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May 30, 2038
To
The Users of the Financial Statements,

I am honored to present the financial statements of the Government of the State of Israel for the
year ended December 31, 2012. The financial statements are prepared in accordance with
accounting standards that arbased on the International Public Sector Accounting Standards
(IPSAS), which are implemented in the Western World's leading countries.

For the first time, the financial statements include information of the Government activite
Government ministries divisions, government companiethe National Insurance Institution
according tofour major areas of operation consisting of 12 secondary domains. This presentation
gives another view of the assets and the results of government activity.

The Nationalnsurance Institutiorpublished auditedinancial statements for the first time in April

this year, sainlike previous yearshe financial statements of the Governmentiude audited data.

This is the second year that the notes to these financial statém include disclosure of the
appraisal of lands held by the Government, and disclosure on royalties from natural resources. In
addition, for December 31, 2012, the levy for petroleum profits was included as part of the
Government's funds as a Sovereigedith Fund, as recommended in the "Shishinski" Law.
CdzZNIKSNJ 2 &aA3IYyATFAOFIYG LINRPINBaa Ay GKS {aGlLFaS 27
government accountinghe application of the consolidated financial statements has been expanded
to include the financial statements of Government ministries and divisions on an accruak basis
mostly audited by independent auditors. In addition, the financial statements oG6®%ernment
companies were consolidated. The Office of the Accountant Germmafinually reviews the
prospective consolidation of additional public entities in the financial statements, which could be
reflected within the next few years.

I would like to take this opportunity to thank all those engaged in the important task afugiog

and preparing the consolidated financial statements of the Government of the State of Israel, led by
the Department of Accounting and Reporting in the Accountant General Division, the chief
accountants and comptrollers of the Government ministrigg® Government Companies Authority

and the Chief Financial Officers of government companies.

Sincerely,
Michal AbadiBoiangiu
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1. GENERAL

Over the last decade, the Government of Israel joined governments of leading nations in the
Western World that have introduced faeaching reforms in government accounting, intended to
provide adequate disclosure and transparency as to their financislitgctAs a result, on August 5,
2004, at the Accountant General's initiative, the Government of Israel passed Government
Resolution No. 2375 regarding the adoption and implementation of International Public Sector
Accounting Standards (IPSAS) by governmerinistries and by nowommercial statutory
corporations.

In light of the Government Resolution, the Government of Israel has been engamest the last

few yearsg in the process of instituting a reform in government accounting, which mainly invaves

gradual adoption of International Public Sector Accounting Standards; accoiaisegl
YIEYyFE3aSYSyid 2F GKS {GFdSQa | &a Shased repgring fo adcroak £ A (G A S ;
based reporting; as well as enhancing the reliability of firen@porting through independent

auditing of the financial statements. The reform aims to provide the general public, decision makers,

and other users of the financial statements with reliable and comprehensive information regarding

to the financial positn of the Government of Israel, in the belief that transparency is one of the
cornerstones of proper and efficient administration.

The financial statements filed herewith constitute yet another step in the implementation of the
accounting reform led byhe Accountant General in the past few years.

Independent auditing of financial statement data

The Government of Israel's consolidated financial statements for 2012 are unaudited. However, the
Accountant General is leading a gradual procedsaoiitioning Government ministries and units to
accrualbased financial reporting, as well as appointing independent auditors to audit their financial
adFriSySyitad ¢KS D2@SNYyYSyd 2F LANFSEtQa O2yazfaAR
were prepared according to a hierarchical structure, which is mainly based on accounting principles
regarding consolidation of financial statements, and which is being developed as part of the
accounting reform under way in all government ministries and units.

A significant part of the data in the financial statements is presented according to International
Public Sector Accounting Standards. However, it should be noted that the statement of assets
presented herein does not represent all the assets held by thée Df Israel. Not included are
numerous assets with highly material value or cost, such as: assets, a significant part of the State's
investment in the defense sector, all State land, all heritage assets, some of the assets abroad and
intangible assets.
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Furthermore, it should be noted that the information regarding the Government of Israel's assets
and liabilities is not based on a unified accounting and reporting system. The accounting systems
used in some of the government ministries do not supporaficial information on an accrual basis

and some government ministries still r@p on a cash basis. Some of the financial information is
unaudited and is based, among others, on auxiliary systems used alongside the main accounting
system, as well as on regs received from various bodies which administer certain assets and
liabilities on behalf of the Government of Israel. The Accountant General does not have full
information regarding the quality of the control processes instituted in some of the afdrésaies.

The database used in the preparation of data for the financial statements, mostly regarding
property, plant and equipment, is not a closed accounting and reporting system. Therefore, it is
impossible to verify data completeness, which is esséritir determining that the statements of
financial position encompass all of the assets and liabilities of the Government of Israel, or that the
statements of financial performance adequately reflect the results of the Government of Israel's
operations an are prepared in accordance with generally accepted accounting principles.

The net accounting deficit does not reflect the Government of Israel's budgetary deficit, as it is
calculated using altogether different measurement methods, which are basedcoruatbasis
general accounting accepted principles. These principles express changes in assets and liabilities
which are not necessarily related to cash flow and which are not fully reflected in the State budget,
in accordance with the Budget Foundatiohaw and with the budgetary deficit measurement
method common around the world.

The net accounting deficit reflects expenses which are accounted for in the present, but which will
only materialize as a cash expense and budgetary charge in the future,aif, and so this
accounting deficit does not require current financing.

An example thereof is expenses for employee benefits that are already recognized, and arising from
increased employee entitlement to pension, based on actuarial calculations, bahwshall only
materialize following each employee's retirement and which shall be spread in the cash flow over
the years according to actual pension payments. Despite the transition to cumulative pension and
the maintaining of the population entitled to ligetary pension at a constant level, a shorter
discount period for the liability in respect of this period creates a material actuarial accounting cost,
which will have a significant effect in the coming years and will then gradually decrease as we
progres towards the date on which the State shall no longer have any obligation in this regard.
Another material component in the net accounting deficit is the financing expenses for the entire
government debt, including linkage differentials and interest péyalwhich have been accrued but

are not yet due. It should be emphasized that in the budgetary deficit these expenses are only
expressed upon their actual realization, that is, at the time of payment.
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Additional Government Ministries

Settlement division
Population and
Immigration Authority
Holocaust Survivor
Welfare Authority
Israeli Prison Service
Prime Minister’s Office
Tax Authority
Ministry of Justice
Ministry of Foreign Affairs
Ministry of Immigration
Absorption
Courts Administration
Authority

National Insurance
Institute

Additional corporations and government societies

Arim Municipal Development
Company

The Israel Export Insurance
Corporation

Marine Education Company

Hakfar Hayarok
(named after Levi Eshkol)

M.l. Holdings

Sde Boker Academy

New Power Plants for the Production

of Electricity in Israel

Life Science Research Israel

Eilat Foreshore Development
Company

Environmental Services Company

Israel Government Tourism Company

Israel Oceanographic and
Limnological Research

East Jerusalem Development
Company

Association of Better Housing

Ministry of Energy and Water

Ministry of Culture and Sports

Ministry of Science and
Technology

Ministry of Agriculture and
Rural Development

Ministry of Finance

Ministry of Public Security

Ministry of Tourism

Israeli Knesset

Ministry of Environmental
Protection

Ministry of Religious Services

Ministry of National
Infrastructures

Statutory Corporations
not included in the
Government budget

Inbal Insurance Company

Israel National Highway Road

Company

Administration of Agricultural

Sector

Metropolitan Mass Transit Systel

Tadmor Central Hospitality
Training School
Marine Trust Ltd

Dead Sea Preservation Company
0Id Acre Development Company

Government of Israel
- Consolidated

The Geophysical Institute of Israel
Company for the Restoration and

Development of the Jewish

Quarter in the Old City of
Jerusalem

Amidar - National Company for

Immigrant Housing

Prazot - The Jerusalem Municipal

Housing Company
Israel Consumer Council

2. THE CONSOLIDATED ANCIAL STATEMENTSPARF TO:

Government Ministries

included in the Government

Ministry of
Education

Pension

Administration

Ministry of
Welfare

Israel Land

Administration

budget (solo)

Ministry of
Defense

Ministry of
Transportation

Ministry o
Construction
and Housing

Ministry of the
Interior

Accountant
General

Ministry of
Health

Israeli Police

Ministry of
Industry Trade
and Labor

Corporations and government
societies not included in the

Israel Electric
Corporation

Ashdod Port
Company

Haifa Port
Company

Cross Israel
Highway

Government budget

Israel Ports
Company

Mekorot Nationa
Water Carrier
and Properties

Mekorot Water
Company

Rafael-
Advanced
Defense Systems

Israel Railways
Corporation

Israel
Aerospace
Industries

Israel Postal
Company

Petroleum &
Energy
Infrastructures
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3. MAINDIFFERENCES AS CORPB WITH FINANCIALTATEMENT DATA
FOR THE 2011 FISCYEAR

The Accountant General's annual work plan emphasized that steps should be taken which will lead
to significant improvements in reporting quality for fiscal year 2012. Key esaimciude the
following:

1. Presentation according to areas of activity
For the first time the Government of Israel's financial stateme(sise part c),include
presentation according to areas of Governmeaictivity - the Government ministries,
divisions, government companidbe National Insurance Institution.
The presentation is according four major areas of operation consisting of 12 secondary

domains. This presentation gives another view of the assets antkethdts of government
activity.

2. Consolidation ofStatutory Bodies

This is the first year thathe financial statements of the Governmeiiclude audited
financial statements afhe National Insurance Institution

In April,the National Insurancénstitution published auditedinancial statements for the
first time, sounlike in previous yearshe financial statements of the Governmeinclude

audited data.

3. Increasing the quality and reliabtly of the financial statements
The Governmentf Israel's financial statements for 2012 include audited financial data (by
independent auditors) for 51 government ministries and divisions (out of 86 government
ministries and divisions), whose budgets account for approximately 77% of the total
budgeted expenses of Government ministries. As aforesaid, the independent auditing of
financial statements for Government ministries was significantly enhanced this year, thus
increasing the reliability of financial reporting, strengthening the internal contrel the
work of Government ministries, and increasing the overall relevancy of the financial
statements as a managerial tool for making strategic decisions

4. Consoldation of government companies
For the first time, the Government of Israel's financial statements for 2010,
consolidated the financial statements of Government companies controlled by the
Government, for financial reporting purposes, in accordance with the criteria
established in Isel Government Accounting Standard Nog@ / 2y a2t A Rl G4 SR
{SLI NI GS CAYLYOAlLf {dFridSYSytaé¢ owS@OAaSR
statements, 66 government companies controlled by the Government were
consolidated for financial reporting purpes. The consolidation was done by using
a computerized system with the financial data directly reported by the companies,
with the cooperation of the Government Companies Authority. This process
constitutes yet another step in the continued improvementaporting credibility.
¢KS LINBaSyial A2y 2F (KS D2@SNYyYSyGiQa TAY
in a consolidated format provides users of financial statements economic
information regarding the activity of the Government and its various brandhes,
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accordance with international financial reporting standards. It should be noted, however,
that some Government companies have yet to file audited financial statements as of
December 31 2012. Therefore, the consolidated data for Government compaihiased,

in many cases, on unaudited draft financial statements as of December 31 2012, or on
interim financial statements for the third quarter of 2012 as well as on annual reports as of
December 31, 2011, and/or on drafts of such financial statements atheofabove
mentioned dates.

State-owned lands

This is the second year that the notes to these financial statements include disclosure
regarding the estimated value of Stavevned lands. The fair value estimate was made in
accordance with an economi&nd accounting methodology that was developed by the

Chief Accountant with the cooperation of the Division of Land Appraisal of the Ministry of

Justice (hereinaftec a G KS { GF 4GS 1T LIINF A&ASNEOD YR &GéKS LAN
GGKS L[!é00®

Royalties from natural resources

This is the second year that the notes to these financial statements include disclosure on
the estimated value of royalties payable to the government in respect of natural resources.
The estimated value of future royalSefor contingent asset disclosure purposes was
determined based on the current value of future royalties derived, among others, from the
projected level of extraction of resources in the concession area, the estimated selling
price, the period of productio and the effective royalty rate that takes into account
different variables and acceptable discount rates in this industry.
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4. GOVERNMENT DEFICINDAFUNDING OF THEMEIT IN 2012

The government budget deficit for 2012 was R&billion, equivalent to 4.2% of GDP, based on an
annual GDP of NIS 929.4 billion reported by the Central Bureau of Statistics. The first graph shows
the monthly development of the deficit in 2011 and 2012. The second graph shows the development
of the deficit as a percent of GDP in the last 12 years. The original budget for 2012 was planned to
include a deficit of NIS 18.3 billion, equivalent to 2% of GDP. Expanded information on the
government's revenues and expenditures can be found in the budgetpeafice report for 2012 in

Part D of the financial statements. The main reason for the deviation from the deficit target was the
actual collection of lower tax revenues than the budget forecast. On the expenditure side there was
a slight deviation from theriginal budget enabled by relatively high utilization of budget surpluses

transferred from year to year.

Deficit Development, 2011-2012
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5. SUMMARY FINANCIALAIEMENTS DATA

FINANCIAL ANALYSIE OHE FINANCIAL SEMENTS

The Government of Israel's financial statements for fiscal 2842 provide the Government, the
Knesset and the general public with a comprehensive overview of the manner in which the executive
authority manages its overall resources. The findings of the summary financial analysis of the
financial statements focus otme government level and do not go into detail, in order to provide a
general picture of the Government of Israel's financial position and its operating results as a single
economic entity. The Government of Israel's operations are financed primarilyghrax proceeds,
which serve for realizing the Government of Israel's policies in a range of areas, as follows:
Government and administration, society or social welfardrastructures, defense and internal
security. Detailed information regarding the Government of Israel's revenues and expenses, its
assets and liabilities, along with other important financial issues, is presented in the full financial
statements and the accompanying notes. Timdormation may contribute to a better understanding

of economic Government processes which influence the State and its citizens, thus contributing to
their improvement.

SUMMARY FINANCIAL DA FOR THE GOVERNMEDF ISRAEL (NIS BIQNS)

Consolidated Government of Israel
For the year ended Dec. 31 For the year ended Dec. 31
2012 2011 2012 2011
Financial performance
Income from taxes and fees 268.5 262.7 236.4 231.1
Income from transfers 131 11.4 13.0 114
Income from exchanggansactions 75.7 75.8 23.7 26.9
Other income 7.8 7.3 7.2 6.9
Total income 365.1 357.2 280.3 276.3
Payroll and employee benefits 112.4 126.4 93.8 111.0
Appropriations, allocations and transfers 223.0 193.7 132.4 135.5
Operating expenses 98.9 92.4 66.8 61.8
Administrative expenses, public relations ar
other costs 7.9 10.5 5.6 6.8
Financing expenses, net 36.6 44.8 44.4 53.8
Total expenses 478.8 467.8 343.0 368.9
Share of profits (losses) of investees 0.1 0.1 (50.9) (17.9)
Net accounting deficit (*) (113.6) (110.5) (113.6) (110.5)
Financial position
Current assets 102.4 96.7 56.8 53.9
Financial investments and loans 60.9 61.7 108.7 109.9
Property, plant and equipment 325.1 313.6 209.9 202.9
Other assets 3.7 3.5 1.6 1.6
Total assets 492.1 475.5 377.0 368.3
Current liabilities 154.5 152.7 110.8 1134
Longterm domestic and foreign loans 632.8 585.0 752.5 701.5
Liabilities in respect of employee benefits 593.1 579.0 580.8 567.7
Reserves from insurance events 440.8 383.3 4.3 3.9
Other longterm liabilities 180.6 176.3 438.6 382.9
Total liabilities 2,001.8 1,876.3 1,887.0 1,769.4
Net liabilities / deficit (*) (1,509.7) (1,400.8) (1,510.0) (1,401.1)

(*)  The net accounting deficit and equity in the consolidated financial statements include the minority
interests and holders of minority interests.

11
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NET ACCOUNTING DHFIECS. BUDGET DERICNIS

MILLIONS)

Government of Israel

Budget deficit (*)

Employee benefitg actuarial expenses less payments
Losses of investees not expressed in the budget
Government loang net financing expenses less cash payments
Net changes in the Nationhisurance Institute loan

Support of pension fundsexpenses incurred less payments
Property plant and equipmerg

depreciation expenses less cash purchases during the year
Government loang net financing income less cash prodee
Lawsuits and other lontgrm liabilities

Debtors of exchange and na@xchange transactions, net
Shortterm provisions and eligible balances

Other changes in assets and liabilities

Net accounting deficit

* See Part O; Budget Implementation Reports for 2012.

Financial statementg accruatbased

For the year ended
December31, 2012

38,982
13,113
50,761
6,059
4,655
4,657

(6,267)
(451)
(1,293)
1,225
3,045
(876)
113,610

Budget implementation report; cashbased

9 Financial statements provide
comprehensive information on the
D2@OSNYYSyld 27F LanNd
supporting decision making and
presenting Government accountability in
the use of its resources.

1 The budget implementation report
describes the manner in which the
Government of Israel uses its available
resourcesn a given period, in order to
achieve it objectives during that period.

1 Revenueg recognized when incurred 1 Proceeds; amounts received in cash sucl

regardless of their collection date.

as taxes and fees collected.

1 Expenses recognizes when the 1 Payments; amounts paid in cash such as

obligation is established regardless of th
date of repayment.

12

pension payments.
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ANALYSIS OF SELEINARCIAL DATA FROMIE
GOVERNMENT OF ISRREL / hb{ h[ L5! ¢95
FINANCIAL STATEMENTS

Government of Israel Revenue Segmentation (Billion NIS)

~

Taxes and fees revenue segmentation — 2012

Levies, fees and Real estate taxes 2%

other transfers 9%
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7 Revernie from
Revenue from sales taxes and fees
Passive revernie  of goods and provision
Revenue from transfers of services
Other reverne e —
NIS 365.1 billion in 2012
(*) Consdlidated data of the Govemnment of Israel WIS 357.2 billion in 2011
Passive revenue segmentation Sales of Goods and Provision of Services

Revenue Segmentation

Execution
of works and
—

Total revenue from the
sale of goods and provision
of services in the Government
of Israel's consolidated
financial statements amounted
in 2012 to NIS 66.7 billion

Total passive revenue in
the Government
of Israel's consolidated

financial statements amounted
in 2012 to NIS 9 billion
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Government of Israel Expenses Segmentation (Billion NIS)

\
- —— 250

(" Employees' s salaries and benefits segmentation — 2012

Other expenses for employees'
retiremers benefits 2%

Definable benefits
plan expenses 27%

<J
\_ + 100
—
i I’ .
R
w2012 —_— ‘
w2011 == i, e > 0
13l . e Subsidie
3. 5
= L"d‘ Operati Employees'  aiocations
‘ Financing 5 salaries 8 transfers
Marketing & public Py & benefits
expenses, net
Geperal & diplomacy :
Other expenses administrative Total Expenditures
NIS 478.8 billion in 2012
NIS 467.8 billion in 2011

(*) Consdlidated data of the Government of Israel

Financing expenses, net segmentation Operating expenses segmentation

Total operating expenses in

Total Government-debt
financing expenses,

net in the Govermuent of Israel's
Tidated financial

amounted in 2012 to
NIS6.6 billion

14

the Government of
Israel's consdidated
financial statements
amounted in 2012 to
NIS98.9 billion
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