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To:

To:

The Securities Authority

The Tel Aviv Stock Exchange Ltd.

via MAGNA

via MAGNA

Dear Sir/Madam,
Re: Supplemental Report No.2 to the Transaction Report dated 9th September 2009
Further to the Transaction Report dated 9th September 2009 ("the Transaction Report")1,
and, inter alia, in accordance with what is stated in paragraph 6.2 of the Transaction Report,
and further to the Supplemental Report to the Transaction Report dated 24th September 2009
("the First Supplemental Report"), Israel Corporation Ltd ("the Company") is pleased to
submit a second Supplemental Report to the Transaction Report, as follows:
1.

Approval by the Audit Committee and the Board of Directors
1.1

1

On 30.9.2009 the Company's Audit Committee and Board of Directors held
meetings during which they were presented with a review prepared by Dr. Yossi
Bachar, an external, independent business consultant and expert, who had been
asked by the Company's Board of Directors to examine the fairness of the method
used by ZIM to calculate the projected returns on the Company's investment in it.
Dr. Yossi Bachar explained to the Directors the manner in which he had carried
out the requested appraisal, the work he had undertaken and the conclusion which
he had reached, which was, that from a financial perspective, the method used by
ZIM to calculate the level of the returns2 is a fair one. Dr. Yossi Bachar's

Unless specifically stated to the contrary, all the terms stated in this Report shall have the meanings given to
them in the Transaction Report.
2
The calculation regarding the level of returns is based on ZIM's own assumptions and anticipated results falling
within the definition of forward-looking information predicated on forecasts concerning the state of the
international shipping market, trends in supply and demand and various external factors beyond ZIM's control
such as maritime transportation tariffs, fuel prices, etc. It cannot be said with any degree of certainty that these
assumptions and projected results will actually come to fruition.
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aforementioned conclusion was presented to the Company in a Fairness Opinion
which he prepared, a copy of which is attached herewith as an exhibit to this
Report.
1.2

In the light of the information, data and explanations, including the review and
work of Dr. Yossi Bachar, which were presented before the Audit Committee and
the Board of Directors as aforesaid, and in the light also of the recommendation
made regarding ZIM's affairs by the Independent Directors Committee referred to
in paragraph 1.b. of the First Supplemental Report, the Company's Audit
Committee and Board of Directors estimate that the Company's investment in Zim
is economically viable.3

1.3

Similarly, the Company's Audit Committee and Board of Directors were given a
detailed assessment regarding the progress of proceedings involving the financial
creditors and other parties who are expected to play an active role in ZIM's
Agreed Restructuring Plan, the aim of which is to cover ZIM's anticipated cashflow deficit of around one billion U.S. dollars during the five years of the Plan
(2009-2013).

1.4

The updated picture presented to the Company's Audit Committee and Board of
Directors regarding the situation vis-à-vis contacts with those parties who are
declaredly involved in the Restructuring Plan, shows that understandings or
agreements already exist with the overwhelming majority of them.
For the avoidance of all doubt, it is hereby made clear that consolidation of the
Agreed Restructuring Plan is dependent upon and subject to its approval by all
those participating in its implementation.

3

1.5

Following receipt of the said information, including the aforementioned results of
the Fairness Inquiry carried out by Dr. Yossi Bachar, the Audit Committee and
the Board of Directors re-approved the Company's investment in ZIM. The Audit
Committee and the Board of Directors likewise reconfirmed that the Company's
investment in ZIM as well as conversion of the funds comprised within that
investment into ZIM shares are conditional upon and subject to approval of the
Restructuring Plan by all those elements participating in it with the object of
covering ZIM's projected cash-flow deficit within the five years of the plan (20092013) as indicated in paragraph 1.8 of the Transaction Report.

1.6

The Company's Audit Committee and Board of Directors took the aforementioned
decisions, inter alia, on the basis of those principal justifications discussed in
paragraph 7 of the Transaction Report and on the estimate that the investment in
ZIM made economic sense3, as indicated by the appraisals, updates, information
and data which had been submitted to the Company, including Dr. Yossi Bachar's
Evaluation of Fairness Report and his conclusion that from a current financial
point of view, ZIM's method of calculating the projected level of returns to be
made on the Company's investment, if it went ahead, was fair.

The aforementioned statement to the effect that the Company's investment in ZIM is likely to yield financial
rewards amounts to forward-looking information based on assessments and information provided by ZIM which
take into account, inter alia, the conditions of the international shipping market, trends in supply and demand,
and ZIM's ability to realize its business plan , however, there is no certainty that this possibility will be realized.
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2.

The Settlement with Related Corporations
2.1

Paragraph 10.1h.(6) of the Transaction Report describing "the Settlement with
Related Corporations " shall be reworded as follows:
"Some of the ship owners leasing their vessels to ZIM are Related
Corporations (as defined in subparagraph "C" of the preamble to the
Transaction Report). ZIM has reached an understanding with these Related
Corporations according to which the charter fees payable to them under
existing ship-charter contracts over the coming years are to be reduced by an
aggregate sum of 150 million U.S. dollars. For more detailed information
regarding this matter, kindly refer to the table set out in paragraph 4 of the First
Supplemental Report and the explanatory notes which form a part thereof.
In keeping with the Restructuring Plan, the Related Corporations have agreed
to relinquish conversion of the 150 million U.S. dollar aggregate reduction into
ZIM shares which was due to take place in 2016 (on those dates and in
accordance with the mechanism specified in paragraph 10.1h.(6) of the
Transaction Report) and to treat it instead as a deferred loan not repayable until
at least 2016, the precise repayment dates and conditions of which shall be
determined (pari passu) within the framework of an agreement to be worked
out with holders of ZIM debenture stock. The Related Corporations have also
agreed that ZIM's debt to them shall rank second in priority to the debt owed to
the holders of ZIM debentures in the event that ZIM should fail to redeem
those debentures ("the Settlement with Related Corporations ")."

2.2

As stated in the Transaction Report, the Related Corporations' agreement to
reduce their charter fees by 150 million U.S. dollars is subject to approval of "the
Agreed Restructuring Plan" (as defined in subparagraph "F" of the preamble to the
Transaction Report). Nevertheless, 60 million U.S. dollars of the total reduction
(representing the current aggregate reduction in charter fees as indicated in the
table set out in paragraph 4 of the First Supplemental Report) is not conditional on
approval of the Restructuring Plan. It should also be made clear, that if the
General Meeting fails to approve those decisions upon which the Transaction
Report is based then the Related Corporations shall not include the 60 million
U.S. dollar reduction within the overall figure owed to them by ZIM.

2.3

In the light of the contents of paragraph 2.1 above, the following changes shall be
made to the cover of the Transaction Report and to the Transaction Report itself:
2.3.1 In the cover of the Transaction Report, in the paragraph entitled "A brief
description of the engagement and its main terms", the words "and against
which they will be issued with convertible promissory notes for ZIM
shares" shall be replaced with: "and redemption of the debt with respect to
the said reduction shall be deferred".
2.3.2 Paragraph 2.2 of the Transaction Report shall be reworded as follows:
"2.2

The Settlement with the Related Corporations regarding the
reduction in the charter fees and deferment of the 150 million
U.S. dollar debt redemption to the dates and upon the conditions
specified in paragraph 2.1 of the Supplemental Report No.2"
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2.3.3 In the heading to paragraph 4.2 of the Transaction Report the words "the
conversion formula" shall be deleted and paragraph 4.2 of the Transaction
Report shall be reworded as follows:
"4.2

The reclassification of the reduction (as defined in paragraph 2.1 of
Supplemental Report No. 2) as a debt, the redemption of which
shall be deferred until at least 2016 and which shall take place on
the same dates and on the same terms as those applying to ZIM's
debentures ("pari passu") under a settlement to be reached with the
debenture holders, is a reasonable and fair arrangement. Similarly,
the Related Corporations' agreement that the said debt shall rank
second in priority to that owed by ZIM to its debenture holders if
ZIM fails to redeem those debentures is fair and will assist ZIM in
implementing the Agreed Restructuring Plan."

2.3.4 Paragraphs 7.8 and 7.9 of the Transaction Report (which were included in
the Audit Committee's and Board of Directors' summary of explanations)
shall be replaced with the following:
"7.8

3.

The decision by the Related Corporations within the framework of
the Agreed Restructuring Plan to reduce ZIM's charter fees over
the coming years by the aggregate sum of 150 million U.S. dollars,
instead of in 2016 converting the aggregate reduction into ZIM
shares to classify the aforementioned sum as a deferred loan which
need not be repaid until at least 2016 and on the same dates as have
been fixed for the redemption of ZIM's debentures, and to regard
the debt owed to them by ZIM as ranking second in priority to that
owed to its debenture holders should it fail to redeem those
debentures, constitutes an important development in
implementation of the Agreed Restructuring Plan and is both fair
and reasonable."

The Company wishes to point out that Supplemental Report, No. 2, shall be followed up
by a further Supplemental Report containing such important additional information as
shall be in the Company's possession on the date of its publication. Similarly, the
Company shall in due course be releasing a Transaction Report in which all
Supplemental Reports issued by the Company shall be integrated.

Yours faithfully,
Israel Corporation Ltd
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Dr. Yossi Bachar
Economic Consulting and Investment Initiatives Ltd
7th October 2009
For the attention of:
The Board of Directors of the Israel Corporation Ltd
Tel Aviv

Dear Sirs,
Re: Appraisal of the fairness of the methodology employed by ZIM in calculating
projected returns on the investment under review by the Israel Corporation Ltd
Background
1.

We have been asked by the Israel Corporation Ltd (hereinafter: "the Israel
Corporation"), to examine from a financial point of view, the fairness of the
methodology employed by ZIM in calculating projected returns on the investment
(hereinafter: "the returns estimate") in ZIM Integrated Shipping Services Ltd
(hereinafter: "ZIM" or "the Company") currently being reviewed by the Israel
Corporation, if it decided to go ahead with the said investment. A copy of the returns
estimate is attached herewith.

2.

According to the information passed on to us, the Israel Corporation's 350 million dollar
investment in ZIM with respect to which the returns estimate was prepared (hereinafter:
"the investment in ZIM"), is part of a comprehensive Restructuring plan formulated
by ZIM, the principal features of which were highlighted in a transaction report
published by the Israel Corporation on 9th September 2009 (hereinafter: "the
Transaction Report") and which is intended to provide an answer to the roughly one
billion dollar cash-flow deficit expected to beleaguer the Company in the coming years
(hereinafter: "the Settlement").

3.

It is our understanding, that the returns estimate, which concludes by presenting the
internal rates of return (IRR) to be made on the investment in ZIM under consideration
by the Israel Corporation based on various scenarios regarding what the Company's
operations will be worth at the end of 2012, constitutes part of the total information
available to the Israel Corporation for the purposes of reaching a decision regarding the
investment in ZIM.

4.

According to the information given to us, the value of ZIM's operations as expressed in
the returns estimate was calculated by using criteria derived from the projected results
of the Company's operations for 2013. This forecast is based on ZIM's five-year
business plan, which was the subject of an independent business review carried out by
an external international body (hereinafter: "the Business Plan Review Summary
Report"), and on the anticipated consequences resulting from implementation of the
Settlement, as measured by ZIM.
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The methodology upon which an assessment of "fairness" is predicated
5.

In carrying out our fairness appraisal, we have, as required, concentrated only on the
methodology which was employed to calculate the results estimate, the principal
features of which may be described as follows:
5.1

An indicative finding as to the projected enterprise value of ZIM's operations;

5.2

The deduction of the balance of the financial debt as at 31st December 2012 from
the recorded enterprise value and a calculation of their values adjusted in
accordance with ZIM's equity value as at 31st December 2012;

5.3

A calculation of the range of multiples resulting from the equity capital as at 31st
December 2012 taken together with the EBITDA values, and the projected equity
capital and net profit for 201341;

5.4

The value of the range of multiples calculated as stated above in paragraph 5.3
taken in conjunction with the average multiples (throughout the last five years) of
equivalent companies that were chosen from the comparison group52;

5.5

A calculation of the range of internal return rates on the investment currently
being considered by the Israel Corporation (under the Settlement) and the range of
equity capital calculated up to 31st December 2012 as stated above in paragraph
5.2.

The returns estimate no allowance has been made for the possible ramifications of
capital arrangements within the framework of agreements entered into with bondholders
and/or with unsecured financial creditors.
The information relied upon and the enquiries that we carried out
6.

1

2

In evaluating the fairness of the methodology employed by ZIM as described above, we
relied upon the following sources of information provided to us by the Company:
6.1

The returns estimate;

6.2

The activities results forecast for the years 2009-2013, which was prepared on the
basis of ZIM's business plan;

6.3

The Business Plan Review Summary Report;

6.4

ZIM's accounts (the annual report for 2008 and the report submitted for the first
half of 2009);

6.5

Presentations submitted to the Israel Corporation's Board of Directors and to
banks;

6.6

Analysts' reports relating to the maritime transportation industry and the major
companies operating within it;

At the Company's request, it should be indicated that the results forecast for the year 2013 are based on
various forward-looking assumptions regarding various criteria beyond the Company's control such as
maritime transportation tariffs, fuel prices, etc. There is no certainty that in practice these assumptions shall
be proved to have been correct.
As presented to us, the comparison group included the 21 largest companies in the industry (in terms of
view of transportation capacity); the comparative companies are the 8 public corporations from the
comparison group, at least 66% of whose income is derived from container transportation.
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7.

6.7

Data, supporting calculations, data and reports relating to ZIM and other
companies in the industry (some of which are attached as Exhibit "A");

6.8

Conversations held with representatives of ZIM and the Israel Corporation's
Board of Management;

In evaluating the fairness of the methodology employed by ZIM as described above, we
took the following investigative measures:
7.1

We read the reports, presentations and reviews which were made available to us;

7.2

We held conversations with the Company's representatives concerning the process
by which the returns estimate was formulated;

7.3

We examined the frequency with which multiples were used in order to estimate
the value of companies in the maritime transportation industry;

7.4

We analyzed data relating to similar companies within the sample group and the
principal characteristics of typical companies not included in that group;

7.5

We analyzed the median multiples in the last ten years of the sample companies
used for comparison purposes;

7.6

We compared ZIM's average [projected] TEU income during 2013 with that
generated in previous years;

7.7

We assessed ZIM's [anticipated] profits for 2013 (EBIT and EBITDAR3)
compared to the profits made by ZIM and other companies within the industry in
previous years.

7.8

We calculated the implied weighted average cost of capital (Implied WACC)4
incorporated within the activities comparison referred to above in paragraph 5 and
the [projected] results of activities for the year 2013 and compared them with the
WACC of similar companies;

7.9

We applied a financial model to the pecuniary debt [forecast] for 2012 and to the
investment being evaluated by the Israel Corporation.

The contents of the fairness appraisal, reservations and assumptions
8.

The work we have undertaken and the contents of this document are predicated on the
following terms of reference, sources, declarations, disclaimers and assumptions:
8.1

3
4

That we have only examined the methodology employed by ZIM in making the
returns estimate. We were not asked, and therefore have not addressed or carried
out work in relation to any document and/or other matter, including the rest of the
documents, data and information listed in paragraph 6 above and the exhibit

EBITDA plus rent.
In order to free the weighted cost of capital from the range of values given in the returns estimate, we have
assessed, for indication purposes only, ZIM's free cash-flow for 2013. The said estimate is based on ZIM's
[projected] free cash flow (generated by ongoing and investment activities) for 2013 9in accordance with
its value in ZIM's forecast model) and the following assumptions: an effective rate of tax of 18%; a longterm growth rate of 0.5%; investment in fixed assets at the level of the audited depreciation; and a level of
investment in working capital commensurate with the assumptions underlying the Company's stated model.
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referred to therein (which, as we have mentioned, served as the basis for the
returns estimate prepared by ZIM);
8.2

That declarations made by those in charge of the Israel Corporation and ZIM to
the effect that all the information submitted to us was complete without anything
having been hidden or omitted from any important and/or relevant document
and/or part of any such document and/or any piece of important and/or relevant
data;

8.3

That the documents, data and information specified in paragraph 6 above, the
exhibit referred to therein and all other documents submitted to us were in their
final format and no changes were made to them after they were received by us;

8.4

That the information and data submitted to us, whether within the returns estimate
or in any other format, including the data and information specified in paragraph 6
and the exhibit referred to therein, are correct, complete and precise in all their
aspects. We have not accepted and/or taken upon ourselves any responsibility to
carry out, and we have not carried out, any autonomous or independent
verification or investigation or review of the information and data with which we
have been provided as aforesaid in order to prepare this document.

8.5

That, as is hereby expressly made clear, in preparing this document we have
worked on the premise that all the documents, forecasts, appraisals and
fundamental assumptions on which the returns estimate is based, including those
specified in paragraph 6 and the exhibits referred to therein, are correct, precise
and complete and that we have not verified, reviewed, or carried out any
autonomous and/or independent check with regard to thereto, but have assumed
that all matters mentioned in these sources shall fully come to pass and in a timely
manner. Clearly, if it emerges that the aforementioned documents, forecasts,
appraisals and fundamental assumptions upon which the returns estimate is based
are incorrect, imprecise and incomplete and/or did not come to pass and on time,
then the opinion we have expressed in this document would be subject to revision.
In so far as this matter is concerned, we should make it clear that there is no
certainty that the scenarios given with respect to the value of the Company's
activities at the end of 2012 and/or the projected results of the Company's
activities for 2013 and/or the five-year business plan formulated by ZIM and/or
the anticipated ramifications of implementing the settlement shall fully or partly
be achieved or come to pass as the Company assumed they would when preparing
the returns estimate.

8.6

That all the forecasts and estimates submitted to us and/or brought to our attention
in any way, were prepared in a reasonable, precise, fair and conscionable manner,
in reliance upon the most accurate appraisals and estimates made by the Israel
Corporation and ZIM regarding the Company's future operations and financial
performance as well as all other matters referred to in the said forecasts and
appraisals.

8.7

That no substantial changes have taken place with regard to the assets, financial
situation, activities' results, business operations and/or forecasts of ZIM and/or the
Israel Corporation between the date on which the last documents submitted to us
and which deal with the latter subjects were prepared and the date on which this
document was published.
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8.8

9.

That we have not accepted and/or taken upon ourselves any responsibility to carry
out and we have not carried out any autonomous or independent verification ,
check, estimate, appraisal or physical inspection of assets belonging to ZIM or the
Israel Corporation and/or their obligations (whether conditional or otherwise).
Similarly, we have not received the results of any such verification, check,
estimate, appraisal or physical inspection.

With regard to the subject of the Israel Corporation's actual decision to invest in ZIM
and all matters relating thereto, we wish to emphasize the following points:
9.1

Our work in relation to the aforementioned methodology has been carried out
solely from a financial point of view, and it may be that relevant, non-financial
considerations exist which could influence the [Israel Corporation's] decision to
invest in the Company. We have not been asked to relate to such extraneous
considerations and of course have not done so in any way.

9.2

The investment in ZIM involves numerous risk factors which we have not been
asked to consider and of course have not done so in any way. In this context it
ought to be noted that underlying the methodology employed by ZIM in preparing
the returns estimate is the assumption that implementation of the Settlement
would result in the Company no longer having any liquidity or other cash-flow
difficulties until at least 2013. It goes without saying that there are no guarantees
that this assumption will be proved to have been correct.

9.3

Nothing in the work we have carried out or in this document should be interpreted
as expressing an opinion concerning the Israel Corporation's decision to go ahead
with its investment in ZIM, including with regard to the viability, reasonableness
and the financial, taxation, legal, accounting or other implications involved in or
which may result from that investment, to the extent that it shall actually be made.

9.4

This document does not constitute, in any way, a valuation of ZIM or its
activities. Similarly, we have not expressed herein any opinion regarding the
appropriateness of any sums which may be invested in ZIM by the Israel
Corporation.

9.5

This document has been prepared in order to assist the Israel Corporation's Board
of Directors during its deliberations regarding a possible investment in ZIM, and
does not constitute a recommendation to the Board of Directors to approve the
investment in ZIM or to the Israel Corporation's General Meeting on how to vote
in relation to the investment in ZIM or in relation to any other matter.

9.6

We have not organized any legal appraisal or investigation and have neither
sought nor received any legal advice with regard to legal issues concerning ZIM
and/or the Israel Corporation and/or the Israel Corporation's investment in ZIM
and we assume that the Israel Corporation has acted in these matters, and will
continue to do so, solely on the strength of appropriate legal advice.

9.7

We have not been asked to examine and have not examined the terms relating to
the realization and implementation of the investment in ZIM (including all the
explanations and data submitted by ZIM or others to the Israel Corporation, to the
extent that such explanations and information were forthcoming) and similarly we
were not asked to examine and have not examined the regulatory, statutory,
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administrative, governmental or other requirements, permits and consents needed
in connection with and in order to carry out the investment in ZIM.
9.8

This document is based on conditions and data which were valid on the date on
which it was prepared, as well as on the information which was submitted to us
prior to that date. Accordingly, despite the fact that future changes may influence
and alter its conclusions, we have not undertaken or accepted upon ourselves any
obligation to revise, check and reconfirm the contents of this document.

Miscellaneous
10.

We confirm that we have no personal interest in ZIM and/or the Israel Corporation
and/or the investment in ZIM, apart from the fact that we are entitled to be paid a
predetermined fee by the Israel Corporation for providing our professional services
within the framework of which we have submitted this document.

11.

With regard to this document, the Israel Corporation has given an undertaking to the
firm of Dr. Yossi Bachar Economic Consulting and Investment Initiatives Ltd
(hereinafter: "the Consultancy Firm") that the total liability of the Consultancy Firm
shall be limited and shall not exceed the overall value of the fee as aforesaid which is
actually to be paid by the Israel Corporation for services within the framework of which
this document has been submitted (hereinafter: "the maximum liability figure"). The
overall limitation of liability towards the Israel Corporation as aforesaid shall apply
regardless of the cause of action, including, but without prejudice to the generality of
the foregoing, claims of negligence, breach of contract and/or any other claim
whatsoever made in reliance upon contract or tort law relating to provision of the
services within the framework of which this document has been submitted, including,
but without prejudice to the generality of the foregoing, the content of the report, the
assumptions upon which is was based, its conclusions, the manner in which it shall be
understood or implemented (if at all), and the results of any decision taken by the Israel
Corporation or anyone acting on its behalf as a result of or in connection with this
document.
It has also been agreed in relation to the services provided [by the Consultancy Firm] to
the Israel Corporation, within the framework of which this document has been
produced, that beyond the maximum liability figure referred to above, neither the Israel
Corporation and/or anyone acting on its behalf and/or any third party shall make any
allegation and/or claim and/or demand against the Consultancy Firm regarding any
matter connected with this document , including, but without prejudice to the generality
of the foregoing, in connection with its contents, the assumptions upon which it is
based, its conclusions, its ramifications, the manner in which it shall be understood or
implemented (if at all), and the results of any decision taken by the Israel Corporation or
anyone acting on its behalf as a result of or in connection with this document.
Similarly, it has been agreed in relation to provision of the said services, that should the
Consultancy Firm be charged or sued or asked to pay any sum to any third party in
connection with any matter based on, inter alia, this document and/or any cause of
action resulting and/or connected, directly and/or indirectly with this document, then the
Israel Corporation shall absolutely and irrevocably indemnify the Consultancy Firm
against any such sum as aforesaid, immediately upon being first asked to do so, and
shall also do so with respect also to all costs and/or payments incurred by and/or
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charged to the Consultancy Firm in dealing with the demand and/or claim by the third
party as aforesaid, including legal costs of any kind, provided always that the
Consultancy Firm shall notify the Israel Corporation, at the first opportunity, of the
existence of the aforementioned demand or claim.
12.

No use may be made of this document and/or any report or information submitted to the
Israel Corporation whether orally or in writing which is connected to this document,
including by distributing, publishing, relying on, depending on, disclosing, referring to
or quoting parts or all of it in any way, other than for the purposes of presenting this
document before the Israel Corporation's Board of Directors and also, if and to the
extent it shall be required, before the Israel Corporation's General Meeting.
No third party, apart from the Israel Corporation itself, shall be entitled to make any use
of this document and/or any report or information submitted to the Israel Corporation
whether orally or in writing which is connected to this document, or to rely upon it in
any way. Despite the foregoing restriction, I have nevertheless agreed that this
document may be attached to the reports which the Israel Corporation is legally obliged
to submit regarding its investment in ZIM.

Summary
13.

Based on and subject to all that has been said above, we have examined, from a
financial point of view, the fairness of the methodology employed by ZIM in
calculating the potential returns which the Israel Corporation's investment in ZIM is
likely to yield. Our investigations, principally those described in paragraph 7 above,
have led us to be able to make, inter alia, but mainly, the following points:
13.1 Multiples are commonly used in order to estimate the value of companies
operating in the maritime transportation industry;
13.2 The multiples used in carrying out the valuations as aforesaid, also include those
which were used to make the returns estimate - capital multiples (price to book
ratios), the EBITDA multiple (EV/EBITDA) and the net profit multiple (P/Net
income), which in turn were based on an [economic] forecast for the year
following the date on which the valuation was made.
13.3 The forecasts for the [maritime transportation] industry which we have read do
not in general go beyond the year 2013, a fact which makes it difficult to predict
what the situation will be beyond that specific point in time;
13.4 The level of uncertainty in the market makes it difficult to predict how the
maritime transportation industry will fare during the years ahead;
13.5 The companies looked at within the sample group for comparison purposes (the
21 leading companies in the industry from the point of view of transportation
capacity) together provide more than 87% of transportation capacity in the
industry and they constitute the main group from which most of the statistics in
that industry are compiled;
13.6 The companies which we examined from outside the sample group from which
the companies looked at for comparison purposes were taken (those ranked 22 to
40 from the point of view of transportation capacity within the industry), are
essentially small, private concerns specializing in various niche fields;
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13.7 The average5 EBITDA (X 5.4) and capital (X1.1) multiples deducted for the
comparative companies during the last ten years are similar and even higher than
the external multiples quoted in the returns estimate and which are based on the
average multiples of the comparative companies during the previous five years;
13.8 The range of the implied weighted average cost of capital (WACC) when
compared to the value of activities given in the returns estimate and the activities
results forecast for the year 2013 (9.2%- 15.4%), which was calculated as stated in
paragraph 7.8 above, is similar and even on the high side by comparison with the
implied weighted average cost of capital figures for the comparative companies6
(7.1% - 12%)7;
13.9 The estimate of ZIM's TEU income for the year 2013 (1,418 dollars per TEU) is
consistent (approximately) with the long-term direction in the progression of the
Company's data. A similar trend can also be seen in data relating to the industry as
a whole.
13.10 The estimate regarding ZIM's EBITDAR margin for the year 2013 (20.8%) is
comparable to the Company's average EBITDAR margin for the years 2001 to
2008 (19.6%);
13.11 The estimate regarding ZIM's operating profit (EBIT margin) for the year 2013
(10.6%) is lower than the average for the industry during the period 1995 to 2008
(11.8%)8;
13.12 The methodology employed by ZIM in preparing the returns estimate as aforesaid,
is based on the assumption that as a result of the Settlement's implementation the
Company is not expected to encounter liquidity or other cash-flow difficulties
until at least 2013;
13.13 The total figure given for the Israel Corporation's investment in ZIM in the returns
estimate, includes also the unsecured loan which the Israel Corporation granted to
ZIM during the months of June and July of this year (amounting to 100 million
dollars), all or part of which, according to our understanding9, is likely under
certain conditions to become a sunk cost from an economic point of view;
5

6

7
8
9

The median average multiples of the comparative companies for the years between 2000 and the present
day, discounting those years in which the multiple for each company was high or low..
With regard to this matter it ought to be emphasized that we are not speaking here of a weighted cost of
capital assumed and/or calculated by ZIM but a figure derived from data used in preparing the returns
estimate based on the assumptions set out in paragraph 7.8 above.
Source: Revised analysts reports as received from ZIM.
Received from ZIM in reliance on financial and shipping information providers.
During the months of June and July 2009 the Israel Corporation provided ZIM with an owners' loan of 100
million dollars repayable over 15 years together with interest at the LIBOR rate + 1%, the interest being
added to the principal every 6 months (hereinafter: "the existing loan"). The existing loan may be
exchanged at any time in the Israel Corporation's discretion for ZIM shares. In accordance with the
approval in principle given by the Israel Corporation's Board of Directors in September 2009, the existing
loan is to be converted into ZIM share capital once the Settlement has been approved, in addition to the 350
million dollar investment required from the Israel Corporation under the terms of the Settlement. In the
light of the stance taken by the Board of Directors that "the Israel Corporation's investment in ZIM …
bearing in mind ZIM's current situation, was and still is required and essential in order to enable ZIM to
continue functioning as a going concern" (the Transaction Report, p.13) and the warning which the Israel
Corporation published in the Transaction Report (on p.3) stating that without approval of the Restructuring
Plan "it may be that ZIM will have to turn to the courts, in order, inter alia, to implement an arrangement

13
This is an English convenience translation from the original Hebrew version. In case of any
discrepancy, the binding version is the Hebrew original.
For the avoidance of doubt it ought to be emphasized that the figures quoted
above relating to ZIM's activities results for the year 2013 constitute part of the
data and information that was presented to me as stated in paragraph 6, the
accuracy of which, as made abundantly clear in paragraph 8 above, we were not
asked to verify or check independently and no such verification or independent
check was carried out.
14.

On the basis of what has been stated above, it is our opinion that from a financial
point of view, as at today's date, the methodology which ZIM employed in
calculating the range of returns which are likely to be generated by the investment
being considered by the Israel Corporation, if carried out, is fair.
Naturally, what has been stated above reflects our subjective opinion and it is
entirely possible that our finding regarding the fairness of the methodology as
aforesaid will not be seen as a definitive judgment and may be at odds with the
opinion held by others.

Yours faithfully,
Dr. Yossi Bachar Economic Consulting and Investment Initiatives Ltd

under their protection", it may be assumed that without implementation of the Restructuring Plan and the
Israel Corporation's 350 million dollar investment a situation could well arise in which none or part only of
the existing loan will be repaid.
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discrepancy, the binding version is the Hebrew original.
The Returns Estimate
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Exhibit "A"
Æ Average TEU income and ZIM's profitability figures for the years 2001 to 2008

Source: ZIM
ÆAverage TEU income in the industry

Source: Received from ZIM, in reliance upon other sources
ÆSample group and comparative companies used by ZIM in preparing the returns
estimate

Source: Received from ZIM, in reliance upon other sources.
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discrepancy, the binding version is the Hebrew original.
Æ Average EV/EBITDA multiples for the comparative companies (without HMM and
Hanjin and observations > 20 or < 0)

Source: Received from ZIM, in reliance upon other sources
Æ The comparative companies' average P/B multiples

source: Received from ZIM, in reliance upon other sources.

