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American Israell Paper Mills Ltd.
Reports Second Quarter and Six Months Results

Hadera, Israel, August 14, 2002 - American Israeli Paper Mills Ltd. (ASE:AIP)
[AIPM) today reported financial results for the second quarter and first half
ended June 30, 2002.

Aggregate group sales in the first half of 2002 (January - June 2002) (including
the associated companies in full, net of internal sales), totaled NIS 1,167.5
million (NIS - New Israell Shekels adjusted to changeg in the dollar exchange
rate), compared with NIS 1,257.6 million in the corresponding period last year
(Jan- June 2001) ($244.8 million compared with $263.7 million). Aggregate sales
in the second quarter of 2002 (Apxr - June 2002) totaled NIS 571.3 million,
compared with NIS 608.5 million in the same quarter last year($119.8 millien, -
compared with $127.6 million).

Aggregate operating profit in the first half of 2002 totaled NIS 70.1 million,
conpared with NIS 69.6 million in the same period last year ($14.7 million,
compared with $14.6 million). Aggregate operating profit in the second quarter
of 2002 totaled NIS 36.7 million, compared with NIS 31.0 million in the same
quarter last year ($7.7 million, compared with $6.5 million).

The consolidated data below do not include Neusiedler ‘Hadera Papexr (NHP), Hogla-
Kimberly (H-K), Carmel and TMM which are included in the Company's share in
profit of associated companies.

Consolidated sales in the first half of the year totaled NIS 241.1 million,
compared with NIS 266.7 million in the same period last year ($50.6 millien,
compared with §55.9 million). Consolidated sales in the second quarter of the
vear totaled NIS 122.4 million, compared with NIS 118.7 million in the first
quarter of the vear (Jan- Mar 2002) and NIS 125.0 million in the second quarter
last year (§25.7 million, compared with $24.9 million and $26.2 mllllon,
respectively) .

Operating consolidated profit in the first half of 2002 totaled NIS 13.7

million, compared with NIS 14.5 million in the same period of 2001 ($2.9 mllllon-
compared with $3.1 million). Operating consolidated profit in the second quarter
of 2002 totaled NIS 9.4 millicn, compared with NIS 4.3 millien in the first
quarter of the vear and NIS 6.4 million in the second gquarter of 2001 ($2.0
million compared with $0.9 million and $1.3 million, respecc;vely). The




consolidated operating profit in the second quarter of 2002 is the highest
recorded in the last six guarters.

Net income in the first half of 2002 totaled NIS 20.8 million, compared with NIS
22.1 million in the corresponding period last year ($4.4 million, compared with
$4.7 million). Net income in the second guarter of 2002 totaled NIS 11.4
million, compared with NIS 5.4 million in the first quarter of 2002 and NIS 9.7
million in the second quarter of 2001 ($2.4 million compared with $2.0 million
and $2.0 million, respectively). '

Earnings per share (EPS) in the first half of 2002 totaled NIS 5.28 (§ 1.11)
compared with NIS 5.64 (§ 1.18) £for the same period last year. Earnings per
share (EPS) in the second quarter of 2002 totaled NIS 2.89 (§ 0.61) compared
with NIS 2.46 (% 0.52) for the same quarter last year.

Cash flow from operating activities amounted to NIS 17.9 million ($3.7 million)
in the first half of the year (excluding cash flow of about NIS 23.8 million
($5 millicn)dividend received from an associated company in the first quarter of
the year), compared with negative operating cash flow of NIS 5.5 million (S$1.2
million) in the first half last year. The improved cash flow was attributed
primarily to a smaller increase in operating working capital, which amounted to
NIS 7.6 million ($1.6 million) this year, compared with growth of NIS 136.2
million ($7.6 million) last vear. '

The inflatiocn rate in the first half of 2002 amounted to 6.3%, compared with
1.1% in the corresponding period last year.

The shekel exchange rate was devalued by 8% against the US dollar in the first
half of the year, compared with a devaluatvion of 3.1% in the corresponding
period last vear. ‘

Mr. Yaacov Yerushalmi, Chairman of the Board and CEO, said that the eccnemic
slowdown in the Israeli market grew more severe during the reported pericd. The
slowdown was accompanied by deterioration in the security situation. The crisis
resulted in lower demand on the local market, coupled with inareased
competition. These factors, along with the sharp devaluation of the NIS against
the dollar, caused selling prices to erode. .

Mr. Yerushalmi also said that the decrease in the consolidated sales
turnover (despite a quantitative increase in sales), as compared with the
corresponding period last year, was recorded primarily in the following sectors:

- Packaging papers - Decrease in selling prices caused by the slump in
domestic demand and escalating competirion, coupled with growth in
exports (with the intention of maintaining full output capacity,
manufacturing efficiency and operating inventory levels), which alsc
served to lower the average price per ton. ’

- Office supplies and stationery - A decrease of 10% origimating from
lower demand for office supplies, especially in the high-tech gector,
coupled with erosion of prices in dollar terms.

- Others - Decreased sales primarily in cardboard paper for packaging at
shafir pPlant, due to the conditions in the packaging sector and in the
plastic recycling sector. '




The gross margin as a percentage of coneolidated sales reached 19.2% in the
second quarter of- 2002, compared to 15.5% in the first quarter of 2002 and 20.4%
in the corresponding quarter last vear.

The recent. improvement in the gross margin can be attributed mainly to the
ongoing improvement in the Group's efficiency and the acceleration of the
efficiency efforts in 2002, due to the economic situation in the market. The
improved efficiency was reflected primarily in a reduction of labor costs,
mainly due to personnel cutbacks, as well as lower raw material costs and
various manufacturing expenses. Additional savings were realized by an increase
in the proportion of self-generated electricity (as opposed to the purchasze of
electricity), as a result of the improved operation of the new turbine at the
Hadera plant. Some cost components (such as wages and other local expensee
denominated in NIS), were eroded in dollar terms and somewhat offset the erosion
of dollar-dencminated selling prices. At the same time, a decrease was recorded
in energy prices, reflecting reduced fuel oil prices of 7.5% in relation to the
first half last vear, which also contributed to the improved gross margin this
year.

The Company's share in the earnings of associated companies amounted to NIS 10.8
million in the first half of the year, compared with NIS 9.2 million in the
corresponding peried last year ($2.3 million, compared with $1.9 million). The
companies whose earninge are reported in this item (in proportion to AIPM's
share therein), include primarily: H-K, NHP, Carmel and TMM.

'The principal changes in AIPM's share in the earnings of associated companies
during the reported period this year, compared with last year are as follows:

» A NIS 8.6 million ($1.8 million) increase in the Company's share in NHP
earnings, as a result of continuing improvement in NHP's profitabilicy and
the transition from a less in the first half last vear to a profit as of
the fourth guarter last vear.. The improved profit was attained despite
difficult market conditions, due to higher output, coupled with the
organizational efficiency, operational and marketing measures that were
initiated. .

¢+ A NIS 5.7 million ($1.2 million) decrease in the Company's share in the
consolidated results of H-K (including Ovisan), reflecting a decrease in
operating profit, reesulted from the erosion of selling pricee due to
accelerated devaluation and escalating competition. The accelerated
devaluation increased the financial and tax expenses, reducing net income.

¢+ A decrease of about NIS 1.9 million ($0.4 million) in the Company's share
in Carmel's earnings reflecting continuing fierce competition and lower
demand for packaging, due to the crisis that is plaguing the sector,
expressed by a quantitative decrease in sales and by eroded prices.

e A NIS 0.5 million ($0.1 million) increase in the Company's share in the
earnings of TMM, as a result of the continuing efficiency and cost cutting
measures at that cempany.

In Maxch 2002, the Company announced the distribution of a dividend for 2001, in
the amount of NIS 22.6 million (NIS 5.77 per ghare). The dividend payment was
made in April 2002. '

This report may contain various forward-looking statements, based upon the Board
of Directors' present expectations and estimates regarding the operations of the
Company and its business environment. The Company does not guarantee that the
future results of operations will coincide with the forward-looking statements
and these may in fact considerably differ from the present forecasts as a result




of factors that may change in the future, such as changes in costs and market
‘conditions, failure to achieve projected goals, failure to achieve anticipated
efficiencies and other factors which lie outside the control of the Company.
The Company undertakes no obligation for publicly updating the said forward-
looking statements, regardless of whether these updates originate from new
informatien, future events or any other reason.

AMERICAN ISRAELI PAPER MILLS LTD.
SUMMARY OF RESULTS
(UNAUDITED)

Adjusted NIS in thousands
except per share amounts

Six menthg ended June 30,
Adjusted NIS

2002 2001
Net sales 241,109 266,678
Net earnings : 20,772 22,334
Earnings per share _ 4 5.28 5.64

Three months endad June 30,
Adjusted NIS

2002 2001
Net sales 122,365 125,034
Net earnings . 11,363 9,748
Earnings per share 2.89 | 2.46

Adjusted New Israeli Shekel amcunts have been adjusted to reflect changes in the
rate of exchange between the U.S. dollar and the New Israeli Shekel as at the
end of June 2002. :

The representative exchange rate at June 30, 2002 was NIS 4.769=51.00.
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August 13, 2002

MANAGEMENT DISCUSSION

We are honored to present the consolidated financial statements of the American Israeli
~ Paper Mills Ltd, Group (“AIPM”) for the first six months of the year 2002.

L A Summarized Description of the Gronp and Its Business Environment

1. General

AIPM is the leading Israeli group in the manufacture of paper and paper
products. The Group produces and markets a wide range of paper types,
household paper products, hygienic products, disposable baby diapers,
absorbent products for the incontinent, office supplies, corrugated board
packaging and consumer packaging. The Group is also engaged in
recycling operations in the fields of paper and plastics as well as in the
treatment of solid waste.

2. The Business Environment

The economic slowdown in the Israeli market grew more severe during the
reported period (January-June 2002). The slowdown was accompanied by
deterioration in the security situation. This consequently led to a continued
decline in domestic demand, increase in unemployment and decline in
GDP.

The accelerated devaluation of the NIS against the US dollar continued
throughout the first half of the year, reaching a record NIS 5 per dollar in
mid-June (13% devaluation since the end of 2001). It was only significant
interest rate hikes by the Governor of the Bank of Israel (over 5% during
the first six months of the year, of which 3% occurred in June alone), that
were successful in braking the further rise of the dollar and in lowering it
to a level of NIS 4.769 per dollar on June 30, 2002 (a devaluation of
approximately 8% in six months).

The devaluation served to increase prices of imported goods, although due
to the economic situation in the country and rising competition, it was
impossible to charge customers the full price increase. A decrease was
consequently recorded in sales turnover in dollar terms in the domestic
market, despite a quantitative growth in sales in most operations.
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‘The Group initiated efficiency measures that were intended to deal with
these difficult conditions. These efficiency measures, which encompass all
of the Group’s areas of operation, include personnel cutbacks — in both
management and operations — coupled with increased reductions in both
fixed and variable manufacturing cost components.

Pulp prices worldwide began climbing in the second quarter this year,
following a year of a sharp drop in prices. Due to uncertainty in the global
economy however, it is unknown whether this increase in prices will
continue and whether it will ultimately result in a significant rise in paper
prices, along with reduced competition from imports.

The inflation rate during the reported period this year amounted to 6.3%,
compared with 1.1% during the coxTespondmcr period last year (January-
June 2001)

The devaluation of the shekel against the dollar amounted to
approximately 8% so far, this year, compared with 2 3.1% dcvaluauon in
the corresponding period last year.

Results of Operations

1. Agsregate Data

The aggregate sales during the reported period amounted to NIS 1,167.5
million (NIS — New Israeli Shekels adjusted to changes in the dollar
exchange rate), compared with NIS 1,257.6 million in the corresponding
period last year ($244.8 million, compared with $263.7 million,
respectively).

The aggregate operating profit totaled NIS 70.1 million during the reported
period compared with NIS 69.6 million in the corresponding period last
year ($14.7 million, compared with $14.6 million, respectively).

The aggregate sales in the second quarter this year (April-June 2002),
amounted to NIS 571.3 compared with NIS 608.5 million in the second -
quarter last year (April-June 2001) ($119.8 million, compared with $127.6
million).

The aggregate operating profit totaled NIS 36.7 million in the second
quarter of the year compared with NIS 31.0 million in the second quarter
last year ($7.7 million compared with $6.5 million, respectively).

Despite the quantitative increase recorded by most of the companies in the
Group, a decrease was recorded in the sales tumover as a result of the
erosion In dollar terms (a devaluation which reached a peak of 13%),
coupled with fierce competition, primarily in the diaper market (Hogla), as
well as the economic crisis that reduced demand in the packaging sector
(Carmel).




2.

Consolidated Data

Excluding the results of operation of NHP (fine paper), Hogla-Kimberly,
Carmel and TMM, which are included in the Company's share in profit of
associated companies.

The sales totaled NIS 241.1 million during the feported period compared
with NIS 266.7 million in the corresponding period last year ($50.6
million, compared with $55.9 million, respectively).”

The operating profit totaled NIS 13.7 million during the reported period
compared with NIS 14.9 million in the corresponding period last year ($2.9
million, compared with $3.1 million, respectively).

The pre-tax income totaled NIS 17.1 million during the reported period
compared with NIS 16.2 million in the corresponding period last year ($3.6
million, compared with $3.4 million, respectively). .

The sales in the second quarter this year amounted to NIS 122.4 million
compared with NIS 118.7 million in the first quarter of the year (January- -
March 2002) and compared with NIS 125.0 million in the second quarter
last year (325.7 million, compared with $24.9 million and $26.2 million,
respectively)

* The operating profit totaled NIS 9.4 million in the second quarter of the

year compared with NIS 4.3 million in the first quarter of the year and
NIS 6.4 million in the second quarter last year (32.0 million, compared
with $0.9 million and $1.3 million, respectively). We note that the
consolidated operating profit in the second quarter of the year is the
highest recorded in the last six quarters.

Net income

Net income totaled NIS 20.8 million during the reported period compared
with NIS 22.3 million in the corresponding period last year (§4.4 mllhon
compared with $4.7 million, respectively).

Net income totaled NIS 11.4 million in the second quarter this year
compared with NIS 9.4 million in the first quarter this year and compared
with NIS 9.7 million the second quarter last year ($2.4 million, compared
with $2.0 million and $ 2.0 million, respectively).

Earnings per share (EPS) in the reported period totaled NIS 528 per NIS 1
par value ($1.11 per share), compared with NIS 564 per NIS 1 par value in
the corresponding period last year ($1.18 per share).

Earnings per share (EPS) in the second quarter of the year totaled NIS 289
per NIS 1 par value ($0.61 per share), compared with NIS 246 per NIS 1
par value in the corresponding quarter last year ($0.52 per share).




III.  Analysis of Operations and Profitability

The analysis below is based on the consolidated data.

1.

Sales

Consolidated sales during the reported period amounted to NIS 241.1
million compared with NIS 266.7 million in the corresponding period last
year ($50.6 million, compared with $55.9 million, respectively),
representing a decrease of 10%. '

The decrease in sales turnover was affected by the ongoing economic crisis
in Israel and by its further deterioration in relation to last year. The crisis
resulted in lower demand on the local market, coupled with increased
competition. These factors, along with the sharp devaluation of the NIS
against the dollar (8% for the period), caused prices to erode.

The decrease in sales turnover resulted from the following:

- Packaging papers — Decrease in selling prices caused by the slump
in domestic demand and the escalating competition, coupled with
growth in exports (with the intention of maintaining full output
capacity, manufacturing efficiency and operating inventory levels),
which also served to lower the average price per ton.

- Office supplies and stationery — A decrease of 10% originating

' from lower demand for office supplies — especially in the high-tech
sector, coupled with erosion of prices in dollar terms.

- Others — Decreased sales primarily in cardboard paper for
packaging at Shafir, due to the conditions in the packaging sector

- and in the plastic recycling sector.

Cost of Sales

The cost of sales amounted to NIS 198.6 million in the reported peniod,
representing 82.4% of sales, compared with NIS 213.1 million or 79.9% of
sales, in the corresponding period last year ($41.7 million, compared with
$44.7 million, respectively).

The erosion in selling prices and the transfer of the production of
household paper in Molett Nahariya to Hogla-Kimberly, as of January

1, 2002 (as part of the machine rebuild project and the increase of
manufacturing capacity), resulted in about NIS 25.6 million (85.3 million)

- decrease in the sales turnover this year, compared with the preceding year

(approx. 10%), along with a decrease in gross profit, from NIS 53.6

~million (20.1% of sales) in the corresponding period last year to NIS 42.5

million (17.6% of sales) in the first half of the current year (from $11.2
million to $8.9 million, respectively).

The gross margin as a percentage of sales amounted to 19.2% in the -
second quarter of the year, compared with 15.5% in the first quarter of the
year and 20.4% in the corresponding quarter last year.




The recent improvement in the gross margin was made possible by the
ongoing improvement in the Group’s efficiency and the acceleration of the
efficiency efforts in 2002, due to the economic situation in the market. The
improved efficiency was reflected primarily in a reduction of labor costs
mainly due to personnel cutbacks, lower raw material costs and various
manufacturing expenses. Additional savings were realized by an increase
in the proportion of self-generated electricity (as opposed to the purchase
of electricity), as a result of the improved operation of the new turbine at
the Hadera plant. Some of cost components (such as wages and other Jocal
expenses denominated in NIS), were eroded in dollar terms and somewhat
offset the erosion of dollar-denominated selling prices.

At the same time, a decrease was recorded in energy prices, reflecting
reduced fuel oil prices, of 7.5% in relation to the first half last year which
also contributed to the improved gross margin this year.

We note that fuel oil prices rose by an average of approximately 22% in
the second quarter of the year, compared with the first quarter this year (the
average price in the second quarter this year was identical to the price of
fuel oil in the corresponding quarter last year). |

Labor Expenses

The labor expenses in the cost of sales, in selling expenses and in general
and administrative expenses, amounted to NIS 70.0 million in the reported
period compared with NIS 82.5 million in the corresponding period last
year ($14.7 million compared with $17.3 million, respectively). .

The decrease in labor expenses reflected both a reduction in personnel as a
result of the Group’s efficiency measures, as well as changes in exchange

rate ratios (shekel/dollar) between the years. -

Selling, General and Administrative Expenses

The selling, general and administrative expenses (including labor
expenses) amounted to NIS 28.8 million this year (11.9% of sales),
compared with NIS 38.7 million (14.5% of sales) last year ($6.0 million
compared with $8.1 million, respectively). ‘

The decrease is attributed to lower labor expenses and reduced overhead
expenses. :

QOperating Profit

Operating profit totaled NIS 13.7 million during the first half of the year,
compared with NIS 14.9 million in the corresponding period last year
(32.9 million compared with $3.1 million). :

The operating margin as a percentage of sales reached 5.7% of sales this
year, compared with 5.6% in the first half last year.

Operating profit totaled NIS 9.4 million in the second quarter of the year,
compared with NIS 4.3 million in the first quarter this year and




NIS 6.4 million in the second quarter last year ($2.0 million compared with
$0.9 million and $1.3 million, respectively).

Operating profit in the second ciua.ﬂ'er of the year was the highest recorded
in the last six quarters (since the first quarter last year).

Financial Revenues

Financial revenues totaled NIS 3,4 million in the first half of the year,
compared with NIS 1.3 million in the corresponding period last year
(0.7 million compared with $0.3 million, respectively).

The real-term devaluation this year reduced the Company’s CPI-linked
liability on account of the notes, thereby creating real-term financial
revenues, as was the case last year.

The average balance of short-term credit was similar this year to the
average balance during the corresponding period last year. Nevertheless,
the elevated devaluation this year (~8%) resulted in the erosion of short-
term credit balances and significantly reduced real-term financial expenses.
The devaluation was more moderate (3%) in the corresponding period last
year. Moreover, the average interest rate this year was lower, although an
increase of the interest rate at the end of the reported period (June 2002),
brought the interest rate to a level higher than last year (similar to the
interest rate in July 2000). These balances, along with the erosion of the
Company’s operating balances, including assets and liabilities in different
currencies — the impact of devaluation/revaluation on these balances differs
from one year to the next (see Report of Linkage bases below) — resulted in
a NIS 2.1 million ($0.4 million) increase in financial revenues this year,
compared with last year.

Proﬁt Before Taxes

Profit before taxes this year totaled NIS 17.1 million compared with NIS
16.2 million in the corresponding period last year ($3.6 million, compared .
with $3.4 million, respectively),

Profit before taxes totaled NIS 7.9 million in the second quarter of the
year, compared with NIS 2.2 million in the corresponding quarter last year
($1.7 million compared with $0.5 million, respectively).

Taxes on Income

Taxes on income expenses totaled NIS 7.2 million this year, compared
with NIS 3.1 million last year (81,5 million compared with $0.7 million,
respectively).

The growth in tax expenses this year in relation to last year, originated
from the NIS 0.9 million ($0.2 million) growth in profit before taxes,
coupled with the elevated devaluation this year. Moreover, tax expenses
decreased last year due to a tax benefit that was recorded reflecting the
exercise of stock options by employees (pursuant to the directives of
Section 102 of the Income Tax Ordinance).




Company’s Share in Earnings of Associated Companies

The Company’s share in the earnings of associated companies totaled

NIS 10.8 million during the reported period, compared with NIS 9.2 million
in the corresponding period last year (32.3 million compared with §1.9
million, respectively).

The companies whose earnings are reported under this item (according to
ATPM’s share therein), include primarily: Hogla-Kimberly, NHP, Carmel
and TMM (including Amnir Environmental Services). o

Following are the principal changes in AIPM’s share in the eamings of
associated companies during the reported period this year, compared with
last year:

A NIS 8.6 million (51.8 million) increase in the Company’s share in NHP
earnings, as a result of continuing improvement in NHP’s profitability
and the transition from a loss in the first half last year to a profit as of
the fourth quarter last year. The improved profit was attained despite
difficult market conditions, due to higher output, coupled with the
organizational efficiency, operational and marketing measures that were
initiated.

ANIS 5.7 million ($1.2 million) decrease in the Company’s share in the
consolidated results of Hogla-Kimberly (including Ovisan), reflecting a
decrease in operating profit and the erosion of selling prices due to
accelerated devaluation and escalating competition. The accelerated
devaluation increased the financial and tax expenses, reducing net
income.

A decrease of about NIS 1.9 million (30.4 million) in the Company’s
share in Carmel’s earnings reflecting continuing fierce competition and
lower demand for packaging, due to the crisis that is plaguing the
sector, expressed by a quantitative decrease in sales and by eroded
prices.

ANIS 0.5 million ($0.1 million) increase in the Company’s share in the
earnings of TMM, as a result of the continuing efficiency and cost
cutting measures at that company. :

Net income

Net income totaled NIS 20.8 million during the first half of the year,
compared with NIS 22.3 million in the corresponding period last year (§4.4
million compared with $4.7 million, respectively).

Net income totaled NIS 11.4 million in the second quarter of the year,
compared with NIS 9.4 million in the first quarter this year and

NIS 9.7 million in the corresponding quarter last year ($2.4 million
compared with $2.0 million and $2.0 million, respectively).

The return on shareholders’ equity in annual terms amounted to 6% this
year, compared with 6.8% in the corresponding period last year.




IV. Liguidity and Investments

1. Cash Flow

The cash flow from operating activities amounted to NIS 17.9 million ($3.7
million) in the first half of the year (excluding cash flow of about NIS 23.8
million - $5 million - dividend received from an associated company in the first
quarter of the year), compared with negative operating cash flow of NIS 5.5
million ($1.2 million) in the first half last year. The improved cash flow was
attributed primarily to a smaller increase in operating working capital, which
amounted to NIS 7.6 million ($1.6 million) this year, compared with growth of
NIS 36.2 million (37.6 million) last year.

2. Accounts Receivable

The accounts receivable balance as at June 30, 2002, amounted to NIS 138

million, compared with NIS 140.9 million on June 30, 2001 ($28.9 million

compared with $29.6 million, respectively).

The decrease in accounts receivable is attributed primarily to a decrease in
- sales, No sigugificant change was recorded in the number of days of

customer cred;t

3 Inventories

Inventories as of June 30, 2002 amounted to NIS 107.8 million compared -
with NIS134.8 million on June 30, 2001 and NIS 128.6 million on
December 31,2001 (§22.6 million, compared with $28.1 million and $27.0
million, respectively).

The decrease in inventory levels is indicative of the efforts invested by the
Company in reducing mventones and i in bringing them to normal operating
levels.

4, Investments in Fixed Assets

Investments in fixed assets totaled NIS 10.5 million in the reported period,
compared with NIS 18.4 million in the corresponding period last year
(82.2 million compared with $3.9 million, respectively).

A Exposure and Management of Market Risks

Pursuant to the Management Discussion as of December 31, 2001, which outlined
the essence of the exposure and management of market risks, as set forth by the
board of Directors, the following is an update, as of June 30, 2002:

The maximum exposure determined by the Board of Directors has not changed
and consequently, the maximum exposure of the surplus assets denominated in
NIS on account of which no hedging is made (through the acquisition of NIS/$
options), remained NIS 57.2 million (§12 million). This sum also includes NHP
and Hogla-Kimberly.




Credit Risks

The Company has CPI-linked long-term loans (Notes and loans) in the total sum
of NIS 47.9 million (310.0 million), with the interest thereon being no higher than
the market interest rate. In the event that the inflation rate should rise and be
considerably higher than the rate of devaluation of the shekel against the dollar, a
loss could be recorded in the Company’s financial statements as a result of a
surplus of CPI-linked liabilities (see below).

The Company is not involved in any forward transactions or derivatives.

Report of Linkage Bases .

The following are the balance sheet items, according to linkage bases, as at December 31,
2001 and updated for to June 30, 2002:

In NIS Millions Unlinked | CPI- In foreign Non- Total
linked | currency,or | monetary

linked thereto. items

(primarily $)
Assets
Cash and cash equivalents 1.4 1.5 2.9
Receivable 2383 19.6 11.6 269.5
Inventories 107.8 107.8
Investments in associated companies 3.0 8.4 47.7 3383 | 3974
Fixed assets, net ' 333.7 3337
Deferred charges, net of accumnulated 0.6 0.6
amortization :
Total assets 242.7 8.4 68.8 792.0 11119
Liabilites :
Credit from banks 89.2 28.6 117.8
Accounts payable and accruals 152.5 9.2 161.7
Deferred income taxes 60.7 60.7
Loans from banks 1.6 0.1 1.7
Notes 46.3 ' 46.3
Other Habilities earnings 32.8 2.4 35.2
Equity, retained earnings and surplus 688.5 688.5
Total liabilities and shareholders’ equity 274.5 479 40.3 749.2 1.111.9
Surplus of financial assets (Liabilities) as (31.8) | (39.5) 28.5 42.8 -
at June 30, 2002
Surplus of financial assets (liabilities) as (93.6) | (48.5) 55.7 86.4 -

at December 31, 2001

Associated Companies

Hogla-Kimberly, an associated company, has a subsidiary operating in Turkey.
The impact of the exposure of this company to the economic situation in Turkey -
~ and especially to fluctuations in the exchange rate of the Turkish lira in relation to
the dollar — might be expressed in the Group’s financial statements within the
framework of the Company’s share in the earnings of associated companies.
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Forward-ILooking Statements

This report contains vanous forward-looking statements, based upon the Board of
Directors’ present expectations and estimates regarding the operations of the
Company and its business environment. The Company does not guarantee that the -
future results of operations will coincide with the forward-looking statements and
these may in fact considerably differ from the present forecasts as a result of
factors that may change in the future, such as changes in costs and market
conditions, failure to achieve projected goals, failure to achieve anticipated
efficiencies and other factors which lie outside the control of the Company. The .
Company undertakes no obligation for publicly updating the said forward-looking
statements, regardless of whether these updates originate from new information,
future events or any other reason. :

General

In March 2002, the Company announced the distribution of a dividend for 2001, in
the amount of NIS 22.5 million (NIS 5.77 per share). The dividend payment was
made in April 2002. :

Y. Yerushalmi _ S. Ro_tem
Chairman of the Director

~ Board of Directors
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AMERICAN JSRAELI PAPER MILLS LTD.
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ADJUSTED NIS IN THOUSANDS

Current assets |

Cash and cash equivalents

Recelvables ;
Trade
Other

Inventories -
Total current assels

Investments in associated compénies

Fixad assots

Cost
Less « accumulated depreclation

Defarred charges -
net of accumulated amortization

Current Jiabi{fine;
Credit from banks and others
Current maturities of long-term notes
Payables and accured liabilllles :
Trads
Other
Total current liabitities

Long-term liabilities
Deferred income taxes

Loans from banks and other labilities (net

of current maturities):
Loans from banks
Notes
Other liabilitias

Tatal long term linbilities

Total lisbilites

Shareholders’ aquity ;
Share capltal

Caphal surplus

Currency adjustments in respect of financisl

statements of associated companies
Retained earnings

* Reclassified,

JUNE 30,2002 JUNE 302001  DEC. 31,2001
(UNAUDITED) {UNAUDITED) (AUDITED)
2,890 3,548 3872
138,024 140,947 127,060
131,485 170,467 135,956
107,832 134,775 128,594
380,231 449,737 395,464
397,367 404,855 410789
981,384 77,535 987,998
847,721 636,780 49,117
933,663 340,745 336,681
643 734 689
1,111,904 1,186.087 3,145,843
" 118,705 160,104 122,287
6,802 7,163 6,803
91,560 110,348 95,920
70,113 96.314 25,572
286,966 373,930 310.562
60,719 52216 57,585
744 1,809 1149
38,715 50,246 47,720
36,210 39,519 37,852
136,368 743,780 144,286
423,374 517,720 454,868
136,411 136,411 136,411
88,0719 - 98,079 98,078
(4,359) * (893) (3.458)
458,199 444,764 " 455,943
586,530 78,361 890,575
1,111,904 1,196,081 7,145,843

Adjusted New Israell Shekel amounts have been adjusted o
rafiect ehanges In the rate of exchange between the U.S. dotiar and the

New Israell Shekel &5 atthe end of June 2002,
The representative exchange rale at June 30, 2002 was N.1.S. 4.788 = §1.00

The accompanying notes are an integral part of the financis statements.




AMERICAN ISRAEL| PAPER MILLS LTD.

SUNMMARY QF CONSOLIDATED STATEMENTS OF INCOME
AQULSTED NI IN THOUSANDS SIX-MONTH PERIOD THREE-MONTH PéRIOD YEAR ENDEb
ENDED JUNE 30 ENDED JUNE 30 DEC. 31
2002 2001 2002 2001 2001
{UNAUDITER) (UNAUDITED) {AUDITED)
Net sales 241 108 266,676 122,368 125,034 ‘ 511,541
Cost of sglea 198,640 - 2131 0§ 98,906 - 68,558 418,009
Gross prarfit 42,4688 53,570 23.466 >25‘476 83,533
Selling and marketing, sdministratve and general expenses | A
Sdlling and marketing 15,415 15,890 7,748 7.411 34,780
Administrative and general - 13,350 . 22,800 6,388 s 14,6514 36419
28,765 38,690 14,1038 18,062 71179
income from ordinary cperations 13,704 . 14,880 8,357 i 6,414 22,854
Financlal (expenses) Income - net 3,381 1348 (1,423) (8,249) 9,067
Gain on jssuance to & third party : ' 1,192
Income belore taxes on income 17.096 16.226 7,934 2,165 32,613
Taxes on Income 7,163 3100 1,907 238 11.448
lncorﬁe frorn cperations of the company ‘
and the conselidatad aubsidiatics 9,942 . 13,128 ©.027 1,926 21,185
Share in profits of aszocialed companiss - nst 10,830 9,208 6,336 | 7822 16,348
Net income for the pariod : T 200712 22,384 . 11,363 3.748 37513
Net income par NIS 1 parvalug gf shates (o ad|usted N.I.5) 528 564 289 246 850

* Reclassified.

Adjusted New laraeli Sheke! amounts have been sdjusted to

rsfiect changes In the rate of exchange batwoen the U. S, doliar end the

Naw leraeli Shekal as atthe end of June 2002,

The rapresentalive exchange rate at June 30, 2002 was N.1.S. 4,783 = §1.00

The accompanying notes are an integral part of the finandial statements,




AMERICAN ISRACL! PAPER MILLS 1.TD,

ADJUSTMENTS
Y OF AN ERS’ EQU DUE TO THE
ADRJU NIS IN THOUSANDS TRANSLATION
OF FINANCIAL
STATEMENTS
SHARE CAPITAL OF ASSOCIATED  RETAINED
CAPITAL SURPLUS COMPANIES EARNINGS TOTAL
Ralanceataanuery 1, 2002 (audited) 136444 88,079 {3,458) 458,343 630,978
. Netlnoome 20772 20,772
Dividend distributed, net of aroalon af dividund proponed
in March 2002 22518) (22,815)
Adjustments due to the transiatian raspect of financial
statermnents of asseciated companios (701) (r04)
Balance alJung 0. 2002 (unavdited) 136411 83078 (4,358) 458,185 £88,830
Balanca ai ATV 1, 2001 (Suditnd; 138,411 . 88,078 422430 858,920
hanges dusng tha s riod ended June 50, naudited):
Nat income 22,334 2334
" Exsreise of employeee oplians Ima shanss . hd
Adjustrments dus to the tanstation respect of financlal
slaements ¢f assecisled campanles (893 (893)
&) yne 30, 2001 {unau 138,411 398,078 {893) Ad4 764 678,381
Balancoe at Anrit 1, 2002 (unaudived) 136,411 98,073 (4,831) 46,236 676,835
Net income 11,363 11,362
Erosian of dividend proposed in March 2002 800 g0
Adjustmonts due to the transistion respoct of financial
statements of astociated companles €72 872
Ealance at June 30,2002 (unaydited) 136,411 88,075 (4,159) 458,199 688 530
Bglanee 2t Aprn 1, 2001 (vagudiled) 136,411 88,073 (1,931 435,018 667,575
hannes durihp the month pariod g sne 30, 2001 (U
NetIncome 9,748 9,748
Adjusiments dua (o the transiaton respect of finanela!
satemsents of aszocisled companies 1,038 1.038
Briance st June 30 7001 {unpudited) . 136,411 98,078 [CEER 444 764 678,361
Balaneo gt Jgnuary 1, 2001 (audited) 138.411 88,078 422,430 858,620
Chapges during ihe yesr ended December 81, 2001 (audited) :
Net Income 37,513 ar.eia
Exerciss of empioyess oplions inlo shares * *
Adjugiments due to the tranalation reapect of firandsl
s1atermnents of asaoclaicd companies (3.459) (3,458)
Aslanca 81 Decsmber 91, 2004 (audlted) . : 136,411 88 078 (3,458) 458 943 £90,975

" Represents a sum under 1,000 NIS.

Adjusted Now larasil Shaks! amounts Nave been adjusied to

reflact changes in the rste of exchange beween sa U.S. dollar and the
New tgraeil Shokel az st the ena of June 2002

The representelive exchanpe rate st June 30, 2002 was N.LS. 4768 = $1.00

The accoimpanying notee are an integral part of the financist statements,
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S NSOL| MENTS OF
ARJUSTED NIS IN THOUSANDS

[~ Fi PERATING AC
Net income for the peniod

Adjuaimants to reconcite net Incomsa to nst ¢ash proviaed by
operating activhles (7):

Net cash provided by (uaad in) operating activiles
FROM INY IVITIES ©

Purchase of fixed assels

Associaled companias )
investment in assoclatad companics and loana grenied
Repsymant of loans

Proceeds from asle of fsd assets

Net cash used in investing aclivities

CASH FLOWS FROM FINANCING AGTIVITIES
Dividend pajd
Repayment of long-term (oans from banks and othars
Redemplion of Nates
Short-term bank ¢redit and ioans - nel

Net cash provided by (used in) financing activhies

Dacrease in cash and cash eguivalents
Balence of cash and ¢ash equivalents at beginning of period

Balgnce of cesh and cash equivalents at end of period

(" Adjusiments to reconcile net Incomae to net ¢ash provided by
operating acliviica:

Income and expenses not involving cash flows:
Associgted companles:
" Share In profits of assoslated campanies - net
dividend recelyed tharefrom
Depreclation and amortization
Defarred income Isxes - net
Capital iossas (gains):
On sale of fxed assots
On issuance to a third party
Eroslon of principal of long-lemn loans from
banke and others - net
Erosion of Notss )
Erosion on loans 1o sssoclated companies
Erealon on long term capltal note to an associated company
Changes In operating aasats snd llablliyes:
Decreas (Increass) In receivables
Decrease (increase) in Inventorles
Decrease In payebles and accrued lsbllities

Adjusted New larasli Shekel amounts have besn adjusted lo

SIX-MONTH PERIOD ENDED THREE-MONTH PERIOD ENDED YEAR ENDED
JUNE 30, 2002 JUNE 30, 2001 JUNE 30, 2002 JUNE 30, 2001 DEC. 31, 2001
{UNAUDITED) _ (UNAUDITED)  (UNAUDITED)  [UNAUDITED)  (AUDITED)

20,772 22,334 11,362 9,748 37513
20,892 (27.808) {4,697 (21,358) (16.479)
41,884 (5,47¢4) 8.686 {11.608) 21.034
(10,510) (18,413) 817N (8,560) (32,708)
(801) (28,557) (592) 2,466) (4,428)
2,003 2,008 2,683
1,387 401 1,260 224 1.564
19,714) {44,568] 3.590) ©.788) 152,855)
122,516) {22,576}

{658) (644) (367} (452) (1,185)
(6,451) (7.291) (6,491) {7,291) 7.251)
(3.987) 56,895 21516 24,245 18,554

(32,982) 40,860 (7.868) 16,502 11,088
(882) (1,080) (4,702) {3.505) (756)
3,872 4,628 7,582 7,453 4,828
2,800 3,548 2,890 3,548 3.872
(40,830) (3.208) (5.396) (7.822) (18,348)
23,797
14,663 18,772 7,367 8.446 31,978
5,108 2,943 1,848 (614) 7,936
(286) 191 (348) 211 23
(1.192)
54) @2 s 115 (180)
(1,748) (1,380) 37 1,515 (4.248)

1ss 179 (s7) (200) 822
(2,620) [1.147) (710) 243 (3,285)
(8,455) 2956 1,617 22,630 26,115

20,782 (10,873) 8,827 {11.505) 4,680)
{18,613) (28,239) (18,825} (34,675) {§3,402)
20,692 (27,808) (4.697). (21.358) (16.478)

refiect changas in the rate of exchange between the U.S. dollar snd the

New lsrasli Shekel as at the end of June 2002,

The representative exchange rate at June 30, 2002 was N.I.S. 4,766 » $1.00

The eccompanying netes sre an ntegral pan of the financlsl statements,




Notes to the Summary of Consolidated

Fioancial Statements June 30, 2002
(Unaudited)

The interim condensed statements as of June 30, 2002 and for the 6

months period then ended (hereinafter "the interim statements") were

presented in condensed form in according with generally accepted

accounting principles for interimn financial information and in accordance

- with the Securities Regulations (Periodic and interim Statements) 1970.
The accounting principles applied in the interim statements are in
conformity with the principles applied in the annual financial statements.
The intenm statements do not contain all the information and notes

. required for preparation of annual financial statements.

The following are the changes that occurred in the US dollar exchange rate
and in the consumer price index during the reported periods:

Dollar Consumer-
Exchange Rate Price Index
% %
Increase (decrease) in the 6 months period
ending June 30:
2002 ' ' 8.0 6.3
2001 ' 3.1 1.1
Increase (decrease) in the 3 months period
ending June 30: .
2002 ‘ 2.2 3.8
2001 (0.6) 1.6
Year ending December 31, 2001 9.3 1.4

In October 2001, the IASB issued Israel Accounting Standard No. 12 -
Discontinuance of Adjusting Financial Statements for Inflation. Standard
12 provides for the discontinuance of inflation-adjusted financial

statements and the return to the nominal-historical financial reporting as is
generally practiced in the world, due to the significant decrease in recent
years in the inflation rates, and the less common usage of linkage in the
Israeli economy.

According to this Standard, the adjustment of financial statements will be
discontinued commencing January 1, 2003. Through December 31, 2002,
the Company will continue to draw up financial statements, adjusted to
inflation in accordance with Opinion No. 36 of the Israeli Institute. The
inflation-adjusted amounts as of December 31, 2002, will be the base for
the nominal-historical financial reporting in the following periods.

The implementation of Standard 12 will mainly effect the financing
expenses item.
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PRICEWATERHOUSE(COPERS

Kesselman & Kesselman
Certified Public Accountants (lsr.)
Trade Tower, 25 Hamered Street
Tel Aviv 68125 Israel

P.O. Box 452 Tel Aviv 61003 Israc!
Telephene +972-3-7954555
Fagsimile +972-3-7954556

August 12, 2002

The Board of Directors of
Neusiedler Hadera paper Ltd.,,
Hadera.

Re:  Review of condensed unaudited consolidated interim financial statements
for the six_and three month periods ended June 30, 2002

At your request, we have reviewed the condensed consolidated balance sheet of Neusiedler Hadera
paper Ltd. (hereafter - the Company) and its subsidiaries as of June 30, 2002 and the condensed
consolidated statement of operations, changes in shareholders’ equity and cash flows for the six and
‘three month periods then ended.

Our review was performed in accordance with the procedures prescribed by the Instirute of Certified
Public Accountants in Israel. Inter alia, these procedures include: reading of the financial statements
referred to above, reading of minutes of meetings of shareholders, the board of directors and its
committees, and making inquiries of company officers responsible for financial and accounting matters.

Since our review was limited in scope and did not constitute an audit in accordance with generally
accepted auditing standards, we do not express an opinion on the consolidated interim financial
statemnents.

During our review, nothing came to our attention that indicated that significant adjustments should be
made in the interim financial statements referred to above in order for them to be considered as having

been prepared in accordance with the accounting principles generally accepted in Israel and in
accordance with Securities Regulation (Periodic and Immediate Reports), 1970.

Sincerely yours,
Joss o ) 53,(2/{(\/

K:\DATAIWAIZLER\061051\3D02\AUDIT\ 001 doc




NEUSIEDLER HADERA PAPER LTD.
CONDENSED CONSOLIDATED BALANCE SHEETS
AT JUNE 30, 2002

Adjusted new !sraell ghekels'™

Juna 36 December 31,
2002 2001 2001
(Unaudited) (Audited)
A ssets . “In thousande
CURRENT ASSETS; e Tl S
Cash and coah equwalonl.s 20,554 2.822 30789
Accounts receivable: ’
Trade 168,147 199,024 160,040
Other 8,418 = 15,305 v 15261
‘nventorias 103,254 123,870 100,854
Tatalcurrent assels 321,371 341,121 315054
FIXED ASSETS: ) _
Cost 130,547 110,951 120,102
Les s accumulated deprectalion 16,320 9161 12,447
114,227 101 780 107 655
GOODWILL, net of accurnulaled amarlzation 5,837 6.519 6,181
Totalassets 441.435 449 430 428,830
Liabllities end shareholders’ equity
CURRENT LIABILITIES:
Shomt-term bank cradit ' 15,861 20,645 12,456
Accaunts payable and aceruals: :
Trade - opon acoounts 86,193 65,918 T 78,885
American laraeli Paper Mills Limlted and ts ) ‘
subeidiarios - net 71,382 98613 80,029
Other 18,227 15,212 17,831
T otla!current lighilities 193,668 - 201,388 107,211
LONG-TERM LIABILITIES:
Long-term Joans ¢
Loans from banks (het ef currem maturities) 85,661 101,384 94,331
Capltal notes from sharshoiders 95,380 95,380 95,380
Deferred income taxes - net ?.416 . 5% - 288
Liabllity for employes righls ugon retirement 143 164 138
Totallong-term fiablitles 188,600 187,472 130,137
Tot allabilites 382,263 398,860 - 377,348
SHAREHOLDERS' EQUITY:
Share capilal 1 1 ' 1
Capital surplus 47,212 47212 47212
- Relained eamings 11,858 3347 4,328
59172 50,570 ' 51.542
T ot alHabiliies and sharshalders' squity 441,435 449 430 4268.890
" Recdlasslified.

* * Adjusied for the changes in the general purchasing power of the Israall currency based on the changes
In the exchange rate of the U1.S. dollar &3 at the end of June 2002,
The representative exchangs rate atJung 30, 2002 was §1=NIS 4,769,

Yhe acccmpanying notes arm an integral part of these condenssd fjfidncial statemsnts,

Date of approvai of the financial statements: August 12, 2002




NEUSIEDLER HADERA PAPER LTD.
CONDENSED CONSCLIDATED STATEMENTS OF OPERATIONS
FOR THE SIX AND THREE MONTH PERIODS ENDED JUNE 30. 2002

Adjusted new Israeli shekels™

Six months ] Three months Year ended
ended Jupe 30 ended June 30 December 31,
2002 2001 2002 2001 2001
(Unaudited) ‘ (Unaudited) {Audited)
In thousands (except per share data)

SALES - net 317,019 * 314,128 161,057 » 148,916 607,232
COST OF SALES 277,346 * 301,857 133,508 » 136,853 560,669
GROSS PROFIT 38,673 12,271 21,459 12.063 46,563
SELLING, MARKETING, ADMINISTRATIVE

AND GENERAL EXPENSES:

Selling and marketing 17,249 15,800 9.423 §.284 33,846

administrative and general 50868 4698 2,620 2478 10,533

22,314 20,498 12,043 10,762 44.379
[NCOME (LOSS) FROM ORDINARY OPERATIONS 17,359 (8,227} 9,416 1,301 2,184
FINANCIAL EXPENSES - net 3,291 5,782 328 2,646 14,278
INCOME (LOSS) BEFORE TAXES ON INCOME 14,068 (14,008) 8,088 (1,345) {12,084)
TAXES ON INCOME {TAX BENEFIT) 6.438 (4.505) 3,791 (678) {3.562)
INCOME (LOSS) AFTER TAXES ON INCOME 7,630 (8,50¢) 5,297 (687) (8,532)
SHARE IN LOSSES OF ASSOCIATED COMPANY 402 402
NET INCOME (LOSS) FOR THE PERIOD 7,630 (8,9086) 5,297 {857) (8,934)
. ]

NET INCOME (LOSS) PER NIS 1 OF PAR VALUE _

OF SHARES 7,630 (8,906) 5287 (66T) (8.934)

* Reclassified.

> Adjusted for the changes in the general purchasing power of the [sraeli currency based on the changes
in the exchange rate of the U.S doliar as at the end of June 2002,
The representative exchange rate at June 30, 2002 was $1= NIS 4.769,

The accompanying notes are an integral part of these condensed financial statements.




NEUSIEDLER HADERA PAPER LTD.

CONDENSED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY

FOR THE SIX AND THREE MONTH PERIODS ENDED JUNE 30, 2002

BALANCE AT JANUARY 1, 2002 (audited)
CHANGES DURING THE SIX MONTHS
ENDED JUNE 30, 2002 (unaudited) -

netincome
- BALANCE AT JUNE 30, 2002 (unsudited)

BALANCE AT JANUARY 1, 2001 (audiled)
CHANGES DURING THE SIX MONTHS
ENDED JUNE 30, 2001 (unaudiled) -

less
BALANCE AT JUNE 30, 2001 (unauditad)

BALANCE AT APRIL 1, 2002 (unaudited)
CHANGES DURING THE THREE MONTHS
ENDED JUNE 30, 2002 (unaudited) -

nel income
BALANCE AT JUNE 30, 2002 (unaudited)

BALANCE AT APRIL 1, 2001 (unaudited)
CHANGES DURING THE THREE MONTHS
ENDED JUNE 30, 2001 (unaudlied) -

loss -
BALANCE AT JUNE 30, 2001 (unaudiled)

BALANCE AT JANUARY 1, 2001 (audited)
CHANGES DURING 2001(audited) -

loss
BALANCE AT DECEMBER 31, 2001 (audited)

Adjusted new Israeli shekels®

Share Capital Raatained
capital surplus garnings Toatl
In thousands
47.212 4,329 51,542
7,630 7.830
47.212 11.959 58,172
47.212 13.263 60.476
(9,908) {9.906)
47.212 3.357 $0.570
47,212 6,662 §3.878
5,257 5297
47.212 11,958 59,172
47,212 4,024 §1,237
{667) (867)
47.212 3,357 50.570
47,212 13,2683 60,476
' (8.834) {6,934)
47,212 4,329 51.542

* Adjusled for the changes in lhe general purchasing power of tha Israeli currency based on the changes
in the exchange rate of the U.S dollar a5 at the end ¢of Juna 2002,
The representative exchange rale at June 30. 2002 was $1= NIS 4.768,

The accompanying notes are an Intsgral part of these condensad financial statements.




NEUSIEDLER HADERA PAPER LTD.
CONDENSED CONSQOLIDATED STATEMENTS OF CASH FLOWS

FOR THE SIX AND THREE MONTH PERIODS ENDED JUNE 30, 2002

Adjusted new (sraell shekels (d)

* Including geedwlit balance at acquisiton dste.

(&) See alse financing activilles above.

(d) Adiusted for the chargas in the general purchasing powar of the Israsli currency based on the ehanges

in the exchange rate of the U.S dollar ss st the end of June 2002,
The representative exchange rate at June 30, 2002 was $1= NIS 4.768,

The accompanving notes are an intagral pert of these condensed financial statements,

Six months endad Three months endgd Yearendsd
June 30 June 30 December 31,
2002 2001 2002 2001 2001
~ (Unaudited) (Unaudited) (Aughed)
in thousands
CASH FLOWS FROM OPERATING ACTIVITIES :
Netlncome (loss) for the pericd 7.630 (9.508) 5.287 (667} (8.934)
Adjustments to raconcils net income (logs) to net cash .
provided by (used In) operaling aciivhles (8) (2,853) (17.852) 8.414 7,827 60.213
Net cash proviged by (used in) operating activities 4,777 (27,758) 14,711 6,850 51,378
CASH FLOWS FROM INVESTING ACTIVITIES : '
Acquisilion of subsldrary consoiluated for the first time (b) (2.405) {2.405) (2.405)
Purchase of fixed assels (10.706) (4.415) (2.804) (2.219) (13.882)
Proceeds from sale of fixed assals 172 88 1823 45 110
Nat cash used in investing aclivities {10.534) (6,725) (288) {4,575) (16,177}
CASH FLOWS FROM FINANCING ACTIVITIES =
Shon-term credit from banks - net (4,478) 10,383 (9) (1.872) (5,725)
Credit from American 1srasli Paper Milis Limited - net 25,608
~ Net cash providad by (used In) inanclng activites {4478} 35,882 {8) {1,872) (5.728)
INCREASE (DECREASE) OF CASH AND CASH EQUIVALENTS - (10,235) 1,508 12,054 408" 29.476
BALANCE OF CASH AND CASH EQUIVALENTS AT :
BEGINNING OF PERIOD 30,7889 1.243 B.503 2413 1.312
BALANCE OF CASH AND CASH EQUIVALENTS AT
END OF PERIOD 20,554 2,822 20,55¢ 2,822 30,783
{a) Adjustments to raconcile net Income to net cash provided by
(used in) operating activities: ’
Income and expenses net involving cash flows:
Share in losses of asdociated company 402 402
Depreclalion and smortization . 4,312 3,358 2,184 1.847 7.07%
Deferrad incoma taxes - net 6.572 (3.714) 3,830 32 (2,785}
Liabillly for employee rights ypon relirement 5 24 24 (5)
Capital loss (gain) on sale of fixad assets {6} 5 (140) 4 205
Erosion of long-lerm bank leons (787) (3.187) 210 (400) (2.329)
Linkage cilferences on loan long-term to
associated company 118 122
10,036 (3,024) €.178 1527 2,710
Changes in operating assets and liabilities:
Decrease (increasa) in raceivable .
Trace ' (20,107) (6,250) (£.361) 27.554 24 894
Other 6,401 (671) 792) {1,569) {1,624)
Decrease (increase) in inventories (2.290) 43 543 10,481 22,5901 66,543
Increass (decreasa) in accounts payable snd accruals :
Trade 11,298 (14,281) 1,903 (14,011) {4,205)
Armerican Israeli Paper Mills Limiled and its
subsidiaries - net €} (8.847) (27,152) (5,375) (25,570) {20,125)
Other 386 (9.980} 5380 __(6.244) 7285
(12,843) (14,8381) 3,236 6,100 57.603
— 285y _(7gEsz] §ava 72T 60313
(b) Acquisition of a subsldiary consclldated far the first time ¢
Fair value of essets and liabilites acquired, a1 acqulsiion date :
Werking capita! deficiency (excluding cash and cash equivalenis) - net 4,223 4,233 6,233
Fixed assels (1,237) (1.337) (1.337)
Liability for empioyaa rights upon retirement 55 55 55
Delerred income taxes ~ net (2,334) (2,334) (2,334)
Invesiment in assoclaled company at acquisition date 2,273 2,273 2273
Goodwill arising on acguisition ¥ €688 (6.583) 16.688)
[3.793) (3,758) (3.798)
Less - amount recorded against dabil balance of the former sharhalder, ‘
see supplementary information(2) beiow 1.383 1,393 1.383
' —i{2:809) {Z.408] (Z.405)




NEUSIEDLER HADERA PAPER LTD.
NOTES TO CONDENSED CONSOLIOATED FINANCIAL STATEMENTS
AT JUNE 30, 2002
(Unaudited)
The interim statements at June 30, 2002 and for the six and three month periods then ended
(hereafter - the interim statements) were drawn up in condensed form, in accordance with accounting principles
generally acceptad in srael to interim statements and in accordance with the Securlties Regulations (Periodic
and iImmediate Reports), 1870. The generally accepted accounting principles applied in preparation of the interim
stetements are consistent with those applied in the annual financial statements. Nevertheless, the interm
sialements do not include all the information and explanations required for annual financial statements.

Follwing are the changes in exchange rate of the dollar and in the Israeli consumer price index (the "CPL"):

Exchange rate

of the doliar CP!
% %
Increase in the six months ended June 30:

2002 8.0 6.3
2001 3.1 1.1

Increase (decrease) In the three months anded June 30;
2002 22 3.8
2001 : (0.6) ‘ 1.6
increase in the year ended December 31, 2001 9.3 1.4

Recently issued accourting pronouncements

in October 2001, the IASB issued Israel Accounting Standard No. 12 "Discontinuance of Adjusting Financial Statements
for Inflation", Standard 12 providss for the discontinuance of adjustsd financial statements and the return to the nominal-
historical financial reporting as is generally practiced in the world, due to the significant decrease in the inflation rates in
recent years and the less common usage of linkage in the Israeli economy. The date for the transition to nominai-historical
reporting wilt be January 1, 2003.

According to this Standard, the adjustment of financial statements will be discontinued commencing January 1, 2003.
Through December 31, 2002, the Company will continue to draw up financial statements. adjusted in accordance with
Opinion 36 of the israeli Institute. The adjusted amounts as of December 31, 2002, will be the base for the nominal-
historical financial reporting in the following periods.

The implementation of Standard 12 will mainly affect the financing expenses item,
Upon the issuance of Standard 12, Clarifications No, 8 and 9 to Opinion 36 of the Israeli {nstitute, were canceled and

replaced by Israel Accounting Standard No. 13 "The Effects of Changes in Foreign Exchange Rates". Most of the
provisions of Standard 13 correspond to the provisions which appeared in the above mentioned clarifications,




HOGLA-KIMBERLY LTD.

'CONDENSED INTERIM CONSOLIDATED FINANCIAL STATEMENTS
as of June 30, 2002
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The Board of Directors of

HOGLA-KIMBERLY LTD,

Re: Review of condensed interim consolidated financial statements
(unaudited) for the six months and three months ended June 30, 2002

At your request, we have reviewed the accompanying interim consolidated balance
sheet of HOGLA-KIMBERLY LTD. as of June 30, 2002, and the related consolidated
statements of income, changes in shareholders’ equity and cash flows for the six
months and three months then ended. Our review was made in accordance with
procedures established by the Institute of Certified Public Accountants in Israel. These
procedures included reading the abovementioned financial statements, reading minutes
of shareholders’ meetings and of the meetings of the Board of Directors and
committees thereof and making inquiries of persons responsible for financial and
accounting matters. . '

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

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

L bosh ,tb. \(ayi(h’/\,
Luboshitz Kasierer
Certified Public Accountants (Isr.)

Tel-Aviv, August 1, 2002

4134-06-2002¢ -1-




HOGLA-KIMBERLY LTD.

CONSOLIDATED BALANCE SHEETS
In thousands of shekels of June 30. 2002

June 30 December 31 -
2002 2001 2001
(Unaudited) (Audited)
CURRENT ASSETS :
Cash and cash equivalents 14,976 115,492 91,491
Current maturities of long-term deposits 26,706 94,903 27,184
Trade receivables 185,644 187,336 183,053
Other receivables 16,776 17,877 17,698
Inventories 95,081 74,102 76,305
g 339,183 489,710 395,731
INVESTMENTS :
Long-term deposits 77,735 954 77,257
Capital note from shareholder - 32,770 37,522 35,390 )
, 110,505 38,476 112,647
FIXFD ASSETS
Cost 472,098 383,445 421,124
Less - accumulated depreciation 208,956 193,719 200,344
263,142 189,726 220,780
OTHER ASSETS
Goodwill 36,178 39,196 37,690

749,008 757,108 766,848




CURRENT LIABILITIES
Short-term bank credit
Current maturities of long-term loans
Trade payables
Other payables and accrued expenses

Dividend payable

LONG-TERM LIABILITIES
Bank loans
Deferred taxes

SHAREHOLDERS’ INTERESTS IN
CONSOLIDATED SUBSIDIARIES

SHAREHOLDERS' EQUITY
Share capital
Capital reserves
Retained earnings

D R e L Y

Chairman of the Board
of Directors

Pt et June 30

December 31
2002 2001 2001

(Unaudited) (Audited)
16,300 - -
26,706 94,903 27,184
110,918 115,754 98,183
33,854 51,781 50,513
- - 47.690
187,778 262,438 223,570
77,735 954 77,257
20,306 18,294 21,117
98,041 19,248 98,574
46,696 44,718 45.369
31,352 31352 31,352
170,763 170,763 170,763
214,378 228,589 197,420
416,493 430,704 395 535
749,008 757,108 766,848

Financial Manager

Date of approval of the financial statements:

August 1, 2002

The notes to the financial statements form an integral part thereof.
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HOGLA-KIMBERLY LTD.

CONSOLIDATED STATEMENTS OF INCOME
In thousands of shekels of June 30. 2002

- For the six * For'the three - - Forthe year
months ended months ended ended
June 30 June 30 December 31
2002 2001 2002 12001 2001
(Unaudited) ! (Unaudited) (Audited)
NET SALES ' 426,342 456,291 203,796 224,306 894,406
COST OF SALES 299.720 _ 308,079 142,945 151,038 608,973
Gross profit 126,622 148,212 60,851 73,268 285,433
SELLING EXPENSES 75,426 74,277 37,537 36,863 148,096
GENERAL AND
ADMINISTRATIVE
EXPENSES 12,828 14,851 5,099 8,569 32,093
Operating profit 38368 55,084 18215 28,036 105,244
FINANCING EXPENSES, NET 10,062 9,400 5,307 1,191 18,970
OTHER INCOME (EXPENSES) 152 (282) 428 82 425
Income before taxes on income 28,458 49 402 13,336 26,927 86,699
TAXES ON INCOME 10,173 19,599 4,985 7.447 39,725
Income after taxes on income 18,285 29,803 8,351 19,480 46,974
SHAREHOLDERS’ SHARE OF "~ ' ' L -
EARNINGS OF CONSOLIDATED
SUBSIDIARIES 1,327 1,016 567 916 1,667
Ne‘[ income 16,958 28, 737 7,784 18,564 45.307
EARNINGS PER SHARE |
(IN SHEKELS) 2.05 3.48 0.94 2.25 5.48
WEIGHTED AVERAGE NUMBER
OF SHARES USED FOR '
COMPUTATION 8,263,475 8,263,473 8,263,473 8263,473 8,263,473

The notes to the financial statements form an integral part thereof.
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HOGLA-KIMBERLY LTD.

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS'

EQUITY
In thousands of shekels of June 30, 2002

Unaudited

Balance as of January 1, 2002
Net income

Balance as of June 30, 2002

Balance as of January 1, 2001
Net income

Balance as of June 30, 2001

Balance as of April 1, 2002
Net mcome

Balance as of June 30, 2002

Balance as of April 1, 2001
Net incorme

Balance as of June 30, 2001

Audited

Balance as of January 1, 2001
Net income

Dividend

Balance as of December 31, 2001

LA 4N

Share Capital  Retained - Total
capital rEServes  earnings ‘
31,352 170,765 197,420 399,535
- - 16,958 16,958
31,352 170,763 214,378 416,493
31,352 170,763 199,802 401,917
- - 28,787 28,787
31,352 170,763 228,589 430,704
31,352 170,763 206,594 408,709
- - 7,784 7,784
31,352 170,763 214378 416,493
31,352 170,765 210,025 412,140
- - 18,564 18,564
31,352 170,763 228,589 430,704
31,352 170,763 199,803 401,918
- - 45307, 45307
- - (47,690)  (47,690)
31,352 170,763 197,420 399,535

The notes to the financial statements form an integral part thereof.
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HOGLA-KIMBERLY LTD.

CONSOLIDATED STATEMENTS OF CASH FLOWS
In thousands of shekels of June 30, 2002

For the six For the three

For the year
Tl d " months ended months ended ended
June 30 June 30 December 31
2002 2001 2002 2001 2001
(Unaudited) (Unaudited) (Audited)
CASH FLOWS FROM OPERATING
ACTIVITIES
Net income 16,958 28,787 7,784 18,564 45,307
Adjustments to reconcile net income to
net cash provided by (used in) operating ‘
activities (see A) (19,199) 22,230 (19,855) (10,588) 20,320
Net cash provided by (used in)
operating activities (2,241) 51,017 (12,071) 7976 65,627
CASH FLOWS FROM INVESTING
ACTIVITIES
Investment in long-term bank deposits - (6,199) - (6,199) (14,784)
Acquisition of fixed assets (43,227)  (12,618) (36,560) (7,338) (51,980)
Proceeds from sale of fixed assets : 343 687 543 587 1,438
Net cash used in investing activities (42,884)  (18,130) (36,217)  (12,950) (65,326)
CASH FLOWS FROM FINANCING
ACTIVITIES
Dividend paid (47.690) - - - -
Long-term loan received - 6,199 - 6,199 14,734
Short-term bank credit, net 16,300 . 13,235 - -
Net cash provided by {used 1n)
financing activities (31,390) 6,199 13,235 6,199 14,784
INCREASE (DECREASE) IN CASH AND
CASH EQUIVALENTS (76,515) 39,086  (35,053) 1,225 15,085
CASH AND CASH EQUIVALENTS AT
BEGINNING OF PERIOD - 91,491 76,406 50,029 114,267 76,406
CASH AND CASH EQUIVALENTS AT
END OF PERIOD 14,976 115,492 14,976 115,492 91,491
NONCASH ACTIVITIES
Dividend 47.690
Acquisition of fixed assets 12,542 4,110 2,394

The notes to the financial statements form an integral part thereof.
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HOGLA-KIMBERLY LTD.

CONSOLIDATED STATEMENTS OF CASH FLOWS (Cont.)
In thousands of shekels of June 30, 2002

For the six **“ For the three ~ **"" ‘For the year
months ended months ended ended
June 30 June 30 December 31
2002 2001 2002 2001 2001
, (Unaudited) (Unaudited) {Audited)
A - ADJUSTMENTS TO RECONCILE NET
INCOME TO NET CASH PROVIDED BY

(USED IN) OPERATING ACTIVITIES

Revenues and expenses not affecting

operating cash flows:
Shareholders’ share of eamnings of
cansolidated subsidiaries 1.327 1,016 567 916 1,667
Depreciation and amortization 12.027 11,056 6.179 5.502 23,153
Deferred taxes, net 718 204 799 77 3,208
Loss (gain) on sale of fixed assets (45) 34 (140) (163) (406)
Purchasing power loss (gain) on » ‘
capital notc 2,620 1,152 709 (242) 3,285

Changes in opcrating asscts and liabilities:

- Decrease (increasce) in trade receivables (2,976) (6,689) 5,925 483 - (2.207)
Increase in other receivables (607) (7.677) (753) (3,912) (7,684)
Decrease (increasc) In inventories {18,776) 13,014 (20,601} 1,234 10,811
Increase (decrease) in trade pavables 20,174 (3,025) 13,703 2.637 (1.150)
Net change in balances with related .

partics (17,002) 17467  (18598)  (16,151) 3,715
Decrease in other payables and '
accrued Cxpenses (16,659) _ (4.412) - (7.645) (969) (14.164)
(19,199) 22,230 (19,855)  (10,588) 20,320

The notes to the financial statements form an integral part thereof.
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HOGLA-KIMBERLY LTD.

NOTES TO THE FINANCIAL STATEMENTS
In thousands of shekels of June 30. 2002
(Unaudited)

Notel - GENERAL . .

The financial statements have been prepared in condensed form as of
June 30, 2002, and for the six months and three months then ended in
accordance with generally accepted accounting principles in Israel relating
to interim financial statements. These financial statements should be read
in conjunction with the Company’s annual financial statements and
accompanying notes as of December 31, 2001, and for the year then ended.

Note2 -~ ACCOUNTING POLICIES

The significant accounting policies followed in the preparation of these
financial statements are identical to those apphed in the preparation of the
latest annual financial statements.

Note3 - ADJUSTED FINANCIAL STATEMENTS

The financial statements are prepared on the basis of the historical cost
convention adjusted for the changes in the general purchasing power of the
Israel currency based on the changes in the exchange rate of the U.S.
dollar in relation to the shekel.

Following are the changes in the representative exchange rate of the U.S.
dollar and in the Consumer Price Index.

U.S. Consumer Turki§h

dollar Price Pound
exchange Index Exchange
rate Rate with
the U.S.
dollar
% % %
For the six months ended :
© June 30, 2002. 8.0 6.3 " (8.5)
June 30, 2001 3.1 1.1 - (90.0)
For the three months ended
June 30, 2002 2.2 3.8 (16.0)
June 30, 2001 (0.6) 1.6 (20.0)
For the year ended
December 31, 2001 9.3 1.4 (115.0)

The representative exchange rate of the U.S. dollar on June 30, 2002 -
U.8.81 = NIS 4.769 (December 31, 2001 - NIS 4.416; .Tune 30, 2001 -
NIS 4.165).




HOGLA-KIMBERLY LTD.

NOTES TO THE FINANCIAL STATEMENTS (Cont.)

In thousands of shekels of June 30. 2002
(Unaudited)

Noted - INCOME TAXES

A

The difference between the statutory tax rate (36%) and the effective
tax rate during the reported periods stems mainly from the effects of
the differences in the basis of measurement between reporting for tax
purposes (Consumer Price Index in Israel) and financial reporting
purposes (U.S. dollar).

During 2002, the program for establishment of a new facility was
granted Approved Enterprise status in accordance with the Law for
the Encouragement of Capital Investments, 1959. The total
investment under the approved program amounts to approximately
NIS 80 million. The Company has elected approved program will be
the “alternative benefits” track for this program. Accordingly, income
derived from the Approved Enterprise will be exempt from tax for a
period of 10 years commencing in the year in which the program is
substantially completed. Distribution of dividends from tax exempt
profits of the Approved Enterprise will be subject to tax at the tax
rate on income of the Approved Enterprise had the Company not
elected the alternative benefits track.

HEHARH




SIGNATURES

Pursuant to the requirements of the Securities Exchange
Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized.

AMERICAN ISRAELI PAPER MILLS LIMITED
By Z/(a WQ

Lea Katz,(ffjporate Secretary

Dated: August 14, 2002




