
 

 1

 
 
 
 
 

GAZIT-GLOBE (1982) LTD. 
 

Directors’ Report to Shareholders 
For the period ended September 30, 2002 

 
The Board of Directors of Gazit-Globe (1982) Ltd. (hereinafter – “the 
Company”) is honored to present the financial statements of the Company 
and its consolidated subsidiaries for the nine-month and three-month periods 
ended September 30, 2002:  
 
1. A. General 
   

The Company is an investment company engaged – through its 
subsidiaries – in the acquisition, development, and management of 
properties in the USA, Canada, and Israel.  The Company focuses mainly 
on supermarket-anchored shopping centers.  In addition, the Company 
pursues business opportunities in the acquisition of companies engaged in 
its areas of activity and/or in synergetic businesses.  
 
The Company also invests in securities, mainly of other publicly traded 
real estate companies in the USA, Canada and Israel.   
 
The Company's business strategy is characterized mainly by:  
- Investment in economically and politically stable countries.  
- Investment in properties, mainly anchored by supermarkets, which are 

considered “recession proof”, compared to other real estate.  
- Operation in areas with high barriers to entry.  
- Experienced local management teams.  
- Growth through the acquisition and development of commercial 

properties while pursuing acquisition and merger opportunities with 
real estate companies engaged in the Company's area of activity.  
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As of the date of the financial statements, the Company owns 150 
properties with a Gross Leasable Area (G.L.A.) of approximately 17 
million square feet, as well as 3 properties that are jointly-owned and 4 
additional properties under development.  These properties have a book 
value of NIS 6.7 billion and generate annual rental income of NIS 880 
million (gross annual rent calculated for the properties currently owned, at 
the exchange rate on the date of publishing these financial statements).  
The Company also owns 50% of a senior living company.  
 
In the USA, the Company operates mainly through Equity One Inc. 
(hereinafter – “EQY”); a self-administered, self-managed REIT (Real 
Estate Investment Trust) traded on the NYSE.  As of the date of the 
financial statements, the Company owns – directly,  and indirectly through 
wholly-owned subsidiaries and through FCR - 50% of EQY.  EQY 
operates primarily in the states of Florida and Texas, owning 85 properties 
(primarily supermarket-anchored shopping centers), with a G.L.A. of 8.7 
million square feet, as well as 3 properties that are jointly-owned and 3 
additional properties under development.  Generally, the anchor tenants of 
EQY’s properties are national and regional chains.  
 
Regarding the agreement entered into by EQY for the acquisition of IRT 
Property Company (hereinafter – “IRT”), see section 6A below.  
 
Operations in Canada are carried out through First Capital Realty Inc. 
(hereinafter – “FCR”), a public company traded on the Toronto Stock 
Exchange (TSX).  As of the date of the financial statements, the Company 
owns 68.6% of FCR.  FCR operates mainly in the Canadian provinces of 
Ontario, Quebec and Alberta, owning 64 properties (primarily 
supermarket-anchored shopping centers), with a total G.L.A. of approx. 
8.2 million square feet, as well as one additional property under 
development.  The anchor tenants of FCR’s properties are national and 
regional chains.  FCR also owns 32.5% 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.  In addition, the Company owns an office building in 
Tel-Aviv.  
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- Inflation in the USA and Canada during the third quarter of the 
year was moderate, compared to almost no inflation during the 
same quarter last year. As a result, financing expenses (in real 
terms) were lower in the third quarter of the year than in the same 
quarter last year.  
 

- As of September 30, 2002, shareholders’ equity per share (of NIS 1 
par value) amounted to NIS 13.98 per share, compared to 
NIS 12.17 as of December 31, 2001.  Taking into account the 
dividend paid by the Company, the shareholders’ equity per share 
grew in the period by 17.5%.  

 
- Shareholders’ equity and minority interests as of the date of the 

financial statements amounted to NIS 1.85 billion, representing 
24.5% of the total assets, compared to NIS 1.31 billion at the end 
of 2001, which represented 19.4% of the total assets, and 
compared to NIS 1.29 billion at the end of the same quarter last 
year, which represented 19.2% of the total assets.  

 
- All “per share” data have been adjusted for the stock dividend 

(split) distribution made during 2002.  
  
 The “per share” data for 2002 include the affect of the option 

warrants (Series 4 and Series 6), while the data for 2001 do not.  
 
 

2. The Company and its Business Environment – Key Events and Changes 
During the Reporting Period 

 
General 
 
During the reporting period, the Company invested – directly and through 
subsidiaries – the sum of NIS 795 million, in the acquisition, development, 
and improvement of properties and long-term investments.  The affect of these 
acquisitions on the operating results will be reflected mainly in the coming 
quarters.  
 
A. Acquisition and Sale of Properties: 

Acquisitions 
1. In January 2002, FCR acquired six shopping centers for an aggregate 

consideration (including transaction expenses) of C$ 58 million 
(NIS 179 million).  The properties acquired are neighborhood and 
community shopping centers in the GMA, Quebec.  The G.L.A. of 
these shopping centers totals some 810 thousand square feet.  
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2. In February 2002, EQY acquired two properties in consideration for 
US$ 6.2 million (NIS 30.2 million).  Both properties are leased to a 
pharmacy chain.  

 
3. In May 2002, EQY acquired 3 supermarket-anchored shopping centers 

in Florida and Texas, with a total G.L.A. of approx. 250 thousand 
square feet and a 13-acre site for future development in Florida, which 
is adjacent to land that has been zoned for residential development. 
The acquisition also included land for future development next to one 
of the properties, The total cost of the acquisitions was US$ 32 million 
(NIS 156 million).  

 
4. In May 2002, FCR acquired a supermarket-anchored shopping center 

in Montreal, Quebec, with a total G.L.A. of approx. 160 thousand 
square feet, and with a partner land for future development, with an 
area of approx. 30 acres, in Calgary, Alberta.  The total cost of the 
acquisitions was C$ 13 million (NIS 40.2 million). 

 
5. In June 2002, EQY acquired a supermarket-anchored shopping center 

in Orlando, Florida, with a total G.L.A. of approx. 70 thousand square 
feet, for US$ 8.6 million (NIS 41.9 million). 

 
6. During July 2002, EQY acquired a supermarket-anchored shopping 

center in Palm Beach, Florida, with a total G.L.A. of approx. 80 
thousand square feet, for US$ 9.25 million (NIS 45 million).  

 
7. In August 2002, FCR acquired a shopping center, with a G.L.A. of 

some 150 thousand square feet, in the city of Ajax, Ontario for C$ 21 
million (NIS 65 million).  The anchor tenants of the center will be a 
supermarket and a pharmacy. 

 
8. In September and November 2002, FCR acquired – in two stages - a 

shopping center, with a G.L.A. of some 75 thousand square feet, in 
Toronto, Ontario, for C$ 8 million (NIS 21.7 million).  The 
consideration was paid in cash and by issuing 72,000 shares in FCR at 
a price of C$ 12.3 per share.  

 
9. During the third quarter, FCR acquired, for future development, sites 

adjacent to some of its existing shopping centers for C$ 10.5 million 
(NIS 32.5 million). 
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Sales 
10. In February 2002, EQY sold an office building located in Miami 

Beach, Florida in consideration for US$ 6.05 million (NIS 29.5 
million).  The gain recognized by the Company from the sale of this 
property amounted to NIS 9.6 million, net.  In addition, as part of the 
settlement of a claim filed against the municipality of Miami Beach 
(the acquirer), EQY received a further sum of US$ 0.45 million 
(NIS 2.2 million).  

 
11. In February 2002, EQY sold an undeveloped site for US$ 1.7 million 

(NIS 8.3 million).  The gain recognized by the Company from the sale 
of this land amounted to NIS 0.6 million, net.    

 
12. In February 2002, EQY sold a shopping center in Texas for US$ 2.6 

million (NIS 12.7 million).  No gain accrued to the Company from this 
sale.  

 
13. In June 2002, EQY sold a residential building and adjacent land in 

Miami Beach, Florida for US$ 2.45 million (NIS 11.9 million).  The 
gain recognized by the Company from the sale of this property 
amounted to NIS 1.6 million, net.  

 
14. In July 2002, EQY sold a shopping center, with no anchor tenants, 

located in Miami, Florida for US$ 5.2 million (NIS 25.3 million).  The 
shopping center had a G.L.A. of some 33 thousand square feet.  The 
Company has not recorded any gain on the sale of this property. 

 
15. In July 2002, FCR sold a 9 acre plot of land, adjacent to a development 

site, in which it holds a 50% share, for C$ 3.7 million (NIS 11.4 
million).  As a result of this sale, the Company recorded a net gain of 
NIS 0.6 million.  

 
16. In August 2002, EQY sold a supermarket-anchored shopping center, 

located in Orlando, Florida for US$ 3.5 million (NIS 17 million).  The 
shopping center had a G.L.A. of some 70 thousand square feet.  
Approx. US$ 1 million (NIS 4.9 million) of the consideration was paid 
in cash, while the balance was financed by a one-year loan to the 
purchaser that bears interest at 8% per annum.  The Company has not 
recorded any gain on the sale of this property. 

 
17. In September 2002, EQY sold a shopping center, with no anchor 

tenants, located in Dallas, Texas for US$ 2.35 million (NIS 11.4 
million).  The shopping center had a G.L.A. of some 33 thousand 
square feet.  The Company has not recorded any gain on the sale of 
this property. 
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B. Additional Investments 
 
As of September 30, 2002, the Company's investments in the shares of 
public real estate companies (REITs) and other securities, mainly in the 
USA and Canada (excluding subsidiaries) totalled NIS 172.9 million.  
 
The investment in these securities, part of which is presented as short-term 
investments and part as long-term investments, is primarily in companies 
whose activity is similar in nature to that of the subsidiaries, and includes 
an investment of NIS 19.6 million in the shares of IRT (see section 6A 
below).  For the nine months and three months ended September 30, 2002, 
the investment portfolio yielded net losses of NIS 3.1 million and NIS 5.4 
million, respectively (after taking into account allowances made for 
impairment to the value of the investments).  In the corresponding periods 
last year, the investments yielded net gains of NIS 52.7 million and 
NIS 18.9 million, respectively.  
 
As of the date of the financial statements, the market value of these 
investments was not less than their carrying value.   
 
As of December 31, 2001 and September 30, 2001, the Company's 
investments in traded securities totalled NIS 206.7 million and NIS 203.2 
million, respectively.  

 
C. Acquisition of FCR Debentures by the Company in the Reporting 

Period  
 
During the reporting period, the Company – through a wholly-owned 
Canadian subsidiary (hereinafter – “Gazit 97”) – acquired on the Toronto 
Stock Exchange (TSX) convertible debentures of FCR with a nominal 
value of some C$ 24.9 million, at a cost of NIS 71.4 million.  During the 
corresponding period last year, the Company acquired debentures of FCR 
with a nominal value of some C$ 74.9 million, at a cost of NIS 173.5 
million.  
 
In the nine months and three months ended September 30, 2002, the 
Company recognized gross gains of NIS 38 million and NIS 2 million, 
respectively, on the acquisition of the aforementioned debentures (the 
company’s net share in the gain amounted to NIS 18.1 million and NIS 1 
million, respectively).  
 
As from 2002, the Company is adopting the treatment recommended by 
the Securities Authority’s staff, whereby any difference between the cost 
of the debentures and their book value is recognized as a gain or loss only 
when those debentures are redeemed or converted.  
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Within the framework of the bank financing agreement for the acquisition 
of the debentures referred to above, the Company – instead of paying 
higher interest - granted an Israeli bank an option to acquire 10% of its 
debenture holdings at their cost price.  In September 2002, the Company 
redeemed this option (and at the same time also redeemed an option 
granted to the bank in 2000 for the acquisition of FCR shares) for an 
aggregate amount of NIS 4.2 million.  Consequently, the Company has 
released to income the deferred gain from the early redemption of the 
debentures, which it had recorded in its books in 2000 and 2001.  The 
amount of the gain taken to income in respect of the redemption of the 
options and the release of the deferred gain totalled NIS 2.8 million.  
 

D. Issue of FCR Option Warrants by Way of Rights Issue 
 
In March 2002, FCR published a prospectus for the issue of option 
warrants for FCR shares, exercisable until 2008.  FCR issued to 
shareholders a total of 12,302 thousand warrants for the purchase of its 
shares.  
 
The exercise price for each warrant has been set at C$ 11.8.  At the time of 
issue, the Company purchased some 8,662 thousand warrants.  
 
During the third quarter, the Company exercised some 1,362 thousand 
option warrants into FCR shares for a consideration of C$ 16.1 million, 
while other parties exercised some 511 thousand option warrants into FCR 
shares for a consideration of C$ 6 million.  In total, FCR raised C$ 22.1 
million from the exercise of the above option warrants during the third 
quarter of the year 
 

E. Credit Rating by Ma’alot, the Israeli Rating Company 
 
Ma’alot, the Israeli rating company, has rated the Company’s debentures 
at A+ rating. 
 
In October 2002, following EQY’s signing of an agreement for the 
acquisition of IRT as described in section 6A below, Ma’alot announced 
that it is to review the Company’s aforementioned credit rating.  
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F. Issue of FCR Shares  
 
In September 2002, following a similar issue made in June 2002, FCR 
issued some 295 thousand shares in consideration for the half-yearly 
interest on convertible debentures (Series C), in the amount of C$ 3.5 
million (NIS 10 million).  
 
Gazit 97, which is a holder of FCR’s convertible debentures, received 
some 95 thousand shares, instead of receiving interest in the amount of 
C$ 1.1 million (NIS 3.2 million).  
 

G. Issue of Shares to Officers of the Company  
 
In July 2002, the Company approved in a general meeting the issue of 
shares to its CEO and the Company Secretary (who also serves as a 
director of the Company).  
 
In August 2002, the Company’s CEO was allotted 425,000 shares for a 
consideration of NIS 5.9 million (NIS 13.88 per share) and the Company 
Secretary was allotted 180,000 shares for a consideration of NIS 2.4 
million (NIS 13.38 per share).  
 
The acquisition of the above shares was financed by a bank granting the 
allottees a loan.  The loan is linked to the consumer price index, bears 
interest at 2% per annum and has a term of up to 5 years.  A subsidiary of 
the Company has placed appropriate collateral with the bank in connection 
with the grant of the loan to the allottees, and the allottees have registered 
a first lien on the shares allotted to them.  
 

H. Dividend Policy 
 
Pursuant to the Company's annual dividend policy, whereby the Company 
announces at the end of each year the dividend for the subsequent year, the 
Company announces that the dividend in 2003 will be at least NIS 0.68 
per share.  
 
The aforesaid is subject to the existence of adequate amounts of 
distributable income at the relevant dates, and is subject to the provisions 
of any law relating to dividend distributions and to decisions that the 
Company is permitted to take, including the appropriation of its income 
for other purposes and the change of this policy.  
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I. Changes in Accounting Standards 
 
In October 2001 and in November 2002, the Israeli Accounting Standards 
Board issued Standards No. 12, 13 and 17 dealing with discontinuation of 
the measurement of financial statements based on changes in purchasing 
power in countries in which companies’ real activities are conducted.  
Application of this standard is expected from 2004.  The Company 
operates in Israel, USA and Canada through companies that are defined as 
autonomous operating units, which adjust their financial statements for 
changes in purchasing power in their domicile countries.  
 
The Company's management estimates that discontinuation of such 
measurement, without the enactment of other accounting standards 
that affect the results of real estate companies, would have a material 
adverse effect on the Company's reported accounting results 
beginning from the year of the change. 
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3. A. Results of Operations 
 For the For the For the 
 9 months ended 3 months ended year ended 
 September 30, 2002 September 30, 2002 December 31 
 2002 2001 2002 2001 2001 
 Adjusted NIS in thousands (except per share amounts) 

Revenues:      
 Rental income  676,048  514,906  229,331  182,110  724,423  
 Other income 68,493  67,784  13,593  29,706  94,564   _______  _______  _______  _______  _______  

Total 744,541  582,690  242,924  211,816  818,987   _______  _______  _______  _______  _______  

Costs and expenses:      
 Operating rental properties  234,359  176,058  78,325  62,232  247,019  
 Depreciation of rental properties  88,795  74,889  31,254  27,793  101,347  
 General and administrative 65,299  44,840  19,094  14,924  60,246  
 Financial, net 100,830  106,438  42,637  63,299  239,876  
 Other expenses 36,136  8,556  12,328  1,527  16,730   _______  _______  _______  _______  _______  

Total 525,419  410,781  183,638  169,775  665,218   _______  _______  _______  _______  _______  
         
Income before taxes on income 219,122  171,909  59,286  42,041  153,769  
      
Taxes on income 9,838  21,666  3,765  12,565  18,830   _______  _______  _______  _______  _______  

Income after taxes on income 209,284  150,243  55,521  29,476  134,939  

Company’s share in profits of       
 associated companies 3,747  -  641  -  -  

Minority interest in earnings of      
 subsidiaries (108,855) (51,379) (34,119) (10,259) (48,252)  _______  _______  _______  _______  _______  

Net income for the period 104,176  98,864  22,043  19,217  86,687   _______  _______  _______  _______  _______   _______  _______  _______  _______  _______  

Net earnings per share (of NIS 1         
  par value) 1.48  1.88  0.32  0.35  1.61   _______  _______  _______  _______  _______   _______  _______  _______  _______  _______  

* F.F.O. for the period 144,869  147,623  39,765  34,295  156,780   _______  _______  _______  _______  _______   _______  _______  _______  _______  _______  

* F.F.O. per share (of NIS 1         
  par  value) 1.98  2.79 0.52  0.63  2.92   _______  _______  _______  _______  _______   _______  _______  _______  _______  _______  

 
* F.F.O. - Funds From Operations – net income, which includes gains and 

dividends from investments in securities, less non-recurring income and 
expenses, plus the Company’s share in depreciation and amortization.  
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 B. Analysis of Results of Operations for the Third Quarter of 2002 

 
Rental income 
 
The increase in the third quarter of the year compared to the same quarter 
last year stems from the continuing acquisition of new properties and the 
acquisition of the properties of UIRT at the end of the third quarter of 
2001.  
 
Other income 
 
Other income includes income from dividends and from investments in 
traded securities, as well as the gain arising from the forgiveness of part of 
a loan taken to finance one of EQY’s properties.  The decrease in the third 
quarter of the year compared to the same quarter last year is due mainly to 
the fall in income from investments in traded securities.  
 
Dividend income for the third quarter of 2002 totalled NIS 3.027 million, 
compared to NIS 4.016 million for the same quarter of 2001.  
 
Income from investments in traded securities for the third quarter of 2002 
totalled NIS 2.554 million, compared to NIS 19.746 million for the same 
quarter of 2001.  
 
During the third quarter of the year, EQY recorded a gain of NIS 7.4 
million from the forgiveness of part of a loan taken to finance one of its 
properties (the Company’s share in the gain was NIS 3.2 million, net).  
EQY has reviewed the value of the property, which was mortgaged in 
order to secure the above loan, and did not find any changes of a 
permanent nature that would necessitate making an allowance for 
impairment in its value.  
 
In addition, during the third quarter of 2002, the Company recorded a gain 
of NIS 0.1 million from the dilution of its holdings in subsidiaries, 
compared to a gain of NIS 5.8 million from the dilution of its holdings in 
EQY, resulting from the completion of the issuance of shares in EQY to 
Alony Hetz Properties & Investments Ltd. (hereinafter –“Alony Hetz”) 
and other parties, during the same quarter last year.  
 
Operating expenses  
 
The increase in operating expenses is attributable to the same factors that 
caused an increase in rental income.  
 
Operating income for the third quarter of the year amounted to 66% of 
revenues, similar to that for the same quarter last year.  
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Depreciation  
 
The Company's share in the depreciation of assets (depreciation of assets 
less the minority interest therein) was NIS 19.5 million for the third 
quarter of the year, representing NIS 0.3 depreciation per share; this 
compares with NIS 21.1 million, representing NIS 0.39 depreciation per 
share, for the same quarter last year.  
 
The decrease in the Company's share in depreciation for the third quarter 
of the year compared to the same quarter in 2001 stems from the dilution 
of the Company’s holdings in EQY.  
 
General and administrative expenses  
 
The increase in general and administrative expenses for the third quarter 
of the year, compared to the same quarter in 2001, stems mainly from the 
increase in EQY’s administrative costs, which was caused by the growth 
in its properties and operations, compared to the same quarter last year.  
 
General and administrative expenses for the third quarter of the year 
amounted to 7.9% of revenues, compared to 7% for the same quarter last 
year. 
 
Financing 
 
The reduction in financing expenses in the third quarter of 2002, compared 
to the same quarter in 2001, is due mainly to the higher inflation in the 
USA and Canada during the third quarter of the year (2.4% in the USA 
and 3.7% in Canada, on an annualized basis), compared to almost zero 
inflation during the same quarter in 2001.  Because most of the Company's 
loans are not linked to the change in the consumer price index, an increase 
in the inflation rate decreases the Company's financing expenses (in real 
terms), while, on the other hand, a decrease in the inflation rate increases 
its financing expenses.  
 
Furthermore, due to the release of the deferred gain due to the redemption 
of the options to the Israeli bank, as described in section 2C above, 
financing expenses decreased in the third quarter of the year by NIS 5.1 
million, gross (NIS 2.8 million, net).  
 
Other expenses 
 
The increase in other expenses in the third quarter of the year is due to 
allowances amounting to NIS 12.2 million made for the impairment to the 
value of long-term investments, as described in section 2B.  
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Earnings per share and F.F.O. per share 
 
The calculation of the primary earnings per share and F.F.O. per share 
data for the third quarter of the year include option warrants (Series 4) and 
option warrants (Series 6).  The effect of the these options is to add 
NIS 2.6 million to earnings and F.F.O., and to add 11.8 million shares to 
the aggregate number of shares; thus the overall effect is a decrease of 
NIS 0.02 and NIS 0.05 in the earnings per share and F.F.O. per share, 
respectively, for the quarter.  
 
 

4. Liquidity and Financing Sources 
 

 The Company has set a conservative policy of maintaining a high level of 
liquidity while striving to increase its shareholders’ equity, so as to be able to 
pursue business opportunities in its areas of operation. 

 
A. At September 30, 2002, the Company’s shareholders’ equity, totalling an 

aggregate of NIS 1.85 billion, financed 24.5% of total assets; this 
compares to NIS 1.31 billion, which financed 19.4% of total assets, at 
December 31, 2001, and NIS 1.29 billion, which financed 19.2% of total 
assets, at September 30, 2001 (including the convertible debentures in 
FCR, which may be converted into shares by FCR, the above percentages 
would be 34.2%, 30.8% and 30.8%, respectively).  

 
B. The current ratio (current assets to current liabilities) was 1.02 at 

September 30, 2002, compared to 1.27 at September 30, 2001 and 1.05 at 
December 31, 2001.  

 
C. Cash flows from operating activities in the third quarter of the year 

totalled NIS 49.5 million, compared to NIS 25.9 million in the same 
quarter last year.  
 

D. As of September 30, 2002, the Company and its subsidiaries have 
unutilized bank facilities totalling NIS 457 million.  
 
 

5. Financial Status 
 
Most of the balances and transactions included in the consolidated financial 
statements are in U.S. dollars and Canadian dollars, deriving from the 
operations of FCR and EQY, except for short-term and long-term investments, 
most of which are from the Company and its wholly-owned subsidiaries.  
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As of September 30, 2002, the cash reserves available to the Company and its 
subsidiaries, including short-term investments, amount to NIS 265.9 million, 
compared to NIS 397.4 million as of December 31, 2001.  The decrease in 
cash reserves stems mainly from the acquisition of new properties, which was 
partly offset by proceeds from the sale of properties and short-term 
investments and funds raised by the capital and long-term debt offerings of the 
Company and its subsidiaries to the public and other parties.  
 
The increase in shareholders’ equity from NIS 711.3 million at December 31, 
2001 to NIS 909.1 million at September 30, 2002 stems from offerings and 
sale of shares and exercising options into shares, amounting to NIS 88.3 
million, net, from an increase of NIS 26.2 million in the item “translation 
adjustments deriving from translation of the financial statements of FCR and 
EQY”, resulting from the devaluation (in real terms) of the shekel against the 
U.S. dollar and the Canadian dollar, and, in addition, the Company’s net 
income for the reporting period of NIS 104.2 million.  These were partly 
offset by the NIS 20.9 million dividend paid by the Company.  
 
 

6.  Additional Information and Subsequent Events 
 
A. Agreement for the acquisition of IRT by EQY 

 
1. On October 29, 2002, EQY reported that it had entered into an 

agreement for the acquisition of IRT for US$ 426 million, to be paid in 
cash and shares (hereinafter - “the acquisition agreement”).  
 
IRT is a self-administered, self-managed REIT (Real Estate 
Investment Trust), whose shares are traded on the NYSE.  IRT 
operates in the south-eastern part of the United States and its head 
office is located in Atlanta, Georgia.  It owns 93 properties, 92 of 
which are shopping centers (mainly supermarket-anchored), having a 
G.L.A of some 10 million square feet.  
 
Based on the consideration and taking into account the debts of IRT 
totalling US$ 297 million that were assumed by EQY as a result of the 
acquisition, IRT’s asset value is estimated at US$ 730 million 
 
Pursuant to the acquisition agreement, each of IRT’s shareholders is 
entitled to receive, for every IRT share owned, US$ 12.15 in cash or 
0.9 shares in EQY, subject to the condition that the cash portion of the 
consideration shall not exceed 50% of the total consideration for the 
deal.  
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EQY will finance the cash portion of the acquisition from its own 
resources, using its existing unutilized bank facilities and the proceeds 
from a private offering to its principal shareholders, as detailed in 
section 3 below.  

 
2. Upon completion of the deal and subject thereto, EQY is expected to 

more than double the number of shopping centers it owns, and is 
expected to become one of the largest REITs in this sector in the 
south-eastern part of the United States and the largest in Florida.  
Upon completion of the deal, EQY will own 181 properties outright 
and a further 3 properties in partnership with other parties.  The 
properties will have a total G.L.A. of nearly 19 million square feet, 
being located in the following US states: Florida, Texas, Georgia, 
Alabama, Mississippi, Louisiana, South Carolina, North Carolina, 
Tennessee, Kentucky, Virginia and Arizona.  Upon completion of the 
deal and taking into account the acquisition consideration, EQY’s total 
asset value will be in excess of US$ 1.56 billion.  

 
3. At the same time as it entered into the acquisition agreement and to 

assist in financing the acquisition, EQY made an agreement for the 
issuance of shares to its three principal shareholders: the Company, 
FCR, and Alony Hetz (hereinafter - “the issuance agreement”).  
Pursuant to the issuance agreement, EQY is expected to issue to the 
three abovementioned shareholders a total of 6.9 million shares, with 
the company taking 62% of the above issue, FCR - 15% and Alony 
Hetz - 23%.  The exact number of shares to be issued will be 
determined by EQY, at a date close to the closing of the transaction, 
but will not be less than 6 million shares.  
 
The price for the private offering has been set at US$ 13.30 per share 
but might increase to US$ 13.50 per share, should there be a reduction 
in the cash component of the IRT acquisition agreement.  
 
The shares to be allotted pursuant to the issuance agreement can be 
issued all at once or in three installments, at EQY’s discretion, but - in 
any event – the first portion is to be issued on the date of completing 
the acquisition agreement, at which time a minimum of 3 million EQY 
shares are to be issued.  The remaining shares, which were not issued 
at the time of completing the acquisition agreement, are to be issued in 
equal amounts on October 15, 2003 and on April 15, 2004.  
Implementation of the issuance agreement is conditional on 
completion of the acquisition.  
 
The Company and FCR will finance the above mentioned investment 
in EQY shares from their own resources and from a credit facility that 
Bank Leumi Le Israel Ltd. has undertaken to grant them.  
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4. IRT has committed to pay a break-up fee of US$ 15 million in certain 
circumstances resulting in its cancellation of the deal due to receiving 
a better offer from a third party.  

 
5. Completion of the deal, which is expected to take place during the first 

quarter of 2003, is subject to the approval of the shareholders of IRT 
and EQY in general meetings, as well as the existence of other 
generally accepted conditions.  The deal could be cancelled in certain 
circumstances relating to the price of IRT’s and/ or EQY’s shares prior 
to the completion date.  

 
6. Once the deal is completed, and assuming that the cash component of 

the consideration is 50% and that 6.9 million shares are issued to 
EQY’s principal shareholders, the Company’s and FCR’s holdings in 
EQY’s share capital are expected to amount to 24% and 21.3%, 
respectively.  As agreed between the Company and Alony Hetz, the 
Company will continue to appoint the majority of the directors of 
EQY’s board and will continue to include EQY in its consolidated 
financial statements.  Furthermore, in accordance with generally 
accepted accounting principles relating to corporate acquisitions, as 
referred to above, the Company will not record any accounting gain 
from the expected dilution of its holding in EQY.  

 
7. Soon after signing the above agreement, 2 of IRT’s shareholders filed 

a class action claim against IRT, IRT’s directors and EQY, alleging 
breach of fiduciary obligations to IRT’s shareholders.  In the opinion 
of the managements of EQY and IRT, these claims are groundless.  

 
B. During November 2002, FCR published an offer to the holders of its 

ordinary debentures (nominal value - C$ 37.3 million), which are due for 
redemption on December 1, 2003.  Under the terms of the offer, the 
debenture holders have until December 13, 2002 to decide whether to 
receive C$ 1.25 nominal value in convertible debentures (Series D) in 
exchange for every C$ 1 of ordinary debentures currently held.  The 
Company, which at the date of the financial statements held ordinary 
debentures with a nominal value of C$ 14.4 million, has given notice that 
it intends to accept FCR’s aforementioned offer.  

 
C. During October 2002, FCR acquired a shopping center in London, Ontario 

for C$ 11 million (NIS 34 million).  The shopping center has a G.L.A. of 
some 90 thousand square feet.  
 

D. During October 2002, FCR received a one-time payment of C$ 1.6 million 
from the principal tenant (Zeller) at its shopping center in Alberta for the 
termination of that tenant’s lease.  The above amount will be credited to 
income in the fourth quarter of the year.  The vacant space has been sold 
to another party (Home Depot) for C$ 4.4 million.  
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E. During November 2002, EQY entered into an agreement for the 
acquisition of a shopping center in Del-Ray, Florida for US$ 52.8 million 
(NIS 257 million).  The shopping center has a G.L.A. of some 335 
thousand square feet.  The transaction is expected to be closed during 
December 2002, subject to certain generally accepted commercial 
conditions.  To finance the deal, EQY has received a commitment from a 
financial institution to grant it a US$ 36 million (NIS 175 million) 
mortgage, at a fixed annual interest rate of 5.28%.  

 
F. During November 2002, EQY entered into an agreement for the 

acquisition of a shopping center in Houston, Texas for US$ 10.3 million 
(NIS 50.3 million).  The shopping center has a G.L.A. of some 90 
thousand square feet.  The transaction is expected to be closed during 
December 2002, subject to certain generally accepted commercial 
conditions.  To finance the deal, EQY has received a commitment from a 
financial institution to grant it a US$ 7.4 million (NIS 36.2 million) 
mortgage, at a fixed annual interest rate of 5.07%.  
 
 

7. Donations 
 
The Company makes donations to charities and community welfare projects.  
 
The Company’s donations during 2001 amounted to NIS 729,000.  
 
During the nine-month and three-month periods ended September 30, 2002, 
the Company’s donations amounted to NIS 556,000 and NIS 123,000 
respectively.  
 
 

8. Reporting of Exposures to Market Risks and their Management 
 
 The individuals responsible for managing and reporting the Company’s 
market risks are Mr. Dori Segal, the Company’s President, and Mr. Gil Kotler, 
the Company’s Chief Financial Officer.  
 
Since the presentation of the Company’s annual report on March 24, 2002, 
there have been no significant changes in the market risks or the way in which 
they are managed.  
 
 
 
 

_____________________ _____________________ 
Chaim Katzman Dori Segal 

Chairman of the Board of Directors President and Director 
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