Gazit-Globe (1982) Ltd
Directors’ Report to Shareholders
For the Period Ending March 31, 2004
The Board of Directors of Gazit-Globe (1982) Ltd (hereinafter, “the Company”) hereby presents the
financial statements of the Company and its consolidated subsidiaries for the period ended March
31, 2004:
1.

A.

General
The Company is a real-estate investment company engaged, directly and through its
subsidiaries, in the acquisition, development, and management of income producing
properties in the U.S., Canada, and Israel (hereinafter, “the Group”). The Group focuses
principally on supermarket-anchored shopping centers. In addition, the Group operates in the
senior living sector in the U.S. and Israel. The Group pursues business opportunities in the
acquisition of companies engaged in its areas of activities, and/or in synergetic businesses and
in other areas.

B.

The Group’s Properties
As of the date of the financial statements, the Group owned 291 income producing properties
with aggregate gross leasable area of approximately 3.1 million square meters. These
properties comprise 278 shopping centers, 8 shopping centers under development, 4 senior
living facilities which include approximately 900 units in Israel and the USA, an office building
in Tel Aviv, and partnership interests in 2 income producing properties. These properties have
an aggregate book value of approximately NIS 14.1 billion and generate annual rental income
of approximately NIS 1.8 billion (gross annual rental being calculated at the exchange rate on
the date of publication of these financial statements). In addition, as of the publication date of
these financial statements, the Company owns approximately 36% of Citycon Oyj (hereinafter,
Citycon), a Finnish property company, whose shares are traded on the Helsinki Stock
Exchange (HEX).
In the U.S., the Group operates mainly through Equity One, Inc. (EQY), a publicly-traded
company listed on the NYSE. EQY is a self-administrated, self-managed real estate investment
trust (REIT). As of the date of these financial statements, the Company owned, directly and
indirectly, approximately 40.2% of the issued share capital of EQY. EQY operates in growing
metropolitan areas in southeastern U.S., mainly in Florida, Texas and Georgia, and owns 187
operating shopping centers, with a total gross leasable area of approximately 1.9 million
square meters, 4 shopping centers under development, and partnership interests in 2 income
producing properties. In addition, the Group operates in the U.S. through Royal Senior Care
(RSC) (50% owned), which owns a senior living facility, encompassing approximately 90 units.
Operations in Canada are carried out through First Capital Realty Inc. (“FCR”), a publiclytraded company listed on the Toronto Stock Exchange (TSX). As of the date of these financial
statements, the Company owned approximately 54.3% of the share capital of FCR. FCR
operates in the Canadian provinces of Ontario, Quebec and Alberta, and owns 91 shopping
centers, with an aggregate gross leasable area of approximately 1.1 million square meters, as
well as 4 additional shopping centers under development. In addition, FCR owns
approximately 17.8% of the share capital of EQY.
In Israel, the Company owns 50% of the share capital of Mishkenot Clal (1982) Ltd.
(hereinafter, Mishkenot Clal), which is engaged in the construction, operation, management
and marketing of senior living facilities in Israel and owns 3 senior living facility buildings that
accommodate approximately 800 senior living units. In addition, the Company owns an office
building in Tel Aviv.
In Finland, the Company owns approximately 36% of Citycon’s share capital. As of March 31,
2004, Citycon owned 16 shopping centers and approximately 132 stores that are let primarily
to supermarkets and other retail chains with an aggregate gross leasable area of
approximately 500 thousand square meters.

C.

The Company’s Properties

The following table summarizes the Company’s holdings, as described above, as of March 31, 2004:
Investee
Company

Type of
security

Quantity
(par value
in millions)

Share of
total
outstanding

Book value
in NIS
millions

Market value
as at
31/3/04
(NIS in
millions)

Market value
as of the
date of the
financial
statements
(NIS in
millions)

EQY

Shares

15.7

22.4%1

921

1,365

1,265

FCR

Shares

22.9

55.6%

1,065

1,262

1,215

1.8

54.6%

-

31

25

164.3

45.8%

510

564

572

31.0

30.4%

306

323

304

-

-

112

1123

1123

2,914

3,547

3,493

Option

FCR

Warrants
Convertible

FCR

debentures

Citycon

Shares

Investments in
other companies
(unlisted
securities)2

-

Total

The Company’s net liabilities4 (including those of its wholly-owned subsidiaries) amounted to
approximately NIS 1,707 million, as of March 31, 2004.
D.

First Quarter 2004 - Highlights
•

•
•
•
•
•

1
2
3
4
5

The Group’s investments in acquisitions and development of properties (including
proportional consolidation of the Company’s holdings in Hatsrot Hadar Ltd.,) totaled
approximately NIS 1 billion for the reporting period, compared with approximately NIS
200 million in acquisitions and development of properties in the comparable period, and
approximately NIS 3.4 billion for the acquisition of IRT’s properties, also in the
comparable period.
Rental income totaled approximately NIS 420 million, an increase of approximately
43%, compared with the comparable period, as a result of the acquisition of new
properties and rent increases in the existing real-estate portfolio.
Gross profits totaled approximately NIS 223 million (53.1% of revenues), compared
with approximately NIS 155 million (53.1% of revenues) in the comparable period, an
increase of approximately 44%.
Cash flow from current operations totaled approximately NIS 95 million, compared with
approximately NIS 31 million in the comparable period, an increase of 206%.
Net income totaled approximately NIS 21.4 million, approximately NIS 0.27 per share,
compared with an adjusted net income of approximately NIS 61.9 million,
approximately NIS 0.79 per share, in the comparable period.
FFO (see Item 3C) totaled approximately NIS 31 million, approximately NIS 0.39 per
share, compared with pro forma FFO5of approximately NIS 21.2 million (NIS 0.26 per
common share) in the comparable period.

Represents the Company’s direct holding in EQY. (In addition, FCR holds approximately 17.9% of EQY.)
Represents the Company’s holdings in Mishkenot Clal, Royal Senior Care, and the office building in Tel Aviv.
Represents book value.
After deducting financial assets
Assuming implementation of Accounting Standards 12 & 13 as of January 1, 2003.
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•

•

E.

During the course of the reporting period, the Company purchased a holding of
approximately 31% in the Finnish real estate company, Citycon, for an investment of
NIS 306 million. Subsequent to the reporting period, the Company increased its holding
to 36%, for an additional investment of approximately NIS 66 million.
Shareholders’ equity and minority interests for the reporting period as at the date of
the report totaled approximately NIS 4.4 billion, representing approximately 30.7% of
the balance sheet, compared with NIS 3.1 billion in the comparable period representing
approximately 28.1% of the balance sheet. Shareholders equity abd minority interests
increased by approximately 9% between the two periods.

Changes in Accounting Standards
As of January 1, 2004, the Company ceased to adjust its financial statements on the basis of
changes in the purchasing power of currencies in those countries in which the Company
operates. This is in accordance with Accounting Standards No. 12 and No. 13 that have come
into effect.
The principal effect of the change in the Accounting Standard as aforesaid is in the manner of
presenting the interest expenses item so that according to the new reporting method, there is
no adjustment to the Company’s loans according to changes in the CPI.
As a result of this change, and despite the fact that there has been no change in the
Company’s actual interest payments, the reported interest expenses are approximately NIS 95
million higher than they would have been had it not been for the change in accounting
standards.
The change in reported interest expenses, after minority interest, resulted in a decline in net
income of NIS 39 million, compared with net income that would have been reported pursuant
to the accounting, applicable until December 31, 2003.
The Company’s management is of the opinion that cessation of the above mentioned
adjustment of the financial reports to CPI has no material effect on the Company’s operations,
revenues, gross profits, operating profits or cash flow.
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2.

The Group and its Business Environment — Key Events and Changes During the Reporting
Period
General
During the reporting period, the Company’s investment in the acquisition of new
properties, the redevelopment, expansion, and construction of other income producing
properties (including proportional consolidation of the Company’s holding in Hatsrot
Hadar Ltd., for the first time), totaled approximately NIS 1 billion. The effect of these
investments will be reflected fully later on this year. Additionally, the Company acquired a material
holding in Citycon, for a total consideration of NIS 306 million.
A.

Real Estate Operations
1.
2.
3.

4.
5.

During the course of the reporting period, EQY and FCR acquired 16 income producing
properties encompassing approximately 170 thousand square meters, and 4 land plots
for future development, for a total investment of approximately NIS 770 million.
During the reporting period, EQY and FCR developed new properties and redeveloped
existing properties for a total investment of approximately NIS 105 million.
During the reporting period, EQY sold an income producing property encompassing
approximately nine thousand square meters for a net gain of approximately NIS 30
million. As a result of this sale, the Company recorded a net gain of approximately NIS
2.7 million, as compared with net proceeds from the sale of properties of approximately
NIS 1 million during the comparable period.
As of March 31, 2004, the Group had properties under development , redevelopment,
and land for future use, with a total cost of approximately NIS 412 million. These
properties did not yield rental income during the reporting period.
As of the end of the first quarter of 2004, EQY’s average basic monthly rental income
was approximately US$8.54 dollars per square meter. During the reporting period, EQY
renewed leases on 22.8 thousand square meters while increasing the average rental on
these leases by 4.5%, to an average monthly rental of US$11.32 per square meter, as
well as signing new rental leases on 50 thousand square meters for an average
monthly basic rent of approximately US$8.85 per square meter. During the reporting
period, leases for 35 thousand square meters expired. Net cash flows from existing
properties increased by approximately 3.3%, compared with the comparable period.
As of March 31, 2004, the average occupancy of EQY’s properties was 90.2% (as at
March 31, 2003 – approximately 89.4%).

6.

As at the end of the first quarter of 2004, FCR’s average monthly minimum rental was
approximately C$10.61 per square meter. During the reporting period, FCR renewed
leases for 9 thousand square meters, while increasing the average monthly basic rent
on these same leases by approximately 2.7%, to approximately C$11.03 per square
meter, and signed new leases for 8 thousand square meters for an average monthly
basic rent of approximately C$13.83 per square meter. During the reporting period,
leases for 5 thousand square meters expired. Net cash flow from existing properties
increased by 1.9%, compared with the comparable period.
As of March 31, 2004, the average occupancy for FCR’s properties was approximately
93.3% (as at March 31, 2003 – 91.7%).
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B.

Acquisition of Citycon
1.

In February 2004, the Company’s Board of Directors authorized the Company
Management to investigate opportunities for expanding its shopping center operations
into Europe, on the basis of the experience and ability the Group had developed in the
North American shopping center sector.

2.

During the reporting period, the Company acquired approximately 31 million shares of
Citycon, representing a holding of 29.3% in Citycon’s share capital (approximately
30.4% of the company’s share capital after deducting the shares that are held by
Citycon). On March 15, 2004, Citycon’s annual general shareholders’ meeting appointed
a board of directors consisting of 7 members, of whom two were appointed on the
Company’s recommendation. The Company’s total investment in Citycon shares as of
March 31, 2004 (after deducting dividends as stated below) was approximately NIS 306
million. The Company’s share in the dividend distributed by Citycon in March 2004
(approximately NIS 22 million) reduced the cost of the Company’s investment in
Citycon as aforesaid.
In the months of April and May 2004, the Company acquired another 6 million Citycon
shares for a total consideration of approximately NIS 66 million. As of the reporting
date, the Company holds approximately 35% of Citycon’s share capital (approximately
36.3% of the share capital after deducting the share held by Citycon).

C.

3.

Citycon is a publicly- traded Finnish company that focuses on the income producing real
estate sector in Finland. The company’s real-estate portfolio, as of March 31, 2004,
included approximately 148 properties – some of them supermarket-anchored shopping
centers, and the remainder are income producing properties which are leased
principally to supermarket chains encompassing a total aggregate gross leasable area
of approximately 500 thousand square meters. According to Citycon’s financial
statements dated March 31, 2004, the book value of its assets is approximately Euro
731 million (approximately NIS 4 billion).

4.

During the reporting period, the Company did not recognize its share in Citycon's
profits.
The company expects to include its shares of Citycon's profits (according to the Equity
method) since the second quarter of 2004.

Option Warrant Exercised for Company’s Shares
During the reporting period, 1.6 million of the Company’s option warrants (Series 4) were
exercised for approximately 2 million Company shares for a total consideration of
approximately NIS 23.9 million. In addition, the Company exercised approximately 0.6 million
options warrants it held, for 0.8 million shares. Some 3 thousand options warrants that had
not been exercised until February 20, 2004, the last exercise date, expired.

D.

The Public Offering of Shares in Consolidated Subsidiaries
1.

In March 2004, FCR issued3.4 million shares to institutional investors and others
(including approximately 0.8 million shares to the Company) in consideration of
approximately C$55 million (approximately NIS 190 million). In addition, the Company
and others exercised approximately 2.5 million options warrants for FCR shares
(including approximately 2.05 million shares to the Company), for an additional
consideration of approximately C$30 million (approximately NIS 104 million). As a
result of these share offerings, and interest payments on convertible debentures by
issuing FCR shares, the Company’s holding in FCR was diluted from 56.9% to
approximately 55.6%, and consequently, the Company recognized a gain of
approximately NIS 10.8 million.

2.

During the reporting period, EQY issued approximately 0.7 million shares to the public,
within the framework of its Dividend Reinvestment Plan (DRIP) and exercise of
employee-held options warrants, for a total consideration of approximately U.S.$12
million (approximately NIS 55 million). Consequently, the Company’s holding in EQY
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was diluted from 40.5% to approximately 40.3%, and the Company recorded a profit
of approximately NIS 4 million.
E.

Debt Raised by the Company and Consolidated Subsidiaries
1.

2.

F.

On January 27, 2004, after "Maalot – The Israeli Rating Company" (Affiliate of S&P)
had upgraded the credit rating of the Company’s debentures to AA-, the Company
issued to institutional investors:
a)

A series of debentures (that are not registered for trading on the Stock Exchange)
at a total par value of NIS 120 million. The issue of the debentures was against
payment of their par value. The aforesaid debentures are linked to the CPI, and
bear a fixed annual interest of 5.55%. The principal is to be redeemed in a single
installment in February 2010.

b)

Debenture (Series A) with a total value of NIS 90 at a price of NIS 101 for NIS
100 par value of debentures for a total consideration of NIS 91 million. The
above issue was done by way of reopening the series of debentures (Series A)
that was first offered to the public pursuant to the Company prospectus dated
May 2, 2002.

On March 26, 2004, EQY completed the issue of a series of debentures for a total of
U.S.$ 200 million. The debentures principal will be repayed in a single installment on
April 15, 2009, and bear a fixed annual interest of 3.875%. The debentures were
issued at a yield to maturity of 3.902% (a spread of 1.25% above the relevant U.S.
Treasury bond at the time of issuance). Additionally, EQY entered a U.S.$100 million
swap transaction with a banking institution in which a fixed rate was swapped with a a
floating rate, so pursuant to the transaction, the interest rate on the exchanged sum is
a 6-month LIBOR rate with an additional spread of 0.4375%.

The Acquisition of Hatsrot Hadar Ltd. By Mishkenot Clal
On January 31, 2004, Mishkenot Clal signed an agreement with Polar Investments Ltd. and
Nidoran Ltd. to purchase 91.2% of the shares in Hatsrot Hadar Ltd., Mishkenot Clal’s partner
in the senior housing properties Mediterranean Towers Kfar Saba (50%), and Mediterranean
Towers Nordiya (33%), managed by Mishkenot Clal.
The transaction was completed on March 1, 2004, after receiving clearance from the AntiTrust Commissioner. After completion of the transaction, Mishkenot Clal holds through its
subsidiaries, full ownership rights in Mediterranean Towers Kfar Saba and a 66.67% ownership
Mediterranean Towers Nordiya.

G.

Dividend Distribution Policy
In accordance with the Company’s dividend policy, the Company announces at the end of
each year the anticipated dividend for the subsequent year. The Company has decided that
the dividend to be distributed from the beginning of the second quarter of 2004 will not be
less than NIS 0.19 per share for each quarter (NIS 0.76 per share on an annual basis).
This is subject to the existence of sufficient amounts of distributable income at the relevant
dates, and subject to the provisions of any applicable law relating to dividend distributions and
to decisions that the Company is permitted to take, including the allocation of its income for
other purposes and the revision of this policy.
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3.

A.

Results of Operations
For the 3 months ending
For the year ending
March 31
December 31, 2003
2004
2003
Unaudited
Audited
In NIS thousands
(except for net earnings per share)
(
Reported1
Adjusted2
Rental income
Rental property operating
expenses
Rental property depreciation
and amortization

420,420

292,991

1,401,186

135,092

99,123

457,790

61,986

38,410

197,489

Gross profit
General and administrative
expenses

223,342

155,458

745,907

35,521

27,507

115,805

Operating income
Financial income (expenses),
net

187,821

127,951

630,102

(121,535)

16,715

(300,163)

Other income (expenses), net

66,286
25,760

144,666
(5,344)

329,939
56,492

Income before taxes on income
Taxes on income

92,046
11,073

139,322
6,648

386,431
43,629

Income after taxes on income
Equity in earnings (losses) of
affiliates
Minority interest in earnings of
subsidiaries

80,973

132,674

342,802

( 4)

2,287

3,613

(59,617)

(73,022)

(209,839)

21,352

61,939

136,576

0.27

0.79

1.69

Net income

Net income per share

1
2

In accordance with Accounting Standards 12 and 13
Adjusted to the Shekel of December 2003.
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B.

Analysis of Results of Operations for the First Quarter, 2004
Rental Income
The 43% increase compared with the comparable period resulted from the acquisition of 16
new properties during the reporting period, the coming online of properties of which
development had been completed, the acquisition of properties during 2003, and the
consolidation of IRT’s properties acquired in February 2003 throughout the quarter, and from
an increase in rental income from the existing real-estate portfolio.
Operating Rental Property
The increase in property operating expenses this year, compared with the comparable period,
stems from the increased number of properties, as aforesaid. Property operating expenses as
a percentage of total rental income decreased from approximately 33.8% in the comparable
period to approximately 32.1% in the reporting period.
Depreciation of Rental Properties
The Company’s share in the depreciation of properties (depreciation on properties after
deducting the minority interest therein) was approximately NIS 27.2 million in the reporting
period, representing approximately NIS 0.34 per share, compared with approximately NIS 20.3
million in the comparable period, representing approximately NIS 0.30 per share.
Gross Profit
Gross profit for the reporting period was approximately NIS 223 million (approximately 53.1%
of rental revenues), compared with approximately NIS 155 million (approximately 53.1% of
rental revenues) during the comparable period, an increase of 44%.
General and Administrative Expenses
General and administrative expenses as a percentage of total rental revenues were
approximately 8.4% during the reporting period, compared with approximately 9.4% in the
comparable period. This decrease is primarily attributable to the significant increase in
operations of EQY (including the full consolidation of the IRT acquisition) and FCR, that was
accompanied by a moderate increase in administrative expenses, as a result of the economies
of scale enjoyed by both companies.
Financing Expenses(Income), net
The increase in financial expenses in the reporting period was a consequence of the following:
1)

The financial statements are no longer adjusted to purchasing power in countries in
which the Company operates, in accordance with Accounting Standards No. 12 and
No. 13, which affected the reported interest expenses item by approximately NIS 95
million.

2)

An increase in the Group’s loans from an average of approximately NIS 5.9 billion in
the first quarter of 2003 to approximately NIS 8.2 billion in the reporting period.
Interest expenses for the quarter reflect an average nominal interest rate of
approximately 5.5% on the Group’s obligations.

3)

The appreciation of the U.S. dollar against the New Israeli Shekel (NIS) by 3.4%
during the reporting period created a financial expense, due to the erosion Mishkenot
Clal’s tenants’ securities deposits, of approximately NIS 6 million, compared with a
devaluation of the U.S. dollar against the NIS in the comparable period of
approximately 1.8%, which generated approximately NIS 2 million in financial
revenues from the erosion in tenants’ securities deposits.
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4)

The following table presents the changes in the CPI and exchange rates of the U.S.
and Canadian dollars versus the NIS:
Consumer Price Index
Israel

U.S.

Canada

Percentage change

Exchange rates
U.S. dollar

Canadian
dollar

Percentage change

1-3/2004

(0.1%)

1.7%

0.7%

3.4%

1.7%

1-3/2003

0.8%

1.8%

2.0%

(1.1%)

1.7%

1-12/2003

(1.9%)

1.9%

2.0%

(7.6%)

13.5%

Other Income , Net
This item consists mainly of profits and losses in respect of capital transactions such as
dilution of holdings in consolidated subsidiaries and the sale of land.
In the reporting period, the Group recorded a net gain of NIS 15.3 million (the Company’s
share being approximately NIS 14.8 million), as a result of a dilution in its holdings of
consolidated subsidiaries, compared with a loss of approximately NIS 4.8 million (the
Company’s share being approximately NIS 4.4 million) in the comparable period.
During the reporting period, EQY sold a property that produced a net profit of approximately
NIS 8.4 million to the Group (the Company’s portion being approximately NIS 2.7 million),
compared with a net gain from the sale of properties of approximately NIS 2.3 million (the
Company’s share being approximately NIS 0.9 million) in the comparable period. Moreover, in
the first quarter of last year, EQY recorded a loss as a result of the early redemption of
property mortgages, totaling approximately NIS 2.9 million (the Company’s net share being
approximately NIS 1.2 million).
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C.

F.F.O.1and F.F.O. per share
The Company’s practice is to publish its F.F.O. results (which is the net reported income after
neutralizing one-time income and expenditure plus the Company’s share of depreciation and
amortization), and FFO per share, as is accepted practice in those countries in which the
Company operates, and in accordance with the position paper issued by the U.S.-based
National Association of Real Estate Investment Trusts (NAREIT).
In view of Accounting Standards No. 12 and No. 13 that came into effect on January 1, 2004,
the Company’s financial statements are no longer adjusted to purchasing power in Israel,
similar to the accepted practice in the U.S. and Canada. The Company is of the opinion that
FFO and FFO per share are more accurate reflections of the Company’s operations, providing a
more appropriate basis for comparison of the Company’s results of operations in a given
period, to a comparable period, and to the Company’s results from operations to those of
other income producing real estate companies.
The table below presents the Company’s FFO and FFO per share for the periods noted:
1-3/2004

1-3/2003

1-12/2003

In NIS thousands (excluding net income
data)
Reported net income
Adjustments:
Loss (profit) from a decline in the
holdings of consolidated subsidiaries

21,352

61,939

136,576

(14,822)

4,401

(37,450)

(2,716)

(941)

(4,205)

(17,538)

3,460

(41,655)

Company’s share in depreciation
and amortization

27,201

20,282

97,095

Reported FFO

31,015

85,681

31,015

2

Profits from the sale of properties
Total adjustments

FFO (pro forma)
Reported FFO per share
Reported FFO per share (pro
forma)
FFO per share (pro forma)
(without the effect of convertible
securities, presented at their basic
computation )

1

2

21,234

0.39

192,016
125,751

(2)

1.09

2.39

0.39

(2)

(2)

0.39

(2)

(2)

0.26

0.31

1.55

1.65

According to the NAREIT white paper, the F.F.O does not represent cash flow from current operations according to
accepted accounting principles; does not reflect the cash held by a company, or its ability to distribute that cash, does not
substitute the reported net income and is not a figure audited by the Company’s accountants.
Pro forma (on application of Accounting Standards No. 12 and No. 13, in effect since January 1, 2003)
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4.

Financial Status
Liquidity
As a matter of policy, the Company maintains an appropriate level of liquidity, enabling it to exploit
business opportunities in its field of activities.
As of March 31, 2004, the liquid assets available to the Group, including short-term investments, totaled
approximately NIS 132.1 million, compared with NIS 121.4 million on December 31, 2003. Moreover, as
of March 31, 2003, the Company has maintained unutilized lines of credit for immediate access of
approximately NIS 1,578 million, compared with approximately NIS 1.196 million as of December 31,
2003.
The increase in cash and unutilized lines of credit derive from the Company’s issuance of shares and
debentures during the reporting period, after deducting cash employed in the acquisition of income
producing properties.
The Company’s net cash and unutilized lines of credit for immediate access total
approximately NIS 1.7 billion.
Investments in Affiliated Companies
Investments in affiliated companies as of December 31, 2004, totaled approximately NIS 322 million,
compared with approximately NIS 15.7 million on December 31, 2003. The increase in this item derives
from the acquisition of 31 million shares in Citycon, after deducting the dividend received from the
company, as described in Item 2B, for a total consideration of approximately NIS 306 million.
Fixed Assets, Net
Net fixed assets as of March 31, 2004, amounted to approximately NIS 13.4 billion, compared with NIS
12.1 billion at the end of 2003.
In the reporting period, the Group acquired income producing properties, developed new properties,
redeveloped existing properties, and for the first time consolidated the properties of Hatsrot Hadar Ltd.,
all together amounts to the sum of approximately NIS 1 billion. Additionally, the devaluation of both the
U.S. and Canadian dollars contributed to an increase of approximately NIS 0.3 billion in the
aforementioned item.
Long-Term Liabilities
Long-term liabilities as of March 31, 2004 totaled approximately NIS 8.6 billion, compared with NIS 7.4
billion in 2003.
The increase in this item is derives principally from the receipt of new loans and issuance of debentures,
designated principally for financing investments in fixed-asset investments and the purchase of shares in
Citycon.
Shareholders’ Equity
As of March 31, 2004, shareholders’ equity together with minority interests totaled approximately NIS
4.4 billion, financing approximately 30.7% of the balance sheet, compared with NIS 3.1 billion, which
financed approximately 28.1% of the balance sheet as of March 31, 2003. In taking FCR’s convertible
debentures into account which are convertible to FCR shares (at the sole discretion of FCR), the
shareholders’ equity ratio, minority interests, and convertible debentures totaled approximately 35.3%,
compared with approximately 34.8%, respectively.
The increase in shareholders’ equity from NIS 1,141 billion on December 31, 2003, to approximately NIS
1,207 million on March 31, 2004, derives principally from a profit of NIS 21.4 million during the
reporting period, the conversion of options warrants to shares, totaling approximately NIS 23.9 million,
and an increase in the adjustments item resulting from the translation of the EQY and FCR financial
statements, totaling approximately NIS 34.9 million, after deducting the dividends declared by the
Company in the amount of approximately NIS 14.6 million.
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Current Ratio
The current ratio of assets to current liabilities was approximately 0.53 as of March 31, 2004, compared
with 0.57 as December, 2003. The decline in this ratio results from utilization of short-term reserves in
the acquisition of properties and long-term investments, and the redemption of a long-term lines of
credit. Correspondingly, these operations significantly increased the Company’s unutilized lines of credit
with immediate access (approximately NIS 1.7 billion).
Cash Flow
Cash flow from operating activities in the reporting period totaled approximately NIS 95 million,
compared with approximately NIS 31 million for the comparable period. The increase in cash flow from
operations in the reporting period resulted from an improvement in operating profits, after deducting
interest costs in respect of the Company’s loan obligations.
In addition, the Company completed the funding of its operations by raising capital by the Company and
its consolidated subsidiaries in a total amount of approximately NIS 252 million, as well as the receipt of
loans, and sale of long-term debentures totaling approximately NIS 927 million. These cash flows were
principally utilized for investment activity in fixed assets in the reporting period, totaling approximately
NIS 875 million, and the purchase of shares in Citycon, totaling approximately NIS 306 million.
5.

Donations
The Company makes donations to charities and community welfare projects, in particular to the
foundation “Larger than Life,” a volunteer humanitarian association aiding youths afflicted with cancer
and other severe chronic diseases.
Chaim Katzman, Chairman of the Company’s Board of Directors, serves as Honorary President of “Larger
than Life.” The Company acts as the official sponsor of the foundation.
The Company’s donations in the reported period totaled approximately NIS 337 thousand.
Of the above sum, the Company donated NIS 38 thousand to the ‘Larger than Life” association, and
approximately NIS 176 thousand to various bodies in the United States and Canada (through the
Company’s subsidiaries, such sums being designated for the regions in which they operate).

6.

Additional Information and Post-Balance Sheet Date Events
A.

In the months of March and April of this year, FCR’s remuneration committee allocated 120,000
restricted shares to FCR’s CEO (who also serves as CEO of the Company). Eighty thousand of
these shares were allocated in May this year (half being attributed to 2003, the other half to
2004), and the remainder will be allocated in 2005. The restricted shares have a vesting period
of three years, from the fifteenth of December of the year in which they were granted.

B.

On May 24, 2004, pursuant to a prospectus, the Company issued a new series of debentures
(Series B), linked to the Euro and bearing interest rate of Euribor plus 2%, for a total amount
of NIS 347.5 million, of which approximately NIS 66.5 million were issued to the public and
institutional investors, and approximately NIS 281 million were sold to companies wholly owned
by the Company.
In the framework of this offering, the Company re-opened the debenture series (Series A) for a
total amount of approximately NIS 155 million, of which approximately NIS 25 million were sold
to the public and approximately NIS 130 million were sold to companies wholly owned by the
Company.
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Additionally, pursuant to the prospectus, the Company issued option warrants (Series B) to
purchasers of the above debentures, exercisable to the Company’s shares until October 13,
2005, in consideration of an exercise price of NIS 24 per warrant option. The Company also
issued by way of rights to it's shareholders 2 series of options warrants: option warrants
(Series 7) exercisable to shares until July 22, 2004, in consideration of an exercise price of NIS
17 per warrant option, and option warrants (Series 8) (the exercise price is linked to the
exchange rate of the U.S. dollar).

7.

Exposure to Market Risks and their Management
A.

B.

The individuals responsible for reporting on and managing the Company’s exposure to market
risks are Mr. Dori Segal, Chief Executive Officer, and Mr. Gil Kotler, CFO. Since publication of
the Company’s annual report for 2003 on March 22, 2004, no material changes have taken
place in the Company’s market risks or in the means employed to manage them.
Currency Linkage
Material changes in the report on currency linkage are as follows:
During the reporting period, the Company invested a total of approximately NIS 306 million in
the purchase of shares of the publicly-traded Finnish income producing real estate company,
Citycon. The purchase was carried out in Euros, the currency in which Citycon’s operations are
transacted, and in which its shares are traded. To finance part of this purchase, the Company
took Euro loans and/or Euro-linked loans, so that as of the date of this report, the Company
has no currency exposure as a consequence of the aforementioned investment.

________________________________
Chaim Katzman, Chairman of the Board

___________________________
Dori Segal, President and director
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Kost Forer Gabbay & Kasierer
3 Aminadav St.
Tel-Aviv 67067, Israel



Phone: 972-3-6232525
Fax: 972-3-5622555

The Board of Directors
Gazit-Globe (1982) Ltd.

Re: Review report of unaudited interim consolidated financial statements
as of and for the three months period ended March 31, 2004

At your request, we have reviewed the interim consolidated balance sheet of Gazit-Globe (1982) Ltd. as of
March 31, 2004, and the related interim consolidated statements of income, changes in shareholders' equity and
cash flows for the three months then ended. Our review was made in accordance with procedures established by
the Institute of Certified Public Accountants in Israel. These procedures included reading the above mentioned
financial statements, reading minutes of meetings of the shareholders and of the board of directors and its
committees, and making inquiries of persons responsible for financial and accounting matters.

We have been furnished with reports of other accountants in respect of the review of the interim financial
statements of certain subsidiaries, whose assets constitute approximately 97.4% of total consolidated assets as of
March 31, 2004, and whose revenues constitute approximately 97.8% of total consolidated revenues for the three
months then ended.

A review is substantially less in scope than an audit in accordance with generally accepted auditing
standards in Israel, and accordingly, we do not express an opinion on the interim consolidated financial
statements.

Based on our review and the reports of other accountants, we are not aware of any material modifications
that should be made to the interim consolidated financial statements in order for them to be in conformity with
generally accepted accounting principles in Israel and with the Securities Regulations (Periodic and Immediate
Reports), 1970.

Tel-Aviv, Israel
May 30, 2004

KOST FORER GABBAY & KASIERER
A Member of Ernst & Young Global
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GAZIT-GLOBE (1982) LTD.
CONSOLIDATED BALANCE SHEETS

March 31,
2004

2003

December 31,
2003
Audited

Unaudited
NIS in thousands
(1)
Reported
Adjusted (2)
ASSETS
CURRENT ASSETS:
Cash and cash equivalents
Short-term investments
Tenants
Accounts receivable
Loans to partners in property under development
Rental property held for sale

LONG-TERM INVESTMENTS AND LOANS:
Investments in affiliates
Long-term investments
Long-term loans

FIXED ASSETS:
Cost
Less - accumulated depreciation

OTHER ASSETS AND DEFERRED CHARGES,
NET

(1)
(2)

79,189
52,916
76,389
99,734
62,302
6,004

201,326
135,363
50,450
79,213
52,101
26,407

53,651
67,709
84,911
66,194
57,522
63,649

376,534

544,860

393,636

321,912
76,157
47,018

35,480
34,089
77,242

15,706
40,353
58,517

445,087

146,811

114,576

14,031,176
658,041

10,536,561
377,886

12,608,688
530,276

13,373,135

10,158,675

12,078,412

273,687

265,133

228,823

14,468,443

11,115,479

12,815,447

See Note 2.
Adjusted to the NIS of December 2003.

The accompanying notes are an integral part of the interim consolidated financial statements.
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GAZIT-GLOBE (1982) LTD.
CONSOLIDATED BALANCE SHEETS

March 31,
2004

December 31,
2003
Audited

2003

Unaudited
NIS in thousands
(1)
Reported
Adjusted (2)
LIABILITIES AND SHAREHOLDERS' EQUITY
CURRENT LIABILITIES:
Short-term credit from banks and others
Trade payables
Other accounts payable
Dividend declared

403,066
84,808
204,255
14,562

267,232
44,330
168,766
11,292

378,944
129,921
187,094
-

706,691

491,620

695,959

2,229,978
6,154,432
270,799
1,032

1,030,338
5,582,655
145,575
856

1,084,222
6,143,093
146,260
846

8,656,241

6,759,424

7,374,421

661,148

740,363

649,463

MINORITY INTEREST

3,237,338

2,169,028

2,954,392

SHAREHOLDERS' EQUITY

1,207,025

955,044

1,141,212

14,468,443

11,115,479

12,815,447

LONG-TERM LIABILITIES:
Debentures
Liabilities to financial institutions and others
Tenants' security deposits
Accrued severance pay, net

CONVERTIBLE DEBENTURES REDEEMABLE
FOR SUBSIDIARY'S SHARES

(1)
(2)

See Note 2.
Adjusted to the NIS of December 2003.

The accompanying notes are an integral part of the interim consolidated financial statements.

May 30, 2004
Date of approval of the
financial statements

Chaim Katzman
Chairman of the Board
of Directors

Dori Segal
President and Director
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Gil Kotler
Chief Financial Officer

GAZIT-GLOBE (1982) LTD.
CONSOLIDATED STATEMENTS OF INCOME

Three months ended
Year ended
March 31,
December 31,
2004
2003
2003
Unaudited
Audited
NIS in thousands
(except per share amounts)
Adjusted (2)
Reported (1)
Rental income
Rental property operating expenses
Rental property depreciation

420,420
135,092
61,986

292,991
99,123
38,410

1,401,186
457,790
197,489

Gross profit
General and administrative expenses

223,342
35,521

155,458
27,507

745,907
115,805

187,821
(121,535)

127,951
16,715

630,102
(300,163)

Other income (expenses), net

66,286
25,760

144,666
(5,344)

329,939
56,492

Income before taxes on income
Taxes on income

92,046
11,073

139,322
6,648

386,431
43,629

80,973
(4)
(59,617)

132,674
2,287
(73,022)

342,802
3,613
(209,839)

21,352

61,939

136,576

0.27

0.79

Operating income
Financial income (expenses), net

Income after taxes on income
Equity in earnings (losses) of affiliates
Minority interest in earnings of subsidiaries
Net income
Net earning per NIS 1 par value of Ordinary shares
(in NIS)

(1)
(2)

See Note 2.
Adjusted to the NIS of December 2003.

The accompanying notes are an integral part of the interim consolidated financial statements.
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1.69

GAZIT-GLOBE (1982) LTD.
STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY
Unaudited

Share
capital

Balance at the beginning of the period
(audited)
Exercise of stock options into shares
Foreign currency translation adjustments
for autonomous entities
Net income
Issuance of share capital, net
Revaluation of loans for purchase of shares
Dividend declared
Dividend declared (3)
Balance at the end of the period

Share
premium

Balance at the end of the period

(1)
(2)
(3)

Capital
reserve

137,916
2,836

841,647
30,460

1,702
-

86,175
-

175,171
-

14,583
-

17
-

302
-

-

34,864
-

21,352
21
(15,393)

(14,583)
15,393

140,769

872,409

1,702

121,039

181,151

15,393

Share
capital

Balance at the beginning of the period
(audited)
Foreign currency translation adjustments
for autonomous entities
Net income
Dividend declared

Three months ended March 31, 2004
Foreign
currency
translation
adjustments for
Retained
Dividend
autonomous
entities
earnings
declared
Reported NIS in thousands (1)

Share
premium

Three months ended March 31, 2003
Foreign
currency
translation
adjustments for
Retained
Dividend
autonomous
earnings
declared
entities
Adjusted NIS in thousands (2)

Capital
reserve

127,211

710,206

1,702

61,957

93,982

11,374

-

-

-

14,685
-

61,939
82

(11,374)

127,211

710,206

1,702

76,642

156,003

See Note 2.
Adjusted to the NIS of December 2003.
See Note 4c.

The accompanying notes are an integral part of the interim consolidated financial statements.
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-

Less shares held
by the
Company

(106,604)
(9,400)
(116,004)

Less shares held
by the
Company

(106,544)
(106,544)

Less loans for
purchase
of shares

(9,378)
(56)
(9,434)

Less loans for
purchase
of shares

(10,176)
(10,176)

Total

1,141,212
23,896
34,864
21,352
319
(56)
(14,562)
1,207,025

Total

889,712
14,685
61,939
(11,292)
955,044

GAZIT-GLOBE (1982) LTD.
STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY
Audited

Share
capital

Share
premium

Year ended December 31, 2003
Foreign
currency
translation
adjustments for
Retained
Dividend
autonomous
entities
earnings
declared
Adjusted NIS in thousands (1)

Capital
reserve

Balance at the beginning of the year
Issuance of share capital, net
Exercise of stock options into shares
Repayment of loans for purchase of shares
Repurchase of shares
Foreign currency translation adjustments
for autonomous entities
Net income
Dividend paid
Dividend declared

127,211
3,987
6,718
-

710,206
59,758
71,683
-

1,702
-

61,957
-

93,982
-

11,374
-

-

-

-

24,218
-

136,576
(40,804)
(14,583)

(11,374)
14,583

Balance at the end of the year

137,916

841,647

1,702

86,175

175,171

14,583

(1)

Adjusted to the NIS of December 2003.

The accompanying notes are an integral part of the interim consolidated financial statements.
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Less shares held
by the
Company

(106,544)
(60)
(106,604)

Less loans for
purchase
of shares

(10,176)
738
60
(9,378)

Total

889,712
63,745
78,401
738
24,218
136,576
(52,178)
1,141,212

GAZIT-GLOBE (1982) LTD.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Three months ended
Year ended
March 31,
December 31,
2004
2003
2003
Unaudited
Audited
NIS in thousands
Reported (1)
Adjusted (2)
Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash provided by operating
activities (a)

21,352

61,939

136,576

73,262

(31,052)

225,208

Net cash provided by operating activities

94,614

30,887

361,784

(8,861)
(10,824)
(875,405)
(3,728)
39,338
(20,755)
2,600
3,146
(28,646)
(306,453)
10,409

(861,762)
(197,229)
(5,560)
43,445
(3,728)
2,730
12,572
(3,264)
21,357

(827,451)
(57,988)
(2,310,376)
(3,744)
145,523
(214)
17,452
108,964
(76,269)
74,938

(1,199,179)

(991,439)

(2,929,165)

Repayment of loans for the purchase of Company and subsidiary's shares
Issuance of share capital, net
Exercise of stock options into shares
Issuance of shares to minorities in subsidiary, net
Deferred charges in respect of raising loans and debentures
Dividend paid
Dividend paid to minorities in subsidiaries
Receipt of long-term loans
Repayment of long-term loans
Early redemption of subsidiary's debentures and convertible debentures
Issuance of the Company and subsidiary's debentures
Sale of Company's debentures by subsidiaries
Short-term bank credit, net
Increase (decrease) in tenants' security deposits

13,476
319
23,896
228,236
(14,485)
(84,544)
545,340
(718,080)
(845)
1,099,344
2,772
26,767
7,640

138,031
(9,806)
(52,429)
1,059,898
(257,376)
(9,903)
1,129
88
(945)

16,058
63,745
78,401
1,002,175
(19,672)
(52,178)
(211,918)
2,245,899
(788,186)
(123,379)
117,632
313
1,111

Net cash provided by financing activities

1,129,836

868,687

2,330,001

267

9,495

7,335

Increase (decrease) in cash and cash equivalents
Cash and cash equivalents at the beginning of the period

25,538
53,651

(82,370)
283,696

(230,045)
283,696

Cash and cash equivalents at the end of the period

79,189

201,326

53,651

Cash flows from investing activities:
Investment in newly consolidated subsidiaries (b)
Investment in subsidiary and in jointly controlled entity
Investments in fixed assets
Grant of loans to partners in property under development, net
Proceeds from sale of real estate
Long-term loans granted
Repayment of long-term loans granted
Short-term investments, net
Purchase of marketable securities and long-term investments
Investment in affiliate
Proceeds from realization of long-term investments
Net cash used in investing activities
Cash flows from financing activities:

Effect of exchange rate differences from cash balances of foreign
autonomous entities on cash and cash equivalents

(1)
(2)

See Note 2.
Adjusted to the NIS of December 2003.

The accompanying notes are an integral part of the interim consolidated financial statements.
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GAZIT-GLOBE (1982) LTD.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Three months ended
Year ended
March 31,
December 31,
2004
2003
2003
Unaudited
Audited
NIS in thousands
Reported (1)
Adjusted (2)
(a)

Adjustments to reconcile net income to net cash provided by
operating activities:
Income and expenses not involving cash flows:
Loss (gain) from realization and revaluation of marketable
securities, net
Minority interest in earnings of subsidiaries
Equity in losses (earnings) of affiliates, net of dividend received
Depreciation
Deferred taxes, net
Loss from early redemption of debentures and convertible
debentures
Adjustment differences on monetary assets and long-term
monetary liabilities, net
Write-down of long-term investments
Amortization of other assets and deferred charges
Gain from sale of real estate
Increase in accrued severance pay, net
Loss (gain) from issuance to third party

(4,315)
59,617
4
59,618
3,574

8,226
73,022
(1,550)
38,528
1,624

(11,334)
209,839
(1,232)
199,406
17,081

23

15

(5,175)
7,145
(8,352)
16
(15,312)

(132,103)
8,169
(2,272)
17
4,784

(159,356)
250
23,848
(11,070)
6
(44,627)

(4,758)
(21,984)
3,161

(67)
(31,058)
1,613

(35,225)
29,259
8,075

73,262

(31,052)

225,208

288

Changes in asset and liability items:
Increase in tenants and other accounts receivable
Increase (decrease) in trade payables and other accounts payable
Increase in tenants' security deposits

(1)
(2)

See Note 2.
Adjusted to the NIS of December 2003.

The accompanying notes are an integral part of the interim consolidated financial statements.
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GAZIT-GLOBE (1982) LTD.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Three months ended
Year ended
March 31,
December 31,
2004
2003
2003
Unaudited
Audited
NIS in thousands
Reported (1)
Adjusted (2)
(b)

Investment in newly consolidated subsidiaries: (see Note 5)
Subsidiaries' assets and liabilities at date of acquisition:
Working capital (excluding cash and cash equivalents):
Current assets
Current liabilities

(1,381)
5,932

(55,006)
61,426

4,551

6,420

(123,804)
(3,653)
115,512
(1,467)

(3,354,984)
(94,069)
1,460,905
55,608

(3,221,407)
(90,323)
1,402,741
53,394

(13,412)

(1,932,540)

(1,855,595)

-

1,064,358

1,021,980

(8,861)

(861,762)

Conversion of convertible debentures into subsidiary's shares

-

-

127,934

Purchase of fixed assets against liabilities

-

-

11,788

Purchase of fixed assets in consideration for subsidiary's shares

-

7,691

8,432

Conversion of debentures into convertible debentures

-

563

593

14,562

11,292

-

Fixed assets, long-term investments and loans (mainly real estate)
Other assets (including goodwill)
Long-term liabilities
Minority interest

Increase in minority interest following consideration paid in
subsidiary's shares

(c)

6,164

(827,451)

Significant non-cash operations:

Dividend declared

(1)
(2)

(52,815)
58,979

See Note 2.
Adjusted to the NIS of December 2003.

The accompanying notes are an integral part of the interim consolidated financial statements.
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GAZIT-GLOBE (1982) LTD.
NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1:- GENERAL
These financial statements have been prepared in a condensed format as of March 31, 2004, and for
the three months then ended ("interim financial statements"). These financial statements should be
read in conjunction with the Company's audited annual financial statements and accompanying
notes as of December 31, 2003 and for the year then ended.
NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES
a.

The interim financial statements have been prepared in accordance with generally accepted
accounting principles for the preparation of financial statements for interim periods, as
prescribed in Accounting Standard No. 14 of the Israel Accounting Standards Board.
The significant accounting policies and methods of computation followed in the preparation
of the interim financial statements are identical to those followed in the preparation of the
latest annual financial statements, except as described below.

b.

Discontinuance of the adjustment of financial statements and financial reporting in reported
amounts:
In 2001, the Israel Accounting Standards Board published Accounting Standard No. 12 with
respect to the discontinuance of the adjustment of financial statements. According to this
Standard (as amended by Accounting Standard No. 17), the adjustment of financial
statements for the effects of inflation should be discontinued beginning January 1, 2004. The
Company applied the provisions of the Standard, and accordingly, the adjustment for the
effects of inflation was discontinued as from January 1, 2004.
1.

Starting point for the preparation of financial statements:
a)

In the past, the Company prepared its financial statements on the basis of the
historical cost convention, adjusted for the changes in the general purchasing
power of the Israeli currency based on the changes in the Israeli Consumer Price
Index ("Israeli CPI"). These adjusted amounts, as included in the financial
statements as of December 31, 2003 (the transition date), served as a starting
point for nominal financial reporting beginning January 1, 2004. Additions made
after the transition date are included at nominal values.

b)

The amounts for non-monetary assets do not necessarily represent realizable
value or current economic value, but only the reported amounts for those assets.

c)

In the financial statements "cost" represents cost in the reported amount (see 2
below).

d)

All comparative data for previous periods are presented after adjustment for the
Israeli CPI as of the transition date (the Israeli CPI for December 2003).
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GAZIT-GLOBE (1982) LTD.
NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS

NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (cont.)
2.

Financial statements in reported amounts:
a)

Definitions:
Adjusted amount - historical nominal amount adjusted for the Israeli CPI as of
December 2003, according to the provisions of Opinions No. 23 and No. 36 of
the Institute of Certified Public Accountants in Israel.
Reported amount - adjusted amount as of the transition date, plus additions in
nominal values after the transition date and less amounts deducted after the
transition date. The amounts deducted after the transition date are in historical
nominal values, adjusted amounts as of the transition date or in a combination of
historical nominal values and adjusted amounts as of the transition date,
according to the relevant situation.

b)

c)

d)

Balance sheet:
1)

Non-monetary items are presented in reported amounts.

2)

Monetary items are presented in nominal values as of the balance sheet
date.

3)

The carrying value of investments in investees is determined based on the
financial statements of these companies in reported amounts.

Statement of income:
1)

Income and expenses relating to non-monetary items are derived from the
change in the reported amount between the opening balance and the
closing balance.

2)

Other items in the statement of income are presented in nominal values.

3)

Equity in the results of operations of investees is determined based on the
financial statements of these companies in reported amounts.

Statement of changes in shareholders' equity:
Dividends declared in the reported period are presented in nominal values.
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GAZIT-GLOBE (1982) LTD.
NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS

NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (cont.)
3.

The following are details of the index in Israel, U.S. and Canada and the exchange
rates of the U.S. dollar and the Canadian dollar:
Consumer Price Index
Canada
Israel
Points *)

U.S.
As of:
March 31, 2004
March 31, 2003
December 31, 2003

187.4
184.2
184.3

123.6
122.8
122.8

Change during the
period:
March 2004
(three months)
March 2003
(three months)
December 2003
(12 months)

*)

106.1
109.0
106.2

Exchange rate of $ 1 of
U.S.
Canada
NIS
4.528
4.687
4.379

3.4647
3.1926
3.4075

%

1.7

0.7

(0.1)

3.4

1.7

1.8

2.0

0.8

(1.1)

6.4

1.9

2.0

(1.9)

(7.6)

13.5

According to the index for the month ending on balance sheet date on an average
basis in years as follows:
U.S.
- 1984 = 100
Canada - 1992 = 100
Israel
- 1998 = 100

4.

Translation of financial statements of foreign operations:
a)

On January 1, 2004, Accounting Standard No. 13 with respect to the effect of
changes in foreign exchange rates became effective ("Standard No. 13").
Standard No. 13 replaces Interpretations No. 8 and No. 9 of Opinion No. 36 of
the Institute of Certified Public Accountants in Israel, which were superseded
when Accounting Standard No. 12, as described above, became effective.
Standard No. 13 deals with the translation of foreign currency transactions and
with the translation of financial statements of foreign operations for
incorporation into the financial statements of the Company.

b)

Foreign operation that is classified as a foreign autonomous entity ("the entity"):
In accordance with Standard No. 13, assets and liabilities, both monetary and
non-monetary, of the entity are translated at the closing rate. The components of
the statement of operations and of the statement of cash flows of the entity are
translated at the exchange rates at the dates of the transactions or at average
exchange rates for the period if such exchange rates approximate the actual
exchange rates. All exchange rate differences resulting from the translation, as
above, are classified as a separate item in shareholders' equity ("foreign currency
translation adjustments for autonomous entities") until the disposal of the
investment.
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GAZIT-GLOBE (1982) LTD.
NOTES TO INTERIM CONSOLIDATED FINANCIAL STATEMENTS

NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (cont.)
As a result of the adoption of Standard No. 13, goodwill arising on the
acquisition of the entity is accounted for as an asset of the entity and translated
at the closing rate and not at the rate as of the date of the transaction, which was
the rate used until December 31, 2003. In addition, the components of the
statement of operations and of the statement of cash flows are no longer
translated at the closing rate but are translated as described above, and the
financial statements of the entity are no longer adjusted for the changes in the
foreign index before their translation into NIS.
c.

Change in the amortization period of goodwill:
In March 2004, the Israel Accounting Standards Board published Accounting Standard
No. 20 with respect to the amortization period of goodwill. According to this Standard,
goodwill should be amortized on a systematic basis over its useful life, which reflects the best
estimate of the period during which the Company is expected to generate future economic
benefits from the goodwill. The amortization period should not exceed 20 years from the date
of initial recognition. The Standard is effective with respect to financial statements for
periods beginning on or after January 1, 2004 and the related accounting effect is treated as
change in estimate ("prospective").
As a result of the publication of the new Standard and after its evaluation, the Company's
management decided to extend the amortization period of goodwill up to 20 years in view of
the following circumstances and special characteristics of the markets in which the Company
operates which justify amortization period of goodwill of up to 20 years:
1.

Leading companies in their business segments.

2.

Markets which are characterized by long-term engagements and tenants' loyalty.

The change in the amortization period resulted in a decrease of approximately NIS 1 million
in the amortization of goodwill in the consolidated financial statements during the reported
period (the effect on the Company's net income is approximately NIS 500 thousand).
NOTE 3:- ADDITIONAL INFORMATION
a.

During the reported period, 1.6 million stock options (series 4) of the Company were
exercised into 2 million shares of the Company for the total consideration of approximately
NIS 23.9 million. Further, the Company exercised additional 0.6 million stock options which
it held into 0.8 million shares. About 3 thousand stock options which were not exercised by
February 20, 2004, the last exercise day, expired.
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NOTE 3:- ADDITIONAL INFORMATION (cont.)
b.

On January 27, 2004, once Maalot - the Israeli Rating Company, raised the rating for the
Company's debentures to AA-, the Company made the following securities offering to
institutional investors:
1.

A series of debentures (not to be listed) at the total par value of NIS 120 million in
consideration of their par value. Said debentures are linked to the increase in the Israeli
CPI and bear fixed annual interest at the rate of 5.55%, payable annually. The principal
of the debentures is payable in one sum in February 2010.

2.

Debentures (series A) of 90 million par value at a price of NIS 101 per NIS 100 par
value of debentures and for the total consideration of approximately NIS 91 million.
The above issuance was by the extension of the series of debentures (series A) which
was first issued to the public according to the Company's prospectus from May 2,
2002.

c.

In March 2004, FCR issued to institutional investors and other 3.4 million shares (including
0.8 million shares to the Company) for the total consideration of approximately C$ 55 million
(NIS 190 million). As a result of the issuance of shares, as above, the exercise of warrants
into FCR shares and the issuance of FCR shares in return for interest on FCR convertible
debentures, the Company recorded in the first quarter of 2004 a gain amounting to
approximately NIS 10.8 million from decrease in its holding.

d.

During the reported period, the Company acquired 31 million shares of Citycon Oyj.
("Citycon") thereby conferring it holdings in 29.3% of the share capital of Cityon (30.4% of
the share capital net of shares held by Cityon). On March 15, 2004, the general meeting of
Cityon nominated a Board of seven members among which two directors were based on the
Company's recommendation. As of March 31, 2004, the Company's total investment in
Cityon shares (net of the dividend, as discussed below) is placed at approximately NIS 306
million. The Company's share in the dividend which Cityon distributed during March 2004
totals approximately NIS 22 million, thereby decreasing the cost of the Company's
investment in Cityon, as mentioned above.
In April and May 2004, the Company acquired additional 6 million shares of Cityon for an
additional investment of NIS 66 million. As of the date of the approval of the financial
statements, the Company holds 35% of the share capital of Cityon (36.3% of the share capital
net of shares held by Cityon).
The financial statements of Cityon are disclosed to these statements.
Cityon is a Finnish public company which focuses on the field of income producing
properties in Finland. Its properties portfolio as of March 31, 2004 consisted of about 148
properties, some of which are supermarket-anchored shopping centers and some are
commercial buildings with a total area of approximately 500 thousand sq. which are
principally leased to supermarket and retail chains.
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NOTE 3:- ADDITIONAL INFORMATION (cont.)
e.

On January 31, 2004, Mishkenot Clal signed an agreement with Polar Investments Ltd. and
Niduran Ltd. for the acquisition of 91.2% of Hazerot Hadar Ltd., Mishkenot Clal's partner in
the holding of Mediterranean Towers Kfar Saba (50%) and Mediterranean Towers Nordia
(33%) which are managed by Mishkenot Clal.
On March 1, 2004, after receiving the approval of the Anti Trust Commissioner, the
transaction was closed. Subsequent to the closing, Mishkenot Clal holds, through its
subsidiaries, full ownership of Mediterranean Towers Kfar Saba and 66.7% of Mediterranean
Towers Nordia.

f.

In March 2004, the Company declared a dividend of NIS 0.18 per share payable at the
beginning of April 2004.

g.

On March 26, 2004, EQY completed an issuance of debentures in the scope of $ 200 million.
The debentures are redeemable in one sum on April 15, 2009 and bear fixed interest of
3.875%. The debentures were issued with yield to maturity of 3.902% (at the time of
issuance, 1.25% more than the return on U.S. Government bonds for same period).
Additionally, EQY entered into an interest swap transaction with a bank in order to exchange
fixed interest for floating interest in the amount of $ 100 million, so that after the swap
transaction, the interest on the exchanged amount is 6-month Libor plus a margin of
0.4375%.

NOTE 4:- EVENTS SUBSEQUENT TO THE BALANCE SHEET DATE
a.

In March and April 2004, FCR's compensation committee approved the issuance of 120,000
restricted shares to FRC's CEO (who acts also as the Company's CEO) without consideration.
Of the above, 80,000 shares were issued in May 2004 (half of the amount in respect of 2003
and the other half in respect of 2004) and the remainder amount will be issued until May
2005. The restricted shares have a vesting period of 3 years beginning December 15 of the
year in respect of which the shares are granted.

b.

On May 24, 2004, the Company issued pursuant to a prospectus a new series of debentures
(debentures B) that are linked to the Euro and bear interest of Eurobor plus a margin of 2%
amounting to approximately NIS 347.5 million, of which NIS 66.5 million were sold to
institutional holders and to the public and approximately NIS 281 million were sold to the
Company's wholly owned subsidiaries.
In the context of the issuance, the Company added to the marketable series of debentures
(debentures A) approximately NIS 155 million, of which NIS 25 million were sold to the
public and NIS 130 million were sold to the Company's wholly owned subsidiaries.
Similarly, in the context of the prospectus, the Company distributed to the buyers of these
debentures stock options (series 8) that are exercisable into the Company's shares until
October 13, 2005 for the exercise increment of NIS 24 per stock option and distributed to its
shareholders, by way of rights, without consideration, 2 series of stock options; stock options
(series 7) that are exercisable into the Company's shares until July 22, 2004 for the exercise
increment of NIS 17 per stock options and stock options (series 8) (the exercise increment is
linked to the exchange rate of the U.S. dollar).
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NOTE 4:- EVENTS SUBSEQUENT TO THE BALANCE SHEET DATE
c.

In May 2004, the Company declared a dividend of NIS 0.19 per share payable in June 2004.
The record date for the entitlement to the dividend is June 15, 2004.

NOTE 5:- GEOGRAPHIC INFORMATION
Three months ended March 31, 2004 (unaudited)
U.S.
Canada
Israel
Total
Reported NIS in thousands
Rental income

248,803

164,093

7,524

420,420

Segment results

144,611

78,078

653

223,342

Three months ended March 31, 2003 (unaudited)
U.S.
Canada
Israel
Total
Adjusted NIS in thousands
Rental income

175,980

112,668

4,343

292,991

Segment results

101,433

53,675

350

155,458

Year ended December 31, 2003 (audited)
U.S.
Canada
Israel
Total
Adjusted NIS in thousands
Rental income

854,484

529,069

17,633

1,401,186

Segment results

482,063

262,415

1,429

745,907

NOTE 6:- A RECONCILIATION BETWEEN GENERALLY ACCEPTED ACCOUNTING
PRINCIPLES IN FINLAND AND INTERNATIONAL FINANCIAL ACCOUNTING
STANDARDS
As discussed in Note 3d, during February to March 2004, the Company acquired 30.4% interest in
Citycon which is traded on the stock exchange of Helsinki, Finland.
The financial statements of Citycon, disclosed herewith, have been prepared in accordance with
generally accepted accounting principles in Finland. Citycon intends to begin to report under
International Financial Accounting Standards as from January 1, 2005.
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NOTE 6:- A RECONCILIATION BETWEEN GENERALLY ACCEPTED ACCOUNTING
PRINCIPLES IN FINLAND AND INTERNATIONAL FINANCIAL ACCOUNTING
STANDARDS (cont.)
According to the provisions of Opinion 68 of the Institute of Certified Public Accountants in Israel,
the Company applies the equity method of accounting with respect to its investment in Citycon
based on the financial statements of Citycon as prepared according to International Financial
Accounting Standards.
Following are the effect of the material differences between generally accepted accounting
principles in Finland and International Financial Accounting Standards on the financial statements
of Citycon as indicated in Citycon's 2003 financial statements:
-

According to generally accepted accounting principles in Finland, investment properties are
stated at cost net of accumulated depreciation. According to International Financial
Accounting Standards (IAS 40), investment properties can be presented by one of the
following two alternatives: the cost less depreciation model or the fair value model.

-

According to generally accepted accounting principles in Finland, derivatives used to hedge
interest rates on loans are not stated at fair value. According to International Financial
Accounting Standards (IAS 39), these derivatives are stated at fair value.

-

According to generally accepted accounting principles in Finland, a capital loan received by
Citycon is presented as part of shareholders' equity. According to International Financial
Accounting Standards (IAS 32), the capital loan is presented as a liability.

-

According to International Financial Accounting Standards (IAS 12), taxes shall be
recognized in respect of certain assets and liabilities which, according to generally accepted
accounting principles in Finland, are usually not recognized.

-

According to International Financial Accounting Standards (IAS 31), interests in joint
ventures shall be treated under the proportionate consolidation, which differs from the
method according to generally accepted accounting principles in Finland.

Since the acquisition of Citycon shares was completed toward the end of the reported quarter, the
Company did not record equity earnings in respect of its holdings in Citycon for this quarter and,
therefore, the differences in the above accounting principles do not affect the Company's financial
results for the quarter.
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