Report. 
 
 

12.2 Internal Compliance Program 
 
ICL has internal compliance systems in place throughout the Group in order to ensure 
compliance with the provisions of relevant laws. Appropriate directors and office bearers of 
companies in the Group have been informed that, as part of their managerial responsibilities, 
they are required to ensure that the company in which they act is in compliance with the law. 
These issues are also examined on a regular basis by the managements and boards of 
directors of the various companies. Inter alia, internal compliance programs have been prepared 
and are in operation in the fields of restrictive trade practices, securities law, and prevention of 
sexual harassment; seminars were held for managers and employees involved in these areas, 
regular reviews are undertaken of the implementation of the provisions of the law, etc.  

 
12.3 Internal Audit 

 
The ICL Group has an internal auditing system to ensure compliance with requirements of the 
law and good business management. The Company and the various segments in Israel have 
audit committees and internal auditors, and internal audits are regularly conducted in the 
companies of the Group in Israel and overseas.  
 

 
 
 
 
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.   
 

 

Date:   28.3.2004 

 

 

(---)  (---) 
Yossi Rosen 

Chairman of the Board 
 Akiva Mozes 

CEO 
 

 


