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Tel Aviv

SECOND QUARTER 2008

* MARKET SUMMARY

The real estate activity in Israel continues to be vigorous, as in the previous quarter, in the fields
of both residential and income producing property. The market has shown steady price
increases over the last couple of years. These increases are the result of several financial
circumstances that characterize the market today.

e Construction starts

A reduction in the number of building construction starts in recent years, together with
expansion and growth in economic activity in all sectors naturally resulted in excess demand
vis-a-vis the existing supply. An increase in the price of raw materials and construction inputs
such as iron, cement, fuel, and others, as well as the credit crunch following the sub-prime
crisis are further contributing to these price increases.

* US dollar vs. the New Israeli Shekel (NIS)

The significant weakening of the US dollar vs. the NIS causes more and more entrepreneurs to
disengage entirely from the exchange rate and to set rental prices in NIS. The price is generally
calculated based on an exchange rate of NIS 4.1 = 1USD. The high rates of rental increase
costs were spotted especially in Gush Dan.

* Rental fees increase

In the second quarter the positive trend continued, with a tendency for a 7% to 12% increase in
prices across the country, in all sectors. The increase reflects not only the reduction in supply
but also the increase in the prices of input materials. It is our estimation that these increases will
continue in the course of the next quarter.

Fit-up charges have also gone up for the same reason. In the past these costs were calculated
on the basis of $300/sq m. Today, at a fix exchange rate of NIS 4.1 = 1USD, these costs
amounts to NIS 1,200/Sq m.

In Tel-Aviv, recent rental deals were priced at NIS 90-120/sq m/month. In the satellite cities
(‘Great T.A.’), such as Herzliya and Petakh-Tikva, rental fees are at NIS 65-80/sq m/month. In
Airport City, rentals range around NIS 80/sq m/month. At the exchange rate of around NIS
3.4/$, this price equals $23/sq m/month.

Nevertheless, we do not foresee that the continuing increases in prices will result in companies
leaving office buildings across the country because existing lease agreements are generally
long term. There is no doubt however that in the course of the following two years space-
intensive companies will consider moving their activities to the periphery to reduce their rental
costs significantly. This situation is not new. The Migdal Insurance company decided at the end
of the 90s to move its core activities to Petakh-Tikva to reduce rental costs and municipal taxes.
Migdal was not the only insurance company to do so. The Direct Insurance Financial
Investments (‘d-ifi’) group also moved in recent years to Petakh-Tikva, the Mizrahi Bank moved
to Ramat Gan, and the Discount Bank considered at some point to move to an office tower in
Roamat Gan.

It is reasonable to assume that this trend will continue as current leases expire. Companies will
have to cope with the high rental costs requested by landlords and with the significant increase
in their expenses, which will seriously affect their profits.

* Note: Great Tel Aviv Area (also known as ‘Gush Dan’) includes:
Tel Aviv, Herzliya, Petakh-Tikva, Ra’anana, Ramat-Gan and other cities.
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OFFICE MARKET

* Rental fees

The growing excess demand in the office market in Tel-Aviv
continues to cause sharp increases in the area, from average
$21/Sq m/month in the previous quarter to nearly $23/Sq
m/month in the current one. This represents an increase of
10%, as opposed to 7-10% in other cities such as Petakh-
Tikva, Netanya, and Herzliya Pituah.

These significant increases have already become a norm in
the real estate market.

Comparison of rental fees for Q1 2007, $18.3/Sq m/month,
to Q1 2008, shows an increase of ~25%. Note that the
decrease of the $/NIS rate has caused additional increase of
~15% to the rental fees. Thus, if we consider the fix rate of

NIS4/$1 the real fees are reflected as $27/SqM/month.

An example of the sharp increase of prices in Tel-Aviv is the
lease agreement between Azorim and Polar, in which Azorim
leased some offices for $43/sq m/month, nearly double the
average price. We believe this yet to be the record.

Rental fees in Prime offices locations can go as high as $30-
35/Sg m/month (~25% more).
Discount Tower was leased for $33/Sq m/month and in
Ayalon Tower for $34/Sq m/month. Offices in the Azrieli
Towers were recently marketed at $35/Sq m/month.

For example, space in

Pipeline supply

Although supply is low at present, new projects, which are
now under-construction, are due to be ready at the end of
2009 and during 2010. These projects will contribute ~600-
700,000 Sq m of offices, which will
increase and will create real competition between properties.

moderate the fees

City Offices to be ready during 2009-2010 [SqM]

Tel Aviv 100,000
Petakh Tikva 300,000
Raa’nana 70,000
Netanya 100,000

Azrieli Towers, Tel Aviv.
Office space are marketed
at $35/Sq m/month
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RETAIL MARKET

In the retail market significant price increases have also National average commercial rental fees and occupancy
reached 10%, rising from an average of $43.75/sq m/month 30 - 920%
in the previous quarter to $47.26/sq m/month in the current

one. The increases are mainly the result of the marketing 25 90.0%
strategy of food and galanterie chains, and of large office > - 88.0%
services that are located in general in shopping centers but 20 '
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environment. :%r | 82.0%
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smaller spaces than the large, traditional stores. Among r780%
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INVESTMENTS Commercial Rental fees Trends - Tel Aviv $ Gush Dan area
There is a high demand for investments in the Israeli Real 50

Estate market due to high solvency of the biggest Israeli real 45
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cash flows surplus based on previous IPOs. During the last % 30

several months the buildings’ supply have decreased and thus é 25
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The increasing demands have caused the yields to decrease to 15
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For example, Asia House building (see picture on page 1) was 5
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Comparlson table between leasing / selling rates in Q4 2007 and Q1 2008
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