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Shufersal

Strong results expected to continue despite difficulties
of the current period

e Macro downturn easing: Despite the slowdown in the growth of the
local economy over recent quarters, recent indications point to a halt
to the deterioration in private consumption. Accordingly, we estimate
that the food retail sector will show relative improvement in its results
compared to the last few quarters, although we expect consumers to
remain focused on product prices.

® We believe that the chain is meeting the relatively low level of private
consumption at its best prepared. The distribution and power of its
brands are congruent with consumer demand; its private brand,
positioned as cheap, is in line with consumers' focus on product
prices; and the company's strong emphasis on consumer loyalty has
proved worthwhile. We see the launch of the Yesh credit card as a
high-quality supplementary measure in reinforcing customer loyalty.

* We estimate that the high proportion of revenues from heavy-
discount stores (including Shufersal Deal and Yesh) out of the
chain's total revenues will continue in the coming quarters, due to the
economic slowdown, and in response to the escalating competition
from private retail chains positioned as cheap. The large weight of
the heavy-discount branches may impede gross profitability, but
should ease the chain's operating expense structure.

e Shufersal has announced an in-house shelf stacking system slated
to start operating in 2010, which should improve product availability
and service. We do not expect this move to burden its operating
expenses, but an improvement in profitability will not be evident until
several quarters have passed.

® |n addition to these factors, we expect the chain's profitability in the
coming years to be influenced by the improved efficiency of the
distribution chain and the operation of Shufersal Express
convenience stores in city centers.

Rating

SAE is currently trading at a multiplier of 13.3 on our forecast of its
profit in the next four quarters. This multiplier is low relative to the
company's average future multiplier in recent years. The clearer
macro-economic picture, along with Shufersal's leadership in the food
retail sector in Israel, justifies valuation at a higher representative
multiplier, in our opinion.

In light of the above, based on a representative P/E multiplier of
15.5 on future profits in the next four quarters, the target price
derived for the company's share is ILS 21, which is 17% above the
current price. Our rating of SAE therefore remains Qutperform.

Key Data (in ILS millio

2008 2009E 2010E
Revenues 10,962 11,023 11,245
Gross profit 2,955 2,866 2,975
Operating profit 570 470 516
Net profit (adjusted)* 220 290 299
EPS (adjusted)* 10.2 13.5 13.9
Derived P/E 17.3 13.1 12.7
Gross margin 27.0% 26.0% 26.5%
Operating margin® 5.2% 4.3% 4.6%
Net margin (adjusted)* 2.0% 2.6% 2.7%

* Net of one-time events and changes in the value of real estate.

See disclaimers and due disclosures on page 3.

Moshe Sani
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The company is engaged in retail sales of food
and other consumer products in supermarkets.
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See notes and definitions at the end of this report.
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Notes, Warnings, and Due Disclosure Regarding Analysis Documents

1. Details of the Author of the Analysis Document

Name: Moshe Sani

License No./Type: Investment Advisor’s License No. 9136 issued by the Israel Securities Authority
Address: Bank Hapoalim B.M., 62 Yehuda Halevi St., Tel Aviv, Israel

Education: BA in Economics, Philosophy, and Political Science, Hebrew University of Jerusalem.
Experience: 2004-2005 — Bank of Israel, Research Department, Public Sector Section.

2006-Present — Bank Hapoalim, Securities and Financial Assets Division, Research and
Advisory Department.

Licensed corporation employing the authors of the analysis:

Bank Hapoalim B.M.
50 Rothschild Blvd., Tel Aviv, Israel
Tel. +972-3-567-3333 (main number)

2. Due Disclosure by the Authors of the Analysis

To the best of their knowledge at the time of publication of the analysis document, the authors of the
analysis have no conflict of interests.

3. Notes to the Analysis

3.1. Rating Scale

e Outperform — We believe that the share is expected to outperform market returns in the next
twelve months.

e Market Perform — We believe that the share is expected to perform similarly to market returns
in the next twelve months.

e Underperform — We believe that the share is expected to underperform market returns in the
next twelve months.

3.2. Risk Rating

e High Risk — We believe that the risk level of the company and/or the share is higher than the
risk level in the market.

e Medium Risk — We believe that the risk level of the company and/or the share is similar to the
risk level in the market.

e Low Risk — We believe that the risk level of the company and/or the share is lower than the risk
level in the market.

3.3. Notes to the Report

The target price refers to the next twelve months.

When profitability data are presented in ILS millions, EPS is also presented in ILS; when profitability
data are presented in USD millions, EPS is also presented in USD. The P/E multiplier in this table is
the P/E multiplier derived from the company’s profitability in that year and from the share’s current
price.

4-quarter P/E multiplier — the P/E multiplier is calculated based on the cumulative profit posted by
the company in the last four reported quarters.

Adjusted profit — reported profit, excluding one-time income/expenses unrelated to the company’s
routine business activities. Adjusted P/E multiplier — P/E multiplier calculated using the adjusted
profit.
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Average daily turnover — calculated based on the average in the last three months; for companies
traded on the TASE, presented in ILS millions; for companies traded in the United States and in
Europe, presented as the number of shares.

Share price range — the highest and lowest price of the share in the last 52 weeks (adjusted for
splits, etc.).

4. Evaluation Method Used to Establish Target Price
e Multiplier method (P/E).

5. Risks with a Potential Material Impact on the Target Price

e Deterioration of the economic, security, or political situation in Israel.

e Deterioration of the economic, security, or political situation in the source countries of the company’s
imported products.

e Fluctuations in inflation, interest rates, or exchange rates.

e Product supply shortages due to dependence on a small number of suppliers.

e Decline in payment ethics of the company’s clients.

e Failure to obtain approvals, licenses, or documents related to land for buildings used by the company.
e Legislation that impairs the company’s activity (e.g. increased price supervision).

e Increased competition in the industry that may lead to reduced revenues, market shares, or profit
rates.

e Risk related to the value of real estate owned by the company.

e Risk related to the quality of products sold and consequent product liability.
e Compensation payments without insurance coverage.

e Risk to the company’s information systems.

e Risk related to collective wage and/or minimum wage levels.

e Risk of issuance of gift certificates.

e Risk arising from the acquisition of additional activities, which may require approval by the Antitrust
office and may demand managerial inputs, among other things.

e Adaptation of the company’s systems to its growth rate.
e Risk of loss of intellectual property and dependence on branding.
e Risk of loss of Kashrut certification.

e Risk of limited ability to raise prices.
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6. Shufersal Share Performance Graph and Rating Changes — Last Three Years

Target prices for the share refer to the period 12 months from the date of publication of the analysis
document.

Developments in SAE vs. Target Prices and Ratings, Last 3 Years
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7. Disclosure by Bank Hapoalim B.M. (the “Bank”)

At the date of publication of this analysis, or during the 30 days prior to publication, the Bank, or, to the
best of the Bank’s knowledge, a corporation related to the Bank, held a substantial holding, in its
proprietary accounts or in accounts under its management, in a certain type of securities of the
corporation reviewed herein.

8. Other General Notes and Disclaimers

The analysis is based on data and information that were available to the public, including data and
information published by the company in prospectuses, financial statements, announcements to the
TASE, or by any other means, and based on the industries in which the company operates. Data from the
aforesaid sources were assumed to be reliable and accurate, without being checked independently by the
author of the analysis and/or by the Bank to determine their veracity, accuracy, and reliability; this
analysis does not constitute verification or confirmation of the veracity, reliability, or accuracy of the
aforesaid data, and the author of the analysis, the Bank, and any of the Bank’s employees are not
responsible for any inaccuracy, error, omission, or other flaw in the analysis.

The data from the aforesaid sources were assumed to be accurate; this review does not constitute
verification or confirmation of their accuracy. The Bank and its employees are not responsible for the
completeness or precision of the aforesaid data.

The content of this analysis is based on subjective opinion, with reference to the aforesaid information
and data and to assumptions made based on such information and data. The information and data
provided in this analysis do not purport to contain all of the information required by any investor, and do
not purport to constitute a full or perfect analysis of all facts, details, information, or data contained therein
and/or available to the public; positions expressed in this analysis are subject to change without additional
notice or publication.

This analysis is intended as support material for advising, and no investment or advisory decisions should
be made solely on the basis thereof. The author of the analysis and/or the Bank shall not be responsible
in any way whatsoever for damages and/or losses and/or impoverishment caused, if any, by reliance
upon and/or use of this analysis.
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Subject to the aforesaid and to the following, this analysis is intended for informational purposes only, and
shall not be construed as a proposal, as general or specific advice, or as the expression of an opinion
with regard to the advisability of investment in and/or purchase and/or sale and/or holding of securities
and/or financial assets mentioned therein. The analysis does not refer to the company’s bonds, the
company’s convertible bonds, the company’s option notes, or any derivative financial instrument of the
company, unless explicitly and unequivocally referenced and stated in the analysis.

Immediate or ongoing changes may occur in the activity of the company/ies whose securities are
reviewed in this analysis and in their business results and in the advisability of purchasing, selling,
investing in, and/or holding such securities, which may influence and/or change the statements in the
analysis, despite the fact that the analysis refers to the long term, rather than to short-term speculative
goals.

This analysis shall not serve as a substitute for and shall not replace personal, specific advice tailored to
the client by a licensed advisor.

This document may not be distributed, replicated, or used in any other way without the Bank’s approval in
advance and in writing. This analysis is intended only for those to whom it is directly addressed, as
detailed above; transfer or publication of the analysis, in full or in part, in any manner whatsoever, without
such approval from the author or from the Bank are strictly prohibited.

The statements in this analysis shall not be construed as investment advice or as a substitute for advice
that takes into consideration the unique data, needs, and investment objectives of any person, and should
not be acted upon until after receiving personal advice that takes the individual needs and data of each
investor into consideration.

The Bank and/or its subsidiaries and/or its related companies engage, among other things, in the
management of investment portfolios, securities trading, investment marketing, execution of transactions
on the stock market, and the various types of banking, and may execute, among other things,
transactions not in accordance with the statements in this report.

9. Analyst Declaration

I, Moshe Sani, holder of Investment Advisor’'s License No. 9136 issued by the Israel Securities Authority,
hereby declare that the opinions presented in this analysis document faithfully reflect my personal
opinions with regard to the securities reviewed and with regard to the corporation issuing these securities.

Moshe Sani

Research Unit — Securities and Financial Assets Division, Bank Hapoalim, 62 Yehuda Halevi St., Tel-Aviv 65227, Israel; Tel: +972-
3-567-5269; Fax: +972-3-567-6340; E-mail: research@bnhp.co.il; Web site (in English, Hebrew, and other languages):
www.bankhapoalim.co.il.
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