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Attached hereto and incorporated by reference herein are the following:

1

2)

Consolidated financial statements of Tefron Ltd. for the fiscal quarter ended June 30,
2002, prepared in accordance with generally accepted accounting principles in Israel
(“Israeli GAAP”) and the Israeli Securities Regulations (Periodic and Immediate
Report), 1970 (the “Israeli Regulations™). These financial statements were attached to
the quarterly report of Macpell Industries Ltd., an Israeli company which owns
approximately 35% of the outstanding ordinary shares of Tefron. Macpell is required
by the Israeli Securities Authority to attach to its quarterly financial statements for the
period ended June 30, 2002, the financial statements of Tefron prepared in accordance
with Israeli GAAP and the Israeli Regulations.

These financial statements are in addition to the financial statements of Tefron Ltd.
for the three-month period ended June 30, 2002, prepared in accordance with
generally accepted accounting principles in the United States (“U.S. GAAP”) that
were filed as part of Tefron’s Report on Form 6-K filed with the Securities and
Exchange Commission on August 16, 2002.

Management’s discussion and analysis of financial conditions and results of
operations for the fiscal quarter ended June 30, 2002, with respect to the financial
statements of Tefron prepared in accordance with U.S. GAAP.
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el S WIS O IV 3 AminadavSt. Fax:  872-3-5622555

Tel-Aviv 67467, Israel

" The: Hoard of Pirectors of

§ ‘Re:  Review report of unaudited interim consolidated financial statements
for the six and three months ended June 30, 2002

* AL your request, we have revicwed the accompanying interim consolidated balance sheet of Tefron Litd.
a$ of Juie 30, 2002, and the related consolidated statements of operarions, changes in shareholders' equity and
wcask Jows for the six and three months then ended. The consolidated financial statements for prchous periods
\a ere ._\uchted and reviewed by other auditors. :

" {

' Our yeview was made in accordance with procedures established by the Institute of Cemﬂcd Public

" Accountants in Isrzel. These procedures included reading the zbovementioned financial statemens, reading
miputes "of skareholders’ meetings and of the meetings of the board of directors and committees thereof and
na.kmg mqumev of persons responsible for financial and accounting marters.

!
!
‘

'& review is substantially lcss in scope than an examination in accordance with gcncra]ll aceepted

‘ auchtnng stapdards, and accordingly, we do not express an opinion on the aforementioned interim financial

: sLaterneab

* Basad on cur review, we are not awate of any material modifications that should be m@de to the
ﬁoranxdnnaned financial statements in order for them to be in conformitv with accounting principtes generall
$ pnncipley g y

: sc.cr-pisd in/ Israel and in accordznce with the Securntics Rcwulanons (Periodic and Immediate R.eportg) 1970.

o Kok fofar @7
 Tel-Avtv, Israel KOST FORER & GAB
- August 25, 2002 A Member of Ernst & Young Global
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U.$. doilars in thousands

. ASSETS!
"CURRENT ASSETS:
Cash and ¢ash equivalents
Trade, raceivables, aet
Othc,r receivables
Invc,n tories,

- "IN'VESTMENTS IN INVESTEE COMPANIES

F [}.ED ASSE Ts
" Cost.’
' L,c,sa - accumulateq depreciation

OTHER AS \I:, TS
Goodwili -
. Deferred 1akes”
N d.dvancc to supplier of ﬁxed assets

(‘iT.hcr .

~Total assets

*) Reclassified,

June 30,

Dec;emibexjjl,

2002 2001 2001
Unaudited Audited
§ 3068 S 1536 § 5078
24,929 24,849 23440
11,821 17,058 12,738
24,885 28,975 25.122
§4,703 72,768 66,378
468 (* 436 (* 517
154,233 (* 152,867 (% 152,358
48,036 38,920 43}229
106,697 113,947 109;129
29,889 (* 48,236  (* 46,552
- 2,095 ro.
1,297 - 1,329
294  (* 330 (* 314
31.430 50,661 481595
T
$203,348 5§ 237812 § 224619

" The agsompanying notes are an intcgral part of the consolidated financial statcments.
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STERM LIABILITIES
lodns

2 SeVELENCE pay

Ordinery .)h:m. 2f NIS | par vales

T AT er'f 2 - 39,008, qu shares

Clsgued antd suestanding - 13, 309,566 shares
Doerred shares of NIS | par valug:
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T

TS
Tosl

«nvn z2d, 1sseed and cutstanding - 4,300 shares

slation »
daficw)

sdjusmocnts

w Usasury, al cost

Decembar 31,

June 30
2002 2001 2001
Unaudited Audiked

$ 1%313 0§ 22181 S 18,673
22,118 16,844 23,118
3672 2,383 3,358
24,330 22,497 20,328
7.647 10.663 4335
75.303 75,088 73,336
89,014 93,512 8Q,075
3.568 §,651 1382
8,935 3,191 1,226
1,763 1.541 }.377

¥

83,330 104853 94,260
5,573 3,373 3,575

} { !
42,310 62310 41,810
- {(10%) - (88)

- S 50
(19,283 (3.040) (3.837)
49,123 65,237 53,431
(1.40%) (7.40%) (1,408)

S 203345 3 237512

of the consolidarad firancial stmtaments
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U.5. doilars in thousands (except per share data)
g

o,

Sajes

0
oo ! N
Cdst of sales

Grpss profit
R '
- Sejling expeases

 Géneral and adnunistrative expenses

G

Operating income (loss)
© Figancing expenses, net

et expenses, net
- c ,

. Ingome (loss} béfore income taxes

Ingome taxes (tax benefit)

' I'zi’,';ome: (ioss) aftér income 1axes

Equity.in logses of an affiliate

N4t incomic Joss) from ordinary

4 erivities.

Cymulative effect of change in

" deecaunting principle (Note 2)
P

“N¢t incore (loss) for the period

i

¢

3

Six months ended

Three months ended

Yedr ended

June 30 June 30 December 31,
2002 2001 2002 2001 5001
Unaudited Audited
S 89,852 S 91387 S 49658 5 48135 S 188949
72,034 26,016 33.970 43793 169173
Al
17818 5.371 10,638 4342 119776
5,053 6,130 2,246 3,113 12,434
4,930 5,165 2,941 2,561 ! 3,989
10,003 11,295 5,187 5.674 21,423
7,815 (3,924) 5,501 (1332)  1(1,647)
2.977 5,449 1.284 2643 . 939
5 i ! . 843
4333 (11,373) 4216 (3.975)  (11,886)
1717 2.981) 1417 (1.010) | (337)
3,116 (8,392) 2,799 (2,965)  {11,049)
233 - 95 S 240
2,883 (8,392) 2,704 (2,065)  {11,289)
16,209 ] . ; -
$ (13326) § (8392) § 2704 $ (2.965) 8 {11.289)

. The acecrapanying notes are an integral part of the consolidated financial statements
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Lade Gronidddd 51 Lousanads (exqaept per share qataj

H

RO : ¥ Six months ended Three months ended Year ended
' June 30 June 30 December 31,
2002 2001 2002 2001 - 2001
Unaudited Audited

asic garning per share (Note 3):

Eaming (lossas) per share from ‘ , 5
cedinary activities $ 023 5 (068) S (0.28) S (024  $ (0.91)
Lass per share from cumulative ,
sffect of change in accounting

princigle - | (1.31) . . ] .

¥

.\"c}. eaming (iossus) per share $ (1.08) S (0.63) 5 (0.28) $ (024 ° $ (09

Difuted eaming per share (Note 3):

Earning (Josses) per share from
. ordinary attivities $ 021 § - 3§ 020 £ - 5 -
- Loss pur shars from cumulative ‘
effeer of change in accounting
.. principle (1.17) - - - -

; Necea.:’ning‘('iossfzs) per share s (0.96) S - $ 020 S - 3 -

' The accompanying notes are an integral part of the consolidated financial statements.




IN\I

“SIUNWNEIS [LOUBLY POIEPHOSHOD dif} JO 1ped jexdaur ue ore sajou Jukuedumoose sy

- L N .
£20°ss - S -(Rok'e)- s -.-(80) ... S0 % (W6 S oWwe §- aUglc L oeolupzl .
(682°1T) . - - (682110 - - -
69 - 69 - - - - )
0s - - 0 - - - -
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6CB'LS s (sov'e) s (oo!) s - s (or0'c) $ 01879 $  9L8S $ 991 TIKTL
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.5 dpllers in thoosands

¥

Cash flowg fram gperating activitics:

- Net ihco’%nc (loss)

" Adjustmpnts to rerencile net income (loss)
. tometcash provided by operating

. actvilies (a)

Net.zash providsd by operating activities

" 'Cash fléwg from livesting activities:
[uvestrognt in fixed assets

. " Investmdnt grants received
Procecds from sale of fixed assets
Investment in investes company

Net cishyprovided by (uscd in) investing
" actviies | '

i “’ v
- Cash Howg frem financing aciivities:
thay#‘ t of long-term bank loans
 Paymentiunder epital lease
Receipt wnder capital lease
Incresse (decrease) short-term bank credit,
“met

Net tushused in {inancing activities
Tncrease (decrease) in cash and cash

« o equivglents

Cashy and cash equivaients at beginning of

‘périod

" Cashandgash equivalents at end of period

Six months ended Three months ended Yeéar ended
June 30 June 30 IleIember 31,
2002 2001 2002 2001 . 2001
‘ Unaudited ~ Audited
$(13,326) S (8392)  § 2704 § (2,965 S. (11.289)
24,097 12,723 3.458 12,185 26,486
10,771 4331 6,162 9220 | 15197
(1,353) (3,889) (587) . (2,064) (6,475)
1,627 235 522 - 5,732
72 133 72 133 -
(234) (1.216) (234) (1,216) (1.487)
110 (4,737) 227 (3,147) ¢ (2,230)
N
(11,060) (3.346) (3,002) (2,172) (8,110)
(1,800) (1,244) (977) (615) | (3,146)
330 - - - -
(361) 2.463 (2,405) (2.920) (1,052)
(12,891) (2,127 (6,384) (5,707) ’ (12,308)
(2,010) (2,533) (449) 366 659
5,078 1410 3517 1520 ' 4419
N
$ 3068 5 1.886 '

$3068 § 188 |5 5078

The accolpanying notes are an integral part of the consclidated financial statements.
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U.S. dollars In: thousands

Yy

"

{a) Adjstments 10 reconcile net income
{li'6s) To net cash provided by
‘operaiifig activites
. taeme and expenses not involves
speraling cash tlows:
Lo Gooawill write-off
©+  Tiepreciation and amortization
SevErande pay, net
~ Deferred taxes, net
~» Eauny in Josses of ap affiliate
P !+ l.oss (pain) on disposal of fixed assets
L Odherr

. Changes in operating assets and
tiabilities:

o : Tmercase (Inerease).in trade
© 0 Cleccivables
. [Jacreasé (increase) in other
rectivables
o VlecTease (increase) in inventories -
' Tucrease fdecrease) in uade payables
" Imerease (decrease) in other payables
.and accrued expenses

Lt
o Yo

i
e o

Three months ended Year ended

Six months ended

June 30 June 30 December 31,

2002 2001 2002 2001 2001

Unaudited . Audited

16209 S . s - 3 -8 -
5,671 6,226 2,666 3010 12,227
186 422 89 200 458
1,717 (2,966) 1,417 995) . (83N
233 - 95 - 240
(16) - (16) - 915
- 28 - 28 | -
(1,489) 2,555 (7,394) 1,193 . 3964
(1,154) 3,527 179 1,667 5,635
237 4,022 (43) 2,183 7.875
3,712 (387) 4,882 2,138 © (1,200)
(1.209) (704) 1,583 2741 (2,811
$24097  § 12,723 $ 3,458 $12,185 ', § 26486

“The accompanying notes are an integral part of the consolidated financial statemnents.
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'NOTE 1

- BAS]S OF PRESENTATION

. md notes for the year ended December 31, 2001

.GOODWILL

. U5, dollsrs in thousands ;

J

.The accompanying unaudited condensed financial statements have been prepared in cgnformity

with accounting principles gencraily accepted in Israel relating to the provision of intérim

"ﬁn‘ancial information, and in accordance with the Securities Regulations (Periodic and Ifnmediate
© Reports), 1970. Accordingly, they do not include all of the information and notes reﬂiuired by

generaily accepted accounting principles for complete financial statements. In the opinion of

©* mauagement, all adjustments (consisting of normal recurning accruals) considered necesgary for a
* fair presentation have been included. Operating results for the six months period ended!June 30,

2007, are not. mecessarily indicativé of the results that may be cxpected for the yedr ending
December 31, 2002. For further information, refer to the Company’s audited ﬁnancxa! statements

'The Company apphes Opmion No, 57 - Consolidated Financial Laws and Accounti g of the

Institure of Certified Public Accountants in Isracl. With respect to the assets impairment

| #xaminalion, Ihe practice in Israel was to rely on the recommendations of SFAS No. 121 —
- Accountng for the Impairment of Long Lived Asscts and for Long-Lived Assets to be Disposed

Of In accordance with the aforesaid Standard, the impairment is examined by compfa.nng the
asser’s book value against the uncapitalized amount of estimated expected further cash ﬂ&ﬁ'ws

SFAS No. 142 - Goodwill and Orher Intangible Asscts effective for fiscal years be ‘nning at
Dec\-:mbcr i35, ‘2,001, has superseded SFAS No. 121 with regard to impairment of goody ].

Thcrefon, the Company, n order to examune the impairment loss apphed IAS hﬂo 36 -

)hnpaxrmcm of Assers, as of the beguning of the vear.

Tn 2ccordance with IAS No. 36, an asset is impaired when the carrying amount of Iihe asset
mxcceds its recoverable amounts. The recoverable amount 1s the higher of an asset’s nft selling
nrice and its value use. Value in use is the present value of estumated future cash ﬂov\s]c:cpuctcd
‘o arise from ﬂ"e continuing use of an asset and from its disposal at the end of its useful lﬁfe

" The transitiona! impairment loss of $ 16,209 is recognized as the cumulative effect of a q.hange in
' Jccountmg principle as at January 1, 2002, in the Company s statement of income.

T 5 o t— - ban

-10-
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£1.5. dollars tu thousands

" NOTE 3;- CUMULATIVE EFFECT OF CHANGE IN ACCOUNTING PRINCIPLE

4

2}
The effeet of the change 1n accounting principle in the financial statements is:
As As reported in
reported those financial
before Change statements .
3 ) .
- . Share holders equity as of

“ March 31,2002 55.003 (15,992) 39,011

NOTE ¢: - INVENTORIES -

inrventories are composed of the following:

i
)

" The Company applicd JAS No. 36 - hnpairment of assts as of the beginning of the y\caﬁsce Note

y June 30 December 31
N 2002 2001 01
Unaudited Ardited
. Raw materials, accessories and packaging materials  $ 10,009  § 11,222 5 19221
.. Waork in progress “ 9,472 9,434 y 44]
finished products . 5.404 8319 f 460
$24,885 S 28975 8 23122
NQTES:+ EARNING PER SHARE
Six months  Three thonths
N ended " emcled
: ' _ June 30 Jugdj 30,
) T 2002 2092
: Thousands of shargs
L Number of shares:
"', Basic caming 12,412 12,812
""" Effect of dilurive options ' , 1,401 1jn01
. Dilutive earning 13,813 13813

-11-




LS dbliirs n thousands

T\_"OT’]:“, 6 - TRANSACTIQNS WITH RELATED PARTIES

Six months ended Three months ended Ycar ended

[ June 30 ' June 30 December 31.
’ 2002 2001 2002 2001 2001
Unaudited Auwdited
‘ . Sales (1) $ 394 § 119 ¢ 220 § (103 § 694
"' -Costofsales (2) (1,217) (1.228) (G02) (610) 2.517)
©+ ¢ Scihing, general and
Admunistrative expenses (103) éh (33) (9 (330)

© () Sales 10 local market through a subsidiary Comipany’s principle shareholders. Muﬁpel‘l
‘ industries Lid.

€2} Prumanily renial payments, through a subsidiary Company s principal shareholder. Macpell
Judustries Lid

£ W00 "T60 10N ES-TSR.DOC




MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

Tefron Ltd. (the “Company”) manufactures boutique-quality everyday intimate
apparel sold throughout the world by such name-brand marketers as Victoria’s Secret,
The Gap, Banana Republic, Target, Calvin Klein, Nike, DIM and Schiesser. Through
the utilization of manufacturing technologies and techniques developed or refined by
the Company, the Company is able to mass-produce boutique-quality garments
featuring unique designs tailored to its customers’ individual specifications at
competitive prices. The Company‘s product line includes knitted briefs, tank tops,
loungewear, nightwear, bras, T-shirts and bodysuits, primarily for women.

The Company has developed the Hi-Tex manufacturing process in furtherance of the
Company’s strategy of streamlining its manufacturing process. This process includes
the utilization of a single machine that transforms yarn directly into a nearly complete
garment, enabling the production of garments with unique designs and styles, as well
as a consistently high level of quality that has not been duplicated with any traditional
manufacturing process.

The financial information below reflects the operations of the Company and its
subsidiaries on a consolidated basis.




Three Months Ended June 30, 2002 Compared with Three Months Ended June
30,2001

Sales. Sales increased by 3.2% to $49.7 million in the second quarter of 2002 as
compared with $48.1 million in the second quarter of 2001 This increase was
primarily attributable mainly to an increase in sales to Victoria’s Secret & Nike.

Cost of sales. Cost of sales consists primarily of materials, certain salaries and related
expenses, subcontracting expenses and other overhead related to the Company’s
manufacturing operations. Cost of sales decreased by 11.0% to $40.0 million in the
second quarter of 2002 as compared with $43.8 million in the second quarter of 2001.
As a percentage of sales, cost of sales decreased to 78.5% in the second quarter of
2002 as compared to 91% in the second quarter of 2001. This decrease was primarily
due to the allocation of fixed production costs to increased production volumes and to
the successful lowering of the quarterly breakeven level to slightly less than $40
million by shifting sewing operations to lower labor cost facilities in Jordan and
reducing other manufacturing and operating costs.

Selling, General and Administrative Expenses. Selling, general and administrative
expenses consist primarily of costs relating to salaries to employees engaged in sales
and marketing, administration, finance and management activities, freight, foreign
travel and other administrative costs. Selling, general and administrative expenses
decreased by 11.0% to $4.8 million in the second quarter of 2002 as compared to $5.4
million in the second quarter of 2001. As a percentage of sales, selling, general and
administrative expenses decreased to 9.6% in the second quarter of 2002 as compared
to 11.1% in the second quarter of 2001. The decrease was primarily due to the
application of the fixed costs over larger sales and to the implementation of tight cost
saving procedures, delivery on time by the Company and, as a result of the adoption
by the Company of SFAS 142, there was no goodwill amortization in the second
quarter of 2002. ‘

Financing Expenses (Income), Net. Financing expenses decreased to $1.3 million in
the second quarter of 2002 as compared to $2.6 million in the second quarter of 2001.
This decrease is primarily attributable to a decrease in bank borrowings and a decline
in interest rates.

Income Taxes. For accounting purposes, tax expense for the second quarter totaled
$1.4 million as compared to tax benefits of $1.0 million in the second quarter of 2001
as a result of $5.9 million pretax income in the second quarter of 2002 as compared to
a pretax loss of $3.7 million in the second quarter of 2001.




Six Months Ended June 30, 2002 Compared with Six Months Ended June 30,
2001

Sales. Sales decreased by 1.8% to $89.9 million in the first six months of 2002 as
compared to $91.4 million in the first six months of 2001. This decrease was
primarily attributable to the current economic environment and the continuing soft
retail market conditions in the U.S

Cost of sales. Cost of sales decreased by 16.3% to $72.0 million in the first six
months of 2002 as compared with $86.0 million in the first six months of 2001. As a
percentage of sales, cost of sales decreased to 80.2% in the first six months of 2002 as
compared with 94.1% in the first six months of 2001. This decrease was primarily due
to a decrease in sales and to the Company’s successful lowering of the quarterly
breakeven level to slightly less than $40 million by shifting sewing operations to
lower labor cost facilities in Jordan and reducing other manufacturing and operating
Costs.

Selling, General and Administrative Expenses. Selling, general and administrative
expenses decreased by 14.1% to $9.1 million in the first six months of 2002 as
compared with $10.7 million in the first six months of 2001. As a percentage of sales,
selling, general and administrative expenses decreased to 10.2% in the first six
months of 2002 as compared with 11.7% in the first six months of 2001. This
decrease, despite lower sales, was primarily due to the implementation of tight cost
saving procedures, delivery on time by the Company and, as a result of the adoption
by the Company of SFAS 142, there was no goodwill amortization in the first six
months of 2002.

Financing Income (Expenses), Net. Financing expenses, net were $3.0 million in the
first six months of 2002 as compared to $5.4 million in the first six months of 2001.
This decrease is primarily attributable to a decrease in bank borrowings and a decline
in interest rates.

Income Taxes. For accounting purposes, tax expense for the first six months of 2002
were $1.7 million as compared to tax benefits of $3.0 million the first six months of
2001 as a result of $5.7 million pretax income in the first six months of 2002 as
compared to a pretax loss of $10.7 million in the first six months of 2001.

Extraordinary expense . To comply with the new Statement of Financial Accounting
Standards, Goodwill and Other Intangible Assets (SFAS) 142, the Company had a
goodwill impairment loss of $18.8 million and reported it as cumulative effect of
change in accounting principle as of January 1,2002.




Liquidity and Capital Resources

The Company generated $10.8 million of cash flow from operations during the first
half of 2002, which were used to retire $11.0 million of bank loans. The Company
received during that period the sum of $1.6 million in government grants which were
primarily used to finance investments in fixed assets. At June 30, 2002, the Company
had cash and cash equivalents of $3.1 million, as compared to $1.9 million a year
earlier.




