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TRAVEL AND TOURISM IN ISRAEL

1. EXECUTIVE SUMMARY

Return to growth

During 2005, Israeli tourism developed positiveliypast across the board, as total tourism receige ¢y
15% in current value terms over the previous yaéer the outbreak of the second Palestinian Idéfan late-
2000, Israel suffered recurring terror attacks amgep economic recession that lasted until 2008. T
repercussions were new lows in incoming touristirég and economic losses for most tourism busieesse
However, due to political developments and econataps taken by the government, 2004 and 2005rézhtu
an impressive recovery, as tourism fought its wagkito profitability.

The most important factor: the tourists are coming back

The most important factor in Israeli tourism in 800as the rising number of arrivals, with arrivajsby 35%
over the previous year. After the declines of thédie of the review period, arrival figures finalkame close to
those of 2000, a prime year in Israel's tourisnohys The return of tourists led to positive growthvalue sales
for travel accommodation, airlines, tourist attiaes and travel retail. As a result, many tourismsibesses
managed to recover from the heavy losses expedezmdier and returned to profit once more.

Internet still awaiting a breakthrough

Israel is considered a global high-tech leadertbadnternet is available in a rising number of $ehwolds.
However, online sales remain relatively small, aly 8% of Israelis chose to purchase through thermet
during 2005. Currently, the internet is perceiveddool for information and price research andasoa
booking platform, as it suffers from an unrelialst@ge. Things are starting to change, howeverpagpanies
are more aware of the importance of a useful webkibwever, online booking platforms are still dies® and
no major Israeli online travel company has yet eyadr

Competitive environment

The leading company in Israeli tourism in 2005 wasonal airline company El Al Israel Airlines Ltdfter
being privatised in 2004, the company managedttoneo profit and enjoyed a 49% of air value sate8005.
Accommodation is led by two main companies, Danetdo€Corp and Fattal Hotel Management Ltd, with a
combined 32% value share of hotels during 2005véinetail is less consolidated and is led by Natdd and
Tzabar Travel & Tours Ltd, which together held 2a¢#alue sales.

Optimism in forecasts alongside uncertainty

After a successful year in Israeli tourism in 2005 close to returning to the high figures aeki@ in 2000.
Assuming that the political and military statudsrael will remain relatively calm, Israel is pretid to
complete its recovery and see further developmeahiexpansion during the forecast period.

With the Open Skies legislation in progress, éxpected that the strict flying regulations curkem place in
Israel will become softer. This would allow for Feampetition and the lowering of prices. Consedlyen
incoming tourists are expected to grow by 151%rdythe forecast period, leading to growth in vedakes
almost across the board in tourism.

However, it is almost impossible to form a reliafdeecast for tourism in the Middle East. 2006 viglhture
elections in Israel and in the Palestinian Autlyprithich could cause problems. Political stabiiitya key factor
in the area’s future and US troops are still figgton Iraqgi land and threatening to challenge Sysiavell.
Developments in the area are always surprisinguapdedictable and shape the future of everyonedithere,
along with shaping tourism.

© Euromonitor International Page 1
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2. OPERATING ENVIRONMENT

2.1 Macroeconomic Parameters
GDP and tourism

Israel is one of the richest countries in the MédBBst thanks to a dynamic economy and stronggfiorei
investments. However, it is also has an increaisiogme gap between rich and poor and unsatisfying
unemployment levels. Between the advantages aadistages lays an unstable political arena araydar
conflict with the Palestinians.

Like all economic systems, the Israeli economyffiscéed by overall developments in the area. Consety,
in the review period Israel underwent a rough reioes The collapse of the peace process, the @ktluithe
second Palestinian Intifada and the downturn irgthbal and US economy following the 9/11 terrdaeits all
led to a severe decrease in national GDP and pusteel to the verge of an economic collapse.

2003 signalled the beginning of a change. Israeitwa a vast military operation in the west ban&rted the
construction of a security wall between Israeli &adestinian territories and announced an Israétidrawal
from the Gaza Strip.

June 2003 saw the beginning of an economic refethbl the Treasury Minister. Ministerial budgetseveut,
employees were dismissed and wages were redutid public sector. In addition, welfare benefitsave
lowered while in contrast a vast tax reduction waglemented. The changes included a reform in p@nsi
funds, with most being sold to private insurancenpanies.

In addition, the government initiated a vast piisation process, selling national companies sudt-#¢
airlines, Zim shipping, Bezek Telecommunicationd &he Ports Authority. All of these are well-estabéd
leaders in their respective areas. After two royggrs, the Israeli economy returned to growth, ilesgpiticism
on its strong right-wing economic agenda and tleevgrg income gap between rich and poor.

2005 saw a continuation in Israel’'s economic growghaching NIS557 billion GDP. Officials in the Baof
Israel believe this was due to a number of reaswhsding the expansion of global trade, althougtight
constraint was caused by rocketing oil prices.dditon, the relative calm in the Israeli-Palestimconflict
assisted growth, along with a fiscal policy thatiaged goals set concerning the national defigit am
expanding monetary policy. There was also stahififgrices and the financial markets. Accordingstimates
made by the Bank of Israel, after a 6% GDP growtB(05, 2006 is expected to show a growth ratéqfléd
by a in exports and private consumption.

Israeli tourism expenditure holds a share of nali@DP of almost 2%. The recovery of tourism iraédralso
benefited other areas of national trade. More warkeere employed, more money was created in ptoyits
tourism retailers and growth was generated in @ufiareas such as commerce, industry and agrieultur
Overall, the growth of incoming tourism was refetin a marginal rise in national GDP in 2004 a6@3

Disposable income

Disposable income reached NIS327 billion in 2006 with GDP, disposable income levels in Israel ats®
during the review period, from NIS250 billion in@®, which is a 31% rise in current value terms. Hoav,
between individuals there are big differences gpdsable income levels, as a large portion of treijation
lives on a very tight budget and cannot affordekpenses of tourism.

In 2003 the ministry of finance sponsored The Sd®iavey, which included a chapter concerning the
economic wellbeing of the population. This studye@s that Israel, despite its image as a highlyebped
country, differs a lot from the welfare states iwr@pe. According to the study, 38% of consumersr@dad
sufficient heating or cooling in their home in st year due to financial constraints. 14% resednbat they
gave up some food in the past year and 14% haddlesitricity or telephone line cut off as a resaflfinancial
constraints. 39% of the Arab population waived bgyprescription drugs, while 16% of the Jewish pation
found themselves in the same situation in the yEa&.economy in Israel improved since the survey wa
conducted but the economic disparities remain haddcent economic improvement was felt least among
lower-income consumers.
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Consumer expenditure on leisure

Israeli leisure and recreation expenditure diddetelop much during the review period and was istanmt in
its performance. 2000-2002 showed similar leisupeeaditure rates at around NIS20 billion per ye2003 and
2004 showed a decline to NIS19 billion. This la¢lgmwth in leisure and recreation expenditurehalgh both
the GDP and the disposable income rates rosect®tlee effect of the recession on the averagellsra
consumer, who reduced leisure expenditure in faebsaving.

Although the first signs of recovery from the resies were being felt in 2004, the effect was sedy m 2005,
when leisure expenditure grew by 4% in current @a@rms over the previous year to NIS20 billionisTik
because the economic recovery penetrated only glmwhiddle- and lower-income consumers, who
meanwhile reduced their leisure budgets.

Table 1 Operating Environment Parameters 2000-2005
NIS bn

2000 2001 2002 2003 2004 2005
Annual disposable income 250.4 267.9 298.5 311.6 318.5 326.8
Total GDP 470.9 478.6 493.7 502.3 523.9 554.0
Leisure and recreation 19.7 19.4 19.6 19.1 18.9 19.7
Source: Ministry of Tourism, Euromonitor International
2.2 Political and Legislative Environment

The political and legislative environment in Isresestomplex and unpredictable and thus difficuldéscribe in
a few paragraphs. Israel is a representative dexagcdivided into a legislative branch in the foofrthe
Knesset, an operational branch in the form of twegiment and a judicial branch in the form of 8upreme
Court.

The first few decades of Israel were caricaturisgd stable political environment, with two mairrtpes
sweeping most of the votes. However, since the 4888 Israeli political map divided into smalleogps, with
no Israeli government finishing its full term iretppast two decades. Current Prime Minister AriglrSh has
served in his role for five years in a row, goihgough two successful election campaigns, the Istnigem of
an Israeli Prime Minister in decades.

The Knesset, the Israeli parliament, has 120 sdivisled among the two major parties of Likud arabbur
and a dozen more small parties, reflecting the mgfsagmentation of Israeli society. As a restllg Prime
Minister, who is the leader of the biggest pargc&td, has to form a coalition using a large nunob@arties,
each promoting the narrow interests of its vot€hgs created a political state of constant instgbénd
difficulties in executing long-term policies andasms.

Despite these setbacks and although implementoogptoversial withdraw from the Gaza Strip in Augus
2005, Ariel Sharon’s regime managed to cross nunseobstacles and nearly finished its full four-yeam in
2005. During November 2005, after Amir Peretz, angpand surprising candidate, was elected as chaioh
the Labour party, the Knesset agreed to schedet¢i@hs for March 2006, instead of the originaledatt
November 2006. This led to intensive change withalsraeli political system, with its peak beingeA
Sharon’s retirement from the Likud party in favadia new leading party under his leadership. Ctilyen
surveys show that Sharon is most likely to be apediagain as prime minister in the 2006 electioffeying
stable and continual governance that would be tabdentinue executing its ongoing processes, inatuah
tourism, such as the introduction of the Open Sldgslation).

2.3 Terrorism and Security

The security issue in Israel has been crucial dimeeountry’s foundation. The outbreak of the secimtifada
near the end of 2000 signalled a rise in terr@ass within the borders of Israel, reaching a mudg high in
2002, with over 100 murdered civilians in April 200
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The result was an immediate and vast military acitiothe West Bank, followed by a spreading of atropps
near Palestinian cities and the start of constvadir a security wall separating Israeli and Raiem
territories. In 2003, this was followed by the Eravithdrawal from the Gaza Strip.

Consequently, the level of terrorism dropped cdesity since 2003. Although terrorism did not coatply
cease, a sense of safety returned to Israeli stidetvever, this is only possibly thanks to miltaiction and
the conflict is far from being over. Security levéh Israel are as high as ever and the impadti®ig still being
felt in everyday life.

2.4 Sustainable Tourism

The concept of sustainable tourism has been imptoidasrael for many years. The most significanirist area
is Eilat. Eilat's hotels are located within the yinity of Red Sea coral reefs, which are one cddfs most
important assets as a tourist destination. Witthigh-tech purification of spill water and othechaiques for
avoiding contamination, Israeli tourism companiesksto guarantee the survival of the coral redtispagh
much of threat against them comes from global wagmiistoric sites are also carefully managed asitiovs
are subject to restrictions in order to consertessor future generations.

25 Positive Growth Factors

The positive growth of Israeli tourism since 2083niainly due to the relative calmness in the IsRalestinian
conflict. This conflict is far from being over batdecrease in terror attacks inside Israel, theiogg
construction of a security wall and the Israelihgitawal from the Gaza Strip in 2005 diminishedéssaimage
as a dangerous place and increased the numberamhing tourists.

Along with ongoing political stability, the Israedconomy saw an improvement as well during theskevi
period. This was due to vast governmental refornasam overall global economic recovery. Economic
improvements did not bypass tourism, generatirigeain domestic and outgoing tourism and in private
investments in tourism.

The political stability of Ariel Sharon’s governnteanded a long period of instability in the serpositions of
the Ministry of Tourism. The current Minister, Aftam Hirschzon, and the new ministry CEO are pramgpoti
many interests which had been neglected for yd&iesse include the new Open Sky agreement, an ia&gens
global campaign promoting tourism in Israel andfaidocal tourism businesses.

Government aid was also a key element following2®@1 collapse in tourism, taking the form of spélhans
and direct marketing support that prevented mamsyngsses from collapsing. The improvement in touris
during the last years of the review period brougtst investments by private businessmen, sucheas th
privatising of EI-Al airlines and investment in tiam agencies and other travel retailers. Thistpastrend is
bringing more money into tourism and making it mefécient while expanding its scope.

Summary 1 Positive Growth Factors

Relative calmness in the Israeli-Palestinian conflict
Economic improvement in Israel

Active Ministry of Tourism

Increased level of investment

Government aid

Source: Trade press (Haaretz, Globes, Passportnet), trade interviews, Ministry of Tourism, Euromonitor International
2.6 Negative Growth Factors
Despite its relative calm recently, the Israelid#ihian conflict continues, with a deadlocked peaocess.

This results in Israel being viewed as a problecratid politically unstable country globally andetstmany
foreign visitors who oppose the Israeli actionthim West Bank and Gaza Strip.
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While Israel strives to position itself as an attiee Mediterranean country, it has a fierce coritioet from
Greece, Turkey and Cyprus. These are all closeutope and offer more developed tourist attractenmts
infrastructure. The low cost charter airline comniparn Israel also made a vacation in these camas
affordable as a domestic holiday for Israelisaating many Israelis to these destinations ratieem to sites
inside Israel.

The high security constraints experienced in evayydraeli life are a key factor in bringing backade feeling
to Israeli streets. However, these are also oftamacterised by rigid and exhausting regulatioredrmost all
public sites. While Israelis are used to thiss ihdt always easy for incoming tourist to go thiotitese
procedures.

The Open Sky initiative, promoted by the MinistfyTmurism, strives for more competitive, cheaped amder
flights to and from Israel. However, despite a coonise agreement achieved between the MinistryooiiEm
and the Ministry of Transportation, the legislatitill faces a few obstacles especially from Elshare holders,
who are interested in maintaining EI-Al's currehaee.

Summary 2 Negative Growth Factors

The ongoing Israeli-Palestinian conflict
Greek, Cypriot and Turkish competition

Security burden

internal obstacles concerning Open Sky legislation

Source: Trade press (Haaretz, Globes, Passportnet), trade interviews, Ministry of Tourism, Euromonitor International
3. COMPETITIVE ENVIRONMENT
3.1 Recent Mergers and Acquisitions

In 2003, El Al's shares were sold on the Tel Avieck exchange for the first time. Thus, for thatftime since
it was founded in 1948, El Al ceased to be a gawemt company. El Al was privatised through an aigiublic
offering during the summer 2003. Arkia's parent pany, Knafaim-Arkia, bought options enabling itquire
more than 50% of El Al's shares.

As Knafaim-Arkia is the owner of rival airline compy Arkia, this acquisition naturally led to a plernatic
situation. The Antitrust Authority announced thaki&a could merge with El Al only on the conditidmat the
airline stops operating its own scheduled and ehdiight operations and that will only be allowedmanage
its aircraft leasing operation. During 2004, thed®witz brothers, the owners of Knafaim-Arkia, agt¢e sell
Arkia’s shares to the company’s employees. Howdwethe end of 2005 the sale was yet to be camigd
although it is expected to occur during 2006.

The acquisition improved El Al's performance, afgears of suffering losses. In its first year aareholder,
Knafaim-Arkia managed to cause El Al's sharesde by 50% and to improve the company’s incomeeén th
third quarter of 2005 by 17%.

Fattal Hotel Management made a few acquisitionsxduhe review period, as part of its struggle ainghe
leading spot in hotels in Israel. In 2004, the campbought Hyatt Regency Dead Sea hotel, in atdetbave
it the leadership in hotels in Israel during thear Fattal Hotel also acquired the Club Med hiot&ilat at the
end of 2003 and Golden Tulip at the Dead Sea edamlighe year, along with signing a managementemgent
with the Golden Tulip Hotel in Ashkelon.

However, during 2005 Fattal’s Golden Tulip Hotetle Dead Sea was sold to HEI Hotels, which is gfart
Tamares Group and owned by businessman Foyo ZeiledoTAMARES Group is an international business
group that engages in many areas and also owna betels in Las Vegas and Florida and two moresiiadl.

Other interesting acquisitions in hotels included purchases made by Isrotel Ltd. This player paseld the
Laguna Hotel in Eilat in 2004 and the Rimonim Hatelerusalem in 2005.
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The only major merger and acquisition affectingédr car rental during the review period was thetaer of
certain assets of Budget International by Avis Pperplc in January 2003. This included the rightade the
Budget trademark and name throughout Europe, tligleliEast and Africa, together with the existinglBet
licensee agreements and royalty streams in thos®ties.

Avis Europe also took over Budget's Israeli openasi including its outlets and fleet. The compairiy; w
however, continue to operate Avis and Budget aarsé¢p brands, one focusing on higher-priced reatadsthe
other on lower-priced rentals, at least for the$aeable future.

In travel retail, 2005 was an interesting yearNatour Ltd. Ganden Group, one of the leading bissigoups
in Israeli tourism, bought all Natour’s public sear Ganden Group previously owned 55% of Natoursses
and bought another 30% of the company. Further ntlbeegroup also bought 14% share in the Unitatteha
travel agency, previously held by El Al, and dedide merge it with Natour. There are also speaufatiof
another merger between joint venture Unital-Natnot Diesenhaus Travel Retail, another company owged
Ganden Group.

Another key acquisition in travel retail occurragtidg 2005, as Knafaim Arkia sold its 24% sharéS8TA
Lines Cooperative Ltd. ISSTA Lines, the second ilegdravel agency in 2005, managed to grow prafits
recent years, including investments in hotel retdte abroad.

Summary 3 Major Mergers and Acquisitions 2001-2005

Operator Date M&A details

Knafaim Group 2003 Acquired El Al

Fattal Hotel Management Ltd 2004 Acquired Hyatt Regency Dead Sea
hotel

Avis Europe 2003 Acquired Budget International

Isrotel Ltd 2004-2005 Acquired Laguna hotel in Eilat and
Rimonim hotel in Jerusalem

Ganden Group 2005 Acquired Natour from its
shareholders

Ganden Group 2005 Acquired Unital and will merge it
with Natour and Diesenhaus

Knafaim Group 2005 Sold its shares in ISSTA

HEI Hotels (TAMARES Group) 2005 Bought Golden Tulip Hotel

Source: Trade press (Haaretz, Globes, Passportnet), trade interviews, Ministry of Tourism, Euromonitor International

3.2 Key Strategic Alliances

During most of the review period, Israeli tourisrasnin a deep crisis, along with an overall recessidhe
Israeli economy. Therefore, most players in tourtgmcentrated on surviving and improving efficiemty
order to cut back on expenses, rather than on siggaand strategic alliances. When strategicraléa did
occur, it was with players from outside tourismthatourism itself insufficiently profitable to gerade
investments from tourism players.

Only since 2003 did tourism start to recover imteiof major acquisitions and mergers. However, eviniany
acquisitions were made in the last two years ofévéw period, there were no key strategic alleniormed.
The 2003 EI Al purchase by Knafaim Group, the owridrArkia airlines, was disapproved by the Israeli
Antitrust Authority, which instructed the groupgsll Arkia.

As tourism is starting to become profitable agaimjncreasing number of businessmen are startisjde an
interest in investing in tourism. A good exampl&[3B, a leading Israeli business group owned byhNoc
Dankner and Avi Fischer, two of Israel’s leadingimessmen, who already dominate a large part aélisr
tourism industry, through the ownership of comparsiech as Ganden Group (which owns in turn Natodr a
Unital), Israir airlines, Accor hotels and many moburing the forecast period, if tourism will comte to grow
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according to the current expectations, it is onigatter of time before key alliances will form been major
players.

3.3 Leading Company Profile: Dan Hotels Corp

Company background

« Dan Hotels Corp is an independent company ownetidyederman family
e The company works purely in tourism

e The company focuses solely on hotels

e The company’s strategy is to invest in high stadgand luxury brand names and it is the only comjian
Israel to belong to the Hotels of The World network

* The company offers an average outlet size, withdi&ls
* The company positions itself at the high end o€&lwin Israel

» The company was the second player in the counttlydrhotels sector in value sales during 2005, with
almost NIS915 million

e The company does not have a national presencecasdentrates on the key tourism areas of IsEikit,
Jerusalem, Tel Aviv, Haifa, Ceaserea and Hertzlia

Summary 4 Dan Hotels Corp: Company Factfile 2005

Company name and status: Dan Hotels Corp

Parent company: Dan Hotels Corp

Country of origin: Israel

Travel and tourism sectors: Accommodation

Major travel and tourism brands: King David Hotel in Jerusalem, Dan Panorama Hotel
in Jerusalem, Dan Panorama Hotel in Tel Aviv, Dan
Hotel in Tel Aviv

Source: Trade press (Haaretz, Globes, Passportnet), company research, Euromonitor International

Recent news

» The company achieved well-publicised success dwau of the quarters of 2005, in which Dan Hotels
Corp was ranked second behind Fattal in hotels

» Dan Hotels Corp acquired Ganei Shulamit Hotel®iateind of 1999, adding the company’s two hoteitsto
portfolio

Summary 5 Dan Hotels Corp: Summary of Key Events 2000  -2005

1999 Dan Hotels Corp buys Ganei Shulamit Hotels, which
owns two hotels in Eilat and Ashkelon

2001-2003 Like other leading hotel companies, Dan Hotels Corp
experiences major losses as tourism in Israel is in
deep crisis

2004 During the third quarter of 2004, Dan Hotels Corp

manages to make an operating profit for the first time
since the crisis

Source: Trade press (Haaretz, Globes, Passportnet), company research, trade interviews, Euromonitor International
Financial summary
After suffering losses during the tourism crisislieain the review period, Dan Hotels Corp achigdam

impressive financial growth during 2005, reachipgraximate net profits of NIS79 million, with 62%rcent
value improvement over 2004. “Our main income gtoimt2005 is attributed to the growth in incomiogist
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accommodation,” stated Ami Hirschstein, the CE@ah Hotels Corp. “We grew in incoming tourist
accommodation 1.5 times better than the growthaftererall hotels during 2005 at King David Hoitel
Jerusalem incoming tourists constitute 96% of eisitand in Dan Tel Aviv and Dan Panorama Tel Atieyt
are 90%.” Hirschstein states that the increasimgimidtrative efficiencies introduced during therism crisis

continue and are now helping to enlarge profits.

Summary 6 Dan Hotels Corp: Operational Indicators 20 05
Financial year end (December): NIS915 million
Travel and tourism sales 2005 NIS915 million
% change over 2004: 59%
Net earnings 2005: NIS79 million
% change over 2004: 63%
Number of employees: 2,500
Source: Trade press (Haaretz, Globes, Passportnet), company research, Euromonitor International

3.4 Leading Company Profile: El Al Israel Airlines Ltd

Company background
» El Al Israel Airlines Ltd is owned by Knafaim Group

» The company is solely focused on airlines, inclgdiirplane gear leasing and the production andigudp
airline food

e Within tourism, the company is solely present angsportation

e EIl Al's strategy is focused on maintaining its le@pshare and brand name, in face of competitiomfr
smaller charter companies

e The company offers a wide range of internatiorights to and from Israel
* The company positions itself at the high end afigportation
» The company leads air transportation in Israel

* The company concentrates mainly on Israel’s natiainport near Tel Aviv, while other small airpodse
left for the use of the small charter companiesluiding El Al's subsidiary charter company, Sun d’O

Summary 7 El Al Israel Airlines Ltd: Company Factfile 2005

Company name and status: El Al Israel Airlines Ltd
Parent company: Knafaim Group
Country of origin: Israel
Travel and tourism sectors: Transportation
Major travel and tourism brands: El Al, Sun d’Or
Source: Trade press (Haaretz, Globes, Passportnet), company research, Euromonitor International

Recent news

As the past two years had been very successfuidially, 2005 saw El Al looking forward and seekistgps to
improve its position as the leading Israeli airlifrebruary 2005 featured the appointment of a nE® (Haim
Romano. This CEO did not come from an airline backgd but rather from the competitive business evorl

In September 2005, El Al announced that it wouldparate with BCC, a subsidiary company of Boeing, i
order to install wireless internet portals on ElsAéading lines. In October 2005, El Al annountieat it had
purchased two Boeing 777 aeroplanes, which wiit staerating in 2007. Each aeroplane will cost
approximately US$117-123 million.
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In November 2005, El Al started to operate eleédtrdiight tickets. Each passenger receives a reédeipis e-
mail, fax or mail instead of flight tickets, whithey can bring to the airport and use as offiéets.

During 2003, EI Al was privatised and floated oa el Aviv stock exchange. In June 2004, the sihterael
sold most of El Al's shareholdings to Knafaim Groumich already owned Arkia Airlines. The statdl stivns
21% of El Al's shares and has a golden share icomepany. The sale was approved by the Israelitrusti
Authority only on the grounds that Knafaim Groupulgsell its shares in Arkia Airlines. Otherwisket
combination of El Al and Arkia would form an illeigamonopoly in Israeli air transportation.

Summary 8 El Al Israel Airlines Ltd: Summary of Key Ev  ents 2000-2005

2001 The second Intifada hits El Al results and El Al
attempts to lower travel agency ticket commissions

2003 El Al privatised and floated on Tel Aviv Stock
Exchange

2004 Knafaim Group cleared to buy EIl Al; El Al back to
profitability

The Israeli Antitrust Authority instructs Knafaim Group
to sell its shares in Arkia Airlines

2005 El Al nominates Haim Romano as its new CEO

El Al purchases two new Boeing 777 aeroplanes,
which are due to start operating in 2007

Source: Trade press (Haaretz, Globes, Passportnet), company research, trade interviews, Euromonitor International
Financial summary

Before it was privatised, El Al finished each y&am 2000 to 2003 with net losses. 2004 and 2005EaAl
achieving net profits once again, however. Salesd2004 reached NIS4 billion in value sales an8185
million in net profits. 2005 was even better, wits% improvement in value sales and 9% growth irpnefits.

Summary 9 El Al Israel Airlines Ltd: Operational Indi cators 2005

Financial year end (December): NIS5.1 billion

Travel and tourism sales 2005: NIS5.1 billion

% change over 2004 15%

Net earnings 2005 NIS148 million

% change over 2004 9%

Number of employees: 3,213
Source: Trade press (Haaretz, Globes, Passportnet), company research, Euromonitor International
3.5 Leading Company Profile: Fattal Hotel Managemen  t Ltd

Company background

e Fattal Hotel Management Ltd is an independent cawypa
» Its core business is hotel management

» The company is active solely in accommodation

» Fattal's main strategy is investing in hotels sriffg from poor strategy or management and intrauydis
own management and operations

» The company offers 10 hotels, an average numbagritparison to its competitors
e The company position itself at the high end of l®te
« Fattal Hotel Management Ltd was leader in hotell@ahare in 2005

© Euromonitor International Page 9



Travel and Tourism Israel

e The company’s hotels are concentrated mainly ortdesst cities, with eight of its hotels in Eilat the
Dead Sea region

Summary 10 Fattal Hotel Management Ltd: Company Fact file 2005

Company name and status: Fattal Hotel Management Ltd
Parent company: Fattal Hotel Management Ltd
Country of origin: Israel
Travel and tourism sectors: Accommodation
Major travel and tourism brands: Meridian Eilat Hotel, Magic Palace Eilat, Club Med
Coral Beach
Source: Trade press (Haaretz, Globes, Passportnet), company research, Euromonitor International

Recent news

After being founded in 1998, Fattal’s intensivegae the top included investments in IT solutioFisese were
generally installed to improve efficiency and wtifion.

2003 and 2004 were expansion years for the compter. a few rough years for hotels as a wholetdfat
opened another hotel by the Dead Sea and in tleviol years reopened the Club Med hotel in Eddter
being one of the first players to develop in spit¢he recession, Fattal finished 2004 as the tapep in value
sales.

During 2005, one of Fattal’s hotels, Golden TuligHEilat, was sold to TAMARES Group.

Summary 11 Fattal Hotel Management Ltd: Summary of Ke  y Events 2000-2005

2000 Fattal invests in CRM system to optimise bookings
2003 Fattal opens hotel by the Dead Sea
2004 Fattal buys the closed Club Med hotel in Eilat
2005 Fattal's Golden Tulip Hotel is being sold to TAMARES
Group
Source: Trade press (Haaretz, Globes, Passportnet), company research, trade interviews, Euromonitor International

Financial summary

Fattal saw rapid growth over the review periodeimts of sales. Unlike Dan Hotels Corp, Fattal ditfocus
mainly on incoming tourism and did not only posititself in luxury hotels. Therefore, when incomiogrist
figures plummeted and the recession hit IsraetaFatanaged to maintain a relatively consistentuinarate in
value sales and move to the top of Israeli hotelmanies. During 2004 Fattal became the number sraell
hotel company, and the company kept sector leaieirs2005.

Summary 12 Fattal Hotel Management Ltd: Operational Indicators 2005

Financial year end (December): NIS837 million
Travel and tourism sales 2005 NI1S837 million
% change over 2004 41%
Net earnings 2005 55
% change over 2004 60%
Number of employees: 2,000
Source: Trade press (Haaretz, Globes, Passportnet), company research, Euromonitor International

3.6 Leading Company Profile: Natour Ltd
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Company background

» Natour is owned by Ganden Group, which also owrariirlines, Tzabar Travel & Tours and Open Sky
travel agency

» Natour is purely focused on travel retail

» Natour focuses on domestic tourism inside Isradl@ntravel packages abroad

* The company offers a wide selection of servicet far the domestic tourist and for the outgoingrist
* The company position itself at the high end of élaretail

» During 2005 Natour was ranked second in terms efall/travel retail share

e The company has a national presence, with 53 sulgbss Israel

Summary 13 Natour Ltd: Company Factfile 2005

Company name and status: Natour Ltd
Parent company: Ganden Group
Country of origin: Israel
Travel and tourism sectors: Travel retail
Major travel and tourism brands: Natour, Unital, Discovery
Source: Trade press (Haaretz, Globes, Passportnet), company research, Euromonitor International

Recent news

During 2005, Natour's major shareholder the Gar@esup bought 30% of the company shares that were on
the stock exchange and removed the company froticgudde. After purchasing more shares in Unital’s
charter travel agency, Ganden Group merged it M@tour. There are currently speculations that Gande
Group will also merge Natour with another travetagy under its hold, Diesenhaus.

Summary 14 Natour: Summary of Key Events 2000-2005

2001 The outbreak of the second Palestinian Intifada
damages Natour’s business

2003 Natour reacts to Intifada by redefining and
consolidating its offering

2004 Natour reports turning point in falling tourism sales

2005 Ganden Group acquires Natour’s stocks from its share

holders and removes it from the stock exchange

2005 After acquiring Unital charter agency, Ganden Group
merges it with Natour

Source: Trade press (Haaretz, Globes, Passportnet), company research, trade interviews, Euromonitor International
Financial summary

The problematic years in Israeli tourism from 2G0B3 saw Natour remain at a similar level of vaakes.
After restructuring its offerings, focusing more @utgoing tourism and on safe domestic destinatialasig
with lowering prices, the company was able to beupack to profitability in 2004, with profits exaliag NIS1
million. The resurrection of tourism benefited Natoas its value sales grew by 16% in 2004 and 2%¥erm
2005, when the company achieved sales for NIS58ibmivith net profits of an approximate NIS46 riokh.

Summary 15 Natour: Operational Indicators 2005

Financial year end (December): NIS531 million
Travel and tourism sales 2005 NIS531 million
% change over 2004 2%
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Net earnings 2005 NIS46 million

% change over 2004 114%

Number of employees 400 full time employees + 2,000 service suppliers
Source: Trade press (Haaretz, Globes, Passportnet), company research, Euromonitor International
4. DEMAND FACTORS
4.1 Leave Entitlement

Until the early-1990s, the Jewish state strictljex@d to the Jewish calendar, which provided ferShbbath as
the one day of rest in every week. In the mid-1980sas informally adopted that Friday would als®ma day
off, for Saturday (Sabbath) preparation rather flaanwvork. This was more widely adopted over thetdd
years and the country now effectively has a twogdagkend, which doubles the time Israelis can detmt
leisure and relaxation.

The Jewish calendar is different from the Christalendar used by most of the rest of the worlds ©hly has
an impact on the Israeli economy in the contextenfish holidays and holy days, which are set adegitd
their date in the Jewish calendar. Therefore thelyar of holidays and holy days that fall on weelevaries
from year to year, having an impact on economitofacand results.

Israeli employees are entitled to 14 holidays maryn the first four years of their employmenteTtith year
offers a total of 16 holiday days, the sixth offé&; the seventh offers 21 and afterwards everitiaddl year
adds one more paid holiday day until a maximum&ha@liday days is reached. This is more rigidlydaled in
the public sector, though the private sector dobevf closely. US companies tend to allow a litdss, though
most foreign companies tend to follow the natiamaim.

Table 2 Leave Entitlement: Volume 2005

Number of days

2005
Total holidays 28.0
-Paid holiday 14.0
-Public holidays on working days 12.0
-Public holidays not on working days 2.0

Source: Ministry of Industry, Trade & Labor, Euromonitor International

4.2 Holiday Demographic Trends
Holiday takers

The Ministry of Tourism conducted a survey in M@®02, investigating Israeli citizens’ vacation habithe
survey showed that 82% of Israelis were expectadk® at least one holiday, including 56% that expe take
one holiday inside Israel. 44% of Israeli Jews expe to take at least two holidays. 20% expectadke three
holidays, while 22% expected to take two holidaytsiael per year. This illustrates the propertsitiravel
abroad for holidays among more affluent holidayetak Only 4% of Israelis expected to take threé&lhagk in
Israel.

Of those who chose not to take a holiday in 2002 3tated economic difficulties as the main rea2afo
stated security concerns, 11% family reasons, 148#tthreasons and a further 12% answered simpiyhbg
prefer to relax at home. The survey showed thatrthrity of those that chose not to take a holite3002
also did not take holidays in the preceding yealsch indicates that economic conditions did natsea
significant cancellations in holidays. Instead réhis a stable proportion of the population thagsinot take
holidays at all.
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Among those that took two holidays in 2002, 61%kttwir first holiday in Israel with 39% travellirajroad.
The survey then showed that the pattern was reddéose¢he second holiday, with 46% choosing to stay
Israel while 54% travelled abroad. This may be tuhe weather, which is typically too hot in Idrdaring
July and August to enjoy outdoor activities. THisrefore encourages Israelis to search for cosnivith
cooler climates.

After 2002, no study of holiday taking was conddctdowever, the holiday taking percentages werdasim
which confirms the 2002 survey's conclusions alibatstable proportion of holiday takers and thoke w
prefer not to. Additionally, despite the econommiprovement since 2003, the income gap betweerich@nd
poor in Israel remains wide. Consequently, loweoeme groups that could not afford a vacation in2@main
in a similar position.

Sex

Holiday taking does not differ a lot between thedgrs. Israel is a modern country and women ark wel
represented in the workforce, including in the taily and police. The slight difference betweengbecentages
can be attributed to the demographic differencésdrn the sexes, with the population tending diygiotvards
women. Consequently, women accounted for 52% ofiapltakers in 2005.

Age

The age breakdown among holiday takers remainelg &able during the review period. Most holidakers
are aged 35-64. By this age, most people havels$tath themselves economically and have a neecetikhup
their regular daily routine. Until the age of 2lhem mandatory army service ends, most people dre no
economically independent and therefore rely mamtlyheir parents and families. Consumers aged 2a34
more holidays but less than those aged 35-64, st Israelis go to universities or start work émerefore
live on a tighter budget until their career is mestablished.

New consumer groups

The classic split among consumers evolves arouodoguic status and income levels. However, in regeats
new groups emerged. Tourists in Israel can nowilidet! by other interest groups, with an increasgroups
travelling from workplaces, universities and othecial gatherings. Noticeable groups include sfaor$, health
seekers, students, workmates and groups of the ganaker.

Table 3 Holiday Demographic Trends 2000-2005

% number of people

2000 2001 2002 2003 2004 2005
Holiday takers 79.0 84.0 82.0 81.0 81.5 80.5
Non-holiday takers 21.0 16.0 18.0 19.0 18.5 19.5
Source: Ministry of Industry, Euromonitor International
Note: Holiday takers as % of total population
Table 4 Holiday Takers by Sex 2000-2005
% number of people

2000 2001 2002 2003 2004 2005
Male 48.1 48.0 48.1 48.1 48.2 48.1
Female 51.9 52.0 51.9 51.9 51.8 51.9
Source: Ministry of Industry, Euromonitor International
Note: Sex of national tourists (domestic and outbound)
Table 5 Holiday Takers by Age 2000-2005

% number of people
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2000 2001 2002 2003 2004 2005
0-14 10.2 10.5 10.7 10.6 9.9 10.2
15-24 13.9 14.1 14.3 14.2 13.6 135
25-34 16.3 16.6 16.7 16.5 16.4 16.2
35-49 22.7 22.8 22.6 22.7 22.9 22.5
50-64 25.6 25.4 25.4 25.5 26.1 26.3
Over 65 11.3 10.6 10.3 10.5 11.1 11.3
Source: Ministry of Industry, Euromonitor International
Note: Age of national tourists (domestic and outbound)

4.3 Holiday Length of Trip and Seasonality
Length of trip

Throughout the review period, the length of stagrmw most was 4-7 days. This is due mainly to the
popularity of shorter holiday packages to neartacheresorts such as Eilat, Greece or Turkey.dlsis due to
the popularity of city breaks, chiefly in Europeedio its proximity. Over 7 days trips, although lidgng, were
still the most popular option in 2005. This is dadhe typical length of package tours sold by perators.

Between 2001 and 2004 there was a rise in the piage of short holidays. This occurred due to tésno and
recession problems and the slow recovery procdsshvied people to choose shorter and cheaperayslid

Seasonality

Holidays in Israel are taken in accordance withJieish calendar. These holidays fall upon a difiedate
every year, though in the same overall period efyibar. The Jewish religion celebrates many hosiday
throughout the year but some stand out in termtswfsm and travelling, including Hanukah in
December/January; Passover in March/April and StiamuMay/June. The holiday season in
September/October is particularly important, inaghgdthe Jewish New Year’'s Eve (Rosh Hashanah), Yom
Kippur and Sukkoth. These periods are usually atarsed by an increase in holiday taking, esplcibé
holiday season of September-October. During 2085 September-October period accounted for 22% of al
holidays taken.

The other main period for holiday taking is Julglakugust, during schools’ summer holidays. At titise

most families take their main break with their dnén, many of them going on holiday to Eilat ootber beach
resorts abroad in order to relax and prepare fatitumn, which is usually an intense period fostmo
businesses. During July and August 2005, 26% dfaitlays from the year were taken.

Sukkoth is one of the most popular Jewish holidays vacation, occurring just a few days afterfdmaily
oriented Rosh Hashanah holiday and lasting for awgeek. Besides the holiday school break, moskplaces
give their employees a break or only half work dayeng this time and this is also immediately befthe
beginning of the academic year in colleges andarsities.

The Jewish calendar differentiates between holidaygksholy days. Holy days are more religious amdtse
occasions and therefore less suited for holidayntgia Israel. Holidays tend to be longer in duratiwhile
holy days are single days or two-day breaks inclgidihe eve of the day.

Table 6 Length of Trip: 2000-2005
‘000 trips

2000 2001 2002 2003 2004 2005
Length of trip 3,529.9 3,561.9 3,273.1 3,298.7 3,434.5 3,585.2
-Over 7 days 1,703.1 1,765.6 1,645.1 1,673.5 1,672.4 1,561.2
-4-7 days 686.1 719.6 676.2 685.6 707.4 907.7
-0-3 days 1,140.7 1,076.7 951.8 939.6 1,054.7 1,116.3
Source: Ministry of Industry, Euromonitor International
Note: For domestic trips and departures by destination
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Table 7 Seasonality of Trips: 2005

2005
Seasonality of trips (‘000 trips) -
-January (% of trips) 5.1
-February (% of trips) 4.4
-March (% of trips) 6.1
-April (% of trips) 8.5
-May (% of trips) 7.9
-June (% of trips) 9.8
-July (% of trips) 135
-August (% of trips) 12.9
-September (% of trips) 10.1
-October (% of trips) 11.7
-November (% of trips) 5.4
-December (% of trips) 4.6
Source: Ministry of Industry, Euromonitor International
Note: For domestic trips and departures by destination
5. TOURISM PARAMETERS
5.1 Balance of Tourism Payments

From 2001 onwards, the balance of tourism paymeassnegative. 1999 is remembered within tourisma as
record year but after this the situation worsefd second Intifada broke out in 2000. Consequgently
foreigners became afraid of travelling to IsradijlevIsraelis were keen on leaving. This erodedbi@lance of
payments, which stood in 2005 at a deficit of NHdBon.

While incoming tourism collapsed in the middle loé treview period, Israelis did little to suppornusstic
tourism, with consumer still flying out in largembers and spending significant amounts abroad. Bticne
problems impacted travel and tourism in two waysirtaking Israel unattractive to foreigners and kaking
Israelis seek to escape and spend their moneydbroa

The balance of tourism payments in 2005 still repnés a large deficit. However, with the graduabxery of
the both the national economy and tourism sinceg2i@@ slowly improving.

Table 8 Balance of Tourism Payments: Value 2000-2005
NIS million

Receipts Expenditure Balance
2000 12,770.2 11,432.4 1,337.8
2001 5,796.6 12,384.8 -6,588.2
2002 4,352.6 12,046.4 -7,693.8
2003 4,433.0 9,757.6 -5,324.6
2004 6,953.8 12,971.4 -6,017.6
2005 7,963.5 12,700.0 -4,736.5
Source: Ministry of Industry, Euromonitor International
5.2 Incoming: Arrivals and Receipts
Arrivals

Arrival numbers in Israel reflect the fortunes loé tcountry quite accurately. 2000 was an optimigtiar for
Israel, featuring a summit conference in Camp Déetiveen Israeli PM Ehud Barak, Palestinian Autiori
Chairman Yasser Arafat and US President Bill Clintarrival numbers were high in this year. Howeusy the
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end of the year the peace talks had failed anddbend Palestinian Intifada erupted, leading ttewioriots,
armed clashes with Israeli troops and terrorisrmggquently, incoming tourism in 2001 skydived by&vith
this followed by 28% decline in 2002 and a new twvonly 862,000 incoming tourists, compared to two
million in 2000.

In 2003, Israel underwent a vast military actionhia West Bank, started to construct a safety betliveen
Israeli and Palestinian territories and annountedithdrawal from the Gaza Strip. As a result, téreor levels
begun to sink and Israel became less associatbdmait and fighting. 2004 and 2005 saw a contineatelase
in terrorism, although it did not completely ceasleng with a recovery from a three-year economgession.

Israel’s global image is gradually improving, maidue to its withdrawal from the Gaza Strip in AsgR005,
which was praised worldwide. Consequently, thevatmumbers started to rise again. After a 23% g¢now
2003 over the previous year, arrivals rose by 422004 and 35% in 2005. This growth towards theddrttie
review period brought arrival numbers back to twitiom.

Incoming receipts

In accordance with growing arrivals, incoming teuamireceipts fell and rose by similar rates durhmgreview
period. 2001 saw a 55% current value fall in inaogrtiourist receipts and 2002 saw another 25% dgclin
leading to a low of NIS4 billion. Meanwhile 2004afared a rocketing rise of 57% in current valueneover
the previous year and 2005 saw 15% current vakrease, leading to incoming tourist receipts ofuatdi S8
billion.

Most tourists that visit Israel are affluent anddg to spend a lot of money during their stay. Carag with
other countries, Israel is less sensitive to sfiftsn exclusive to mass tourism or from expensiseeature trips
to affordable backpacking. Consequently, Israel al@s to maintain its main tourist base over théere
period, with the main problem being a steep drojméoverall number of tourists in the first haftioe review
period.

Many Jewish tourists go to Israel for specific ®ioas such as weddings or religious/cultural fétstis. During
these occasions, visitors often spend a lot of moméh generosity regarded as the sign of a gqaatinging
and appropriate as a caring family member. For sowtists, tour operators are planning to incregsesecapita
expenditure by offering even more exclusive packdgegeting special occasions.

Expenditure per arrival

Incoming per capita expenditure fell from NI1S6,2611999 to NIS3,916 in 2005, with a 59% decrease T
shape of tourism changed during the review perifaifawer general tourists arrived, prepared to dmen
expensive hotels, food and transportation. Duriregtbugh times that hit tourism over the early gexdrthe
review period, the country saw a greater sharerofads visiting friends and relatives. Many Jewasvsan
obligation to visit and support Israel as it waagpled by terrorist acts. However, these often dpsatand
stayed at friends or relatives’ houses, rather tiwals.

Another reason for the decrease is the price catigpeamong travel retailers. This was caused leyrdtession
and reductions in incoming tourist numbers. Degpigeimprovement in the economy and the rising remalh
arrivals since 2003, most businesses still neeta period of economic recovery and are thus caimtqto
struggle over customers.

Table 9 Arrivals: 2000-2005
‘000 people

% growth
2000 2,416.0 -
2001 1,1954 -50.5
2002 862.1 -27.9
2003 1,063.4 23.3
2004 1,506.0 41.6
2005 2,033.1 35.0
Source: CBS, Euromonitor International
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Table 10 Incoming Tourist Receipts: 2000-2005
NIS million

Current Constant
2000 12,770.2 12,770.2
2001 5,796.6 5,733.6
2002 4,352.6 4,075.5
2003 4,433.0 4,121.2
2004 6,953.8 6,491.6
2005 7,963.5 7,358.1
Source: CBS, Euromonitor International
Table 11 Incoming Tourist Receipts % Growth: 2000-2 005
% growth

Current Constant
2000 -11.6 -12.6
2001 -54.6 -55.1
2002 -24.9 -28.9
2003 1.8 1.1
2004 56.9 57.5
2005 14.5 13.3
Source: CBS, Euromonitor International
Table 12 Expenditure per Arrival: 2000-2005
NIS
2000 5,285.7
2001 4,849.1
2002 5,048.8
2003 4,168.7
2004 4617.4
2005 3,916.9
Source: CBS, Euromonitor International
5.3 Incoming: Country of Origin

Top inbound countries

The most important contributor to arrivals durihg teview period was the US, with US arrivals totgl
513,000 in 2005. US arrivals rose by 32% in 2008rdlie previous year, 49% in 2004 and approxim&6s
in 2005 over the previous year. To Israel and @sichant Jewish population, the US is its most ingoarally.
The US gives considerable economic, military anlitipal support to Israel and the Jewish lobbyrnsoag the
most important pressure groups active in WashinBi@n The Jewish population in the US is numerous,
especially in areas such as NYC and Florida. NByumraany US Jews are interested in visiting Istaelisit
friends or to learn more about the Jewish statejasy consider it a part of their identity.

The US is also a highly religious country and mak$/tourists are Christian pilgrims, attracted lgssuch as
the birthplace of Christ or Golgotha. The MinistrfyTourism also announced in 2005 that a speciak@n
Evangelist resort would be built near the Sea diléza in an attempt to attract more pilgrims toakd in the
future. Religious Christian, Jewish or Islamic istg are driven by a stronger incentive than megtilar
tourists. Consequently, religious tourism showsdlitto be more robust than the mass tourism #ratl also

offers.
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Despite US tourists’ cultural and religious tieshwiisrael, however, the number of US arrivals alipped
dramatically during the perilous times of the rewvigeriod. There was little difference between thikih US
tourists and the fall in arrival numbers from otheuntries.

Other important countries for arrivals are Frarnbe,UK, Germany and Russia, which provided 334,000,
167,000, 108,000 and 66,000 visitors respectiveB005. These countries have cultural and businessvith
Israel and many tourists arrive from these cousiie pilgrimages. From France, there was a wave of
pilgrimage arrivals in the second half of the rewjgeriod following the calming of terrorist acties in Israel.
Russian arrivals are linked to the vast Russianigration to Israel that took place after the cadlapf the
Soviet Union in the beginning of the 1990s. ThaseRussian Jews that moved to Israel based oncéthand
religion.

Growth in nationalities seeking leisure

Alongside the top inbound countries mentioned bilggest growth in incoming tourists is being seen i
countries from which most tourists are seekinguigsolidays. This wide growth, although number2005
are yet to reach the highs of 2000, is being atteith to the calming of Israel’s conflict with Pdlae and the
renewed legitimacy of Israel as a tourist attractibhe countries include European countries suckpa,
Italy or the Netherlands, as well as countries sagBouth Africa, Australia, Argentina and Brazil.

Highest spenders

In terms of highest spenders among incoming ta@jrestuntry of origin is not the main factor. Dudgmel’s
special status as the land of the Jewish peopleehss a significant place for Christian pilgrintise highest
spenders in Israel stand out rather by their m@sigy.

Jews who come to Israel usually spend more moraay dther tourists, as many feel patriotic even ovith
actually residing in Israel. Most stays includdteiso family, which usually includes more spendagl
pampering. Many Jews come from abroad especialtglebrate traditional festivities in their holyts such as
Bar Mitzvahs or weddings. Also, most Jewish stagsl@nger than the average tourist’s and therefosg
more. Although no official figures are available @&wish arrivals’ countries of origin, it is evideéhat most
Jews who visit Israel come from the US and France.

Christian pilgrims also tend to spend more moneyheir pilgrimages, as these visits tend to gey eenotional
and are perceived as once-in-a-lifetime experiences

Capital city visitor trends

Jerusalem is Israel’s capital city and is one efd¢buntry’s main attractions, featuring many hatgssfor the
three major religions, alongside historical sitairty back as far as biblical times. Consequenthile most
leisure seekers enjoy Israel’s shoreline and uptiges such as Tel Aviv, most visitors who comdéousalem
come for pilgrimages or to see historic sites.

Jerusalem saw a large decrease in incoming andsiiemesitors during 2001 and 2002, being a comizuach

easily accessible target for terrorist attacksc&@003 construction of a security wall began iegidrusalem.
This helped to keep terrorism levels low and enagersafe city tours. 2005 also featured the laofiechnew

two-story public bus line for tourists, driving ttugh the main city attractions.

Table 13 Arrivals by Country of Origin: 2000-2005
‘000 people

2000 2001 2002 2003 2004 2005
Argentina 22.7 10.6 7.3 10.0 7.8 16.8
Australia 23.4 10.4 8.2 9.9 10.4 21.1
Austria 22.0 9.6 7.6 8.3 9.7 13.5
Belgium 39.9 21.6 15.4 17.8 19.9 27.7
Brazil 25.3 8.7 5.4 7.8 10.0 19.1
Canada 55.0 34.2 25.1 31.3 45.1 55.9
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Denmark 24.1 9.5 6.1 6.9 8.9 12.8
Finland 25.7 11.2 3.6 4.3 6.3 8.2
France 202.4 129.3 117.9 174.4 267.0 333.7
Germany 176.0 65.5 38.8 49.0 80.9 108.4
Italy 171.4 25.0 16.9 26.0 35.3 69.5
Netherlands 91.3 43.3 22.8 27.3 28.2 53.1
Norway 12.8 6.4 4.1 4.3 5.8 8.9
Russia 74.6 55.8 36.9 41.3 56.7 66.4
South Africa 20.6 13.4 9.1 9.8 10.1 18.1
Spain 65.6 11.8 8.6 15.9 20.8 44.7
Sweden 37.0 10.8 6.7 8.6 11.5 17.7
Switzerland 32.8 19.6 13.9 17.0 22.8 27.4
United Kingdom 201.2 140.2 97.3 104.2 129.1 166.6
USA 488.5 266.2 206.0 271.9 407.4 513.3
Other countries of origin 603.7 292.3 204.4 217.4 312.3 430.2
Arrivals by country of 2,416.0 1,195.4 862.1 1,063.4 1,506.0 2,033.1
origin
Source: CBS, Euromonitor International
5.4 Incoming: Mode of Transport and Purpose of Visi  t

Mode of transport

The main mode of transport used by incoming tosiishir, with this accounting for almost two nahi arrivals
in 2005. Arrivals by air grew by 48% in 2004 ovke fprevious year and by 32% in 2005 and repres@&még
of total arrivals in the latter year. Air dominatasivals and is likely to continue to do so in theure,
especially considering the developing Open Skyslagon.

Within air, there was an increase in the numbdiligtits direct to Eilat rather than to Israel’s maiirport of
Ben Gurion. This is a relatively recent developmarith more flights arriving direct to Eilat Airpbor to the
nearby military base at Ovda.

Few tourists arrive by land, particularly as thare only a few ways of reaching Israel this waysitdrs who
come overland generally come from Jordan or Egypially as part of a vast trip around the MiddlstEa

The intensification of the Israeli-Palestinian dafin the end of 2000 resulted in a sharp dedimthe share of
land arrivals, with this dropping from 18% in 20@0less than 10% in 2002. With the calming of theflict,
the number of land arrivals is slowly rising, witB2,000 land arrivals in 2005 or 13% of overalhais. This
number is still far below the number of land arldvim 2000. This is due to developments in otheddl East
countries, such as the US presence in Iraq angt tattacks in Egypt, which drove many tourists afvayn the
region. Also, Arab visitors who wish to pass thrbume of land arrival terminals encounter manyiditfies,
due to Israeli security considerations.

Although Israel has a developing railway systeminfrastructure is only inside the country and¢hs no
possibility of crossing the country’s borders viain. Consequently, there are no arrivals by rail.

Arrivals by sea accounted for a declining sharlesd than 1% of arrivals throughout the reviewqukri
Although a cheap mode of travel, ferries are ugustiw. Sea trips to Israel, usually from Atherem be a long
and complicated way to reach the destination. Thesies are typically favoured by backpacker tikers, such
as US youths on a one-month Eurorail ticket.

Purpose of visit

Israel is a country that provides many reasona fasit. Firstly, since 1948 it has served as ageffor the
world’s Jews. Secondly, it is the home of somehefhioliest shrines of Christianity, Judaism andris|Finally,
it has a dynamic economy and vital business liéérgal with traditional tourist beach destinationd a
archaeological attractions.

The majority of arrivals in 2005 came in order tsitriends/relatives or for leisure purposes. Githe total
number it is estimated that 683,000 came to vightls or relatives and 618,000 came for leisurpgaes.
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This data is based on surveys with incoming pasgsngd he fastest growing visitor group was leisufgich
grew by over 80% in 2003 over the previous year, aftdr one year of stabilisation, by approxima@$s in
2005. However, this strong growth was largely ispanse to the collapse in tourism arrivals eaitie¢he
review period, as leisure arrivals are still abowd-thirds of its size in 2000.

Over the review period as a whole, leisure arridatspped but visiting friends/relatives grew draigedty. This
trend had an impact on travel accommodation, asifeiarrivals tend to stay in hotels while thostivig
friends/relatives tend to stay with their hosts.

The number of business arrivals continued growinges2003, with a growth of 41% in 2003 over theyious
year, 53% in 2004 and 40% in 2005 over the prewaas. This swift recovery is attributed to Israedtrong
business connections worldwide, with an emphasisigin-tech industry, in which Israel is considesedorld
power. The reduction in terrorism made Israel miovéing for business arrivals during the secontf bfthe
review period, with the city of Tel Aviv offeringé€ilities and offices of the highest standard.

“Other” purposes of arrivals include pilgrimage$iese are highly popular to Israel, which is hommény
holy sites for the three main religions of Judaitstam and Christianity.

Business trends

Israel's economic recovery since 2003 indicatedetsrn as a world power in certain industrieshsas high-
tech development, IT, biotech, agriculture andrsdie development. Consequently, many ties witrefgn
companies and industries strengthened towardsihefethe review period, increasing the numberusibess
arrivals for work visits and international confecen. Israel’s main business area is in Tel Aviv tred
surrounding cities. This is an area which is veeyaloped in its facilities and offices, making asimess trip as
convenient as possible.

Leisure trends
Most leisure arrivals who come to Israel seek dgwedl beach resorts such as Eilat or cities on the

Mediterranean shoreline. Many also choose thelisEadilee area, which offers a countryside vacatmd
many historical and religious sites.

Table 14 Arrivals by Method of Transport: 2000-2005
'000 people
2000 2001 2002 2003 2004 2005
Air 1,954.0 1,060.0 778.7 904.0 1,339.1 1,766.3
Land 446.0 129.5 79.9 155.0 162.3 261.8
Rail - - - - - -
Sea 16.0 5.9 35 4.4 4.6 5.0
Arrivals by mode of 2,416.0 1,1954 862.1 1,063.4 1,506.0 2,033.1
transport
Source: CBS, Euromonitor International
Note: “Others” includes visits for pilgrimages, conferences, research, health and political purposes
Table 15 Arrivals by Purpose of Visit: 2000-2005
'000 people
2000 2001 2002 2003 2004 2005
Business 169.1 128.0 112.2 158.0 241.0 337.7
Leisure 942.2 553.2 189.6 344.0 376.5 618.4
Visiting friends/ 410.8 286.2 379.3 409.6 587.3 682.6
relatives
Others 893.9 228.0 181.0 151.8 301.2 394.4
Arrivals by purpose of 2,416.0 1,195.4 862.1 1,063.4 1,506.0 2,033.1
visit
Source: CBS, Euromonitor International
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Note: “Others” includes visits for pilgrimages, conferences, research, health and political purposes

5.5 Outgoing: Departures and Expenditure
Departures

Departure numbers did not fluctuate as much agedmumbers during the review period. Departurestvirom
3,530,000 in 2000 to 3,774,000 in 2005. Departgress by 5% in 2005 over the previous year and byov&s

the review period as a whole. This represents la leigg! of travel, for a population of seven mifipeople and
indicates more than one overseas trip per yeanéoy Israelis.

The crisis that Israel went through in 2001 and2268d a few contrasting effects. On the one hdmed, t
economic recession caused many people to reduicexpenses, with leisure and holiday expenditure
generally being one of the first to be cut in hdwde budgets. However, increased terrorism in Isreale
many seek a quiet escape abroad. 2002, the yearn@bession and terrorism were at their height, &a8%
fall in departures, due these reasons and thenaédfiow spirit. However, in 2004 departure numbreise by 9%
over the previous year and 2005 saw another ri&&wf

Outbound expenditure

Outgoing tourism expenditure rose by 11% duringréweew period. However, there was a 19% fall i020
before figures recovered by 33% the following y&umtgoing tourism expenditure stood at NIS13 hillio

2005. Expenditure continues to be restrained byabiethat many middle- and lower-income Israetiatnue
to be cautious with their spending. In additioreréhis a famous Israeli affection for cheap holigagkages.

Expenditure per departure
Outgoing per capita expenditure grew from NIS3,282000 to NIS3,365 in 2005. Like outgoing touriatsl

total outgoing expenditure, there was a stagnatigrer capita expenditure in 2003. However, exptemeiper
departure rose again in 2004 and 2005, to a tisglof 4% since 2000 in current value terms.

Table 16 Departures: 2000-2005
'000 people
% growth

2000 3,529.9 -
2001 3,561.9 0.9
2002 3,273.0 -8.1
2003 3,298.7 0.8
2004 3,584.5 8.7
2005 3,774.2 5.3
Source: CBS, Euromonitor International
Table 17 Outgoing Tourism Expenditure: 2000-2005
NIS million

Current Constant
2000 11,432.4 11,432.4
2001 12,384.8 12,250.0
2002 12,046.4 11,279.4
2003 9,757.6 9,071.3
2004 12,971.4 12,109.2
2005 12,700.0 11,734.5
Source: CBS, Euromonitor International
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Table 18 Outgoing Tourism Expenditure: 2000-2005

% growth
Current Constant

2000 7.6 6.4
2001 8.3 7.2
2002 -2.7 -7.9
2003 -19.0 -19.6
2004 32.9 33.5
2005 -2.1 -3.1

Source: CBS, Euromonitor International

Table 19 Expenditure per Departure: 2000-2005

NIS

2000 3,238.7
2001 3,477.0
2002 3,680.5
2003 2,958.0
2004 3,618.7
2005 3,365.0

Source: CBS, Euromonitor International

5.6 Outgoing: Destination
Top outbound destinations

The US remained the most popular destination olvar#hrough the review period, accounting for ,590
departures in 2005. Although very strict in itsavigranting policy, the US offers many leisure aityl loreak
attractions, friendly people with sympathy towalstsiel and a cultural life that has inspired thiosksrael for
many years.

The most popular destinations in Europe, whicHdser and cheaper than the US, include Francea/ihe
Germany, ltaly, the Netherlands and Spain. Holidagkages to Europe are very common in Israel, aahed
both young people and families.

Local Mediterranean travel to resorts in Turkeypfyg and Greece is also popular, with a combin€j0B®
departures to these countries in 2005. These seamtclose to Israel, offer relatively cheap riaed include
high level beach resorts.

It is customary for young people in Israel to takeng trip abroad after finishing their mandatargny service
and before enrolling in universities or startingaseer. The two most popular resorts for thess tip the Asia-
Pacific area, featuring countries such as Thailtmatla and Australia, and South America, featudogntries
such as Argentina, Brazil, Peru, Bolivia and métewever, most of these travellers are backpackérs,do
not spend much money and focus on trekking andradkes.

Growth across all major outbound destinations

General growth in departures from Israel was seealmost all destinations in 2005 over the presigear, as
a result of the general rise in outgoing Israéligth the economy in Israel improving, much of thewth was
seen in departures to popular European destinasoieh as France, ltaly, the Netherlands, Austréh a
Switzerland. Most travellers to these countriefofelorganised travel packages, such as ski orbritpk
packages.

There was also a constant rise in departures tdahRidaduring the review period. This country isvglp gaining
a special status amongst the young populationrin§f@intouched scenery, treks and adventure touaisin
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relaxing beaches. Many young people make a wideatound the area, including at least three or ouintries
overall.

Another area that is attracted more Israelis iemégears is Eastern Europe, with countries suétotend and
Romania. Many Israelis have family roots in Polaiod example and many schools arrange special trips
annually to Holocaust sites in these countriestHeumore, in recent years tourism in these cowttereloped
vastly, offering classical European landscapes uligaper prices and less commercialisation th&idatern
European destinations, alongside attractions ssighapping and casinos.

Long haul vs short haul

Most departures are made to long haul destinatouresto Israel’s relatively distant location frorarBpe, the
Far East or America. Popular closer destinatiookide Turkey, Greece and Cyprus, mainly for sheedn
holidays. With problematic neighbouring countrissaelis usually have to fly long distance to getheir
favourite destinations.

Highest expenditure destinations

The destinations that prompt the highest experalitur outgoing Israelis are usually those globktigwn for
their high prices. Among these are cities popwaishopping and city breaks, such as New York, loorand
Paris. Other high-spending destinations includesivvhich offer gambling options, as the law ira&drdoes not
allow gambling in its territory. These destinationslude Mediterranean countries such as Turkeytzast
European destinations such as Romania or Bulgaria.

Table 20 Departures by Destination: 2000-2005
‘000 people

2000 2001 2002 2003 2004 2005
Austria 15.1 14.4 13.7 15.0 15.2 17.1
Belgium 30.2 28.8 27.3 32.0 33.0 34.0
Cyprus 30.2 30.6 30.9 35.0 38.0 43.3
France 325.0 314.9 304.9 332.0 338.0 373.6
Germany 204.1 197.6 191.1 198.0 204.0 219.2
Greece 52.9 56.5 60.1 67.7 71.0 775
Italy 151.2 143.8 136.5 133.0 145.0 164.3
Netherlands 90.7 93.1 95.6 103.0 107.0 119.4
Poland 26.5 29.6 32.8 36.0 40.0 41.5
Romania 22.7 21.3 20.0 24.0 27.0 29.9
Russia 75.6 76.0 76.4 82.0 88.0 94.6
Spain 75.6 80.6 85.5 90.0 98.0 105.1
Switzerland 68.0 66.3 64.6 68.0 70.0 77.4
Thailand 34.0 35.2 36.4 43.0 48.0 55.9
Turkey 196.5 202.9 209.3 214.0 222.0 237.8
United Kingdom 226.8 213.5 200.2 212.0 216.0 222.7
USA 1,096.0 1,038.0 980.0 1,002.0 1,032.0 1,139.8
Other destination 808.8 918.8 707.7 612.0 792.3 721.1

countries

Departures by destination 3,529.9 3,561.9 3,273.0 3,298.7 3,584.5 3,774.2
Source: CBS, Euromonitor International
5.7 Outgoing: Mode of Transport and Purpose of Visi  t

Mode of transport

The dominant mode of transport for departuresrisagih this accounting for 3,061,000 departure2005, up
6% from the previous year. In 2004, there were isgvteresting events in the airline industry lirting the
opening and subsequent closure of a new direcé touthe US operated by Israir. There is relatiVighe Arab
travel by air due to the cost. Only affluent Isim@ind Arabs travel to long haul destinations atlire air
transport.
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The majority of departures by land are Arabs tilavgto neighbouring countries. It is rare for ksligourists to
travel to other Middle Eastern countries, excepkéy. Hence, the trend among air passengers is more
reflective of the travel habits of Israelis, astludes much Arab travel.

There was a growing interest in cruises duringéwew period, though this is still a small nichreanot
included in the data for outgoing travel by sea Bavel includes trips by ferry, usually to Grebcg also to
other Mediterranean destinations. Ferries offéneaper but more time-consuming method of travel. t&avel
was dynamic in 2005 and departures increased bydsi&aresult of strong offerings from the companies
involved.

Purpose of visit

The dominant purpose for a trip abroad throughloitréview period was for a holiday. In 2000, leésur
accounted for 76% of departures and by 2005 theeskanained 71%. Conversely, the share of tripdsio
friends/relatives rose from 10% in 2000 to 13% BY2 This suggests that more Israelis are choadingper
holidays visiting family, instead of taking morepexsive leisure trips abroad. Visits to friendsftigks saw a
significant growth over the review period, growimgan overall 39% over the review period.

Departures for business purposes saw an even strgngwth, up by an overall 98% over the reviewiquer
Tough economic conditions meant that non-essdmtisiness travel was postponed or cancelled. Howexgr
the economic recovery there was a rise in busimgss with a 24% growth percentage in 2003 andlaim
growth rates in 2004 and 2005.

Business trends

The good growth in business departures since 2068ueaged development in business travel. In aermel
with global trends exclusive membership of flightlxs is becoming more popular, with this being teto
Israelis by some foreign airline companies. Théskscoffer members a premium flying experience hsas
with special waiting lounges in airports, luxuridlight conditions and the option to collect frequdyer
points. These clubs are aimed mainly towards basimen, as they tend to be more affluent and tmdye
frequently.

Leisure trends

The review period saw an increasing number of Isd@partures made with groups rather than thesidas
family leisure trips. These might be sports faaséiling together for sport events, such as forQhgnpic
Games, the World Cup in soccer or the finals ofopean tournaments. Health seekers meanwhile tiravel
groups to special international resorts and spdseAture lovers meanwhile may go on extreme vacsiio
groups, taking part in jeep trips or mountain clingf) while bike riders may go for bike rides in faus sites
around the world.

Table 21 Departures by Mode of Transport: 2000-2005
'000 people

2000 2001 2002 2003 2004 2005
Air 2,871.8 3,085.4 2,827.7 2,689.2 2,876.4 3,061.1
Land 578.5 395.0 376.9 538.9 616.3 571.4
Ralil - - - - - -
Sea 79.6 81.5 68.4 70.6 91.8 141.7
Departures by mode of 3,529.9 3,561.9 3,273.0 3,298.7 3,584.5 3,774.2

transport

Source: CBS, Euromonitor International
Table 22 Departures by Purpose of Visit: 2000-2005
‘000 people

2000 2001 2002 2003 2004 2005
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Business 43.9 45.9 44.8 55.7 69.1 86.8

Leisure 2,688.0 2,608.0 2,321.2 2,342.0 2,543.1 2,672.1

Visiting friends/ 347.0 349.0 341.3 378.0 456.9 483.1
relatives

Others 451.0 559.0 565.7 523.0 515.4 532.2

Departures by purpose 3,529.9 3,561.9 3,273.0 3,298.7 3,584.5 3,774.2
of visit

Source: CBS, Euromonitor International

Note: “Others” includes military, diplomatic, sports, study and health tourism, as well as undisclosed departures

5.8 Domestic: Trips and Expenditure

Trips

The number of domestic trips, excluding same dayestons that are very popular among Israelis,vedc
about three million in 2005. These trips includéeast one night's accommodation.

Over the review period, the number of domesticstgpew slowly and consistently, with annual growath
around 2-5%. Israel is a small country that offessweather most of the year and varied landscHperefore
domestic trips do not require much planning ahedtdgh expenditure. Despite economic difficultiesla
terrorism, Israelis enjoy travelling in their conntwhich offers many attractions and resorts.

Expenditure

Domestic tourism spending reached NIS25 billio2®5, with a relatively consistent rise through rigiew
period. The exception was in 2002, when expendittelt by 3%, due to a poor performance of the econin
this year and a high incidence of terrorism. Theneic recession made more people restrain thperediture
when sightseeing, while many tourism players loweareces to combat falling demand and encouragelisr
to spend their vacations in Israel. The terrotitstcks forced people to stay away from the bigesiind instead
to go to less central attractions that demandeddepgenditure. However, overall domestic tourigingjing rose
by 22% through the review period, indicating thatawuing popularity of domestic travelling and diggeing.

Expenditure per trip

Expenditure per domestic trip accounted for NIS8,862005, according to data from CBS. The security
situation in Israel caused the Israelis to spentemuoney on their vacations, using safer optionsiftels and
transportation. These options are also often nxperesive. All-inclusive holidays saw increased dafty,
especially Eilat, which is remote from troubledas@nd heavily guarded. Cheaper domestic trips asiefsits
to tourist attractions or to Jerusalem became &singly dangerous during the review period anddbigrred
many lIsraelis.

Table 23 Domestic Tourist Trips: 2000-2005
'000 trips
% growth

2000 2,625.0 -
2001 2,707.0 3.1
2002 2,773.0 2.4
2003 2,902.0 4.7
2004 2,997.6 3.3
2005 2,999.5 0.1
Source: CBS, Euromonitor International
Table 24 Domestic Tourist Expenditure: 2000-2005
NIS million

Value % value growth
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2000 20,550.0 -
2001 22,270.0 8.4
2002 21,630.0 -2.9
2003 23,030.0 6.5
2004 24,620.0 6.9
2005 25,050.0 1.7

Source: CBS, Euromonitor International

Table 25 Expenditure per Domestic Trip: 2000-2005

NIS

2000 7,828.6
2001 8,226.8
2002 7,800.2
2003 7,935.9
2004 8,213.2
2005 8,351.4

Source: CBS, Euromonitor International

5.9 Domestic: Trips by Destination
Top domestic destinations

Eilat remains the vacation centre of Israel, witleroa million domestic trips there in 2005, up 94 from
2000. In percentage terms Eilat accounted for 428lomestic trips in 2005. Eilat is a safe and chbach
resort that attracts everyone, from young travefierfamilies and senior citizens. The resort'shand tourist
attraction infrastructure is very well developed éime weather is hot through the entire year. Qytive review
period, Eilat was able to avoid some of the prolsieetated to terrorism due to its remote and nedhtiwell-
guarded location on the southern tip of Israel.

Jerusalem saw the strongest decline over the rgyégiod, falling from 7% of domestic trips in 1988less
than 6% in 2005. The fall in share was a direcseguence of the terrorist threat towards the dapitach
hosts a large number of Palestinians and was tlergpe of the second Palestinian Intifada wheinst broke
out. In addition, Jerusalem’s population is becamimore and more orthodox, which keeps many attrasti
closed on Saturdays and drives away many secubgrigae

Growth domestic destinations

Travel patterns within Israel are quite static dodhot change much from year to year, with Eilataming a
firm favourite. Variation is instead sought wheawvelling abroad and domestic travel seems to becbaere
upon tradition, historic sites and family attraotcand the beaches in Eilat.

Business vs leisure trends

Due to Israel’'s small size, business conventioasadthin a maximum drive of few hours and do nanded
long stays, even if occurring at either end ofd¢bentry. However, many business conventions anehatsiges

take place in hotel facilities, so that employeas feel more relaxed and in a different atmospfrera work.

Another growing trend among domestic businessefice trips. Office employees will increasinglyk&aa trip
together in order to break up the office routind smget to know each other better.

The main new trends in domestic leisure trips dsvetmergence of more specific groups of travettenselling
together, such as sports fans or health seekers.

Table 26 Domestic Trips by Destination: 2000-2005
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'000 trips
2000 2001 2002 2003 2004 2005
Dead Sea 355.0 370.0 380.0 390.0 394.4 395.9
Eilat 1,070.0 1,100.0 1,130.0 1,210.0 1,287.4 1,273.2
Golan Heights 95.0 101.0 105.0 110.0 114.2 121.7
Jerusalem 185.0 180.0 175.0 178.0 173.8 176.5
Netania 88.0 92.0 95.0 96.0 96.8 94.3
North Galilee 250.0 260.0 267.0 275.0 280.8 282.1
Tel Aviv 118.0 123.0 126.0 130.0 130.9 132.8
Tiberias 330.0 340.0 350.0 365.0 367.4 368.5
West Galilee 80.0 83.0 85.0 90.0 90.9 90.4
Other domestic tourism 54.0 58.0 60.0 58.0 61.0 64.1
destinations
Domestic tourism by 2,625.0 2,707.0 2,773.0 2,902.0 2,997.6 2,999.5
destination
Source: CBS, Euromonitor International

5.10 Domestic: Trips by Mode of Transport

Land trips dominate domestic travel. The bus infecdure is strong in Israel, alongside a develgpailway
system that launched new lines annually in receats; The small distance between many populascitie
supports the popularity of land travel, while séguthreats towards public transport and its absest
weekends, due to the Jewish religion of Israel,esalar travel a favourite option. Land trips amedrib
2,410,000 trips in 2005, totalling 80% of totapsi

There is also a small share for domestic tripsibynath these totalling 506,in during 2005, a 2&erfrom
2004. Israel is a small country, enabling convetrli@md or rail travel to most areas and renderingravel
unnecessary. Therefore, most domestic travel big &ir Eilat’s airport, due to its more remote libaa from
Israel’s centre.

Air travel increased its share somewhat during#véw period due to a higher level of competiti@iween
the airlines El Al, Sun d’Or, Arkia and Israir. Bhinade flights more accessible, with these airlpresiding
more flexibility in ticket pricing and a range di@aper tickets, making flying accessible to a wideget group.

Domestic sea travel in Israel is fairly insignifitamainly accounted for by private yacht operatord owners.
Sea travel in Israel suffered a continuing declingl 2003, also ascribed to its high cost and laick
development, it however returned to grow in 2004 2005.

Table 27 Domestic Trips by Mode of Transport: 2000- 2005
‘000 trips

2000 2001 2002 2003 2004 2005
Air 577.9 471.4 455.9 485.0 494.2 506.4
Land 1,992.5 2,185.3 2,261.4 2,353.2 2,431.3 2,410.3
Ralil 41.2 44.1 52.9 63.3 70.9 81.3
Sea 134 6.2 2.8 0.5 1.2 15
Domestic tourism by 2,625.0 2,707.0 2,773.0 2,902.0 2,997.6 2,999.5

mode of transport

Source: CBS, Euromonitor International

5.11 Tourism Spending
National tourism spending
Tourism spending is mostly concentrated on aredls as shopping and food, with these accounting\f§©

billion each in 2005. Many Israeli tourists ardwdht and incoming tourists are also often keespend. Israel
is well-equipped with shopping malls, designeresaand restaurants. Israel’s restaurant varietggsand
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covers practically every genre, with a unique nmalcuisine reflecting the many origins of Israalsl fusion
between them. The culinary experience is memoifaiblboth foreign and domestic tourists.

Although Jerusalem is a world heritage city for ltus, Jews and Christians, the other main city eff Aviv
has a lot to offer in terms of nightlife and shagpiWhile Jerusalem is a mixed oriental city withig Arabic
population, Tel Aviv is more of a modern Mediterean seaside city, taking advantage of is beachkesem
views for eateries and shops. Tel Aviv is the aepfrtourist spending on food and shopping. Tosliistsrael
typically shop for clothes, jewellery and tradittdmegional products. Gifts for family members,tgadarly for
special occasions such as weddings, can also seechsiderable price.

Outbound tourism expenditure

Outbound tourism expenditures focused mainly omarnodation, at over NIS3 billion, entertainment at
almost NIS3 billion and food at NIS2 billion in 2BOMost Israelis are will not compromise when itres to
accommodation and it is popular to enjoy each areaique cuisine and entertainment offerings when
travelling.

Expenditure on shopping reached almost NIS2 biliio2005. This illustrates that alongside the sron
tendency to buy gifts and souvenirs abroad, mamelis realise that their own country offers a déeerange of
products with prices that are usually similar tos# abroad and this reduces expenditure abroad.

Table 28 Tourism Spending by Sector: Value 2000-2005
NIS million
2000 2001 2002 2003 2004 2005
Total tourism 33,320.2 28,066.6 25,982.6 27,463.0 31,573.8 33,013.5
expenditure by sector
-Accommodation 6,676.4 5,045.8 4,745.7 4,900.7 5,710.8 6,597.3
-Entertainment 5,627.5 4,570.2 3,200.8 2,722.4 3,268.0 3,944.0
-Excursions 589.5 492.5 454.8 555.7 594.5 604.2
-Food 10,001.0 8,522.9 7,143.3 7,253.0 8,829.1 9,045.7
-Shopping 6,109.0 5,714.2 6,899.8 8,697.6 9,419.4 9,136.5
-Travel within country 2,748.2 2,270.0 2,219.1 2,222.4 2,304.9 2,245.0
-Other tourism 1,568.6 1,451.0 1,319.1 1,111.2 1,447.1 1,440.8
expenditure
Source: Ministry of Tourism, CBS, Trade press (Haaretz, Globes, Passportnet), Euromonitor International
Notes: Includes incoming tourist receipts and domestic tourist expenditure

“Others” includes commissions revenue from tourists, medical expenses, gifts and donations
Entertainment includes attractions and evening entertainment
Food includes restaurants

Table 29 Outgoing Tourist Expenditure by Sector 2005

% retail value rsp

2005
Accommodation 25.3
Entertainment 22.2
Excursions 7.4
Food 15.8
Shopping 14.9
Travel within country 10.1
Others 4.3
Total 100.0
Source: CBS, Euromonitor International
Note: Includes incoming tourist receipts and domestic tourist expenditure

5.12 Tourism Spending: Method of Payment
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The evolution of the credit card in Israel had afpund effect on Israelis since the early-1990% Hnaeli
attitude towards credit and banking in general arabaic and restrictive until the mid-1990s, whselw a rise
in the use of credit cards in Israel, particulddylarge-ticket purchases such as accommodati@arorental,
which consumers often choose to pay for over arfewths. Credit card penetration had a slower effact
smaller purchases, such as theatre tickets or raeedstaurants. However, credit card usage faetiperposes
is also growing. Cash also remains popular in Istamvever, particularly for leisure spending.

The increasing use of cards in Israel was parilyedrby demand from tourists for ATMs and greater
acceptance of credit cards in Israeli stores. Aaue of financial cards grew in Israel, the irtiiagure for
their use also developed. This led to a rise irud®of credit cards among incoming visitors ableithdraw
foreign currency from ATMs and to a correspondialfjih the use of traveller's cheques, which argeno
restrictive in their use as they often have to &&hed during banking hours.

Debit and prepaid cards are negligible, as thegat@xist in Israel.

Table 30 Method of Payments for Tourism Spending: % B reakdown 2005

% Retail value rsp

Domestic Outgoing
Cash 38.0 38.0
Credit card 62.0 41.0
Debit card 0.0 0.0
Prepaid cards 0.0 0.0
Traveller's cheques 0.0 21.0
Source: Bank of Israel, Foreign Exchange Club, trade interviews, Euromonitor International

5.13 Forecast Performance
Arrivals and receipts

With the dizzying rate of political, military and@nomic development accruing in Israel, It is vieayd to
predict anything for the forecast period. Howeveseems likely that travel and tourism in Isradl not
decline back to its 2001-2002 low due to promisigms, with tourism instead flourishing,

The Ministry of Tourism has stated some of its gdal the near future. One is reaching five millamivals
annually by 2008. If the Open Skies legislatiofulsy accepted, more airline companies are expetiéditiate
regular flights to and from Israel during the faxstperiod in order to increase competition levElss should
naturally lead to a decrease in prices. Correspghgitourism itself is also predicted to develojphvkey
factors including lower pricing, wider offeringsiegiter capacity and stronger advertising.

With the predicated growth in incoming tourists amdustry development, incoming tourism receipts ar
expected to continue to rise during the forecasbdelncoming tourism receipts are expected tcheae
levels seen before the second Intifada broke aditlzn to reach new highs.

During the forecast period, the number of arrivalexpected to rise constantly, reaching five millaround
2010. Incoming tourism receipts are meanwhile etqueto reach a new high of NIS14 billion in 2010.
However, outbreaks of violence may prevent thistpesdevelopment if they occur.

Departures and expenditure

The number of departures was quite consistent gfirdloe review period and is predicated to contiisiag at
a similar rate of about 2% CAGR. Israelis have Ishgwn that their urge to travel abroad is strorigan
political, military or political events. The numbef departures is predicted to grow by a total 2%a1by 2010.

Outgoing tourism spending is also expected to seederate growth rate of 17% during the forecasbde
reaching NIS15 billion by 2010. Growth in disposaliicomes over the forecast period will mean that t
average expenditure per departure will increaselitgy to more rapid growth in constant value thremalume
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terms. A worsening of the economic or military ation could slow growth down but is not predicted t
generate decline during the forecast period.

Table 31 Forecast Arrivals: 2005-2010
‘000 people
% growth

2005 2,033.1 -
2006 2,700.0 32.8
2007 3,250.0 20.4
2008 3,900.0 20.0
2009 4,600.0 17.9
2010 5,100.0 10.9
Source: Euromonitor International
Table 32 Forecast Incoming Tourism Receipts: 2005-2 010
NIS million constant 2005 rsp

Value % value growth
2005 7,963.5 -
2006 9,258.0 16.3
2007 10,531.7 13.8
2008 11,7115 11.2
2009 12,928.2 10.4
2010 14,017.0 8.4
Source: Euromonitor International
Table 33 Forecast Departures: 2005-2010
‘000 people

% growth

2005 3,774.2 -
2006 3,860.0 2.3
2007 3,940.0 2.1
2008 4,010.0 1.8
2009 4,120.0 2.7
2010 4,240.0 2.9
Source: Euromonitor International
Table 34 Forecast Outgoing Tourism Expenditure: 2005  -2010
NIS million constant 2005 rsp

Value % value growth
2005 12,700.0 -
2006 13,200.0 3.9
2007 13,700.0 3.8
2008 14,100.0 2.9
2009 14,500.0 2.8
2010 14,900.0 2.8
Source: Euromonitor International
6. TRAVEL ACCOMMODATION
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6.1 Sales and Outlets by Sector

2005 headlines

e Travel accommodation reached value sales of NIBi@rbin 2005, growing by 15% over 2004

e Growth is ascribed mainly to high numbers of incogriourists

e Highest growing, in actual terms, was hotels in206hich holds 91% of accommodation value sales

» Israeli travel accommodation showed growth bothdoupancy and profits during 2005
Sales

As in overall Israeli tourism, travel accommodatadso saw a great recession during 2001 and 200&slon
the verge of total collapse but this was prevendigglto acute cutbacks and governmental aid. Daedixline
in terror acts and returning tourists, 2003 sawoaest 3% current value rise before 2004 and 2085epted
over 15% current value sales growth each.

However, most of this growth is a recovery from 2891 downfall, with 2005 showing similar figures2000,
with NIS6,597 million value sales in 2005 and NK&& million in 2000. Ami Hirschstein, CEO of secend
leading player Dan Hotel Corp estimates that grasitiue to more efficient management by compaaiist
they were forced to cut back on expenses duringtrilses years.

Israeli accommodation is dominated by hotels, whictounted for 91% of total travel accommodatidassa
with NIS6 billion value sales in 2005. Most hotale located in central tourist locations and previdnvenient
services and facilities and therefore are favob@ti by incoming tourists and by domestic tourists.

Hostels are favoured by foreign backpackers anthg@ourists coming to spend a prolonged periodgiiad! on
limited budgets. These tourists are often taking \gears before or after study or long summer bréakgork in
a Kibbutz. During their stay they generally takedito travel around Israel. There was a drop imtimber of
backpackers visiting Israel during the review payioowever, because of the perceived threat afristr
attacks, particularly on cafés and buses. Thisdemdfall in sales for hostels of 30% in currenesterms over
the review period. During 2005, hostels reached2MIiillion in value sales.

Chalets showed growth during the review periodhwWtS176 million in value sales during 2005, a 58&r
from 2004 and 7% since 1999. Most chalets are éacit Kibbutzim and small villages, which are uspal
located in countryside areas such as Galilee oGtilan Heights. These areas are rural and remateg| safe
from terror attacks, which are usually aimed agaiits cities. Therefore the second Intifada did aiféct
chalets sales and even enlarged it. Chalets idyhpgipular among couples, offering a romantic getgvand
among families who go for weekend trips.

Holiday villages, included under “others”, are gextlg dependent on Israeli tourists, invariably fis with
young children and foreign guests they are entértgi However, even these saw a fall in value sales the
review period, as did field schools, also includeder “others”. During 2005, holiday villages ameld schools
reached NIS135 million in value sales, a 1% faltumrent value terms over NIS136 during 2004 aB8d%
current value fall during the review period as algh

Self-catering apartments reached N1S281millionssaddue during 2005, compared to NIS274 millio2@04.
Self-catering apartments is common in whole blaeitser than as isolated apartments. Self-catepagiments
tends to attract visitors that are in Israel forder periods. Some Jewish tourists and Israelisgigbroad visit
Israel for three or more weeks in a single viskte3e tend to be affluent visitors from the US amdadten
orthodox Jews, who prefer not to stay in hotelsabee of the prohibitive cost of long stays. Otlerge
numerous children, which makes it impractical fysh a hotel or with family even for short periazfgtime.

Outlets

In 2004, the most dynamic form of travel accommimufain terms of outlet volume was self-catering
apartments. This saw a growth of 2% on the preweas to reach 2,560 outlets. This occurred asitineber of
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Jews visiting Israel from countries such as theind®eased, thus boosting demand for cheap, long-sta
accommodation.

However, most accommodation did not see signifigaotvth in outlet volume during 2005 or during the
review period as a whole, as the number of ovambmmodation outlets was 3,000, up less than w06ts
on 2000. Travel accommodation was on the vergeldgse during 2002, with most businesses focusing
surviving economically and thus not able to affexphansion. For example, during the review periochidant
hotels grew by only six outlets, reaching 336 020

In anticipation of a surge in demand in 2000, Ibrg@erators raised hotel capacity to cater foew mvave of
tourist interest in Israel and this was quickldaled by growth in self-catering apartments. Theosel
Intifada left travel accommodation with considesabkcess capacity, very low occupancy levels amdoehe
temporary closure of some outlets since 2001.

Room occupancy declined from 66-68% in the earl96E%0 45% in 2001 and 36% in 2003. However, this
figure relates to the number of rooms availablegen hotels. In the early-1990s, there were ar@d@00
rooms on offer but this number rose in line witliéatment in new capacity since 1995 to over 43302000.
By 2005, the number of hotel rooms reached an appete 45,000.

The number of chalets fell from 120 to 109 overrgdew period, which represents a loss of arous@l 2
rooms. Chalets located inside Kibbutzim fell frotht® 18, though there was little net effect to nhenber of
rooms available overall and a nominal increas@éénnumber of beds, as there was some expansiongastioer
successful sites. Kibbutzim and Moshavim genetadlye fewer capital reserves and many Kibbutzinirare
substantial debt. Consequently, they are moreniedlto close guest accommodation temporarily i tre
incurring operational losses.

Chains

Israeli hotels are varied. There are many smabdpetdent hotels in Jerusalem but there are alss ateh as
Eilat with huge tourism complexes and there iseqaihigh share of luxury hotels.

Within travel accommodation, the main players daimmed hotels. Israel includes nearly 70 chaingdlho
outlets, the larger of them offering several hudd@ms, swimming pools, discos and several restasiper
outlet. These require considerable investmentstamigenerally owned by larger players. The madyeals
Dan Hotels Corp and Fattal Hotel Management Ltd-ateen several hotel areas, both by the Dead Se&@na
Eilat.

Most chained hotels are conveniently located irtre¢tocations such as Eilat, the Dead Sea, TeV And
Jerusalem. These facilities are attractive to f@sihnd businessmen and conference organisers.

A new trend that helped chained hotels’ sales duttie review period was Jews travelling to Israatdlebrate
traditional ceremonies, such as Bar Mitzvahs ordiregk. These events call for large halls and rofammany
guests altogether, a demand that large chainetststpply with better ease than small private ones.

Due to investments in their outlets in recent yeaained hotel operators generally carry debtstkiey need
to meet despite the low occupancy levels. Howether are working with airlines and tour operatarsittract
customers in a way that small independents careruse of their obvious limitations in scope andrice.

During the recession years of 2001 and 2002, thergonent fund of NIS30 million for marketing hotels
proved useful. Due to there being many vacant otahs in luxury hotels during off-seasons, chawsing
the most famous luxury hotels started to promotagss and getaways for couples, including offesipey
packages and low prices. This is a way for chalmedls to improve their cash flow, even though éamt
possible the possible downgrading of their bramusige due to the reduction of prices.

Independents

Independent hotels accounted for 79% of total hmiéets, with 267 outlets in 2005, yet only 26%athl hotel
sales value. Most independent hotels are locatebsicentral locations compared to chained hatedsoffer
less in the way of facilities and infrastructurée€lmain attraction of independent hotels is th@irer prices,
which explain their low sales value in comparisorchained hotels and niche offerings, such as apleatels
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for orthodox Jews or Christian pilgrims. Many inédedent hotels are located in rural or distant ooat
offering accommodation for travellers in these an@ho prefer hotels over small hostels or intintdtalets.

Table 35 Travel Accommodation Sales by Sector: Value 2 000-2005
NIS million

2000 2001 2002 2003 2004 2005
Chalets 171.6 157.6 147.1 154.0 167.7 175.7
Other travel accomodation 718.3 612.0 545.5 579.7 601.0 618.9
Campsites 2.3 2.6 3.1 3.2 3.3 3.4
Guesthouses - - - - - -
Hostels 334 285 26.2 19.8 20.0 235
Motels - - - - - -
Private accommodation - - - - - -
Self-catering apartments 296.8 257.3 238.4 263.0 274.0 281.0
Other other travel 214.2 166.0 130.6 139.7 136.0 135.3

accomodation

Hotels 5,958.1 4,433.8 4,200.2 4,321.0 5,109.8 5,978.4
-Chained hotels 4,106.0 3,119.8 3,007.4 2,825.0 3,357.1 4,146.0
-Independent hotels 1,852.1 1,314.0 1,192.8 1,496.0 1,752.7 1,832.4
Travel accommodation 6,676.4 5,045.8 4,745.7 4,900.7 5,710.8 6,597.3
Source: Trade interviews, Ministry of Tourism, the Hotels Association, company research, Euromonitor International
Table 36 Travel Accommodation by Sector: Units 2000  -2005
Outlets

2000 2001 2002 2003 2004 2005
Chalets 120 114 111 108 108 109
Other travel accomodation 2,632 2,575 2,642 2,655 2,705 2,716
Campsites 5 5 5 5 5 5
Guesthouses - - - - - -
Hostels 31 30 31 29 29 29
Motels - - - - - -
Private accommodation - - - - - -
Self-catering apartments 2,460 2,410 2,480 2,500 2,550 2,560
Other other travel 16 16 15 13 13 13

accomodation

Hotels 340 339 334 335 336 336
-Chained hotels 70 70 69 69 69 69
-Independent hotels 270 269 265 266 267 267
Travel accommodation 2,972 2,914 2,976 2,990 3,041 3,052
Source: Trade interviews, Ministry of Tourism, the Hotels Association, company research, Euromonitor International

6.2 Hotels by Region
Star ratings

The Ministry of Tourism abolished the previous hgtading system in 1992. The new classificatiostasn for
hotels, previously graded as 1-star to 5- stand@glbas four levels based on the character ofakel h
(recreational or urban) and the average size ofublé room. Hence 1- and 2-star hotels tend to fall
predominantly into the forth level. 3-star hotals enainly the third level. 4-star hotels fall beemdevel 2 and
level 3, with about two thirds classified as leReb-star and 5-star deluxe hotels fall betweerfiteelevel and
second one, with about two thirds classified asllév The proportion of hotels conventionally calesed to be
4- and 5-star was around 45% of all hotels in 2Q0tere was little change in its share over theeneperiod,
as expansion occurred across all levels

Rooms and beds
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Overall, Israeli travel accommodation consisted®000 rooms and 111,000 beds in 2005. The gidstael's
travel accommodation in terms of hotel rooms aisitatis continues to be Eilat, with its beachesryeand
sunshine and exceptional coral reefs which attrasty diving enthusiasts. Eilat offered a total lofi@st 11,000
rooms in 51 hotels during 2005. Several of thedeld@re large tourism complexes with lots of atés
attracting families with children. These hotelgatal offer 31,000 beds, which is more than 25%heftotal
beds count.

Considering its religious and historic attractiomsny hotels in Jerusalem are smaller and appeplecific
consumer groups, such as orthodox Jews or Chrigtigmms, instead of vacation oriented facilitidse Eilat.
In terms of hotel volume, Jerusalem led in 2005168 hotels, 17 more than Eilat. However, hotels in
Jerusalem are smaller and the capital’s room volwa®lower than in Eilat, with 9,000 rooms in 2005,
compared to 11,000 in Eilat. Jerusalem attractssisufrom all over the world, because the old tiag
archaeological, religious and cultural interestt tippeal to a broad consumer base. However, lemubas a
low amount of leisure tourist attractions, suclb@aches or shopping centres, and therefore atfeaats
visitors than Eilat.

Tel Aviv, Israel’s biggest and most central citffeo 60 hotels with almost 6,000 rooms and 12,08@sb Some
of Tel Aviv’'s hotels are large and high standarehstlare conveniently located along the city’s sh@ned
boardwalk, with generally only smaller and indepamtchotels in other parts of the city.

Another large hotel concentration is around thed>®ea. The number of hotels around the Dead Sehaéa
15 in 2005 and the number of rooms reached 4,000 appeal of the Dead Sea will always be strongntmy
travellers. The Dead Sea itself is a unique expeaand its health spas promote famous health ety
products that attract many tourists. The Dead Sa#s0 located near to the fortress of Massadahahian
enduring symbol among Jewish people and is viditeohost Jews and by all Israelis on a regular b&sis
Gedi nature reserve is also nearby so the areesaffeee very different attractions in a small aeaong
Israel's Arab population the Dead Sea is one ofdleurite destinations.

Occupancy trends

Eilat is the indisputable centre of tourism in Eraeaching 65% occupancy rate in 2005. Althoughlker in
volume and territory, the Dead Sea tourist area rEdached 64% occupancy rate.

Israel’'s northern area, which includes North andsi¥&alilee and the Golan Heights, offers smallgelsathat
are more secluded and country-oriented. It is ctmmeid an area for relaxation and for getting awamfthe
stressful everyday life of Israel’s centre. Moslidhay seasons in Israel see northern hotels sedligHowever,
the area is colder and attracts fewer visitorsrptine winter season. All three areas reached 408r
occupancy rates during 2005, with Golan Heightshizay 54%.

Tiberias, sitting on the shores of the Sea of @&alibffers another concentration of hotels. Howeter
occupancy rates remained at 36% in 2005. Thisribypdue to the high number of chalets in the ared to the
problematic infrastructure development of the Se@alilee shores, which is far from achieving tsitist
potential.

Tel Aviv, Israel’s central city, reached a respbtdat8% occupancy rate. Jerusalem, although offetia
highest rooms and beds volume, meanwhile reachigd36fb occupancy rate. Jerusalem was struck badly b
Palestinian terror acts and its tourism levelshitoming and domestic, plummeted during 2001 20GP.
The following years featured a very slow recovenythe city, yet to be fully achieved.

Table 37 Regional Hotel Parameters 2005

Unit
5-star 4-star 3-star 2-star 1-star Unrated

Dead Sea - - - - - -
Eilat - - - - - R
Golan Heights - - - - - -
Jerusalem - - - - - -
Netania - - - - - -
North Galilee - - - - - -
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Tel Aviv - - - -

Tiberias - - - -

West Galilee - - - -
Number Number  Occupanc
of rooms of beds y rate %

Dead Sea 4.0 9.2 63.9

Eilat 10.8 30.7 65.1

Golan Heights 13 3.1 53.9

Jerusalem 8.8 20.5 35.0

Netania 1.7 45 34.7

North Galilee 1.9 45 43.7

Tel Aviv 5.9 11.9 48.4

Tiberias 3.9 11.2 36.3

West Galilee 2.6 5.8 40.7

Source: Trade interviews, Ministry of Tourism, the Hotels Association, company research, Euromonitor International

6.3 Online Sales
Online developments

The internet is becoming more and more importahiotels, above all as a marketing channel. Bookings
directly via hotel internet sites are still failjpcommon, however. In 2005, an approximate NIS3Bébmof
hotel bookings were booked online, generating &&tyof total travel accommodation sales revenues@&he
figures represent 21% current value growth from4280d a total of 456% growth through the reviewqukr

Hotels often cooperate with online travel agensites such as lastminute.com, as online agenciesaskt of
time for consumers compared with browsing a langmler of hotel sites to find the best deal. Foelsp@an
internet reservation is preferable because theyftan charge the card holder at once and the bhgakivolves
less cost to them.

However, although slowly expanding, Israeli onlinarist reservations are rather restrained. Mospleeprefer
to use the internet as a tool for price compartssfiore making their reservation via phone or traggncies.

Direct suppliers performance

Direct online suppliers, meaning the hotels themeselreached value sales of NIS76 million in 206G a 5%
current value rise from 2004 and 130% rise thratingtreview period. Some of the slow consistent ginaw
online accommodation bookings can be attributetiécgrowing awareness of hotels regarding thisssale
channel. Only during the review period did moste®mtmprove their undeveloped websites, with mamwy n
offering browsers the chance to view a hotel’saations and book online directly. However, thisiopts
mainly available for large hotels and most websitessstill less convenient than making a resermatia
phone. This resulted in direct suppliers accounfiimgnly 23% of total online travel accommodati&aies.

Intermediaries performance

Intermediaries’ internet travel accommodation sad@shed NIS258 million in 2005, with a 27% currealue
rise from 2004 and no less than 852% rise throbghaview period. Most online accommodation bookiage
made through intermediaries by incoming touristsoweed to make arrangements from a distance and co
from countries where online bookings are more papwuch as the US. Also, many intermediaries aféarel
accommodation booking as part of a package, whachirrclude car rental, visits to tourist attractianm flights.
In contrast, most domestic tourists prefer to bivaikel accommodation face-to-face or over the phasghis
allows them to ask questions, negotiate and to hasantact with which to address any problems.

Table 38 Travel Accommodation Internet Sales by Dire  ct Suppliers and Intermediaries: Internet
Transaction Value 2000-2005

NIS million
2000 2001 2002 2003 2004 2005

© Euromonitor International Page 35



Travel and Tourism Israel

Internet 60.1 76.4 126.9 217.5 275.9 3341
- Direct suppliers 33.0 41.1 50.9 65.4 72.3 76.0
- Intermediaries 27.1 35.3 76.0 152.1 203.6 258.1
Others 6,616.3 4,969.4 4,618.8 4,683.2 5,434.9 6,263.2
Total 6,676.4 5,045.8 4,745.7 4,900.7 5,710.8 6,597.3
Source: Trade interviews, Ministry of Tourism, the Hotels Association, company research, Euromonitor International
6.4 Key Performance Indicators

Sales

Dan Hotels Corp led company ranking in turnoverimmost of the review period and fell behind Hatia
2004. Dan Hotels was the second player also d@@@%, with an estimated turnover of NIS915 millidime
hotel chain has so many outlets and rooms thaaitaged to use the growth in incoming tourists tmgoy
attracting the majority of them.

In 2005, the leading hotel group in Israel wasd&atiotel Management Ltd, with some of the biggesels in
the country. Being a private company, as are masipanies within Israeli travel and tourism, FaHatel
Management Ltd is not obliged to disclose its firiahresults. Nevertheless, in 2004 its owner aataging
director David Fattal said that the hotel chaimis@al turnover was over NIS500 million. Its estiggaturnover
for 2005 was NIS981million, due to the recoverhatels sales during 2004 and 2005.

The third main player during 2005 was Isrotel lwdhjch doubled its income and reached an approximate
NIS502 million during 2005. Nine of Isrotel’s elaveutlets are located in Eilat, so the companyamiy
affected by growth and fall in the number of leestourists. After the lean years of 2001 and 200%hich
leisure travellers dropped dramatically, Isrotal ig now gaining from the high growth of incomirgsure
tourists.

Outlets

In accordance with sales figures, the three largesins in Israel are Dan Hotels Corp with 15 dsitlésrotel
Ltd with 11 outlets and Fattal Hotel Management with 10 outlets. All of these companies have dstie the
main tourist destinations, such as Eilat, the D@ea and Tel Aviv beach, usually having more thanautlet
in these locations. Other companies, most of tharhgd global chains, such as Africa Israel Hotdtss
Holiday Inn, Sheraton, Accor and Hilton, have onéwm outlets in every main location and therefoage 3-5
outlets overall.

Rooms and beds

The number of rooms is higher at large chainedlfotéhich usually offer a few hundreds rooms inirtherger
outlets. These large hotels are usually locatdgilat or Tel Aviv. The companies with most roome &an
Hotels Corp, Isrotel Ltd and Fattal Hotel Managetridd, in accordance with their many outlets andiéa
hotels. Other large companies have an average(2@6 rooms per outlet.

The bed to room ratio is quite similar for all mailayers, with about 2-4 beds per room, dependinthe room
kind. All accommodation outlets in Israel, with teception of hostels and field schools, offer reaither for
couples or for small families.

Occupancy

With the return of incoming tourists to Israel etpast two years, occupancy rates in the main aniep
reached relatively high figures, with Fattal Ha#dnagement Ltd leading with 65% occupancy rate, Dan
Hotels Corp with 61% and Isrotel Ltd with 59% in0Z0 This reflects the fact that most outlets oflifge
players are located in main locations with highupancy rates, such as Eilat, the Dead Sea andviel Also,
these chained hotels work with travel agenciesmady guests come to these hotels as part of & lemgest
package.
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RevPAR

The most effective company in upholding its RevP#é&s Fattal Hotel Management Ltd, with NIS860, as Da
Hotels Corp and Isrotel Ltd stay right behind. Dgrthe review period, many prices were loweredrdenoto
attract visitors due to the tough military and emwmit situation of 2001 and 2002.

During 2005, hotels once again relied more on iriagrtourists than on domestic ones, causing pticese
back slowly. Smaller players tend to have fewetatsitand a less luxury image, so their RevPAR level
generally lower. However, there are exceptionsndlier groups who prefer to promote their outletduxury
or who are placed in attractive locations and tleeechave a higher RevPAR, such as Rimon Ltd.

Table 39 Hotel National Brand Owners by Key Performa  nce Indicators 2005
Company
Outlets Rooms '000  Beds '000 % occup- revPAR
ancy (local
currency)
Fattal Hotel Managment 10 2.4 5.4 65.0 860.0
Ltd
Dan Hotels Ltd 15 3.7 8.0 61.0 553.8
Isrotel Ltd 11 2.4 5.8 59.0 464.0
Africa Israel 5 1.0 2.3 52.0 733.0
Investments Ltd
Sheraton Moriah Hotels 4 0.8 1.7 51.0 754.0
Ltd
Accor Group 4 0.7 1.3 49.0 659.3
Hilton Israel Ltd 3 0.4 0.8 48.0 715.2
Prima Hotels Israel Ltd 3 0.4 0.8 46.0 708.1
Rimon Ltd 3 0.3 0.6 42.0 615.0
Source: Trade interviews, Ministry of Tourism, the Hotels Association, company research, Euromonitor International

6.5 Hotel Market Shares

Second player in 2005 was Dan Hotels Corp, whichagead to enlarge its share from 11% in 2004 to k5%
2005. For most of the review period, Dan Hotelsg3weas the leading company, maintaining a shard %t 1
15%.

Fattal Hotel Management was the sector leader @ 2this company expanded dynamically over theerevi
period, with its share growing from 8% in 2001 &%d in 2005. This growth was achived establishing ne
hotels and optimising the reservation systemssafitned hotels.

Isrotel Ltd managed to double its share during#&weew period, rising from 5% in 2004 to 8% in 2005e
company finished the first nine months of 2004 veithoverall NIS18 million loss but finished the giéal
period in 2005 with a NIS2 million profit, illusttiag its strong recovery.

Holiday Inn, operated by Africa Israel Hotels Ltdas in fourth position followed by Sheraton, rankith
overall. The latter achieved this position by adagj a local chain in 1999, Moriah Hotels. This veasjuired
through a joint venture with Israeli conglomerat@oK Industries to form an international hotel maaragnt
company.

Two of the big international chains, Hyatt and #tilt did not add any capacity in room volume tortlegisting
hotels at the start of the review period. Thesggrmwere therefore not hit with the relatively loscupancy
rates that their competitors suffered. They theesfargely preserved their share during the reyieviod.

Before the tourism crisis in 2001, hotel chainseveell positioned with stable client bases and goradits.
After the fall in tourism, hotel chains were fordedengage in something close to a price war, mitist big
chains offering discount hotel rooms outside offieak season. In spite of this, the hotel sectutdaather
consolidated in Israel with the first nine playacgounting for 60% of value sales in 2005.
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Larger groups benefit from their larger portfolmfshotels and are thus able to balance the effectgional
difficulties. They were thus able to benefit fromegovery in tourism in Eilat since 2003, a recgwehich was
felt also in other locations during 2005.

Table 40 Hotel National Brand Owners by Market Share ~ 2001-2005

% retail value rsp

Company 2001 2002 2003 2004 2005
Fattal Hotel Managment 8.4 9.1 9.8 11.6 16.4
Ltd
Dan Hotels Corp 13.1 12.9 12.8 11.3 15.3
Isrotel Ltd 4.6 4.9 5.0 5.3 8.4
Africa Israel Hotels Ltd - - 45 4.7 5.5
Sheraton Moriah Hotels 4.2 4.5 4.6 4.6 4.6
Ltd
Accor Group 4.6 4.6 4.4 4.2 4.0
Hilton Israel Ltd 1.9 2.0 2.2 2.4 2.4
Prima Hotels Israel Ltd 2.0 1.9 1.7 1.6 1.9
Rimon Ltd 1.0 1.1 1.3 1.4 1.3
Others 60.2 59.0 53.7 52.9 40.2
Total 100.0 100.0 100.0 100.0 100.0
Source: Trade interviews, Ministry of Tourism, the Hotels Association, company research, Euromonitor International
6.6 Forecast Sales and Outlets
Sales

The forecast for travel accommodation is positiueunmcertain, as it is related to the general jpalitsituation
in Israel and the Middle East during the forecastqa. As a whole, travel accommodation is expetied
continue its growth, though less rapidly than if2@nd 2005, as these years reflect recovery frdeea
crisis.

After 2005 saw a recovery almost to the figureshed before the outbreak of the second Intifadafdhecast
period is expected to see a general growth in seldccupancy rates, in accordance with the demsis
growth expected in incoming tourists figures. Tlil increase both the number of guests and theepri
charged. Overall, value sales are expected to ieE88 billion by 2010, a 22% constant value growth
compared to 2005.

Outlets

The review period was characterised by a deep segeand afterwards a recovery, which placed outiitme
in 2005 at a similar level to 2000. As a resultanmodation outlet figures did not change drambyichuring
the review period.

Despite this recovery, occupancy rates show tleattirent travel accommodation supply is yet tahats
potential. Therefore, the forecast period is utjike show any aggressive expansion of outletsleBiare
expected to increase by 2% during the forecasb@gereaching a total of three million outlets. Thvid be
slower than the growth rate seen over the revienogeNaturally there is a time lag between times@nomic
hardship and the planning of new outlets.

Hotels is anticipated to focus more on increasinglity and on differentiating offerings to fit motarget
groups during the forecast period, rather thandonguon an expansion of the number of units. Hatkls saw
consolidation during the review period, with grogagisfying expansion plans via acquisitions. Assault, the
number of hotels will only grow by 1% over the foast period reaching 341 by 2010.

Chalets located inside Kibbutzim is expected toteeeanost dynamic growth over the forecast periotth®
major types of travel accommodation, with a grovette of 6% to 115 outlets. If the political situatiworsens,
as it did in 2001 and 2002, chalets will grow maapidly, as tourists seek to get away from crowidedtions.
The relative relaxation in terror levels againsaédi targets would slow down growth in chalets thig type of
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travel accommodation will still develop, as the piapity of quiet countryside locations continuesl dine
opening of new chalets is relatively cheap and .easy

Online trends

Online travel accommodation booking in Israel i sdther undeveloped and is expected to grow istestly
in the following years. Until travel accommodatiommpanies improve and develop their websites agid th
price offerings, however, it is expected that daimdsurists will not change their habits quickiost will

continue to prefer to use the internet mainly &sohfor price comparison rather than for bookirayel

accommodation. Incoming tourists are expected tmicoe to be the main users of online booking nésrnet
retailing is growing more rapidly in other coungién addition, due to the distance of incomingéiters, this
is often the easiest method of booking travel acgoodation. Overall, travel accommodation internédsare
expected to grow by 112% and reach an approximg&® million by 2010.

Table 41 Forecast Travel Accommodation Sales by Secto  r: Value 2005-2010
NIS million

2005 2006 2007 2008 2009 2010
Chalets 175.7 182.0 188.5 194.5 201.0 207.5
Other travel accomodation 618.9 634.0 648.6 663.7 678.8 693.9
Campsites 3.4 3.5 3.6 3.7 3.8 3.9
Guesthouses - - - - - -
Hostels 235 26.0 28.5 30.5 32.0 34.0
Motels - - - - - -
Private accommodation - - - - - -
Self-catering apartments 281.0 285.5 289.0 294.0 299.0 303.5
Other other travel 135.3 137.0 139.0 141.0 143.0 145.0

accomodation

Hotels 5,978.4 6,450.0 6,750.0 6,900.0 7,100.0 7,350.0
-Chained hotels 4,146.0 4,4255 4,556.3 4,623.0 4,750.0 4,917.5
-Independent hotels 1,832.4 2,024.5 2,193.7 2,277.0 2,350.0 2,432.5
Travel accommodation 6,597.3 7,084.0 7,398.6 7,563.7 7,778.8 8,043.9
Source: Euromonitor International
Table 42 Forecast Travel Accommodation by Sector: Un its 2005-2010
Outlets

2005 2006 2007 2008 2009 2010
Chalets 109 110 112 113 114 115
Other travel accomodation 2,716 2,728 2,740 2,753 2,760 2,766
Campsites 5 6 6 7 7 7
Guesthouses - - - - - -
Hostels 29 29 29 30 30 30
Motels - - - - - -
Private accommodation - - - - - -
Self-catering apartments 2,560 2,570 2,580 2,590 2,595 2,600
Other other travel 13 13 13 13 14 14

accomodation
Hotels 336 337 338 339 340 341
-Chained hotels 69 70 70 70 71 71
-Independent hotels 267 267 268 269 269 270
Travel accommodation 3,052 3,065 3,078 3,092 3,100 3,107
Source: Euromonitor International
Table 43 Forecast Travel Accommodation Internet Sale s by Sector: Internet Transaction Value
2005-2010

NIS million
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2005 2006 2007 2008 2009 2010
Internet 334.1 403.5 475.0 568.5 624.0 707.0
- Direct suppliers 76.0 81.5 96.0 103.5 113.0 130.0
- Intermediaries 258.1 322.0 379.0 465.0 511.0 577.0
Others 6,263.2 6,680.5 6,923.6 6,995.2 7,154.8 7,336.9
Total 6,597.3 7,084.0 7,398.6 7,563.7 7,778.8 8,043.9
Source: Euromonitor International
7. TRANSPORTATION

7.1 Sales by Sector

2005 headlines

*  Growth continues in 2005, with sales growing inreat value terms by 5% over 2004
» Israeli national airline El Al improving performamavith new ownership

* Rail most dynamic in 2005 despite distressing esent

e Low cost carriers yet to reach Israel
Sales

Due to the high price of tickets and high volumératellers, air dominates sales in transportatieaching
value sales of NIS11 million in 2005 after expecieg a dip in sales during the middle of the revjgaviod.

The review period was probably one of the mosttilelapisodes in Israeli air travel history. Nat@bairline El
Al was sold to private investors in 2003, althotigh state still holds a significant share and agolstock
giving them special rights to intervene in compaiffgirs. The Israeli government earlier privatisedne of the
air routes operated by El Al and granted permistiosmaller competing Israeli companies to fly thesutes or
other routes that El Al no longer wishes to flyiSitvas done in order to make the sale of El Al stineo

Unlike other countries, Israeli air travel has egperienced a major impact from low cost airlinHsere are so
far no low cost carriers operating in Israel and #ipared the leading companies from facing lowepri
competition. Instead, companies such as Israimgited to challenge EI Al on quality and price teians
simultaneously compete with buses in terms of comeree and security. Air saw stiff price competitgince
2003 but compared with European countries, whexgeps such as Ryan Air challenge the leaders witk-r
bottom prices, the situation in Israel cannot yethlled a price war. El Al showed good resultsssiits
privatisation, with the company seeing profit fbe ffirst time in many years in 2003 and in 2004#&gihg that
profit by over 400%.

Bus/coach saw revenue fall during 2001 and 2002rwhany Palestinian terror acts were aimed agpuisic
buses, driving away many potential passengersrdlhive calmness in terror acts since mid-2003 saw
consistent rise in bus revenue, with current vghaaving by 5% in 2004 and 2005 over the previowsyeto
reach NIS3 hillion value sales. In 2005, nationgblgc bus company Egged gave up on certain murieifgas
and was replaced by small bus companies, whichesfflower prices and attracted more passengers.

The Israeli National Railway Company continuedgitswth in 2005, reaching annual revenue of NIS466
million during 2005, with a 15% current value risampared to 2004. The railway company, supportethéy
Ministry of Transportation, constantly develops duilds new lines in order to connect rural citedsrael’s
centre. 2005 saw the launch of new rail lines taskem, Ashkelon and Dimona, for example.

However, the Israeli railway company also suffesedugh year during 2005, with a lethal accidenbiving
seven casualties in June, ongoing complaints atelays and over-crowdedness and many attacks agfaéns
efficiency of some lines, like the one to Jerusalbtost of these faults received vast exposure byntbdia but
rail sales continued to grow, as rail still offeisck and direct travel from many satellite towoddrael’s
centre.
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Cruise travel was badly affected by the increagerirorist activities during 2001 and the incregdimreat of
international terrorism after the Al Qaeda attaoklte US in September 2001. There was also a fddeser
warning against Israeli cruise ships sailing tokeyrin 2005. As a result, value sales fell during teview
period by 60% in current value terms, down to NI&iilion during 2005. However, cruise sales receder
somewhat during 2004 and 2005, as cruise holidagamto be marketed as easy and convenient brea&s o
more.

Table 44 Transportation Sales by Sector: Value 2000-20 05
NIS million

2000 2001 2002 2003 2004 2005
Air 8,103.9 7,978.2 9,004.3 9,125.0 10,113.1 10,618.8
Other transportation 2,985.1 2,927.4 2,854.0 2,987.5 3,180.6 3,377.9
Bus/coach 2,752.0 2,667.7 2,548.3 2,627.1 2,761.9 2,897.9
Chauffeur-driven car - - - - - -
Cruise 35.0 25.0 15.0 8.0 13.6 14.1
Ferry - - - - - -
Rail 198.1 234.7 290.7 352.4 405.1 465.9
Transportation 11,089.0 10,905.6 11,858.3 12,112.5 13,293.7 13,996.7
Source: Trade interviews, Trade press (Haaretz, Globes, Passportnet), company research, Euromonitor International
7.2 Airline Capacity and Utilisation
Capacity

Available seats reached almost 24 million in 2004s is similar to the level seen in 2000, afteichithe
number dropped and recovered only in 2004 and ZD@& drop in seat availability was caused as &slin
streamlined operations and increased cabin factadme destinations. The outsourcing that El Alartook
for some of its licensed destinations contributedhbre efficient operations and a greater flexipiln terms of
fleet, as carriers were able to optimise the usaller aircrafts on less important destinations.

Also as a result of El Al's expansion, during tiegiew period, charter seats decreased from 4,80Q¢0
4,150,000, while scheduled seats grew from 18,8@0t6 19,400,000.

Utilisation

Although the number of available seats in 2005iregghthe levels seen at the start of the reviewgdethe
number of seats sold is yet to fully recover, beib§o lower than 2000 figures. The main fall wasdheduled
operators, with 8,250,000 seats sold in 2005 inpaoieon to 9,900,000 in 2000. Charter carriers vabie to
make better use of their fleets during the reviewaqu, with the number of sold seats growing fro0D,000
to 1,700,000 over the review period.

Table 45 Airline Capacity: 2000-2005
‘000 seats

2000 2001 2002 2003 2004 2005
Airline capacity 23,700.0 23,200.0 22,100.0 20,900.0 21,700.0 23,550.0
-Schedule (capacity) 18,900.0 18,300.0 17,800.0 16,800.0 17,400.0 19,400.0
-Charter (capacity) 4,800.0 4,900.0 4,300.0 4,100.0 4,300.0 4,150.0
-Low cost carriers - - - - - -

(capacity)

Source: Trade interviews, Trade press (Haaretz, Globes, Passportnet), company research, Euromonitor International
Table 46 Airline Utilisation: 2000-2005
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'000 seats
2000 2001 2002 2003 2004 2005
Airline seats sold by 11,700.0 10,200.0 9,200.0 8,500.0 9,300.0 9,900.0
type
-Schedule (utilisation) 9,900.0 8,100.0 7,500.0 7,000.0 7,600.0 8,250.0
-Charter (utilisation) 1,800.0 2,100.0 1,700.0 1,500.0 1,700.0 1,650.0
-Low cost carriers - - - - - -
(utilisation)
Source: Trade interviews, Trade press (Haaretz, Globes, Passportnet), company research, Euromonitor International
Table 47 Airline % Utilisation 2000-2005
% airline utilisation
2000 2001 2002 2003 2004 2005
Airline seats sold by 49.4 44.0 41.6 40.7 429 42.0
type
-Schedule (utilisation) 52.4 44.3 42.1 41.7 43.7 42.5
-Charter (utilisation) 37.5 42.9 39.5 36.6 39.5 39.8
-Low cost carriers - - - - - -
(utilisation)
Source: Trade interviews, Trade press (Haaretz, Globes, Passportnet), company research, Euromonitor International
7.3 Airline Seat Class and Distance
Seat class

Most passengers choose economy tickets, due tudhecost of other classes. Economy ticket salashed
8,100,000 in 2005, up from 7,700,000 million in frevious year. Many travellers are very price-games
when it comes to flights and few are prepared tofpt price to fly to or from Israel.

Tickets to Israel tend to be expensive compardhdse to European destinations. This is partly beedsrael
attracts affluent travellers and partly becausAlESet a high-price benchmark in the 1950s, atree tivhen
there was little competition and other airlines eveappy to follow. This contributed to consumeasigd-
established price-sensitivity with regards to ftggHt was only in the 1990s that charter flightg&®me more
commonplace in international flights, which intregd a degree of price competition.

Business class is rarely purchased by Israeligsanbre popular with foreign businessmen seekirtyttmng
haul at their company’s expense. As the numbeusiness trips fell since 2000, so did the numbdiusiness
seat bookings. In a more recessionary climate pegsitravellers travelling short haul do so in ecoyclass.

First class was the least significant in 2005 asdalue sales did not reach noticeable figurefslliwed a
similar pattern to business class seats, as theeto climate forced Israeli travellers to cut sodthe decline
in sales of business and first class seats oveaethew period also reflected a drop in overallgaasger
numbers and a fall in long haul flights in favodirshort haul destinations. However, some long bravellers
are still prepared to pay for first class comfant bng journeys or honeymoons.

Distance

Both short haul and long haul seat figures drophethg the review period, in accordance with therail fall
in number of seats sold. However, the ratio betvademt haul and long haul remained rather constuitit,
these accounting for 39% and 62% of share respgtin 2005.

The explanation for this relatively consistent lesedemand is bound up in several factors. Shaui flights
cover flights to Western European, destinationsdha less than four and a half hours long. Theease in city
breaks since the early-1990s raised the level aft $taul European flights. Local Mediterranean ¢élao
resorts in Turkey, Cyprus, Spain and Greece is@dgular among Israeli youths. While visits to fanaind
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friends in other countries represents much of thelmusiness travel to the US, meanwhile, FrancelamtVK
account for most European family visits, busineagd! and city breaks.

The US remains the most popular long haul destinaind is likely to remain so for the foreseeahtare.
Since the rapid mass immigration of over a millggople to Israel from Russia, Ukraine and the forSwviet
Union, there also is a rising level of travel tosteain Europe by former immigrants. After settlingsrael and
taking several years to become economically arahfirally secure, these consumers sought to traitellly to
“Western” countries, particularly the US. In linétlwincreasing wealth, they are now venturing bectheir
former countries to visit friends and family andctinduct business.

Young Israelis tend to take long trips abroad dfteéshing army service or after studying. These eaceed a
year and usually involve long haul destinationshsag the US, Latin America, South Africa or Asiaifla.
There were less long haul flights from 2002 onwamei®ng families and adults because economic pessur
forced some travellers to seek cheaper, often stamitholiday. However, the economic improvemerisiael
since 2004 is helping these figures to slowly ghmgk again.

Table 48 Airline Volume Sales by Seat Class: % Breakdo  wn: 2000-2005
%
2000 2001 2002 2003 2004 2005
Airline seats sold by 100.0 100.0 100.0 100.0 100.0 100.0
class
-Economy class 81.2 82.4 82.6 82.4 82.8 81.8
(utilisation)
-Business class 18.8 17.6 17.4 17.6 17.2 18.2
(utilisation)
-First class - - - - - -
(utilisation)
Source: Trade interviews, Trade press (Haaretz, Globes, Passportnet), company research, Euromonitor International
Table 49 Airline Volume Sales by Distance: % Breakdow  n: 2000-2005
%
2000 2001 2002 2003 2004 2005
Airline seats sold by 100.0 100.0 100.0 100.0 100.0 100.0
distance
-Short haul (utilisation) 29.9 35.6 40.2 37.5 39.5 38.5
-Long haul (utilisation) 70.1 64.4 59.8 62.5 60.5 61.5
Source: Trade interviews, Trade press (Haaretz, Globes, Passportnet), company research, Euromonitor International

7.4 Online Sales
Online developments

Online sales in transportation reached NIS1,690aniln 2005, with a 52% current value rise fron020
Internet transport retailing sites exist in Israet are less developed than in other parts of thet#vn world
such as the US or in Scandinavia, where computetshee internet have a higher penetration. Israglehstrong
domestic IT development industry but this is detidamore to research and development and les®widprg
internet retailing services to Israelis. At the neom) there are no internet sales for public buseaiband there
are no signs of this starting soon.

Therefore, almost all transportation sales madmermire bookings of airline companies. The mostirtgmt
online travel agencies in Israel are internatidmahds Expedia and LastMinute.com. Other interfestgus
include the big Israeli travel agents such as Naaod Arkia, which offer online transportation salelowever,
this is considered to be a very small part of thesiness.
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One aspect of Israeli consumer behaviour conssitaiteroblem for internet transportation sales, Wwihénd to
focus on lower prices. Consumers often look foraerexclusive product and a higher service lewainevhen
seeking lower prices. Websites are a popular twgbfice comparison but purchases continue to belyna
made by phone or personally

Direct suppliers performance

Most airline companies have a website that enabiise reservations, although this is generallpmated.
While airline companies’ websites offer stiff pricand many times deny availability, in additioayvel agents
manage to offer better prices, promotions and mossibilities. Consequently, it is no surprise tiagct
suppliers’ sales accounted for just 2% of totatdportation sales in 2005, at NIS338 million.

Intermediaries performance

Online sales through intermediaries are higher thase through direct suppliers, with intermedmrie
accounting for 80% of total online sales and NIS2,&illion in value sales in 2005, at 62% curregiue
growth from 2004. Most online intermediaries iralsrwho offer flight tickets are websites of traagkencies or
global websites such as Expedia and LastMinute.ddrase websites are generally more user-friendlg th
those of direct suppliers and emphasise speciat#nd promotions. Some also combine online ratiens
with order tracking and the help of company repné&stéves via the phone or personal meetings. Howeve
survey conducted in Israel during 2004 showedle 36% of travellers make price comparisons gisire
internet, only 3% actually make reservations vaittternet.

Table 50 Transportation Internet Sales by Direct Supp  liers and Intermediaries: Internet
Transaction Value 2000-2005

NIS million

2000 2001 2002 2003 2004 2005
Internet 162.1 319.1 510.3 758.3 1,112.3 1,690.0
- Direct suppliers 82.7 143.6 186.1 237.5 278.0 338.0
- Intermediaries 79.4 175.5 324.2 520.8 834.3 1,352.0
Others 10,926.9 10,586.5 11,348.0 11,354.2 12,181.4 12,306.7
Total 11,089.0 10,905.6 11,858.3 12,112.5 13,293.7 13,996.7
Source: Trade interviews, Trade press (Haaretz, Globes, Passportnet), company research, Euromonitor International
7.5 Key Performance Indicators
Sales

The leading player in air is El Al, which was priis&d during 2003, which reached NIS5.1 billionueatales
during 2005, a 15% rise from 2004 in current vakrens. This airline was launched in 1948 and hamgt
links to the Israeli sense of independence an@mnaltipride. The airline ran at a loss for many geafith losses
worsened by the effects of the second Intifadathe®/11 terror attacks. However, the Airline ratd to
positive net profits after 2003 and continued tdfgren strongly over 2004 and 2005, when developnrent
tourism started to look brighter once again.

The review period showed growth in other Israethpanies, who are trying to offer a cheaper altéredab El
Al and offer mainly charter flights. The most impat among these companies is Arkia Israeli Aidinghich
managed to consistently grow its sales and bechenedcond biggest airline in Israel. The third iegéirline,
Israir, is also expanding. In 2005, for example, tompany launched flights to New York and Thailand

Foreign airline companies are relatively restraiimel$rael, due to Israel’s bilateral agreementhwiost
countries. These specify that each country willeharly one nominal company operating regular liodsrael.
Some agreements, such as with the US, England¢c&r&ermany and Turkey, allow more than one operato
These agreements in general, however, alongsidéwissliction and tight inspection by the Ministoy
Transportation, keep El Al far ahead of foreign pamies.

© Euromonitor International Page 44



Travel and Tourism Israel

Fleet size

In 2005 the biggest fleet size among airlines dpegan Israel belonged to El Al, with 32 airplaresd two
more used by its charter subsidiary Sun d’Or. Ari&gpart of its slow expansion, meanwhile reaehiéelet
size of 10 airplanes. Foreign companies who operateall and constant number of flights use no rtiwaa
five airplanes each.

Load factor

Most companies have a relatively high load faagenerally selling 70-90% of seats. Both Sun d’Gt Emair
are charter companies that appeal to customeriigpddr cheaper prices rather than service anddonames.
These each sell 60% of seats.

Revenue passengers-kms

The highest RPK is attributed to El Al, as it ledlais list both in number of passengers and in nurobe
kilometres travelled. El Al operates the highesnbar of flights and flies further than any of thtber
companies, whether Israeli or foreign. The otheadk companies have fewer passengers and moshatep
charter flights to short haul destinations, whdesign companies are limited to certain routeseamhot
operate flights from Israel to other destinatiamghie world.

Passengers flown

As the main airline of Israel, El Al was the leagliplayer also in terms of passengers carried, 44& of total
passengers flying to and from Israel during 200%AIEs considered the safest airline companieslawide
and therefore many Israelis feel comfortable flywith it. This is especially the case in times efghtened
terrorist threat.

Even though many Israelis are affluent and not peige sensitive, there are also many consumeksrigdor a
more basic airline service at a more affordablegBecause of this, charter operators Arkia, isnadl Sun
d’Or attract many passengers on holidays.

Foreign carriers are less engaged in price conmetiut benefit from strong brand name. Also, ofieforeign
player will be the only alternative to El Al to pexific destination, as there is no other big I6@dine
company.

Sales per passenger

Sales per passenger are similar for all schedideatqrs, as there is no real price war ongoingriadli air
transportation and the prices charged tend toibdg &milar. Apart from EI Al, the three other kszli
companies (Sun D’Or, Arkia and Israir) operate yaitnarter flights and position themselves as cheap
alternatives, therefore making lower profits pesgemger.

Table 51 Airline National Brand Owners by Key Perfor ~ mance Indicators 2005
Company

Fleet size Passengers Revenue % average

carried passenger load factor
(millions) kms (million)

El Al Israel Airlines Ltd 32 2.55 14,364 90
Arkia Israeli Airlines Ltd 10 0.5 2,035 70
Israir Ltd 7 0.35 1,546 55
British Airways Plc 5 0.2 1,829 80
Sun D'Or International Airlines 2 0.3 2,150 60
Deutsche Lufthansa AG 4 0.16 1,570 90
Alitalia SpA 5 0.15 1,621 70
Source: Trade interviews, Trade press (Haaretz, Globes, Passportnet), company research, Euromonitor International
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7.6 Airline Market Shares

El Al was the leading player in air with a 49% wakhare in 2005. The second most important comjpany
terms of value share was Arkia in charter air 8% of overall value in air the same year. Arkiadfgad from
a total growth of 180% during the review period #mgl launch of the first Israeli alternative toAtifor
locations such as New York and Thailand. The atierlsraeli charter companies, Israir and Sun dalso
increased their share during the review periodecehg the growing awareness in Israel of cheaparter
flights.

Foreign carriers performed quite consistently dyitime review period. These have very little expamsipace
due to Israel’s bilateral agreements and harshrgowental limits set for foreign airline companies.

Table 52 Airline Market Shares 2001-2005

% retail value rsp

Company 2001 2002 2003 2004 2005
El Al Israel Airlines Ltd 38.0 40.3 40.5 44.2 48.5
Arkia Israeli Airlines 3.8 4.9 7.0 8.1 8.0
Ltd
Israir Ltd 1.9 2.8 4.2 4.8 5.2
British Airways Plc 4.3 4.0 4.2 4.6 4.7
Sun d'Or International 2.0 2.7 3.7 3.9 4.4
Airlines
Deutsche Lufthansa AG 3.0 2.8 29 3.2 3.9
Alitalia SpA 4.0 2.9 3.3 3.2 34
Others 43.0 39.6 34.2 28.0 21.9
Total 100.0 100.0 100.0 100.0 100.0
Source: Trade interviews, Trade press (Haaretz, Globes, Passportnet), company research, Euromonitor International
7.7 Forecast Sales by Sector

Ongoing growth with considerable potential to expan d

Air is set to grow by 28% over the forecast pelindonstant value terms, to reach almost NIS14obilby
2010. A legislative fight is being led by the Mitmisof Tourism towards the implementation of thee@[Bkies
agreement and a lifting of the harsh laws thattlimeiwv operators and lines. Consequently, it is Hdpat Israel
will allow a higher number of companies to operatere lines. This would initiate a price war in aird
increase the number of passengers and sales.

However, this legislation will not be passed easily many wish to defend El Al's status as theonati airline
company. As the legislation process is expectddke a few years to be finalised, no dramatic gnawiflight
sales is expected during the forecast period.

Bus/coach and train transportation are also exgdotgrow, with predicted joint value sales of NIgHlion by
2010. Many commuters are dependent on bus/coachedridr their everyday travel. While bus/coacltesaare
expected to grow at a constant and slow paceisraitpected to increase its sales more rapidlys Wil occur
as more new rail lines are expected to be laundheidg the forecast period, including an express to
Jerusalem, a direct line to Eilat and lines tolraraas in northern Israel.

Online trends

Besides air, there are no signs of online tranafiort sales emerging in Israel and these are nucted to
emerge during the forecast period.

In air, online sales are expected to continue gnptwwever. Direct suppliers, meaning the airlinepanies’
websites, are expected to increase their salesdpifly than intermediaries will. This will occuas customers
are expected to continue to prefer to make interagel purchases via travel agencies, who oftéer special
prices and packages.
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Intermediaries’ internet transportation sales apeeted to grow by 177% by 2010 in constant vadums$ and
reach NIS4 billion in that year, as the trend obking through websites is expected to increaseband
developed by players. Sales will still not reachirensales figures similar to those in countriesisas US,
however, with Israeli customers expected to comtitwuprefer direct communication with a salesperson

Table 53 Forecast Transportation Value Sales by Secto  r: Value 2005-2010
NIS million

2005 2006 2007 2008 2009 2010
Air 10,618.8 11,149.7 11,707.3 12,292.6 12,907.7 13,552.6
Other transportation 3,377.9 3,554.1 3,731.0 3,910.9 4,102.0 4,311.8
Bus/coach 2,897.9 3,028.3 3,164.2 3,306.6 3,455.4 3,610.9
Chauffeur-driven car - - - - - -
Cruise 14.1 14.5 14.8 15.3 15.6 15.9
Ferry - - - - - -
Rail 465.9 511.3 552.0 589.0 631.0 685.0
Transportation 13,996.7 14,703.8 15,438.3 16,203.5 17,009.7 17,864.4
Source: Euromonitor International
Table 54 Forecast Transportation Internet Sales by Se  ctor: Internet Transaction Value 2005-2010
NIS million

2005 2006 2007 2008 2009 2010
Internet 1,690.0 2,301.9 2,898.5 3,491.0 4,035.4 4,500.0
- Direct suppliers 338.0 450.0 542.0 641.0 695.3 750.0
- Intermediaries 1,352.0 1,851.9 2,356.5 2,850.0 3,340.1 3,750.0
Others 12,306.7 12,401.9 12,539.8 12,712.5 12,974.3 13,364.4
Total 13,996.7 14,703.8 15,438.3 16,203.5 17,009.7 17,864.4
Source: Euromonitor International
8. CAR RENTAL
8.1 Sales by Sector and Location

2005 headlines

e 2005 sees continued slow growth from 2004 to réd&1,204 million

* Most car rentals for business purposes, with bgsinevenues double leisure revenues
« Companies continuously shifting towards car leasittghe expense of car rental fleets
e Both leisure and business rentals show minor grafvet3%

* Average value per transaction grew after the deereacorded in 2004
Sales

After a few years of declining sales, car renté¢satarted to rise again in 2004 and 2005 oveptéeious
years in current value terms, reaching total reeesfuNI1S1,204 million in 2005. After the internacairity
crisis in Israel in 2001, both volume and valueesatithin car rental fell in line with the decliiretourism and
the poor economic conditions.

The initial effect in 2001 was an immediate faltiansactions of almost 15%, predominantly due decrease
in incoming tourists. In 2002, there was also ael&se in business and domestic tourism usagee @timtry
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braced itself for a further downturn in economiaditions and spending on car rental was cut. 2e08rded
another poor performance, until the market staxta@cover in 2004.

Business rentals dominated in 2005, with NIS79Tienilin value compared with NIS366 million for lei®
rentals. Non-airport rentals are by far the mogiartant, with NIS751 million in business rentalwaland
NIS350 million of leisure rental value. Insuraneplacement is also important with NIS41 milliorsales in
2005.

Car rental is heavily reliant on business renBissiness rentals accounted for more than 60% af ¢atr rental
value in each year of the review period, with hare peaking in 2002 at 69%, as that was a wealkfgea
leisure rentals.

Business rentals are less volatile than leisuralgrDuring the review period, medium and longrtéeases to
companies fell because of worsening economic cimmdit however, which forced domestic companiesuto ¢
spending. Also, the review period saw the emergeftiee car-lease trend, in which companies sigede
contracts for a total fleet for its workers. Thisrtd strengthened with the blooming of the techgpiodustry
in Israel, setting a norm of supplying a car fanast every worker. This trend, which includes mhaigy
companies, shifted most car rental players’ atbengiway from car rentals, as car leasing createes mwenue
and longer-term contracts. During 2005, for examiglasing companies had three times the total revehcar
rental. However, car rental to foreign companiesfoployees on temporary placement in Israel reethin
relatively unchanged during the review period.

Leisure rentals saw the most severe decline irentirralue sales of almost 33% during the revieviopgehe
lowest leisure rental rate was during 2002, inrttiddle of the overall tourism crisis in Israel. &rthen leisure
rentals rose slowly and are far from reaching éwvell seen in 2000.

The slow rise in leisure rental value sales caattrébuted to a number of factors. There was gpstise in gas
prices since the US invasion of Iraq, making cataks more expensive than before. In addition, gigly
increased focus on car leasing came at the exmdicse rental marketing and development. Meanwhile,
improvement in public bus and rail infrastructutieacted a number of consumers away from car reéatal
public transport. Finally, Israel's small territomorks against growth in car rental. Most locatians close to
each other and it is easy to commute without aerkoér.

Table 55 Car Rental Sales by Sector and Location: Valu e 2000-2005
NIS million

2000 2001 2002 2003 2004 2005
Business 923.7 848.2 822.0 755.9 783.6 797.1
-Airport business 78.0 63.9 50.2 42.3 449 46.1
-Non-airport business 845.8 784.3 771.7 713.6 738.7 751.0
Insurance replacement 41.0 38.1 45.6 42.0 41.5 40.5
Leisure 542.2 399.5 325.1 338.3 355.3 365.9
-Airport leisure 51.9 30.8 185 145 15.7 16.1
-Non-airport leisure 490.3 368.7 306.6 323.8 339.6 349.8
Car rental services by 1,506.9 1,285.8 1,192.6 1,136.2 1,180.5 1,203.5

sector

Source: Trade interviews, Trade press (Haaretz, Globes, Passportnet), company research, Euromonitor International
8.2 Market Structure
Fleet size

The resurgence of terrorist activity in late-20@@l fa strong impact on car rental fleet size in 20bis
occurred as there was a temporary excess in figetaity, as fleet sizes had been expanded duede &
demand in 1999 and 2000. The decline in tourismfa@Eseen by car rental companies early in 2001ty
tried to downsize by ending short leases on catsthiey took from leasing companies and pushingerobr
their fleet into operational leasing.
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However, this had limited effect. The large fleitat were taken on in 2000 on three-year contfactthe
projected boom required renewal in 2003 and sompl@acement was unavoidable. Although fleet replacgme
was kept to a minimum, the total fleet size rose assult in 2003.

Over the review period as a whole, there was arfdibth business and leisure transactions. Comsey
major companies strove for flexibility and soughservice its fleet without excessive cost. Theeeenfewer
vehicle replacements and maintenance expenseskegtréow by taking some older vehicles out of ciation.
With the improvement in tourism figures during 20070 2005, fleet sizes stayed relatively the savith,a
small rise of 1,000 vehicles in each of these yaaeching 45,000 cars in 2005.

Operators

Although there was a general decline in transastamd fleet size during the review period, the nemad
operators grew annually from 31 in 2000 to 39 if20T his can be explained by the growth in caritegs
which attracted more companies. Most companiesitfifiat car lease services put aside a certain peafaheir
fleet for car rental. The share of fleet being giewer to car rental by such players was loweretstzmtly
during the review period, resulting in the numbkoperators growing while fleet size and transaitell.

Transactions

transactions plummeted overall by 30%. When Issaelurism was in crisis, transactions fell as I®/683,000
transactions during 2003 in comparison to 968,50thgd 2000. 2004 and 2005 saw an improvement, avith
total of 722,400 transactions during 2005, althowgth a rather slow growth rate.

The slow rise rate can be attributed to a numbeeagons. The steep rise in gas prices since thavwdSion of
Irag in 2003 deterred many from renting cars. Mdateycompanies’ focused on growing car leasing thog
scaled back car rental marketing. In addition,éheere improvements made to the public transportati
infrastructure, which attracted many travellerss ffairly easy to get around Israel without a panent car.

Table 56 Structure of Car Rental Market: 2000-2005

2000 2001 2002 2003 2004 2005
Fleet size '000 45.0 42.0 41.5 43.0 44.0 45.0
Operators 31.0 33.0 35.0 37.0 39.0 39.0
Transactions mn 1.0 0.8 0.7 0.6 0.7 0.7
Source: Trade interviews, Trade press (Haaretz, Globes, Passportnet), company research, Euromonitor International
8.3 Rental Duration and Time of Booking

Rental duration

The average number of rental days saw a minor graw2005 over 2004 to above eight days. Businass ¢
rentals saw a slight rise, while insurance replaagmaw consistent average rental duration of admven
days.

In leisure rentals, rental duration was limitedtbg length of the average foreign tourist holidakich rose
during the review period. However, this did nonstate to a similar rise in car rental durationisTik partly
due to the high proportion of holidays taken iraEilvhere a car is less of a necessity. It wasdlsao
consumers seeking to cut the cost of holidaysrhitiig their spending on car rental, especialljight of the
high gas prices since the US invasion of Iraq. av&rage leisure rental duration suffered an oveedline
during the review period from six days in 1999darfdays in 2005.

The average rental duration for business was 38 i@2005, a small rise from 2004. Business rerdat for a
variety of time periods. Some foreign businessnisit hsrael for a short period and rent a vehided
weekend only. However, business rentals can lastsfieeral months if companies or independent basinen
are on a temporary assignment to an Israeli subgidviany multinationals have research centresriael
attracting staff for longer stays. In addition, {ehihe average rental duration for business gresiness
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transaction volume declined as Israeli businessasasingly choose use car lease services ratheictr
rental.

Time of booking

The majority of rental transactions are pre-boolkth this representing 84% of transactions in 20@&ch of
this is due to business rentals working throughstesn of vouchers purchased in advance from thatopof
origin, either directly or via a travel agent.

Most car rental is pre-booked through a traveliletawith this accounting for 43% of all bookings2005.
Most leisure rentals are booked as part of a hglmeckage or additional services offered by traggdncies. It
is rare to find tourists or families visiting Istagithout preparing all arrangements ahead of atriv

27% of car rentals were made through partnershigé05, such as with airlines or hotels. Many eatal
companies choose to make such agreements andttifacs austomers who have not purchased holiday
packages, such as businessmen or travellers gisélatives. This percentage also includes pre-ingskmade
via the internet, which accounted for 13% of tratisas in 2005. All international players have arlbooking
facilities, which are used for both information asmabking, although many consumers continue to prefae
traditional booking methods.

Some travellers choose to reserve their cars whenreach their destination, with this accountioigf6% of
transaction volume in 2005. Many tourists visitfagily in Israel tend to hire cars at their dedtioa for short
trips when not spending time with family and frisndhe great availability of rental cars in Isragith a large
numbers of operators, makes it easy and affordalideok cars at one’s destination.

13% of car rental transactions in 2005 were prekbddalirectly through a car rental company. Thisapis
convenient for many, as companies’ offices canrdffe most accurate information and the most ridiab
booking.

Table 57 Average Car Rental Duration by Sector 2004- 2005

Average rental days

2004 2005
Business 3.6 3.8
Insurance replacement 7.4 7.4
Leisure 4.2 4.0
Source: Trade interviews, Trade press (Haaretz, Globes, Passportnet), company research, Euromonitor International
Table 58 Average Car Rental Duration: % Share 2004-2 005
% transactions

2004 2005
0-3 days 41.2 41.5
4-7 days 51.3 51.2
Over 7 days 7.5 7.3
Total 100.0 100.0
Source: Trade interviews, Trade press (Haaretz, Globes, Passportnet), company research, Euromonitor International
Table 59 Time of Booking: % Breakdown 2005
% transactions

2005

Booked at destination 16.0
Pre-booked direct with car rental company 13.7
Pre-booked over the Internet 12.8
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Pre-booked via airline/hotel/other partnership 26.9
Pre-booked with travel retailer 43.4
Source: Trade interviews, Trade press (Haaretz, Globes, Passportnet), company research, Euromonitor International

8.4 Online Sales
Online developments

Car rental internet sales grew intensively durtmgreview period, from only NIS30 million in 2000 NIS240
million in 2005. The largest leaps were made dufi6g2, 2003 and 2004, as companies recognised the
potential of the internet and improved their wedssiaind online booking systems. 2005 featured ana#9é
rise in current value terms over the previous year.

The internet is becoming increasingly importantan rental, both as a channel for information awdboking.
All major car rental companies in Israel, as welsame smaller ones, operate effective websit¢otfea
booking online. Most interfaces are convenienttifieraverage tourist, although the internet lacksaifivantages
of a sales representative, who can offer specie¢prand offerings. Also, while the internet magreauser-
friendly for consumers, travel agencies with adavglume of bookings to handle complain that bogldar
rental online is time consuming.

Direct suppliers performance

Direct suppliers’ car rental internet sales readi&sb1 million in 2005, after a 13% current valigerfrom
2004. Car rental companies in Israel did not adfgy online booking options until 2001, when thstfsteps
were made by global brands, which followed theirepacompanies’ lead. During 2003 many other corigsan
joined and direct suppliers’ sales grew by 190%urrent value terms over the previous year.

Intermediaries performance

Online car rental bookings through intermediargsched NIS179 million in 2005, with a 14% curreaiue
rise from 2004. Only 14% of car rental bookings evpre-booked through car rental companies in 20@5a
similar share is also evident in car rental intesades, as 75% of value stemmed from internesshteugh
intermediaries. As with total sales, most onlinereatals are made as part of flight packagesroutih
partnerships with airline or hotel companies araadfered on these companies’ websites.

Table 60 Car Rental Internet Sales by Direct Supplier s and Intermediaries: Internet Transaction
Value 2000-2005

NIS million

2000 2001 2002 2003 2004 2005
Internet 30.1 42.0 84.0 161.0 210.2 239.9
- Direct suppliers - 5.0 135 39.1 53.6 60.8
- Intermediaries 30.1 37.0 70.5 121.9 156.6 179.1
Others 1,476.8 1,243.8 1,108.6 975.2 970.3 963.6
Total 1,506.9 1,285.8 1,192.6 1,136.2 1,180.5 1,203.5
Source: Trade interviews, Trade press (Haaretz, Globes, Passportnet), company research, Euromonitor International
8.5 Key Performance Indicators
Sales

The leading player in Israeli car rental in 2005%v@&hlomo Sixt, with almost NIS300 million in sala2005.
The second most important player was the internatiohain Avis, run in Israel by Dan Vehicle &
Transportation, while the third largest is EldamRA-Car.

Shlomo Sixt, the Israeli operator of the globalt$ianchise, was an emerging player during theesg\period,
recording a growth in its shares each of the yaiise review period. 2005 saw another 8% growtbument
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value sales in comparison to 2004, with a 20% ctivalue rise through the review period. The comfmn
main activity is in car leasing, working under tivand name New-Koppel Sixt with contracts with nnagod
governmental players. Its car rental success é&thjrconnected with the company’s success ingasihg.

Avis’ NBO, Dan Vehicle & Transportation, is a dasghcompany to DAN, which runs commuter buses én th
Tel Aviv area. However, the companies operate séplgr This company led Israeli car rental throngbst of
the review period. However, its sales declined sl in current value terms, reflecting a gendealine in

car rental. The company’s sales revenue reacheg@88I8illion in 2005, with its share losing 0.5 pemtage
points on 2004.

Eldan is an Israeli company with a strong brandeamd consistent sales rates through the revielader
Eldan’s car rental sales revenue also fell durivgreview period, along with overall car rentalssfprmance
and with the company’s growing focus on car leaskidan is popular with drop-in clients that rertaa on the
spot but is less popular than international comgeauch as Avis with foreign clients without tiedgrael.
Compared with its closest competitor Avis, Eldas less developed marketing and order systems. Most
importantly, its internet presence is much leset®ped.

Budget Israel is secondary to the leading threepaoies, yet stands out among the many smaller coegpa
During most of the review period the company maireed a fairly consistent sales revenue of NIS178188
million annually. Budget managed to increase it®nelie in 2005 over the previous year, with an 1li#ent

value rise to reach N1S209 million.

Fleet size

With the blooming of car leasing in Israel durihg treview period, many companies chose to shifiesom
vehicles to car leasing at the expanse of thetatdleets.

Shlomo Sixt owns the biggest rental fleet, withO® &ehicles, alongside 28,000 vehicles for leadiran
Vehicle & Transportation (Avis) had a rental fle€t9,600 vehicles, as it focuses to a great exdantar leasing
deals with larger corporations, particularly mutionals. Not far behind is Eldan, with 9,300 vésdor rent
and Budget with a total fleet of 7,500 cars.

The large fleets of the leading players illustitéigir commitment to providing a sufficient choidevehicles
from multiple sites. The leading operators tentldee many more sites than small operators. Thgaridy due
to their commitments linked to fulfilling ties withackage companies that organise or include céalreithin
package holidays.

Transactions

As most prices in car rental are fairly similar thumber of transactions reflects the value sheaegach
company holds. Shlomo Sixt led with 175,000 tratisas in 2005, while Dan (Avis) followed with 1660
and Eldan with 156,000. Budget finished 2005 witbtal of 130,000 transactions.

Average rental duration

The average rental duration is fairly similar fircampanies, including smaller companies, as tehigation
trends are general and are not linked to any pdaticompany. Also, most companies offer compagativ
similar rental options, so the rental durationas affected by differing options. All companies garbetween
eight and nine days in average rental duratiort) ®itlan leading the list and leading player in eaierms
Shlomo Sixt falling behind.

Average transaction value

Average transaction values are almost identicalrgntbe leading four companies, with all at appratiety
NIS1,650. This clearly reflects the similarity betwn the prices and revenue in car rental, as tle pniae war
is taking place in car leasing rather than caralefihese figures also show that the value shéfereinces
between companies are not a result of differergmaes per transactions but solely due to diffdemls of
transaction volume.
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Table 61 Car Rental National Brand Owners by Key Per  formance Indicators 2005
Company
Fleet Size 000 Average
transactions rental
duration
(number of
days)
Shlomo Sixt Ltd 8,800 174.6 3.9
Dan Vehicle & Transportation (Avis) Ltd 9,600 166.2 3.8
Eldan Rent-A-Car Ltd 9,300 155.7 4.1
Budget Israel Ltd 7,500 130 4.3
Source: Trade interviews, Trade press (Haaretz, Globes, Passportnet), company research, Euromonitor International

8.6 Market Shares

The leading share belongs to Shlomo Sixt, whickhied a 24% value share in 2005. The company adgance
greatly during the review period, further advandirggn 23% share in 2004. Shlomo Sixt’s growth cane
expanse of both Dan (Avis) and Eldan, which ledtigh most of the review period. Dan fell from 26Ra® in
2000 to 24% in 2005 while Eldan maintained witla@ly similar share, moving from 23% in 2000 to 2i%%
2005. Budget is rather new alongside the top coipaas its share grew consistently from 14% in0200
17% in 2005, with this leaving Budget still behithe: top three companies.

Table 62 Car Rental Market Shares 2001-2005

% retail value rsp

Company 2001 2002 2003 2004 2005
Shlomo Sixt Ltd 19.0 20.0 22.0 23.0 24.3
Dan Vehicle & 26.0 25.0 25.0 24.0 235
Transportation (Avis) Ltd

Eldan Rent-A-Car Ltd 23.0 22.0 22.0 22.0 21.3
Budget Israel Ltd 14.0 15.0 15.0 16.0 17.4
Others 18.0 18.0 16.0 15.0 13.5
Total 100.0 100.0 100.0 100.0 100.0
Source: Trade interviews, Trade press (Haaretz, Globes, Passportnet), company research, Euromonitor International
8.7 Forecast Sales by Sector

Slow growth due to car leasing focus

The review period saw a decline in car rental sites 2001 to 2003. After this, sales started $e again
moderately. This growth rate is predicted to carginwith sales expected to rise steadily over ¢hectst
period but without achieving by 2010 pre-2001 lsvel

Sales will overall grow as tourist numbers are eigeto grow in the following years. If incomingutast
numbers outgrow predictions, therefore, car resdadds are expected to rise more rapidly as well.

Car rental will not develop quickly, as companiess predicted to further focus on car leasing. Mbuginesses
that rent cars for their employees will be attreldig lucrative offers and lease cars instead dfrrgrthem.
Also, 2005 saw a lowering of car purchasing taxicwhwill encourage more citizens and companiesup dars
rather than to choose car rental. The further dgraént of the public transportation infrastructwwéh an
emphasis on a railway to Eilat, will also make camimg more easily without a vehicle.

Overall, car rental sales are predicted to gro8%yby 2010 in constant value terms, reaching NI®4,2
million. Growth will be higher if car rental compias take advantage of the improvement in incombugism
and shift focus and investment back from car lepsgircar rental.
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Online trends

Online car rental is predicted to continue its higlvelopment rate, growing by 88% in constant védues by
2010. Many car rental companies already offer eninoking, generally in a form that is later matyal
processed by human employees. However, it is petliibat technological innovations will improveglairea
and enable reservations through companies’ welisitescome easy and swift during the forecast derio

However, the major share of car rental internegssalill continue to be through intermediaries, @srall online
travel retail is predicted to grow. Most peoplefpréo pre-book online through intermediaries asiynaill be
renting car as part of a vacation package or talich@ntage of special offers from car rental pastnips with
airline and hotel companies. Many are also hapggeting with travel retailers that they are alreadsre of,
rather than researching the leading car rental emisg in Israel before making a booking.

Table 63 Forecast Car Rental Sales by Sector: Value 20 05-2010
NIS million

2005 2006 2007 2008 2009 2010
Business 797.1 800.3 807.9 812.5 815.6 817.7
-Airport business 46.1 46.3 46.9 46.5 46.6 46.7
-Non-airport business 751.0 754.0 761.0 766.0 769.0 771.0
Insurance replacement 40.5 41.5 42.0 41.5 42.5 41.5
Leisure 365.9 375.2 384.8 395.4 403.9 414.3
-Airport leisure 16.1 17.2 17.8 18.4 18.9 19.3
-Non-airport leisure 349.8 358.0 367.0 377.0 385.0 395.0
Car rental services by 1,203.5 1,217.0 1,234.7 1,249.4 1,262.0 1,273.5

sector

Source: Euromonitor International
Table 64 Forecast Car Rental Internet Sales by Sector : Internet Transaction Value 2005-2010
NIS million

2005 2006 2007 2008 2009 2010
Internet 239.9 275.0 307.1 350.0 395.0 450.0
- Direct suppliers 60.8 69.0 76.5 87.5 99.0 1125
- Intermediaries 179.1 206.0 230.6 262.5 296.0 3375
Others 963.6 942.0 927.6 899.4 867.0 823.5
Total 1,203.5 1,217.0 1,234.7 1,249.4 1,262.0 1,273.5
Source: Euromonitor International
9. TRAVEL RETAIL

9.1 Market Size

2005 headlines

» Travel retail sales grew by 2% in 2005, continuitagrecover from the tourism crisis, although reliog a
poorer performance than 2004

» Overall improvement in tourism boosts sales, wittrenincoming and outgoing tourists
e Cruise most dynamic in 2005, despite declining dkerreview period
» Average sales per outlet during 2005 fairly steady

e Travel retail continues its slow recovery from tharism crisis during 2001-2003
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Sales

The size of travel retail is fairly large in comsan with many other countries, given the sizesohél's
population. The reason for this is that Israelns#ractive tourist destination in times of ralatcalm and its
population is keen on tourism and internationalgtaMany Israelis also have families in other coias.

Travel retail in Israel had to face major challendering the review period. The first was the srisitourism
from 2001-2003, with frequent terror attacks indislael and the economic recession hitting botlsaorers
and businesses. This problem affected travel rethich fell by 13% in 2001 over the previous yeacurrent
value terms and 10% in 2002.

However, travel retail was affected less sevetwyntin other areas of tourism such as hotels. ddnsbe
attributed to the insistence of many Israelis ontioaing and fly abroad despite the difficult ecaomo situation.
Many therefore continued to use travel retail sarsi

Travel retail also had to face emerging internengetition, which evolved worldwide during the rewiperiod,
as consumers began to book their own accommodatomental and travel online. This hurdle was also
crossed rather well during the review period, astrigraelis only use the internet for price comgaamiand still
prefer to use regular travel retail services.

During 2005, travel retail value sales grew by 206urrent value terms over the previous year, ooig from
3% current value growth in 2004, and reached NIligiém However, the recovery from the crisis is ye be
fulfilled, as this figure is still 21% less thanwias in 2000 in current value terms.

Outlets

Outlet volume also suffered over the review perardpping from 855 in 2000 to 781 units in 2005tdrms of
outlet volume, the recovery was much slower antebudlume rose only by 1% in 2004 and in 2005 sTWas
partly due to the rapid expansion in outlet voluméhe early-1990s, when Israelis increasingly swdgreign
travel on a more regular basis. Some larger corsgarpened satellite offices in numerous towns heskt
were the first to be closed as the need for cutbackerged during the crisis of 2001-2003. The caonegahat
survived the fall in tourism in the middle of theview period were unwilling to open new offices tods the
end of the review period. Instead, they are foausim regaining profitability, rather than on reaxthnew
groups of customers.

In 2005 Israel had 651 travel agents, 91 tour dpesand 39 banks with special lines providing exaje
services.

Travel agents deal with both incoming and outgamgism. Over the review period, outgoing touriseswhe
most reliable source of revenue. Consequently, nrawel agencies switched focus during the revieviogl,
acquiring more knowledge about destinations abesatigaining foreign partners.

Economic difficulties and the slump in incoming tigmn caused by internal security concerns forcedyma
travel agencies to close during the review peridtse closures were most evident among travel agenc
dealing predominantly with outgoing tourism. Howeublere was also a degree of structural changeyger
outlets thrived and smaller agencies with lessahaind scope are being forced out. In 2001, 3klteyencies
closed, followed in 2002 by a further 16. Aroundflof these closures were branch offices and halfeshead
offices.

Israeli travel agencies trading solely in intertwairism and domestic tours saw a fall in salesesthe re-
emergence of terrorist activity. However, this fesilin little real change in the number of outliEisdomestic
tour operators, while incoming tour operators geffiemore dramatically.

Due to reports in the international media aboutrg@eurity in Israel, many visitors were reluctamvisit Israel
or to buy from incoming tour operators. This hagkgere consequence in the short-term for the nogi@rators
that rely on overseas bookings from first timeteis. Tour operators declined from 94 outlets i6@@ 91
outlets in 2005. Unlike many other countries, toperators almost exclusively sell their trips vevel agents,
since they do not operate sales offices. Howewer, dperators do offer direct sales via the interne
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The number of banks providing exchange servicesnetaffected by the crisis in tourism and outleise by
8% through the review period. Although incomingrisufigures were lowered, exchange services tdrive
thanks to growth in outgoing tourists and mainhigh foreign currency rates. During the econoraession
the dollar rate, for example, reached a high of dBU&5, causing many to buy and invest in foreigrmencies.

Table 65 Travel Retail Value Sales: 2000-2005
NIS million
Value % value growth

2000 7,488.0 -
2001 6,492.0 -13.3
2002 5,804.0 -10.6
2003 5,598.0 -3.5
2004 5,774.3 3.1
2005 5,900.0 2.2
Source: Trade interviews, company research, Euromonitor International
Table 66 Travel Retail Outlets by Sector: Units 2000 -2005
Outlets

2000 2001 2002 2003 2004 2005
Travel retail services 855 824 808 771 775 781

by outlet

-Exchange services 36 38 38 38 38 39
-Tour operators 94 95 98 89 90 91
-Travel agents 725 691 672 644 647 651
Source: Trade interviews, company research, Euromonitor International
Note: Tour operators refers to outlets dealing specifically in domestic tourism and tours in Israel

Dedicated currency exchange outlets only; excludes hotels, banks and post office outlets

9.2 Sales by Product
Accommaodation only

Accommaodation only is the fourth most popular prcicat travel retailers, with 13% value share in2@ad
sales of NIS767 million. Accommodation only packagee preferred by tourists who like to plan thieme on
their own and not to chain themselves to set paekagjong with those who are combining a holidaty wisits
to relatives or friends. This product is also pap@among business travellers, who come for speuifiposes
and only need a place to stay.

Accommodation only packages are traditionally papahd growth or reduction in its value sales mgithe
general status in travel retail. This resultedeclohe from 2001-2003 and a slow rise in 2004 abRE2

Adventure/trekking holiday

Adventure/trekking holidays became very populairduthe review period and accounted for 5% of vatue
2005, with this share remaining fairly steady. Hoere adventure/trekking holidays also suffered fithun crisis
in tourism, with an overall 21% current value deseduring the review period, reaching N1S295 amillin
value sales in 2005.

Many Israelis are keen on adventure/trekking. Haweof these, many prefer to organise such tripgelves
and not take special packages, based on theirierperof army service and other trekking trips. st
popular organised adventure/trekking packagesharefiore to remote locations such as Africa oiRheEast
or on complicated routes, such as rafting on riieiSouth America or Australia.
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The growth rates in adventure/trekking holidays tiga®flect the general performance of travel etai
However, it was also impacted by the recessiosiiael during the review period, as these packagesaily
cost more than regular travel packages.

City break

City breaks represented 17% of value sales in 2@@fshing NIS1 billion. City breaks appeals to many
consumers who are looking for the conveniencepdekaged holiday and also favour the conveniencityf
breaks. European city breaks retain their appeatlydbecause they remain affordable and also secmany
Israelis prefer not to take long breaks or packeg®ays, giving precedence to city breaks instéedcity
breaks retained a similar share throughout theeveypieriod, the changes in its value sales reflettteadverall
changes in travel retail.

Cruise

Cruise travel in Israel is niche, representing Z%avel retail value sales in 2005 with NIS118Imit in value
sales. Cruise sales fell by 68% during the revievigal in current value terms. Although the majocréase
happened during the crisis in Israeli tourismiarted before the outbreak of the second Intifadate-2000.
As cruises from Israel are mainly to Greece, Cyping Turkey, sales were hindered by a boom in ehart
flights, which offer a cheaper and quicker way &b @ these destinations. Also, terror threatshisitcruise
industry, with September 2005 seeing a further deduhreat to Israeli cruise ships sailing to Tyrke

Despite the decline in cruise travel, it managesutwive partly thanks to the Israeli law forbidgligambling.
In recent years, many players began to offer speagno ships which sail just outside Israel’siterial
waters, where gambling is not illegal. These cormgmalso combine organised parties with gamblingses.

Flight only

Flight only is the most popular travel retail pratiuepresenting a third of share in 2005 with NH#Ron in
value sales. During the review period it maintaiitecghare, with annual changes similar to ovestaifts in
sales.

Flight only is very popular for a number of reasdbhgs common for young Israelis, after finishiagmy service
or after studying, to travel abroad for a few manth more. These trips are often sold on a fligty basis, as
most of these travellers prefer to keep costswasakpossible.

In addition, the economic recession in Israel dythe review period caused many tourists to svfitcin
organised packages to DIY holidays, with travellsssking flights and accommodation separately tbtheir
budget or travel timetable. With the emergencente#frnet travel retailing, which offers many detaitsl
sometimes online booking options, such arrangenseteasier to do personally.

Finally, there was an increase in the proportiotrafellers visiting family or friends abroad, withis
accounting for 13% of Israeli departures in 200BisTalso added to the popularity of flight only kigs, as
these trips usually involve accommodation withrfde or family.

Other transport

Other transport packages are insignificant in Istesvel retail, as Israel does not have rail ablic
transportation connecting it with its Arab neighlmurhere are still a very few packages that dfferel by bus
to Jordan, with whom Israel has a peace agreerdemtever these almost vanished after the secornfddiati
and the hostility displayed against Israel acrbesArab world. The only popular neighbouring touris
destination is the Sinai Peninsula, which is lodatear Eilat. However, all tourists travel fromdEiin Egyptian
taxis to reach this destination rather than usigguoised transportation.

Fly-drive

Fly-drive holidays became very popular since 1986wing by 27% in spite of the crisis in tourismurihg
2005, sales reached NIS354 million, representingpbtotal travel retail sales. Fly-drive became plap
during the review period as it offers conveniermmtter time usage and planning and better accansit®
remote regions. It is highly popular among peopt® ke to see scenery and take hikes but, unligaym
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young Israeli travellers, do not wish to move aleagying heavy haversacks and being dependentlolicp
transportation.

Package holiday

Package holidays is the second most popular tratel product, accounting for 21% of the totallwi1S1,200
million in value sales in 2005. During the reviewripd, however, its sales fell at a 3% CAGR. Asdia
agencies offer both international and domesticdayts, domestic packages are included in this figdosvever,
they do not account for a significant share, beeansst domestic holidays require accommodation.only

The classic package holiday is a good solutiomfany tourists seeking convenient package toursdihaiot
require time and trouble in detailed organisinge§dhpackage holidays are naturally more expensigeteeir
main consumers are families and affluent customers.

However, most consumers are aware that they camgl money by buying travel and accommodation
separately. Package holidays, which are often &cliber long haul destinations, were shunned byuwoass
when the economic downturn affected consumer leispending most, from 2001-2003. Israelis prefetoed
visit their own beaches in these years or chosepcteals to local Mediterranean resorts in Turlyrus and
Greece rather than longer distance travel to det&tims such as Miami or Thailand. As the recessigroved
since 2004, package holiday’'s value sales rosedardance.

Travel insurance

Despite changes in tourism, travel insurance keptalue sales constant between 1999 and 2005awith
overall marginal decrease. In 2005, its value saashed NIS59 million sales. This consistencyganed by
the fact that the number of outgoing Israelis remadihigh throughout the review period. No matteatvh
changes occurred during this time, the majoritgutfjoing tourists still require travel insurance.

Foreign currency

Foreign currency requirements also remained rathesistent between 1999 and 2005, with an insicariti 1%
current value decrease. During 2005, tourism fareigrrency value sales reached NIS89 million. Tilg o
noticeable change in foreign currency sales hagpdneng 2002, as value sales were lowered by 1R to
the plummeting incoming tourist figures and thehhigreign currency rates as result of the econaetession,
driving many Israelis away. The figures grew aghinng 2004, when the tourists came back and exgghan
rates became more balanced.

Traveller's cheques

Traveller's cheques lost share during the revieriope declining by 27% and reaching NIS30 million2005.
This can be explained by the flourishing of creditds in Israel during the review period, as mangdlis
nowadays prefer to travel with an internationalldreard rather than with traveller's cheques, Wwhiequire the
use of local bank services.

Table 67 Travel Retail Sales by Product: Value 2000-20 05
NIS million
2000 2001 2002 2003 2004 2005
Travel retail services 7,488.0 6,492.0 5,804.0 5,598.0 5,774.3 5,900.0
by product
-Accommodation only 973.4 844.0 758.5 727.7 746.5 767.0
-Adventure/trekking 374.4 324.6 291.2 279.9 288.7 295.0
holiday
-City break 1,272.9 1,103.6 989.7 951.7 975.8 1,003.0
-Cruise 372.6 129.8 97.9 106.2 109.7 118.0
-Flight only 2,471.1 2,142.3 1,931.2 1,850.3 1,918.3 1,947.0
-Other transport - - - - - -
-Fly-drive 376.7 389.5 348.7 338.7 346.5 354.0
-Package holiday 1,445.2 1,363.2 1,219.9 1,175.6 1,209.8 1,239.0
-Travel insurance 63.7 58.4 56.4 56.0 57.7 59.0
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-Foreign currency 97.6 97.4 84.2 84.0 92.4 88.5
-Traveller's cheques 40.4 39.2 26.3 27.9 28.9 29.5
-Others - - - - - -
Source: Trade interviews, company research, Euromonitor International

9.3 Sales by Destination

Most travel agencies deal with both internatiomal domestic travel, which tends to cause a dedrbliming
when analysing sales by destination. Around hatfafel agency holidays are for beach destinationts,
value sales of NIS3 billion in 2005. This includest only to package holidays to foreign beach rtsdmut also
domestic holidays to Eilat, Tel Aviv shores, theaBeSea or Tiberias, which is considered a beadhtrdsalso
includes holidays to resort destinations irrespeatif whether there is cultural interest or atikectountryside
to view locally.

Culture was able to grow in share over the revievigal, from 21% share of travel retail value s@he2000 to
23% in 2005. Culture includes all city breaks aadkage holidays to cities that are considered to aw
cultural interest.

The lure of mountains is not strong in Israel,sxaél offers only one ski resort in Mount Hermocaled on the
northern tip of Israel. Other mountains in Israel lcated in the Galilee area, which is more alipgéor its
countryside qualities; in Jerusalem, which is megpealing for its historical and cultural qualitiasd in the
Judea and Samaria areas, which are located inggnalic areas near the Palestinian authority teiegoThe
majority of travellers who travel abroad and se@untain or countryside breaks tend to travel flighty and
spend longer trips hiking and exploring, often atih America. Conversely, those who seek ski hgidand to
take package holidays that include the flight dredgki resort booking.

Many Israelis have families abroad, such as initBeand Russia, and there is a dynamic businessoanvent
in the country with many international contactsn€equently, many Israelis travelled abroad to fésitilies or
on business trips, resulting in “other” destinai@tcounting for 21% of travel retail value sate2005.

Table 68 Travel Retail Sales by Destination: %Value B reakdown 2000-2005
% value

2000 2001 2002 2003 2004 2005
Travel retail sales by 100.0 100.0 100.0 100.0 100.0 100.0

destination

-Beach 54.0 52.4 50.1 49.1 50.2 50.5
-Countryside 3.7 25 3.1 3.8 29 3.0
-Mountain 2.3 2.4 2.4 2.3 1.8 1.9
-Culture 20.6 22.0 22.5 22.6 24.2 23.6
-Other destinations 19.4 20.7 21.9 22.2 20.9 21.0
Source: Trade interviews, company research, Euromonitor International
Note: Others includes business and visiting friends and relatives
9.4 Travel Agencies: Exchange Services

According to the law in Israel, travel agenciesrzgrprovide exchange services. Consequently, onggoi
tourists use banks or exchange shops to exchangeyn@fore leaving the country. As a result theeera
travel agent outlets with exchange services anexalhange services are provided by “others”.

Table 69 Travel Agencies Offering Exchange Services  2000-2005

% sites/outlets
2000 2001 2002 2003 2004 2005

Travel agent outlets 0.0 0.0 0.0 0.0 0.0 0.0
with exchange services
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Others 100.0 100.0 100.0 100.0 100.0 100.0
Total 100.0 100.0 100.0 100.0 100.0 100.0
Source: Trade interviews, company research, Euromonitor International

9.5 Exchange Services by Outlet and Type
Outlet sales

Exchange services in Israel consist of banks amahéed bureaux de change. Bureaux de change aystalm
always family-owned and almost entirely independent

Israeli travellers tend to rely on banks to chacgeency and banks thus account for almost 80%oofastic
currency exchange. The remainder is generally tiirdaureaux de change.

Foreign tourists have very different habits. Arounadf of tourist exchange is through bureaux dengea
because these outlets are located in all the pomuast areas. A further 30% of incoming curreieghanged
through banks, all of which have exchange courgadcsmultilingual cashiers. However, banks are mogular
with young people on a regional or world tour, whaquire new currency before they set off on the rexof
their journey. Most foreign tourists change curgenithin hotels either with the cashiers at reaapir in gift
shops or jewellery boutiques in the hotels.

Overall, therefore, banks accounted for 50% ofveilee of exchange services in Israel in 2005. Buxeke
change followed closely with a share of 45%, whilthers” tailed behind with a share of 5%. Travgéacies
are not permitted by law to operate a currency amgh service in Israel.

Product type

The infrastructure for credit cards is well devaldpn Israel. Consequently, the use of travellelnsques
declined during the review period and consiste8086 of value sales in exchange services by 2008y féev
Israelis use this option and those that do uselieris cheques tend to order them through bartkerahan
through bureaux de change.

Among foreign tourists, meanwhile, the use of fitiahcards is having a huge impact and severelyaotgd the
use of travellers’ cheques during the review perMdst travellers can now withdraw Israeli currefiggm any
ATM in Israel and there is therefore little neecct@mnge currency. However, visitors from less-depved
countries, such as in Eastern Europe, still caoth braveller’'s cheques and cash.

Table 70 Exchange Services: Sales by Outlet 2005

% retail value rsp

2005
Banks 50.0
Bureaux de change 45.0
Travel agents 0.0
Others 5.0
Total 100.0
Source: Trade interviews, company research, Euromonitor International
Table 71 Exchange Services: Sales by Type 2005
% retail value rsp

2005
Foreign currency 70.0
Traveller's cheques 30.0
Total 100.0

Source: Trade interviews, company research, Euromonitor International
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9.6 Online Sales
Online developments

Travel retail internet sales in Israel reached Nb#ifon during 2005, with a 50% rise from 2004 avel retalil
internet sales in Israel developed during the keyeriod but are far from reaching their full paiah A survey
conducted in 2004 showed that 36% of Israeli ilteusers looked up information regarding tourisritha
rise from 25% during 2002.

The main reason for this is the undeveloped stagraeli internet travel retail, which makes misstelis
untrusting of this channel and encourages thertidk ® their old purchasing patterns. Most Israigivel retail
websites are run by regular travel agencies, whish offer office and telephone booking centres.
Consequently, all internet travel retail produdfer@d are similar to telephone offerings, with gamprices and
packages. Unlike the US, for example, companiesad@ive generous discounts for online reservatitms
addition, most clients prefer having an addreshk which to come with problems and also to haveoghtéon to
cancel or change their reservation, which many itebslo not have.

Direct suppliers performance

Direct suppliers dominate online travel retail sndel, with an approximate 75% of the total valfisnternet
sales, reaching NIS1,533 million during 2005. Masaeli tourist retail websites are owned by regtriavel
agencies and no major online Israeli travel retdifes yet emerged. Internet travel retailing idsis far from
reaching its full potential and currently offere tbame packages and prices as phone and offie tea&iling.

Intermediaries performance

Travel retail internet sales through intermediarezched NIS506 million during 2005. As no majoaddi
travel retail internet companies emerged duringévéew period, intermediaries in 2005 was madenly of
foreign internet retailers that sell travel refaibducts relating to Israel.

In 2004, Yahoo! made its first direct entry intoalsl, buying Israeli-US start-up FareChase, whttdnapts to
offer the best travel deals online. The website gan@s prices of flights, hotels and car rentalisesy
According to estimates, Yahoo! paid more than US$#0on for the company. FareChase, considereg ver
similar to shopping.com, another Israeli websitg tompares prices online, was established in 129the
start of the review period, FareChase, like matgriret companies, suffered and recorded revenuasiypf
few hundred thousand dollars in 2004. However, lsees great potential in the company, which sdter
private consumers, airlines and travel operators.

Israelis also have other options when buying traetlil products online, including internationaapérs such as
Expedia.com and Lastminute.com who also providaels with internet travel retailing. However, thare
limitations on buying flights from Expedia due toketing regulations.

Table 72 Travel Retail Internet Sales by Direct Suppl iers and Intermediaries: Internet Transaction
Value 2000-2005

NIS million

2000 2001 2002 2003 2004 2005
Internet 161.7 291.3 542.3 709.4 1,363.6 2,038.7
- Direct suppliers 114.7 210.0 407.8 493.5 1,028.9 1,533.1
- Intermediaries 47.0 81.4 134.5 215.9 334.7 505.6
Others 7,326.3 6,200.7 5,261.7 4,888.6 4,410.7 3,861.3
Total 7,488.0 6,492.0 5,804.0 5,598.0 5,774.3 5,900.0
Source: Trade interviews, company research, Euromonitor International
Table 73 Travel Retail Internet Sales by Broad Sector : Internet Transaction Value 2000-2005
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NIS million
2000 2001 2002 2003 2004 2005
Travel retail internet 161.7 291.3 542.3 909.4 1,363.6 2,038.7
transaction sales by
broad sector
-Accommodation only 27.1 35.3 76.0 152.1 203.6 258.1
-Flight only 79.4 1755 324.2 520.8 834.3 1,352.0
-Other transport only - - - - - -
-Car rental only 30.1 37.0 70.5 121.9 156.6 179.1
-Dynamic packaging - - - - 2.3 16.5
-Traditional package 24.3 42.1 69.4 1114 162.7 225.0
holiday
-Others 0.8 1.4 2.2 3.1 4.1 8.0
Source: Trade interviews, company research, Euromonitor International
9.7 Key Performance Indicators
Sales

The leading travel agency is Tzabar Travel & Towith annual sales of NIS767 million in 2005, uprfr
NIS750 million in the previous year. Tzabar’s mairength is domestic tourism, as it is the onlydongpany
that deals with domestic tourism. During the towriisis in the middle of the review period, whanaming
tourism was damaged, domestic tourism helped tesdfie impact of the downturn. Nowadays, as inogmi
tourists returned, Tzabar benefits from offeringdurcts tailored to arrivals as well.

ISSTA Lines Cooperative is the largest outboundearagency in Israel as a result of acquisitions il@ached a
turnover of NIS354 million in 2005. ISSTA is momecfised on affordable prices, as many of its custeme
travel on limited budgets. Therefore, its turnoigeiower despite a high volume of sales. Ophir Bdsithe
third ranking player and is quite similar to Tzabaits full range of often family-oriented travghckages

The largest of the tour operators in Israel is Ngtwith a dynamic development and turnover of N\A85
million in 2005. Ganden Group, a leading holdinghpany, owns 46% of Natour, through its subsidiary,
Ganden Tourism & Aviation Ltd. Natour is the leagliwholesale travel agent and operates and manages
organised tours. During 2005, Natour was takerobthie stock exchange and purchased the sharesiti,U
which is one of Israel’s largest charter tourisrd amiation companies. It is expected that Natowdr @nital will
merge into one company.

Geographic Tours Ltd specialises in organising athwe and exotic tours to unique and remote sitessa the
world. The company also offers Special Interestr§pwhich are tailored to specific events and datesrding
to destination. In terms of sales, the company meado grow constantly during the review periodsjiite of
the tourism crisis, reaching NIS413 million in 2005

Other leading tour operators include Ofakim Toud &and Rimon Tours Ltd, which focus on operating
organised tours abroad for Israeli tourists. OfaKiours reached NIS295 million during 2005, whiler@n
Tours achieved NIS177 million value sales.

Banks are the main source of foreign exchangerael@nd are used predominantly by Israelis, aswoers
tend to go to their own banks to change currendiyth& major banks saw declines in 2001-2003, h@rewith
the worst experienced by Discount Bank and MizEdrik. In 2005, the leading exchange services bank i
terms of revenue was Hapoalim Bank with NIS147ianill followed by Leumi Bank with NIS88 million.

Clal Marketing & Commerce Ltd is under the ownepsti IDB Holding Corp Ltd, which also owns the Isfa
Discount Bank. Clal includes Accor-Clal Hotels ¢ venture with Accor), Clal Aviation and Diesenls. Its
connections with air transportation and accommodatrovide the company with key logistical advaetfpr
its travel retail brand, Diesenhaus. Its salesndu?i005 reached an approximate NIS295 million.

Outlets
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Reviewing the number of outlets that each compdfgyocan be problematic, as the figures do nod ginough
information, such as the size of each outlet archtimber of clients it deals with.

The leading travel agency in outlet numbers is I8&ihes, with 50 outlets. ISSTA benefits from arpapl to
wider crowds, with a focus on young people andestigl These consumers are generally less afflument a
therefore the company’s share in value sales islo@phir Tours offer 33 outlets all over Israehile Tzabar,
the leader in value sales, has only 16 outlets.

The leader in outlets among tour operators is Rimurs, with 70 outlets. However, many of its otslare
actually small private travel agencies, which mawffer Rimon Tour’s organised tours abroad. Natthe
leading tour operator in value sales, offers 53etaiacross the country. Geographic Tours and @fdlaurs
are not present in the whole country and account fcand nine outlets respectively, which are ledahainly
in major cities in central Israel.

Banks in Israel proved very successful during theew period and have many branches across thdrgoun
This also helps incoming tourists, as the infrattiee for banking facilities and ATM machines igltlly
developed. Bank Hapoalim, the leading bank in vahles, owns 251 outlets, while Leumi Bank has 197
branches.

Web platforms

Internet travel retail services in Israel are stildeveloped when it comes to special offers amdgrand
consumer mistrust of internet retailing is stiljhi In terms of websites, however, some comparifes o
websites that are more sophisticated such as Galugraours’ website, while some are plainer sucfekim
tours. However, these nuances are increasinglycipg as all companies now offer online servitesed on
similar principles.

Table 74 Travel Retail National Brand Owners by Num  ber of Outlets 2005
Company

2005
Tzabar Travel & Tours Ltd 16
Natour Ltd 53
Geographic Tours Ltd 11
ISSTA Lines Cooperative Ltd 50
Ofakim Tours Ltd 9
Ophir Tours Ltd 33
Rimon Ltd 70
Arkia Travel Ltd 10
CTO Consolidated Ltd 3
Source: Trade interviews, Trade press (Haaretz, Globes, Passportnet), company research, Euromonitor International

9.8 Market Shares

With strong fragmentation in travel retail, no bé&yolutions occurred in terms of share during theaw
period. All the major players largely maintainedittrelative shares, with only slight changes. Thitects
conservatism among Israeli companies and consumers.

The leader in share in travel agents is Tzabarel@vl ours, which kept a firm 13% value share ireall
travel retail throughout the review period. Theastleading travel agencies, ISSTA Lines and Opbinrs,
manages to grow share by almost a percentage gaihtduring the review period, with ISSTA Linesatdag
6% share during 2005 and Ophir Tours reaching 58fesh

Smaller niche players impacted upon sales ovendlicaused some contraction within travel retad agole,
mostly among the more old-fashioned and obsoletecgs. However, these are not among the majoegday

The leader among tour operators in Israel is Nawith a wide range of offerings. Natour has bemaél's
leading and largest outgoing tourism wholesaletherlast 25 years. The company's business taladk in
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elements of tourist activity and the entire speautaf its tourism products is marketed to the gelnaublic by
means of Israel's travel agents, with whom Natojmyes a close relationship in order to reach adkety of
consumers.

Table 75 Travel Retail Market Shares 2001-2005

% retail value rsp

Company 2001 2002 2003 2004 2005
Tzabar Travel & Tours Ltd 13.0 13.0 13.0 12.5 13.0
Natour Ltd 7.0 8.0 8.0 8.5 9.0
Geographic Tours Ltd 6.0 6.0 7.0 7.5 7.7
ISSTA Lines Cooperative 5.0 5.0 6.0 5.8 5.7
Ltd
Ofakim Tours Ltd 4.0 4.0 5.0 5.2 5.4
Ophir Tours Ltd 4.0 4.0 5.0 4.8 4.5
Rimon Ltd 2.0 3.0 3.0 3.8 4.5
Arkia Travel Ltd 1.0 2.0 2.0 2.2 2.3
CTO Consolidated Ltd 1.0 1.0 1.0 11 11
Others 57.0 54.0 50.0 48.6 46.8
Total 100.0 100.0 100.0 100.0 100.0
Source: Trade interviews, Trade press (Haaretz, Globes, Passportnet), company research, Euromonitor International
9.9 Forecast Sales and Outlets
Sales

Sales of travel retail are expected to grow by D the forecast period in constant value terrhgs T
improvement will be due to the increasing numbéisa@ming tourists, which will increase value sabd
domestic tour operators. In addition, an improvenmeimternet travel retailing is inevitable, esiadly for
travel agencies. Assuming the political situatiah mot deteriorate, tourism in Israel is expectedyrow as a
whole, with travel retail following suit.

Travel agents will have to closely re-examine comsks’ motives for travelling and re-invent theifesfngs
accordingly during the forecast period. Currertilgtyel agents are trapped in a wholesaler rolecantt suffer
from a development similar to that seen in the W& Burope, where travel discounters increased sheire.
This might only leave room for a few exclusive ghgagents selling the most expensive products. dugnent
in online sales mechanisms could create a positaxe that would enlarge companies’ revenue, asdragzpin
other developed countries, such as the US.

As tour operators seek to save on administratranet agents will get increasingly similar producetdere the
only difference will often be the price. This wilfove an unattractive development for all excepthily volume
players who may be able to make increasing pradditgims, killing competition with low prices.

Outlets

While travel retail constant value is expectedrmwgover the forecast period, the number of ouikefzredicted
to rise less rapidly, as recovery from the crigi2@)1-2003 is still not complete. Quick growthautlet figures
is expected only when new outlets have becometpbié and existing branches are no longer enoubhrtdle
all customers. This situation is still far from bgireached and outlet growth will remain moderaténd) the
forecast period. Travel agents, exchange servitgscaur operators are expected to grow outlet velbyn4-
5% each during the forecast period.

Online trends

Over the forecast period improved online bookingtsms and special prices and discounts offeredrfiime
reservations are expected to attract increasingiyeroustomers to purchase travel retail servicasha
internet. As a result, travel retail internet sales expected to grow by 162% in constant valuageand reach
NIS5 billion by 2010.
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The forecast period could also see the possiblegamee of Israeli internet travel agencies, ableotopete
with Expedia and the other foreign online internagidis active in the countries. At the moment, tlageeno
signs of this but with Israeli entrepreneurs’ temdetowards high-tech investments such a developieen
likely. However, such a company would take timereate a customer base and to fight the big trayehcies
and the international competitors. Overall, intediages’ travel retail internet sales are expettedse to
NIS2.8 billion by 2010, thus overcoming direct sligqs’ online sales by the end of the forecastqubri

Table 76 Forecast Travel Retail Sales: 2005-2010

NIS million constant 2005 rsp

Value % value growth
2005 5,900.0 -
2006 6,100.0 3.4
2007 6,300.0 3.3
2008 6,500.0 3.2
2009 6,700.0 3.1
2010 6,900.0 3.0
Source: Euromonitor International
Table 77 Forecast Travel Retail Outlets by Sector: U  nits 2005-2010
Outlets
2005 2006 2007 2008 2009 2010
Travel retail services 781 786 793 799 806 812
by outlet
-Exchange services 39 39 40 40 41 41
-Tour operators 91 92 93 94 95 96
-Travel agents 651 655 660 665 670 675
Source: Euromonitor International
Note: Tour operators refers to outlets dealing specifically in domestic tourism and tours in Israel
Dedicated currency exchange outlets only; excludes hotels, banks and post office outlets
Table 78 Forecast Travel Retail Internet Sales by Di  rect Suppliers and Intermediaries: Internet
Transaction Value 2000-2005
NIS million
2005 2006 2007 2008 2009 2010
Internet 2,038.7 2,847.7 3,402.7 4,041.5 4,660.3 5,339.7
- Direct suppliers 1,533.1 2,115.6 2,358.2 2,578.2 2,636.5 2,579.2
- Intermediaries 505.6 732.1 1,0445 1,463.3 2,023.8 2,760.5
Others 3,861.3 3,252.3 2,897.3 2,458.5 2,039.7 1,560.3
Total 5,900.0 6,100.0 6,300.0 6,500.0 6,700.0 6,900.0
Source: Euromonitor International
Table 79 Forecast Travel Retail Internet Sales by Br  oad Sector: Internet Transaction Value 2005-
2010
NIS million
2005 2006 2007 2008 2009 2010
Travel retail internet 2,038.7 2,699.6 3,357.3 4,041.5 4,700.4 5,339.7
transaction sales by
broad sector
-Accommodation only 258.1 322.0 379.0 465.0 511.0 577.0
-Flight only 1,352.0 1,851.9 2,356.5 2,850.0 3,340.1 3,750.0
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-Other transport only - - - - - -
-Car rental only 179.1 206.0 230.6 262.5 296.0 3375

-Dynamic packaging 16.5 32.2 59.5 105.9 175.0 281.6

-Traditional package 225.0 277.7 319.9 344.2 362.4 374.7
holiday

-Others 8.0 9.8 11.9 13.9 15.9 18.8

Source: Euromonitor International

10. TOURIST ATTRACTIONS

10.1 Sales and Visitors by Sector

2005 headlines

e Good growth during 2005, with improvement over 2@0devenue

» Sales boosted by relative calm in terror acts @&idg numbers of incoming and domestic visitors
« Highest growth rate in historic buildings/sites

e Prices and sales per visitor steady in 2005

e After crisis in tourism during the review periodutist attractions regaining pre-crisis figures
Sales

Israel can be considered the cradle of both Chriggti and the holy land of Judaism. The countrp &las a rich
historic heritage and many places with names farfrous the Bible and legends. Israel has a richstieatrove
of tourist attractions, most based on archaeolaoglyhastory. The region’s history and the rich ateba
horrifying history of the global Jewish communitg@ provide material for many attractive museumksiael.

However, the crisis in tourism during 2001-2003lofwing the outbreak of the second Palestiniarfad at
the end of 2000 and the economical recession df 28ftected tourist attractions deeply. After raagiNIS128
million sales revenue in 2000, 2001and 2002 saass#bcline to NIS87 million. While security concedrove
incoming tourists away from the region, terror aotecuted in crowded public places and an economic
recession also caused many Israelis to stay in liloenes.

As the situation in Israel improved both econontjcahd in terms of security in 2003, an immediatevgh in

tourist attraction sales followed, as Israelismedd. This led to sales revenue improving in curvatue terms
by 26% in 2003 alone over the previous year. 20@12005 also saw growth in incoming tourism, graywin

current value sales by 9-10% each year and reaehiotl of NIS131 million in 2005, exceeding 20@fures

for the first time in the review period.

The three main sources of value sales during 2@0% wuseums, national parks and historic sites.

Museum sales in 2005 reached NIS45 million, groviap@% in comparison to 2004. Museums is populdn wi
domestic tourists and tends to be part of the Jemdsication curriculum. As such, museums maintained
consistent interest from both Israeli and inteoval Jewish visitors, who constitute the bulk ofsewm

visitors. All domestic tourists visit the Tower Bavid and the Israel Museum at least once, as éxiibits

form an integral part of Jewish heritage. Other @omss, including the home of the Dead Sea Scrolls an
holocaust memorial museum Yad Vashem, are imposita for international tourists.

As museums work constantly with the education systad because sites are usually located in seadre a
closed buildings, the fall in museums' sales was tamatic than in other tourist attractions duthe review
period. Also, recognised museums receive fundiomfthe Ministry of Education And Culture, which petl
to maintain its performance during the economiession.

The second most significant within tourist attrans is national parks/areas of natural beauty, wréached
NIS43 million in value sales in 2005. Sales dediirecurrent value terms between 2000 and 20022003
rose by 61% over the previous year. 2004 saw andur#ént value rise, while 2005 featured fairlyashe sales
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with a minor decrease. The steep rise during 2808ats the immediate return of Israelis to thentous
national parks as soon as the terror levels wavered. While other businesses rose more slowlgdorlance
with the economic situation, visits to nationallsaare not expensive and therefore the high groatthwas
possible. Also, national parks received much gavemt attention during the last few years of theewv
period, as many sites were renovated and were@bézeive more visitors.

Historic buildings/sites is also significant withlue sales of NIS39 million in 2005. Israel hasdneds of
ancient sites, both historical such as Massadaeigious such as the Wailing Wall. Some historic
buildings/sites have an integrated on-site musennhtlzerefore value sales are attributed to museather
than to the site itself. This tends to cause soistertion of the data if site entry is free and theseum charges
a fee. Other sites charge for entry but allow agteshe on-site museum for free.

Historic buildings/sites suffered dramatically frahe crisis during 2001 and 2002, as sales deatdnsb2%
and 29% respectively in these years in currentevidums over the previous years. This is attribtettiese
sites’ dependence on incoming tourism, which &l to their lower level of security, with terrdsioften
focusing on grouped crowds such as guided toudds®, many historic buildings/sites are locatedhie Judea
and Samaria areas, which were the focus of milickaghes between Israelis and Palestinians dummgeview
period, and in Jerusalem, which suffered many teattacks in these years.

After the steep fall, sales in historic building®'s improved in the latter half of the review jpeki with a 164%
current value growth since 2002. Unlike nationakpasales at historic buildings/sites rise morkrie with the
overall status of incoming leisure tourism and éifiere rose less abruptly in 2003.

There are very few zoos or aquariums in Israel.sZare not viewed as tourist attractions and aredisnostly
by school children or families. Because zoos amediat children, the average cost of a visit isegiaw,
especially because of reductions in price for grboapkings. The main aquarium in Israel is in Edatl prices
are kept low to attract visitors.

Other attractions include theatres and art gaieg# keeping a relatively steady sales valuerdyiie review
period. However, these suffered minor declinesuiment value terms due to the economic recessibighw
made many Israelis cut back on leisure expanses.

Visitors

The ranking of tourist attractions by visitors lalggmirrors the value ranking, with a similar domuirce for
national parks, museums and historic buildingsgsites seen in sales value, the crisis in touridiectdd visitor
figures across tourist attractions, especially ¢htbsit are less secure. Since 2003 most touniattttns saw
growth in the number of visitors but not all manage reach their 2000 figures. Overall, the nundferisitors
during the review period suffered a 13% decline.

National parks/areas of natural beauty, which rdrdexond in sales value, lead in visitor numbeit) well
over three million visitors in 2005. Many natioerks do not charge much money or none at allritlaace,
as sales come from food kiosks, optional guidedstand nearby museums. Consequently, its shaisiiarv
numbers greatly outstrips its share in value. Aseith its sales value, national parks saw a stisepn
number of visitors as soon as the terror levelsedesed in 2003, as most visitors are domestic.

Museums had almost three million visitors in 20@8h a 7% rise in comparison to 2004 but an ovezato
fall throughout the review period. Although the momic recession during 2001-2003 had its effeds, it
noticeable that the descent began in 2000, befieredtbreak of the second Intifada.

Historic buildings/sites benefited from the risecirtural tourism and saw above two million visgan 2005,
with a 30% rise in comparison to 2004. As with salalue, historic buildings/sites saw a slower glofrom
the 2002 crisis, as it is more dependent on incgrtonrists and the economic situation in Israel.

Table 80 Tourist Attractions by Sector: Value 2000-20 05

NIS million
2000 2001 2002 2003 2004 2005
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Art galleries 0.9 0.7 0.5 0.5 0.5 0.5
Casinos
Circuses - - - - - -
Historic buildings/sites 42.8 20.7 14.8 21.2 29.9 39.1
Industrial tourism - - - - - -
Museums 53.2 45.1 44.8 46.2 42.9 45.4
National parks/areas of 27.0 26.2 24.4 39.3 43.7 42.8
natural beauty

Theatres 1.8 1.3 1.0 0.9 1.0 1.4
Theme/amusement parks - - - - - -
Zoos/aquariums 1.8 1.4 1.2 1.0 1.2 1.6
Other tourist attractions - - - - - -
Tourist attractions 127.5 95.4 86.7 109.1 119.1 130.8
Source: Trade interviews, Trade press (Haaretz, Globes, Passportnet), Euromonitor International
Table 81 Tourist Attractions by Sector: 2000-2005
'000 visitors

2000 2001 2002 2003 2004 2005
Art galleries 51.0 36.0 26.0 22.2 23.0 26.0
Casinos - - - - - -
Circuses - - - - - -
Historic buildings/sites 3,030.0 1,464.0 1,020.0 1,272.0 1,779.3 2,321.9
Industrial tourism - - - - - -
Museums 3,523.0 2,547.9 2,359.3 2,314.0 2,3454 2,512.8
National parks/areas of 2,764.2 2,261.0 2,016.3 3,053.5 3,375.2 3,405.6

natural beauty

Theatres 68.0 48.0 38.0 35.0 39.0 42.0
Theme/amusement parks - - - - - -
Zoos/aquariums 440.0 331.0 295.0 259.0 279.0 289.0
Other tourist attractions - - - - - -
Tourist attractions 9,876.2 6,687.9 5,754.6 6,955.7 7,840.9 8,597.3
Source: Trade interviews, Trade press (Haaretz, Globes, Passportnet), Euromonitor International

10.2 Online Sales
Online developments

Tourist attraction internet sales reached NIS5ionilduring 2005, with a 17% current value rise fre@04.
Internet sales for tourist attractions in Israel highly undeveloped, as practically no touristaations offer
online sales. Most attractions are small orgarosativith little knowledge of the internet and akla¢
resources to invest in a complex e-commerce solugiarticularly when it is uncertain if an onlineepence
would be a successful strategy for growth.

If Israel had large theme parks with huge volunfedsitors such as Disneyland, a strong internespnce
would be more relevant. However, tourist attractiare fragmented and small. As a result, all ordales that
do occur are indirect and made through tourisileztawho offer whole tourism packages that alsdiude tours
and offer the option of online booking.

Table 82 Tourist Attractions Internet Sales by Direc  t Suppliers and Intermediaries: Internet
Transaction Value 2001-2005

NIS million

2001 2002 2003 2004 2005
Internet 1.4 2.2 3.1 4.1 4.8
- Direct suppliers - - - - -
- Intermediaries 1.4 2.2 3.1 4.1 4.8
Others 94.0 84.5 105.9 115.0 126.0
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Total 95.4 86.7 109.1 119.1 130.8
Source: Trade interviews, Trade press (Haaretz, Globes, Passportnet), Euromonitor International

10.3 Key Players: Visits

The most popular tourist attractions are histouitdings/sites, museums and national parks. THisats
Israel’s main appeal in tourist attractions: itsquee history, culture and scenery. All sites sageaeral rise in
second half of the review period, since the recpim the crisis in tourism began. Historic builgs/sites is
greatly dependant on incoming visitors, as canelea &y the high growth percentages of Massada asetea,
while national parks and museums also rely highlylomestic visitors.

The leading site is Tower of David, with almostflamillion visitors in 2005. The site combineslaeological
remains from many periods of Jerusalem with a musefuthe city’s history. It is located near the i&mt city
of Jerusalem, thus appealing to many tourists whib the area. Other leading historical sites idelCeaserea
and Massada, which had 418,000 and 358,000 visitmsrdingly. Both sites are archaeological sitgk by
King Herod at around 30BC.

Leading national parks include Gan Hashlosha, & @anatural pools and springs that includes aha&ology
museum and another park dedicated to Australiadiifeéll En Gedi (Nahal David) is an oasis near tlra®Sea
that offers hiking tracks, natural springs and aegilogical remains. The Banyas Spring, locatedadla®
Heights, includes a hiking track, waterfalls andhaieological remains. Meanwhile, Ma’arat Avshalem i
stalactite cave of dripstones located not far fi@rusalem.

Major museums include The Israel Museum in Jerusatllee Tel Aviv Museum of Art and The Bible Lands
Museum in Jerusalem. Despite the overall declinaumber of visitors to museums during the reviewqug
The Israel Museum ranked second overall among that wisited attractions in 2005, with 456,000 wisit

Table 83 Leading Tourist Attractions by Visitors 200 1-2005
‘000

2001 2002 2003 2004 2005
Tower of David 452.3 441.0 454.0 480.0 492.0
The Israel Museum 356.2 347.1 353.2 413.4 456.1
Massada 225.6 240.3 244.3 320.2 418.8
Ceaserea 203.2 141.1 170.2 265.0 358.5
Gan Hashlosha 254.3 221.9 267.8 303.2 332.0
Tel Aviv Museum of Art 256.7 210.4 260.1 276.0 285.3
Ein Gedi (Nahal David) 244.8 220.1 239.1 264.6 285.2
Banyas Spring 203.4 183.2 201.9 204.2 225.8
Me'arat Avshalom 166.9 150.5 173.5 185.5 209.1

(stalactite cave)

Bible Lands Museum 46.1 37.4 44.3 74.1 96.2
Source: Trade interviews, Trade press (Haaretz, Globes, Passportnet), Euromonitor International

10.4 Forecast Sales and Visitors
Sales

Given optimistic forecasts concerning the numbdano®ming tourists, tourist attractions is preditcte further
grow sales during the forecast period, reachin§% tonstant value growth rate and a total of NIShilon
by 2010. Within tourist attractions, national pagk&l museums are predicted to grow at a moderatewhile
historic buildings/sites’ sales value is predictedjrow more rapidly in accordance with a risingniner of
incoming tourists and thus gain the lead. Zoos/aques, theatres and art galleries are predictddrgely
maintain their relative shares.

However, sales growth could be higher than predidiging the forecast period if creative initiasvend new
attractions are developed. A proposal is currenditing for parliamentary debate and approval, &g on
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legal authorisation to open a casino in Israehdbibusinessman Shmuel Plato-Sharon aims to bithéo
construction of a casino in Eilat, operating jomtlith US investors. As of 2005, the proposal reedisupport
from Israel’s Minister of Finance, Ehud Ullmert althister of Tourism, Avraham Hirschzon.

Meanwhile a museum is being planned aimed at Evab@hristians. This is planned for constructianthe
shores of the Sea of Galilee, where Jesus spepbtib, and is expected to draw many visitors ftbenUS.
Currently, the museum is set to be open in 4-5syear

Visitors

The development of visitor figures is expectedaitofv the same pattern as constant value salekeffrices
are not expected to change much, as in many dasgsite already low and often set to simply cokierdlight
cost of a visit. Similarly to value sales, histadpigildings/sites is predicted to have the highesth rate, as it
will benefit most from the rising numbers of incamitourists. By 2010, historic buildings/sitesasefcast to
account for 36% of all visitors to tourist attracts.

Online trends

A noticeable development in internet sales is mpeeted in tourist attractions. It is highly impedite that
many sites will develop an online sales system,tdukeir relatively small budgets and the lackeéd to pre-
order tickets in order to visit. All online saledlwontinue to be through intermediaries, mairdyt operators
and travel agencies that will include these costgaat of wider packages. Therefore, the growibnime sales
will be a result of the total growth in travel rig¢as’ internet sales.

Table 84 Forecast Tourist Attractions by Sector: Valu e 2005-2010
NIS million

2005 2006 2007 2008 2009 2010
Art galleries 0.5 0.5 0.6 0.6 0.7 0.8
Casinos - -
Circuses - - - - - -
Historic buildings/sites 39.1 42.5 45.0 47.5 50.0 52.5
Industrial tourism - - - - - -
Museums 45.4 46.5 47.5 48.5 49.5 49.8
National parks/areas of 42.8 43.4 44.0 44.4 449 454

natural beauty

Theatres 14 14 15 15 1.6 1.6
Theme/amusement parks - - - - - -
Zoos/aquariums 1.6 1.6 1.7 1.7 1.7 1.8
Other tourist attractions - - - - - -
Tourist attractions 130.8 136.0 140.3 144.3 148.4 151.9
Source: Euromonitor International
Table 85 Forecast Tourist Attractions by Sector: 20  05-2010
'000 visitors

2005 2006 2007 2008 2009 2010
Art galleries 26.0 27.0 29.0 30.0 31.0 32.0
Casinos - - - - - -
Circuses - - - - - -
Historic buildings/sites 2,321.9 2,650.0 3,050.0 3,300.0 3,550.0 3,800.0
Industrial tourism - - - - - -
Museums 2,512.8 2,550.0 2,571.0 2,594.0 2,615.0 2,652.0
National parks/areas of 3,405.6 3,460.0 3,500.0 3,520.0 3,540.0 3,560.0

natural beauty

Theatres 42.0 44.0 45.0 46.0 47.0 48.0
Theme/amusement parks - - - - - -
Zoos/aquariums 289.0 293.0 300.0 310.0 320.0 330.0

Other tourist attractions - - - - - -
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Tourist attractions 8,597.3 9,024.0 9,495.0 9,800.0 10,103.0 10,422.0
Source: Euromonitor International
Table 86 Forecast Tourist Attractions Internet Tran  saction Value Sales by Sector: Internet

Transaction Value 2005-2010

NIS million

2005 2006 2007 2008 2009 2010
Internet 4.8 6.0 7.5 9.0 10.5 13.0
- Direct suppliers - - - - - -
- Intermediaries 4.8 6.0 7.5 9.0 105 13.0
Others 126.0 130.0 132.8 135.3 137.9 138.9
Total 130.8 136.0 140.3 144.3 148.4 151.9
Source: Euromonitor International

11. DEFINITIONS

11.1 Tourism Parameters

Travel and tourism is an industry encompassing etarés diverse as transportation (airlines, rallfarry
companies), travel retail, travel accommodatioaritt attractions and car rental as well as stahttarrism
parameters.

Arrivals

Refers to international tourists, i.e. any persigitiag another country for at least 24 hours,dqgreriod not
exceeding 12 months and staying in collective orgbe accommodation. Each trip is counted separated
thus includes people travelling more than onceaa gad people visiting several countries during looi@ay.
Unless otherwise stated, arrival figures excludeesday visitors and transit and cruise passengsrshis can
distort arrival figures in important cruise destioas. It also excludes those in paid employmenvadh. The
country of origin of the inbound arrival is refedrto as the source country.

Arrivals are measured in '000 people.

Please note: international arrivals (given in teahsumber of people) is not the same as internatitysips
because during the course of one trip abroad, thegebe numerous visits to different countries Wwhiould
then be recorded separately in the internatiomdlads figures of each country visited. Therefarae
international trip does not equal one internatiaralal.

Departures

Refers to the number of trips undertaken by naticesidents to another country (destination coyritvy any
other reason than to carry out an activity remueeran the country of destination.

Data includes foreigners residing permanently enabuntry of departure.

Departures are measured in '000 people.

Incoming tourist receipts

These are classified as payments by internatioaiuind tourists, including fares paid to natiorstiers for
international transport and any other prepaymeradenior goods or services received in the courftry o

destination. This should also include receipts faay visitors from abroad, although there are ettoppl
cases that are recorded separately.
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Outgoing tourism expenditure

This is expenditure by outbound tourists abroacluiting their payments to foreign carriers for mggional
transport. Again, this should also include expamdion day visits abroad, except in certain casenwhese
are recorded separately. Data thus excludes intenahtransport fares purchased within the couofrgrigin.

Domestic tourists

This varies from country to country and can reférer to actual tourists (measured in terms of jeop
spending one night or more away from home witheirthormal country of residence or to the numbestafs
by residents within their normal country or residenMost national statistics on domestic tourisqmesxliture
exclude that on travel to and from the destination.

Domestic trips

The number of trips taken by residents of the agunithin the country. The definition of the lengtha trip
varies from country to country.

Trips are measured in terms of '000 trips.

Domestic tourist expenditure

The spending on travel and tourism services by dtimeisitors on their trips.
Tourism spending

This analyses tourism spending by foreign and démesurists on the following sectors:

» Accommodation: includes all forms of travel accondaition namely campsites, hotels, motels, self-
catering, chalets, guesthouses, hostels, privaenamodation and other;

» Entertainment: includes evening entertainment andsdt attractions such as casinos;

* Travel within the country: includes spending onladial transport such as rail, bus/coach, ferny, ai
chauffeur driven car, cruise etc;

« Excursions: within the country; may be for one dapver;

» Food: spending on retail food as well as foodsernvincludes full-service restaurants and other $eodce
formats such as cafés/bars, fast food, 100% hotheddtakeaway, street stalls/kiosks and self-gerv
cafeterias;

e Shopping: includes food and non-food purchases. Msyinclude duty-free purchases;
Outbound tourism spending by sector is revieweasgply.

Method of payment
» Cash: money in note or coin form which is useddg for goods and services at the time of purchase;

» Credit card: a card that allows a retail or bussiremsumer to make small purchases using a card and
account where there is a predetermined borrowirapgement up to a fixed monthly level;

» Debit card: a card that allows a retail or busir@ssumer to make small purchases using a card¢fts
from a bank account;

» Prepaid debit card: a card offered by a servicgigers that uses a prepaid e-cash card as a payment
vehicle;

» Traveller's cheques: these are cheques issuednlig,baredit card and charge card companies thatall
the holder to buy goods and services in a foremmtry.

11.2 Travel Accommodation
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The travel accommodation market covers the maiasyy accommodation used by incoming tourists and
domestic tourists. The market is broken down int@ principal sectors.

Travel accommodation value is measured in terntkeprice paid for accommodation by the consumdr an
may include foodservice (food and drinks).

Travel accommodation volume is measured in ternmaiaiber of outlets and specifically for hotelsnumber
of rooms, number of beds and bed nights.

Campsites

Covers areas set aside for camping and caravans.

Chalets

Rented accommodation in mountain or country aneas; include meals; includes lodges and inns.
Guesthouses

Rooms within officially-recognised private accomratidn, for the purpose of tourism; rented to tdsran a
nightly or weekly basis; often with breakfast irdéhal.

Hostels
Outlets providing low cost/budget accommodatioterin dormitories; includes youth hostels.
Hotels

Hotel outlets providing lodging and optional meate|udes independent and chained operators asawelll
company owned, leased, managed and franchisedsutle

Motels
Roadside hotel accommodation for motorists.
Private accommodation

Privately-owned houses or individual rooms rentetburists on an unofficial basis and not alwaytharised
by tourist authorities.

Self-catering apartments

Providing lodging in allocated tourist apartmemist providing meals.

Other

Smaller types of accommodation, such as holidaypsamot listed above but included in country stats
Specific data indicators for the travel accommartatnarket are as follows:

Hotel chains

Hotel operators that run a number of outlets, ugweth a degree of specialisation in service ardarct
positioning. The number of branches required ttebmed a chain varies from country to country kutsually

10 or more. The chain usually trades with the staseia, format and identity.

If a hotel forms part of a regional or internatibohain network and has less than ten outletsparticular
country, it is still counted as a chain.
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Hotel independents

Hotel operators that own and operate one or maref¢over than 10) outlets not affiliated to anyeastbusiness.
Mainly relates to family businesses or partnerships

Number of bed nights

Refers to the total number of beds in travel acconmtion occupied over the year.

Occupancy rates

This expresses the relationship between availapadity and the extent to which it is used. It mefer to
either the use of rooms or of beds. Occupancy etebased on the number of nights of both domaatic
international tourists. Occupancy rates are takeheayear end.

RevPAR

This signifies revenue per available room in tlaét accommodation market. It is calculated by pacicy
multiplied by the average daily room rate per compd&evPAR is based on rooms available for use by
domestic and international visitors. Euromonitdetnational measures system-wide revPAR i.e. fongamy-
owned, company operated, licensed and franchistef®uRevPAR is taken at the year end.

Number of rooms and beds

The number of rooms and beds per hotel that aréabi@for use by consumers.

Tourist locations

A client has specified that they would like to kntve number of mid-price to premium hotels in tetri
locations, such as in tourist resorts such asrseantain, lakes and country locations as well egtimnd city

break cities. This therefore excludes all non-tstudcations such as hotels at airports, servit#osis and non-
city/-art or tourist resort locations.

11.3 Transportation

The transportation market covers the mode of tramnsgsed by tourists going to their holiday dediomaand
within the country. It covers sales for outgoinaviel by country residents and internal travel brgifgn and
domestic tourists. Car rental market is analyspaisgely.

Transportation value is measured in terms of theegraid (fare) for the mode of transport by thestoner. Air
is also measured in terms of the number of avalabhts and seats sold.

The transportation market assesses seven main rabttagssport:

Air

Includes schedule, charter and budget airlinesomatflag carriers as well as low cost carriers.
Bus/coach

Encompasses overland travel by bus or coach.

Chauffeur-driven car

Passengers driven to their destination by a hhigd party. Excludes taxis.

Cruise

Travel by cruise ship.
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Ferry

Travel by ferry.

Rail

Travel by passenger train, excluding freight andtiansport.

Specific data indicators for the travel accommaxtatnarket are as follows:

Airline capacity

Capacity is based on the number of seats avaifabkale based on the number of potential enplantsne
Airline utilisation

Euromonitor International considers airline capaaitd utilisation in terms of enplanement over iorig
destination, whereby the number of enplanementbased on flights, as defined by the airlines assiigned
flight numbers. For example, a passenger whosetflitpps mid-route to pick up more passengersdntirues

with the same aircraft/flight number would be cathais one enplanement. A passenger who switchéssflio
another airline or aircraft with a new flight numbmid-journey would be considered as two enplandsien

11.4 Car Rental

The car rental market covers the hire of passeviggicles including small vans by both businesslaisdire
users and whether from the airport or downtowntiooa, in the context of the total short-term réfiet. This
excludes businesses that hire cars for long teasing. Car rental covers sales to incoming touasts
domestic users including domestic tourists and igémationals. Car rental also excludes commexahicles,
trucks and motorbikes.

Car rental value covers the price of car hire todbnsumer. Volume of car rental is provided byrthmber of
car hire transactions, fleet size and number of@atal operators.

Sectors

Business: for the purpose of a business trip edh@nged on behalf of the customer by work orrayed
personally.

Leisure: for personal trip or holiday, visitingdnds/family or any other non-work related actiwtich as
moving house.

Insurance replacement: where domestic residenta tesetal car paid for by an insurance company as a
replacement vehicle, while their own car is rephi@lowing an accident.

Location

Airport: is defined by car rental POS/counterst#§ based at an airport either within the termimadext to the
airport. This includes POS located in close progrto the airport, i.e. everything that is not ctathas
downtown.

Non-airport: is what the car rental companies redeas downtown locations so these include higrestretail
parks i.e. everything except POS located in oritgoats. Internet sales would therefore fall intéstcategory
by default.

Transactions
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Car rental transactions i.e. rental volume meagihegsxchange between a rental firm and consunsniess of
a rental vehicle for 1-3 days, 4-7 days, 7+ daysHe sectors reviewed: business, leisure, inseranc
replacement, excluding all trucks and commerciaiales.

Transactions can be booked in advance or on thefdagage; booked direct with the car rental firnttwough
an intermediary on- or off-line.

Transactions exclude the sale of old cars to coassim
Fleet size

Fleet size refers to the number of cars at theas#tal company's disposal including all operatiazak at the
annual year end for rentals in the business, leiand replacement market for passenger vehicles.

This does not reflect any fluctuations in size thyle down/upsizing the fleet throughout the courfsth® year.

11.5 Travel Retalil

The travel retail market covers companies thajppekage holidays together for the general pubtimpanies
that sell them to the public and those that sufiplgign currency. The market for travel retail ceveales to
outgoing and domestic tourists and internal ussbgming tourists.

Travel retail value is measured by the price pgithie consumer (leisure and business) for travallrservices
online and offline. Seeing as the price is whatdtiesumer pays for a holiday, this includes faréligint
supplements, airport tax, booking fees and comonisspaid by the consumer direct to the travel lestas part
of the purchase.

Travel retail volume is given in the number of ghxetail outlets including the sectors of travgéats, tour
operators and exchange services.

Travel agents

Retail outlets that sell holidays and holiday segi Travel agents sales are based on salesass. gvenue
and equal the total transaction value sold to tresemer (i.e. including the price of the produal an
commission), not on pure agent income which incduglddy commissions (i.e. gross margins on grossimes).
Tour operators

Companies that organise holiday packages andhesii either directly to the public or through traagkncies.
Tour operators' sales include direct sales to ¢timsumer. Sales of tour operators' products thaga@cethrough
travel agents direct to the consumer are instezldded under travel agents.

Exchange services

This term refers to dedicated currency exchangetsutnly. It therefore excludes banks and tragehaies.

Due to the difficulty of establishing sales by seas a result of the overlap of business betwleeséctors
above, value by sector will not be given and wdlgrovided at total market level only.

As mentioned, travel retail total is not the sunthef sectors of travel agents, tour operators aodange
services, rather it reflects the overall salehieodonsumer i.e. direct sales to the consumerasaltagents,
direct sales to the consumer by tour operatorshenetnline or offline and exchange services, exolyitour
operator to travel agent dealings.

Travel retail product breakdowns

Accommodation only: sales of accommodation serviicesugh tour operators and travel agents including
hotels, motels, self-catering, guesthouses anutladr forms.
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Adventure/trekking holiday: sales of adventurefkial holidays via tour operators and travel agents.
City break: sales of city breaks through tour ofmsaand travel agents.
Cruise: sales of cruises through tour operatorstiawe| agents.

Flight only: sales of airline tickets only (on theiwn rather than as part of a package deal obeéwk) via tour
operators and travel agents.

Other transport: other forms of transport excludaimijne tickets sold via tour operators and treagnts such
as rail, ferry, bus/coach. Car rental is includader "others".

Fly-drive: includes the sales of holiday packagégtvinclude the return flights and car rental oaoéving in
the destination country through tour operatorstaankl agents.

Package holiday: includes traditional package lagidwhich are fixed by tour operators and travehag) and
include transportation, accommodation along witthaice of food options ranging from B&B, mid tolful
board. Also includes dynamic package holidays @natsold online by companies such as Expedia, waiiotw
the consumer to combine travel components suctaasportation and accommodation.

Travel insurance: sales of travel insurance sadexichange services, which may be located withivetr
agents.

Foreign currency: foreign currency purchases s@dexchange services, which may be located witlaivet
agents.

Traveller's cheques: traveller's cheques soldx¢hange services, which may be located within tragents.
Others: others include tourist attraction entrafiees, car rental hire and such products/services.

By destination

Travel retail sales by destination includes allduct sectors of travel retail, excluding the sextbat apply to
financial services conducted by exchange providergxcludes travel insurance, foreign currenay an
traveller's cheques.

Beach: holidays to beach and coastal areas/resorts.

Countryside: holidays to all countryside locatiogscept mountainous terrain.

Mountain: holidays to mountain areas, particulanlyuntain ranges.

Culture: includes city breaks and art trips.

Others: such as jungle, rainforest and other lonathot covered in the above.

Online booking sites are included under the markbte sales for travel retail, however, are noluded in the
number of outlets as these do not apply.

Online travel retail refers to the sales of tranethil services over the internet. It includes $hkes of all travel
products/services of travel accommodation, hotedsisportation, airlines, car rental, tourist atti@ns, package
holidays and tours, etc via online booking siteg/al as travel retailer websites.

There will therefore be double-counting with theemmediaries' sales of travel accommodation, hotels
transportation, air and car rental as these atiewed in their respective market or sector sections

11.6 Tourist Attractions
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The tourist attractions market covers the sitegedsby tourists, covering sales to incoming anchdstic
tourists.

Value sales should as far as possible includenstihece fees but exclude business-to-businesstagisuch as
hospitality and conferences. Where possible, expedon food and drinks is excluded, unless spetif
Tourist attractions volumes are measured by thebeurof visitors.

The market consists of the following sectors:

Art galleries

Includes all forms of art galleries including moaletraditional, national, private and avant-gardevall as
contemporary: indoor and outdoor.

Casinos

Includes consumer spending at casinos, not casirenues.

Circuses

Includes all forms of travelling and permanent g#es.

Historic buildings/sites

Includes palaces, monuments, castles, historiogates, landmarks, temples, religious sites etc.
Industrial tourism

Includes visits to past and present factories ampany sites, as well as visits to company headensarsuch
as power stations, mines, forestry, factories,mssies etc. Spin-off activities from industrialrten do not
apply such as activity or restoration programmes.

Museums

Includes all national and privately-owned museums.

National parks/areas of natural beauty

National parks as defined by the government; apéagerest include gardens and areas of natuiltlyehat
have not been allocated the title of national parks

Theatres

Theatres excludes cinemas.

Theme/amusement parks

All permanent theme and amusement parks genemlhydfin out-of-town locations. Excludes travelliiagys.
Zoos/aquariums

Includes all national and privately-owned zoos agdariums. Waterparks are included under theme/amerst
parks.

Others

Others includes other types such as themed taitisictions such as wax work museums and Ferriglahe
such as the London Eye which do not fit in the @bsectors.
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11.7 Internet Sales
Direct suppliers

Direct suppliers refer to companies providing avieeror product direct to the consumer withoutdfeeof an
online travel agent of intermediary.

Travel accommodation direct suppliers (includingels) includes hotel operators such as Hilton or
InterContinental which offer an online payment systfor the reservation and booking of hotel rooner the
Internet.

Transportation direct suppliers (including airlinesil companies, ferry companies etc) encompass@panies
such as low cast carriers, scheduled airlines atidmal carriers along with other transport opesatbat
provide a payment system for consumers to boolktjieg British Airways online payment provision,dRwir
etc.

Car rental direct suppliers are car rental compattiat themselves that provide an online bookingofving
payment) website, eg Avis, Hertz, Europcar.

Travel retailers direct suppliers refers to tramhitil travel retailers (including travel agents,rtoperators along
with exchange service providers where applicaltla) $ell their services direct to consumers viarhernet, eg
Thomas Cook and TUI web platforms.

Tourist attractions direct suppliers are attractitmat offer a web platform for the purchase d{dts.
Intermediaries

Online intermediaries sell products and servicdgéatly on behalf of a third party such as a haaeline, tour
operator, travel agent or car rental company tatmesumer via the internet. Typically, intermediarare
online travel agents, such as Expedia and Lastmjimtich have developed the format of dynamic paicica
allowing consumers to customise their holidays.i@afly, online intermediaries have not developexrfr
bricks and mortar companies. Instead they haveloleed from internet start-ups.

11.8 Internet Sales: Dynamic Packaging

This concept was pioneered by Expedia and wasnallgithe domain of online travel agents. Howeweny
traditional travel retailers (direct suppliers) bdaunched their own versions of dynamic packadtsgentially,
dynamic packaging allows consumers to build thein ¢rips by offering a combination of different e
components such as flight/hotel/car rental etafégrént price levels. Therefore it is dynamic angtomised,
rather than offering fixed or pre-arranged traditibholiday packages.

11.9 Internet Sales: Traditional Package Holiday

Traditional package holidays are a fixed packagaally all-inclusive, combining transportation and
accommodation components in a resort or locatitreepre-selected by the consumer or allocated apdval.
Traditionally offered by tour operators and traagénts, these are also offered on the internaeltretail
direct suppliers, although package holidays dififem dynamic packages in that the consumer hateribility
or customisation in the choice of travel componentsh as flight or accommodation.

11.10 GDS

GDS (global distribution systems) companies aremptdied by Amadeus, Galileo, Sabre and WorldsganS
companies provide travel reservation systems afthtdogy to the travel trade, allowing travel agesd
airlines to book airline seats and access to hatafsrental, cruise and transportation compaeites,to make
reservations.

11.11 Sustainable Tourism
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Sustainable tourism aims to maintain the integftiocal culture and heritage combined with conseyvocal
resources for the benefit of the community in thegl run without causing damage to the social fadmit local
environment.
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