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DIRECTORS' REPORT

ON THE STATE OF THE COMPANY'S AFFAIRS

for the period ended 31.03.2000

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

Israel Chemicals Ltd. is a multinational company which operates through subsidiaries,
primarily in the fields of fertilizers and chemicals of various types (hereinafter: "ICL"
and/or the "Company", as the case may be).

ICL's Israeli operations are based mainly on the use of the natural resources of the
Dead Sea - potash, bromine, salt, magnesium; and of the Negev Desert - phosphates
and limestone. ICL's companies mine these natural resources under concessions from
the State of Israel, market them worldwide, and develop, produce and market
downstream products based on these raw materials.

Israel is the center of ICL's operations; additional manufacturing subsidiaries operate
in the United States, Germany, France, Spain, China and the Netherlands. In addition
to the manufacturing companies, ICL and its subsidiaries in Israel and abroad hold an
array of service companies active in marketing, logistics and R&D.

The overseas manufacturing companies are involved mainly in the manufacture of
products which integrate with or are closely related to the operations of the companies
in Israel. Some 60% of manufacture is carried out in Israel and the remainder abroad.
Roughly 90% of ICL's products are sold abroad, thereby generating foreign currency
revenues. ICL is not dependent on any customer or supplier or sources of raw
materials which are not included in the concessions granted to ICL and its companies.
The Ofer Brothers Group has a controlling interest in The Israel Corporation, which
holds 52.82% of the share capital of ICL.

1.2 Implementation of the Company's business strategy

In implementing the principles of ICL's business strategy, the following actions were
taken, among others, during the reporting period:

 • Tender offers were completed for the shares held by the public in Dead Sea
Periclase Ltd. (hereinafter: "Periclase") and Dead Sea Works Ltd. (hereinafter:
"DSW"), as described in Section 7 below. Following these tender offers, the
shares of the above companies were delisted and ICL attained full ownership
(direct and indirect);

 • The sale of DSW's holdings in Dead Sea Magnesium Ltd. (hereinafter: "DSM") to
ICL was completed. In addition, the  management of DSM was reorganized, and
new labor agreements were signed with some of its workers;
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 • Actions were taken to improve the capital structure  of the Company,  among them
the conversion of short-term credit into long-term loans, and activities to increase
efficiency in the use of  financial  balances in ICL companies.

1.3 The Company's Business Environment and Profitability

ICL is an export-oriented company. Its business results are influenced both by global
economic trends and changes in trade conditions between the local market and its
export markets.

ICL's sales are made in foreign currency, mainly dollars. In contrast, approximately
one quarter of its expenses for inputs are in shekels. Consequently, real devaluation
or revaluation in the average dollar-shekel exchange rate, influences the Company's
operating income. The dollar-CPI ratio also affects the income tax expense item: when
the devaluation rate is higher or lower than the rate of increase in the CPI, a tax
expense or tax benefit, respectively, is created, which stems from the method of
calculating protection for the Company's capital.
Changes in the exchange rates of the dollar against European currencies also affect
operating results, financing expenses and tax expenses.

In general, the demand for ICL's products is influenced by the demand for basic
agricultural products (fertilizers and pesticides) and by economic conditions in
developed countries (chemicals).

During the first quarter, ICL benefited from improvement in economic conditions in
important markets in Asia, South America and Europe. In contrast, the performance of
the Company was hit by changes in the costs of inputs and exchange rates. Most
noteworthy is the rise in energy prices and in the price of sulfur, the increase in marine
transportation charges in some of the lines used by ICL, the revaluation of the
shekel-dollar exchange rate, and erosion of the euro-dollar exchange rate.

Competition intensified in some of the markets to which the Company sells,
particularly the phosphate fertilizer market which, starting last year, has affected the
results of activities and has continued to do so in this quarter. The competition is
characterized mainly by price reductions. The price erosion trend is continuing after
the report date. The Company is taking steps to mitigate the impact of these factors,
both by adjusting its sales policy and by taking  actions to increase efficiency and
savings.

1.4 Qualitative report on exposure to and management of market risks

There have been no changes since the Directors' Report of December 31, 1999.

2. Results of Operations

2.1 Main financial data

The tables below summarize the results of operations in the period under review as
compared with the corresponding period last year, in millions of shekels and in millions
of dollars:
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1 - 3 / 2000 1 - 3 / 1999 1999

NIS
millions

% of
sales

NIS
millions

% of
sales

NIS
millions

% of
sales

Sales FOB 1,868.3 100.0 1,821.9 100.0 7,548.7 100.0

Gross profit 452.4 24.2 466.9 25.6 2,078.8 27.5

Operating income 210.4 11.3 198.9 10.9 1,068.3 14.2

Pre-tax income 155.4 8.3 109.7 6.0 778.5 10.3

Net income 100.8 5.4 73.8 4.0 504.2 6.7

Cash flow from
current operations 387.6 - 199.5 - 1,441.7 -

Investments

Acquisition of shares
in subsidiaries 602.3 - 61.6

In fixed assets, gross 198.6 234.3 844.7

Total (gross) 800.8 - 234.3 - 906.3 -

1 - 3 / 2000 1 - 3 / 1999 1999

$ millions % of
sales

$ millions % of
sales

$ millions % of
sales

Sales FOB 464.0 100.0 452.5 100.0 1,875,0 100.0

Gross profit 112.4 24.2 116.0 25.6 516.4 27.5

Operating income 52.3 11.3 49.4 10.9 265.3 14.2

Pre-tax income 38.6 8.3 27.2 6.0 193.4 10.3

Net income 25.0 5.4 18.3 4.0 125.2 6.7

Cash flow from
current operations 96.3 - 49.6 - 358.1 -

Investments

Acquisition of shares
in subsidiaries 149.6 - 15.3

In fixed assets, gross   49.3   58.2 209.8

Total (gross) 198.9 - 58.2 - 225.1 -

2.2 Analysis of results of operations for the period

Sales

The sales of ICL in the period amounted to NIS 1,868,3 million ($464.0 million),
compared with NIS 1,821.9 million ($525,5 million) in the corresponding period last
year, an increase of about 2.5%.

The table below shows the geographical  breakdown of sales:
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1 - 3 / 2000 1 - 3 / 1999 1999

Sales FOB $ millions % $ millions % $ millions %

Israel 39.7 8.6 40.7 9.0 180.0 9.6

North America 63.3 13.6 60.4 13.4 247.9 13.2

Latin America 26.0 5.6 16.0 3.5 149.2 8.0

Europe 222.7 48.0 236.5 52.3 854.8 45.6

Asia 97.9 21.1 87.1 19.3 376.6 20.1

Rest of the world 14.7 3.1 11.3 2.5 66.6 3.6

Total 464.0 100.0 452.5 100.0 1,875.0 100.0

The distribution of sales in the first quarter of 2000 is similar to that of the
corresponding quarter in 1999. The decrease in Europe derives from smaller
considerations from sales of fertilizers, and partly from erosion of the euro-dollar
exchange rate. The source of the increase in Asia is increased sales of bromine
compounds in that region.

Segments of operation

Sales FOB 1 - 3 / 2000 1 - 3 / 1999 1999

by sector $ millions % $ millions % $ millions %

Fertilizers 192.5 41.4 190.8 42.2 746.5 39.8

Specialty
chemicals*

144.6 31.2 143.0 31.6 590.6 31.5

Bromine and its
compounds 102.6 22.2 89.2 19.7 405.9 21.6

Metallurgy 15.4 3.3 17.6 3.9 80.1 4.3

Other 9.1 2.0 11.9 2.6 51.9 2.8

Total 464.0 100.0 452.5 100.0 1,875.0 100.0

Fertilizers: Turnover in the segment amounted to some NIS 775 million ($192.5
million), similar to the corresponding period last year.
The quantities of potash sold (from Sdom and from Spain) increased by approximately
3%. The increase derived entirely from increased sales abroad. The quantities of
potash fertilizer and green phosphoric acid increased by a total of 14%, which was
partially offset by price erosion due to the intensification of competition in the markets
for these products. In addition, revenues from sales of fertilizers in western Europe
were adversely affected by erosion of the euro-dollar exchange rate by about 11.7%
(average for the period compared with the corresponding period last year).
Phosphoric acid price negotiations in India for 2000 ended with a drop of more than
$50 per ton. This price was agreed at the end of the first quarter, and its effects will be
felt later in the year.  

                                          
* Specialty chemicals - In previous reports, this segment was referred to as "Other chemicals". There is no

change in the content of the segment and the composition of its products.
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Specialty chemicals:* Turnover in this segment, which consists of a wide range of
products, amounted to approximately NIS 582 million (($144.6 million), an increase of
about 1% compared with the corresponding period last year. The increase derived
from a growth in sales of phosphate salts, food additives, chemicals for the paper and
water industries, white phosphoric acid and magnesia products, which was offset to
some extent by erosion of the euro-dollar exchange rate and a drop in prices of some
of the products due to more intense competition in these markets.

Bromine and bromine compounds: Turnover in this segment amounted to
approximately NIS 413 million ($102.6 million), an increase of 15% compared with the
corresponding period last year .
Sales of flame retardants were about 15% higher than last year as a result of
increased demand in the field of personal computers and electronic and
communications products, even though the selling prices were lower due to increased
competition in the market. The drop in prices halted during the quarter, and a rise was
announced in the price of the main flame retardants.
Sales of industrial products, in particular bromine and calcium bromide, increased by
about 22% compared with the corresponding period last year. The increase derived
from a rise in demand, mainly in the oil-drilling market which has shown signs of
recovery as oil prices have risen, but selling prices remained lower due to the effects
of competition in the market.
In agricultural products, turnover for the quarter was similar to the corresponding
period last year. The increase in the price of methyl bromide offset the smaller
quantities sold of this product, which comprise the majority of sales of agricultural
products.

Montreal Protocol
Under the alliance known as the "Montreal Protocol", to which Israel is a signatory,
developed countries will gradually reduce the manufacture and consumption of methyl
bromide for soil fumigation to zero by the year 2005. Sales in the present quarter to
which the ban will apply in 2005 amount to approximately $11 million (NIS 44 million),
with an operating income of approximately $2.7 million (NIS 11 million). Sales of
methyl bromide for soil fumigation are expected to continue until 2015.
Methyl bromide has other uses apart from soil fumigation, such as pre-shipment
treatment and quarantine, as a raw material or interim material for the manufacture of
another product (feedstock), and it is also used in recycling and reuse. These uses are
not within the purview of the Montreal Protocol. Sales turnover in the agricultural
segment in the present quarter for uses and customers to which, as far as is known
today, the ban on production and marketing will not apply in 2005, is approximately $8
million (NIS 32 million).
The strategy of Dead Sea Bromine Ltd. (hereinafter: "DSB") is to remain in the soil
fumigation field after the ban on use of methyl bromide. Accordingly, for the past two
years,  DSB has invested efforts in the development of new and alternative
applications for methyl bromide in this important market.

Metallurgy: Sales turnover in the metallurgy segment amounted to approximately NIS
62 million ($15.4 million), a decrease of approximately 12% compared with the
corresponding period last year.
The reduction in magnesium sales derives from the decrease in the quantity sold and
price erosion as a result of greater competition in the market, mainly due the sale of
low-quality material by eastern manufacturers (mostly Chinese) and the lower prices
of competitors.
In addition, sales were adversely affected in Europe by the erosion of the exchange
rate of the German mark against the dollar.

                                          
* Specialty chemicals - In previous reports, this segment was referred to as "Other chemicals". There is no

change in the content of the segment and the composition of its products.
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Gross profit

Gross profit decreased by approximately 3.1% compared with last year, and reached
NIS 452.4 million ($112.4 million). Gross margin fell from 25.6% to 24.2% of turnover.
The  lower margin compared with last year derives from lower prices and exchange
rates as above, as well as from the rise in the prices of energy and sulfur and marine
transportation compared with the corresponding period last year. The real revaluation
of the shekel against the dollar also contributed to the erosion of profitability, due to
increased labor costs in dollar terms.
In order to meet the challenge of increasing competition, ICL companies strive to
increase efficiency and savings, thereby mitigating the effects of falling prices and the
increase in the costs of inputs.

Sales and marketing expenses
Expenses amounted to approximately NIS 109 million ($27.1 million), down by about
6% compared with the corresponding period last year, despite the increase in
operating turnover. This was the result of efficiency and savings measures taken by
the companies, as well as the sale of Perio Products and Rami Ceramics Industries,
whose expenses  were  still  included last year. The rate of expenses out of sales
turnover fell from 6.4% last year to 5.8% in the report period.

General and administration expenses
Expenses amounted to approximately NIS 97 million ($24.0 million), which is about
13% lower than in the corresponding period last year. Thus, the rate of these expense
fell from 6.4% to 5.2% of turnover in the report period. Most of this decrease is in ICL
management expenses, which were reduced by about $2.1 million compared with the
corresponding period last year, and from the sale of Perio Products and Rami
Ceramics Industries, whose results were still included last year.

Research and development expenses
R&D expenses (net of grants from the Chief Scientist) amounted to approximately NIS
32 million ($9.0 million), a decrease of about one million dollars compared with last
year. Most of the decrease was due to the sale of the R&D-intensive Perio Products
company and downsizing at Tami, the Company's research and development institute.

Operating income
Operating income increased by about 5.8% compared with last year, reaching
approximately NIS 210.4 million ($52.3 million). Operating  margin rose from 10.9% to
11.3% of turnover. The increase in operating income derives mainly from improvement
in the specialty chemicals, bromine and bromine compounds segments, from the
reduction in ICL management expenses and from the efficiency measures applied in
the subsidiaries.

Operating income 1 - 3 / 2000 1 - 3 / 1999 1999

by sector $
millions

% of
sales

$ millions % of
sales

$ millions % of
sales

Fertilizers 27.8 14.4 29.7 15.6 148.5 19.9

Specialty chemicals* 15.5 10.7 13.4 9.4 56.9 9.6

Bromine and its
compounds 12.4 12.1 9.9 11.1 66.7 16.4

Metallurgy (4.6) (29.9) (3.1) (17.6) (8.9) (11.1)

Other 1.2 13.6 (0.5) (4.2) 2.1 4.0

Operating income
(consolidated) 52.3 11.3 49.4 10.9 265.3 14.1

                                          
* Specialty chemicals - In previous reports, this segment was referred to as "Other chemicals". There is no

change in the content of the segment and the composition of its products.
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Fertilizers:  Operating income in this segment amounted to approximately NIS 112
million ($27.8 million), down by about 6% compared with the corresponding period last
year. Operating margin decreased by about 1.2%, which derived from price erosion
and the effects of the exchange rate as described above, as well as from an increase
in manufacturing costs, particularly a steep rise in the prices of energy and sulfur,
which is used in the production process of acids, and an increase in labor costs in
dollar terms.
Profitability was also hit by the transition from operating profit to loss of the Spanish
potash company Iberpotash, as a result of smaller production quantities due to a
malfunction at the mine during the quarter, which has since been repaired.

Specialty chemicals:* Operating income in the segment amounted to approximately
NIS 62 million ($15.5.million), an increase of 16% compared with the corresponding
period last year. Operating  margin improved  by about 1.3%.
The increase in the margin derived mainly from improved profitability of the operations
of Rotem Holding, and in particular the phosphate salts, food additives and chemicals
divisions, first and foremost due to higher quantities sold. The improvement in
profitability of magnesia operations also contributed to the increase in profit, while the
operating margin of biocide (water treatment) operations, which are sold mainly to the
American market, showed a downturn.

Bromine and bromine compounds: Operating income in the segment amounted to
approximately NIS 50 million ($12.4 million), compared with approximately NIS 40
million ($9.1. million) in the corresponding period last year. Operating margin improved
by about 1%.

The change in the margin was brought about by higher quantities sold and efficiency
measures, which were offset by price erosion as described above, along with a rise in
production costs.

Metallurgy: The operating loss in the segment amounted to approximately NIS 19
million ($4.6 million), compared with a loss of about NIS 12 million ($3.1 million) in the
corresponding period last year .
The increase in the operating loss derived from smaller quantities sold, erosion of
selling prices and the adverse effects of exchange rates as mentioned above, as well
as a rise in the prices of energy and wages (in dollar terms). The increase in the costs
of inputs was partially offset by improvement in service agreements and the efficiency
measures implemented to cut costs.

Financial  expenses
Financial expenses amounted to approximately NIS 67.9 million ($16.9 million),
compared with NIS 75.3 million ($18.7 million) in the corresponding period last year.
The reduction in financial expenses derived mainly from a sharp reduction of about
$185 million in the average balance of net financial liabilities in the first quarter of 2000
compared with the corresponding period last year. This improvement was offset to
some degree by an increase in dollar interest rates in the first quarter.
The ongoing rise in the dollar interest rate, as well as the increase in net financial
liabilities at the end of the quarter, will affect ICL's financial expenses as the year
progresses.

Other income and expenses
Other income less Other expenses amounted to approximately NIS 10 million ($3.2
million) for the quarter, reflecting mainly  the payment of $3.5 million from an
insurance claim settlement of the magnesium plant.
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3. The Company's financial position

3.1 Assets and Liabilities

At the end of March 2000, net financial liabilities amounted to approximately
NIS 5,469 million ($1,359 million), as opposed to NIS 5,085 million ($1,263 million) at
the end of 1999, an increase of approximately NIS 384 million ($96 million). In
comparison with the end of March 1999, the debt balance decreased by approximately
NIS 359 million ($89 million), while the average balance in the present quarter
decreased by about $185 million compared with the first quarter of last year.
The increase in the debt balance which occurred during the quarter, derives mainly
from payment of approximately $145 million at the end of March for execution of the
tender offer of ICL to the shareholders of DSW. This increase was partially offset by
the surplus cash flows of ICL companies, which was used to reduce their financial
liabilities.

3.2 Sources of finance

ICL's sources of finance are primarily short-term and long-term credit from Israeli and
international banks. During the period under review, short-term credit decreased by
$10 million, while the long-term loan balance increased by $85 million.

3.3 Cash flow

The cash flow of ICL from current operations amounted to approximately NIS 387.7
million ($96.3 million), and together with the increase of NIS 384.0 million ($96.0
million) in net financial liabilities, served as a source to finance investments of NIS 181
million ($45 million) and the purchase of shares of ICL companies in the amount of
NIS 651 million ($161.8 million). Compared with last year, cash flow from current
operations improved considerably, from NIS 199.7 million ($49. 6 million) to NIS 387.7
million ($96.3 million).This improvement derives from an increase in net income and
from a reduction of working capital requirement, particularly a decrease in customer
receivables.

4. Investments
In the Report Period, investments amounted to approximately NIS 881.0 million ($199.0
million), compared with NIS 234.5 million ($58.0 million) in the corresponding period last
year. Most of the above sum, $149.6 million, was used to purchase shares of DSW and
Periclase from the public during the quarter.

5. Dividend
On March 22, 2000 the Board of Directors of ICL announced the distribution of an interim
dividend of $50,797.2 thousand, which was paid in shekels on April 13, 2000 at the
representative exchange rate published in March 29,  2000, which was NIS 4.008 per dollar.
The total dividend distributed in respect of 1999 was NIS 203,595.2 thousand.

6. Human resources
The total number of employees at ICL as at March 31, 2000 is 8,758, compared with 8,858
on December 31, 1999 and 9,047 on March 31, 1999.
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7. Events during the Period
7.1 In May 1998, Dead Sea Bromine learned of an investigation being conducted by the

US Department of Justice concerning certain violations of American anti-trust laws by
the bromine industry, and the involvement of the Bromine Group in these suspicions.
An American company which is one of the Bromine Group's two competitors,
announced that it had been accepted for a leniency program of the US Department of
Justice in exchange for its cooperation in the investigation. The same company also
announced that it is cooperating with the anti-trust authorities of the European Union.

7.2 The legal  counsels of Bromine Group in the US are involved in discussions with the
Department of Justice in connection with the accusations liable to be filed against it in
the wake of the above investigations, and in connection with their potential outcome.
In addition to the above, actions have been filed in the US against the above
competitor, which include an application for their recognition as class actions, alleging
that it cooperated with business rivals in contravention of American anti-trust laws. In
February 2000 an application for a similar class action was filed in the US against the
bromine company and its American subsidiary. The application has not yet been
heard. The claim does not currently mention amounts of money, although it is a claim
for compensation under American law in respect of the alleged damages incurred by
buyers of bromine and bromine compound products.
At this stage, the Bromine Group and its legal advisers are unable to assess the effect
of the above on its business results and accordingly, no provision has been made in
the financial statements.

7.2 On January 27, 2000 a transaction was closed between ICL and DSW, whereby ICL
purchased all of DSW's holdings in the shares of DSM, after receipt of all the requisite
approvals, and the shares of DSW in DSM were transferred to the Company.

7.3 In February 2000, ICL completed a tender offer of the shares of Periclase, pursuant to
the decision of the Company's Board of Directors on November 29, 1999. Following
the tender offer, ICL now holds, directly and indirectly, all the shares of Periclase.

7.4 On January 25, 2000, the general meeting of the shareholders of ICL approved an
increase in the share capital of the Company in the amount of NIS 150,000,000 (one
hundred and fifty million shekels) above its registered share capital, by the creation of
150,000,000 (one hundred and fifty million) ordinary shares of a par value of NIS 1
each, which will carry equal rights to the existing shares, in accordance with the
Company's by-laws.

7.5 On January 27, 2000, the Company announced the intention of Ferson Chemicals
Ltd., a wholly-owned and controlled subsidiary of ICL, to purchase shares of ICL in a
quantity not exceeding 15 million shares. On February 16, 2000 Ferson completed the
purchase of 15 million ICL shares at a total cost of approximately $17.4 million.

7.6 At its meeting on March 6, 2000, the Company's Board of Directors approved a full
tender offer for the purchase, at NIS 18 per share, of all the remaining balance of
DSW shares held by the public and which constitute approximately 10.77% of the
issued share capital of DSW. On March 29, 2000, ICL announced that the response to
the tender offer (according to a specification dated March 7, 2000) brings its holding
(direct and indirect) to more than 95% of the shares of DSW, and that pursuant to the
specification, ICL is purchasing the shares in respect of which acceptance notices
were received, as well as the other shares offered for purchase, in accordance with
the provisions of Section 337 (a) of the Companies Law.  Following the above tender
offer, ICL holds (directly and indirectly) 100% of the issued share capital of DSW, and
the shares were delisted on April 2, 2000.
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7.7 In a resolution of the Audit Committee from March 1, 2000 and of the Board of
Directors of ICL from March 6, 2000, approval was given to continue the captive
insurance arrangement by the Company together with other companies in the ICL
Group and The Israel Corporation Group (hereinafter: the "Extended Arrangement").
As has been done until now, the insurance program will be fronted by a local
insurance company in Israel and abroad, as the case may be. Reinsurance will be
purchased from the international insurance market through a foreign company
(Intracap) owned by the Company. The insurance arrangements will be according to
the action-plan in existence until now, with the following addition: As part of the
arrangement, Intracap will be allowed to retain risks, provided that such risks are fully
covered at all times by premiums or reserves held by Intracap. The Audit Committee
and the Board of Directors confirmed, in respect of the Extended Arrangement, that no
significant change has occurred in the conditions of the Extended Arrangement and
the other circumstances relevant to the matter compared with the expiring
arrangement, and that the Extended Arrangement is to the benefit of the Company.

8. Events after the balance sheet date
Pursuant to the Securities Regulations (Rules for reporting on preparations to solve the year
2000 bug) (Temporary Provision), 5799-1999, we hereby report as follows:

Up to the date of approval of the financial statements, no material malfunctions came to light
as a result of Y2K bug problems, which affect the ordinary operations of ICL and the ordinary
operations of customers, suppliers or other outside parties connected with ICL.

The Company's Board of Directors wishes to thank the Company's management, as
well as the employees and managers of the various companies, for their devoted and
skillful contribution to the development of the Company and the achievement of its
business results.

      May 28, 2000 
        Date

Akiva Mozes Yossi Rosen
CEO Chairman of the Board


