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Bazan Ltd.

Part A - General

The description of the Company’s business as detailed in this Chapter below was prepared on the assumption

that the reader has before him/her the full periodic report of the Company, including all of its parts.

1.1

1.1.1

1.1.1.1

Company Operations and Description of the Development of its Business
Defined Terms [in alphabetical order]

Ethylene — A colorless, odorless gas at room temperature, used as a raw material in the petrochemical
industry, mainly for the production of polyethylene.

ORA - Ashdod Refinery Ltd.

Bitumen - One of the refined products of crude oil; used mainly as a principal component in road
building and for insulation.

Gasoline — One of the refined products of crude oil; used as fuel for transport.

Benzene — an aromatic material made from refined products.

Gadiv - Gadiv Petrochemical Industries Ltd.

Natural Gas - A gaseous substance that forms naturally underground, composed (in Israel) mostly of
methane. Natural gas can be used as an energy source or raw material, is used by the Company for
heating boilers and furnaces and raw material for producing hydrogen.

LPG - Liquefied petroleum gas, primarily known as cooking gas, and one of the refined products of crude
oil.

Report of the Board of Directors — The Report of the Board of Directors for 2025 attached as Chapter
B to the Annual Report.

USD - US dollar.

Ducor - Ducor Petrochemicals B.V.

Consolidated Financial Statements — The Company’'s Consolidated Financial Statements as at
December 31, 2025, attached to Chapter C of this Report.

The Group (or the “Companies” or “Group Companies” or the “Bazan Group”) - the Company and its
subsidiaries

Raw materials — Materials purchased by the Group Companies and used by them in the production
process, including, but not limited to, crude oil.

Feedstock — Materials produced by the Company and used as interim materials for its other facilities
or as raw materials for its subsidiaries that are engaged in the production of petrochemical products.
Clean Air Law - Clean Air Law, 2008.

Economic Competition Law - Economic Competition Law, 1988.
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Bazan Ltd.

Securities Law - Securities Law, 1968.

Toluene — An aromatic material made from refined products.

Carmel Olefins - Carmel Olefins Ltd.

Carmel Eco — Carmel Eco Ltd., a wholly-owned company (indirectly) of Carmel Olefins (formerly VPM
Plast Ltd.).

Fuel oil — a product obtained after the initial refining processes; used mainly for heating and fueling
ships.

Very-low sulfur fuel oil - Fuel oil with a sulfur content of up to 0.5%.

IPE - Israel Petrochemical Enterprises Ltd. A publicly-traded company, whose shares are listed on the
Tel Aviv Stock Exchange Ltd. and which is the controlling shareholder of the Company.

The refining margin is the difference between revenue from the sale of the Company’s product mix and
the ex-refinery cost of the raw materials purchased by the Company (mainly various kinds of crude oil,
diesel fuel and HVGO) and energy costs.

Crude Oil — A mixture composed primarily of hydrocarbons, formed in a natural underground process
and mainly used to create petroleum distillates and petrochemical products. There are many different
types of crude oil, characterized based on the location where they are produced.

Naphtha - one of the refined products of crude oil. Used as one of the components for the production
of gasoline and industrially used as a raw material for the production of petrochemical products.

INGL - Israel Natural Gas Lines Ltd.

Diesel fuel — One of the refined products of crude oil; used for transport, electricity generation, and
heating.

Vacuum Gasoil or Heavy Vacuum Gasoil (VGO or HVGO) — an interim material produced by way of
primary refining and used in advanced refining processes for manufacturing oil products with high
added value, primarily diesel fuel, kerosene and gasoline.

Paraxylene - An aromatic material made from refined products and by production processes in Gadiv.
Polypropylene — A polymer, the main uses of which are in engineering, for the production of consumer
goods (such as diapers, toys, bottles, containers, household plumbing, tool boxes, disposable
tableware, outdoor furniture, food packaging, office equipment), fibers and threads for making carpets,
for use in the vehicle industry, and others.

Polyethylene — A polymer, the main uses of which are for manufacturing plastic products, such as
products for agricultural use (such as food packaging, sheeting for greenhouses), for making flexible
and hard packaging (such as bags and bottles), insulation products and household utensils.

Paz — Paz Retail and Energy Ltd. (formerly - Paz Oil Company Ltd.)
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Petroleum or PCH - Petroleum Capital Holdings Ltd. - a subsidiary wholly-owned by IPE.

Propylene - A colorless, odorless gas at room temperature, used as a raw material in the petrochemical
industry, mainly for the production of polypropylene.

OPP - 0il Products Pipeline Ltd., which, to the best of the Company's knowledge, is a subsidiary of
Energy Infrastructures Ltd. (PEI).

Cantium — Cantium Management LLC and the corporations under its control.

EAPC - Europe Asia Pipeline Company Ltd.

Kerosene/jet fuel — One of the refined products of crude oil; used mainly as jet fuel and for heating.
IMO 2020 Standard — a Standard set by the International Maritime Organization, which came into effect
on January 1, 2020, and requires ships to adhere to new, strict emission levels. For this purpose, they
must use, in certain areas, fuel with a sulfur content that does not exceed 0.5% or install a treatment
device on the ship that will reduce the ship’s emission to the required level. As from May 2025, the
Mediterranean region is be considered a limited emissions area - MED ECA - and the sulfur content in
fuel will be limited to 0.1% for tankers, which have not installed a facility to reduce sulfur oxides
emissions.

PEI - Energy Infrastructures Ltd.

Establishment of the Company and main stages in its development

Oil Refineries Ltd. (hereinafter - the “Company” or “Bazan”), was incorporated and registered in Israel in
August 1959 under the name Haifa Refineries Ltd., which has absorbed the operations of the Haifa
refinery that began operating in 1938 under the British mandate.

After the Ashdod refinery was split off from the Company and sold to Paz, in February 2007, the State
of Israel sold all of the Company's issued and paid up share capital, such that following the sale, the
Company ceased being a government company, and its shares were listed for trade on the TASE
(hereinafter - the “Privatization of the Company”). The controlling shareholder of the Company is IPE

(directly and via Petroleum).
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Bazan Ltd.

For details regarding the Company's control permit granted to IPE (Israel Petrochemical Enterprises)
and its individual controlling shareholders, see Section 1.19.10.3 below.

The Group Companies are industrial companies operating mainly in Israel’ and are engaged primarily
in the production of fuel products and aromatics used as raw materials for the chemical and
petrochemical industry, as well as the production of polymers used as raw materials for the plastics
industry. The facilities of the Israel-based material subsidiaries are integrated with those of the
Company.

In the reporting year, the Company’s Haifa Bay compound was struck by missiles, and three of the
Group's employees were killed. For further details, see Section 1.6.3.4 below.

In the reporting year, the Company expanded the Group’s activity to include an investment in an oil
asset, investing in Cantium, a privately-owned US-based corporation whose main activity is production
and operation of shallow-water oil and gas assets in the Gulf of America, located near the Louisiana

coastline, in the US. For further details and a description of Cantium’s activity, see Section 1.10 below.

1

With the exception of Ducor, which operates in the Netherlands, and with the exception of additional companies whose
operations are immaterial and which are not involved in production.
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1.1.3 Chart of the Company'’s holding structure as at December 31, 2025 2

24.74%

e

100%

(1) The shares are held directly by IPE and indirectly by Petroleum. IPE is a publicly-traded company whose
shares are listed on the TASE.

(2) A company registered in Guernsey.

(3) Companies registered in the Netherlands.

(4) A limited partnership wholly-owned by Bazan Group, which coordinates the innovation activity. For
details regarding the innovation activity, see Section 1.12.2 below.

(5) Limited partnership established by the Company and EDF Renewables in collaboration with Johnson
Matthey- under the innovation activity as detailed in Section 1.12.2 below.

(6) A special-purpose corporation registered in Delaware, USA, established for the purpose of the
Company’s investment in Cantium, as set forth in Section 1.10 below.

The figure shows active material companies. It is noted that as at the report date, the Company holds a number of additional
companies whose activity is negligible compared to the Group’s business, and/or that are not active and therefore do not
appear in the chart.
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1.2

1.2.1

1.2.2

1.2.3

Bazan Ltd.

Company's areas of activity
The Company was engaged in three areas of operation, reported as business segments in its financial

statements, as follows:

Refining Segment: As part of its operations in its refining activity the Company purchases crude oil and
intermediate materials; it refines, separates and processes them into various products, some of which
are finished products and others are raw materials for the manufacture of other products. As part of

this area of activity, the Company and Gadiv sell finished fuel products, intermediate products and
aromatic products to its customers in Israel® (including Carmel Olefins) and abroad.
For details regarding refinement operations, see Section 1.7 below.

Polymers Segment: As part of its polymer activity, the Company is engaged, through Carmel Olefins
Ltd., a private company wholly owned by the Company, and via a private company wholly-owned
(indirectly) by Carmel Olefins, which is registered and operates in the Netherlands, in the production of
polyethylene and polypropylene, which are the principal raw materials in the plastics industry as well as
in mechanical recycling through Carmel Eco.

For a description of the activities of Carmel Olefins, Ducor and Carmel Eco, see Section 1.8 below.
Investment in Oil Asset Segment:* During the reporting year, the Company entered into binding
investment agreements - through Energil LLC, a wholly owned US special-purpose entity — with
Cantium Management LLC and the corporations under its control (hereinafter — “Cantium”). Cantium,
which was founded in 2016, is a privately-owned US corporation whose main activity is production and
operation of shallow-water oil and gas assets in the Gulf of America, located near the Louisiana

coastline, in the US.

In this context, it should be noted that the Company also provides its customers with storage and distribution services for
to some of the products sold by it.

4

As defined in Section 19A(b) to the First Addendum to the Securities Regulations (Details of a Prospectus and Draft

Prospectus - Structure and Form), 19609.
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1.2.5

Bazan Ltd.

The investment is made through a special-purpose partnership (Cantium Energy LP) (hereinafter -
“Acquisition Partnership”), which acquired a 100% ownership stake in Cantium. The Company, (through
Energil, holds approx. 52% of the equity interests in the Acquisition Partnership, alongside additional
rights granted to it by virtue of its being a strategic investor.

For a description of Cantium'’s activity, see Section 1.10 below.

Additional activities (“Others”): The Company is involved, inter alia, in trade activities that do not
constitute an operating segment in its financial statements, which mainly includes leasing of tankers
for maritime shipping of fuel products, which is performed by the companies ORL Trading and ORL
Shipping, privately-held companies that are wholly owned by the Company (hereinafter - the “Trade
Activity”). For further details, see Section 1.9 below.

In addition, the Company has investees that are engaged in additional activities that are immaterial to
the Company.

The Refining and Polymers operating segments, executed by the Company and the subsidiaries, are
integrated (see Section 1.7.1.3 below), and these two operating segments combined with additional
activities (others) constitute most of the Bazan Group’s activity, which operates under central control
of the Company's headquarters. This structure of the Group and the concentration of its plants in a
single geographic region (except for Ducor and Carmel Eco) and being physically connected, yield
significant benefits, including, among other things, maximum utilization of raw materials, such that the
by-products of one of the plants are used as the raw material of another, and maximizing the added
value of the joint activity (by optimizing production, procurement, inputs and joint headquarter
services).

The head office’s services include: Safety, environmental protection, security, overall quality, finance
and accounting services, IT, human resources services, operation of production planning optimization
systems, procurement, engagements and legal services. In addition, the Company purchases for Group
companies operating in the Bazan compound in Haifa various inputs such as natural gas, electricity

and more.

This translation of the financial statements is for convenience purposes only.
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1.3

1.3.1

1.3.2
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1.4
1.4.1

1.4.2

Bazan Ltd.

Investments in the Company’s Equity and Transactions in Company Shares

No investments in the Company's equity have taken place during the past two years, except as detailed
below:

During 2024-2025, the Company's officers exercised 24,833,333 options, which in accordance with the

“net exercise” mechanism were converted into 4,311,707 shares.

During 2024-2025, the Company's officers sold 3,627,123 shares, as detailed in the Company's reports
dated March 18, 2025, October 9, 2025, October 16, 2025, November 25, 2025 and December 10, 2025
(Ref. Nos., respectively: 2025-01-017924, 2025-01-074456, 2025-01-075684, 2025-01-091827, 2025-01-

098271 and 2025-01-098569).

For further details regarding the Company's equity, see Note 21 to the Consolidated Financial
Statements. For details regarding the Company's share buyback, see Section 1.4.2 below and Note 21C

to the Consolidated Financial Statements.

Dividend distribution

On March 11, 2025, the Company's board of directors resolved to revise the dividend distribution policy
dated November 7, 2021, as from the financial statements for 2024 onwards. For details regarding the
dividend distribution policy, see the Company’s immediate report dated March 11, 2025 (Ref. No.: 2025-
01-016284), included herein by way of reference, as well as Note 21C to the Consolidated Financial

Statements, including with respect to the dividend distribution policy dated November 7, 2021.

In the reporting year and last year the Company distributed dividends as follows:

Distribution date” Type of distribution Total

March 13,2024 In cash USD 144 million
August 25, 2024 In cash USD 30 million
August 25, 2024 Share buyback USD 5 million
March 11, 2025 In cash USD 50 million

For further details regarding the buyback plan under which the shares were purchased as stated in the
above table, see Note 21C to the Consolidated Financial Statements.

5Approval date by the Board of Directors.
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1.4.3

1.4.4

Bazan Ltd.

On March 25, 2026, the Company's Board of Directors approved the distribution of a dividend in the
amount of USD 35 million, based on the Company's Consolidated Financial Statements.

The corporation’s retained earnings as at December 31,2025, as defined in Section 302 to the

Companies Law, 1999 (hereinafter - the “Companies Law") was approx. USD 911 million.

For details regarding the financial covenants which may restrict the distribution of dividends by the
Company, and conditions for distributing dividends as set forth in the Company’s agreements with
banking corporations, see Note 13 to the Consolidated Financial Statements. For details regarding
financial covenants and conditions for distributing dividends that the Company undertook towards

debenture holders, see Note 14 to the Consolidated Financial Statements.

This translation of the financial statements is for convenience purposes only.
The only binding version of this document is the Hebrew version.
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1.5 Financial information regarding the Company'’s areas of activity
2025
Refining | Polymers Inv'estment " | Others® Adjust Total
Oil Asset™ ments
In USD millions

Total revenues from external sources
Revenues in Israel 4,005 249 - - - | 4,254
Revenue from other countries 1,212 355 150 20 (150) | 1,587
Total revenues from external sources 5,217 604 150 20 (150) | 5,841
Total inter-segment revenues (in Israel) 195 1 - 22 (218) -
Total revenues 5,412 605 150 42 (368) | 5,841
Costs for operating segment — external sources
Variable - raw materials 4,576 160 2 - (2) | 4,736
Variable - other 341 155 37 17 (37) 513
Fixed 241 150 27 1 (27) 392
Depreciation expenses 122 47 45 27 (45) 196
Total 5,280 512 111 45 (111) | 5,837
Costs for area of activity — inter-segment costs
Variable - raw materials 22 196 - - (218) -
Revenues from loss of income insurance 133 27 - - - 160
Operating profit (loss) in the segments 243 (76) 39 (3) (39) 164
Other expenses, net - - - - (18) | (18)
Operating profit (loss) attributable to the 243 (76) 39 3) (57) 146
Company'’s shareholders
Total assets attributable to area of activity 3,431 924 709 66 (680) | 4,450
Total liabilities attributable to area 2,475 235 485 93 (584) | 2,704
of activity

(1) For the five-month period ended December 31, 2025. The results of the Investment in Oil Asset Segment are
presented on a 100% basis and are canceled as adjustments. Company's share in the segment’s results is
included in the financial statements under the Company's share in the profits of associates line item.

(2) “Others” includes the Trade Activity as set forth in Section 1.2.4 above and Section 1.9 below.

For explanations concerning the developments in the above financial data, see the Board of Directors'
explanations in Chapter 2 to the Report of the Board of Directors.

This translation of the financial statements is for convenience purposes only.
The only binding version of this document is the Hebrew version.
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2024
Refining | Polymers | Others | Adjustments | Total
In USD millions
Total revenues from external sources
Revenues in Israel 4,623 322 - - | 4,945
Revenue from other countries 2,104 484 9 - 2,597
Total revenues from external sources 6,727 806 9 -| 7,542
Total inter-segment revenues (in Israel) 307 1 29 (337) -
Total revenues 7,034 807 38 (337) | 7,542
Costs for operating segment — external sources
Variable - raw materials 5,968 145 - -| 6,113
Variable - other 425 194 13 - 632
Fixed 241 152 1 - 394
Depreciation expenses 104 48 19 - 171
Total 6,738 539 33 - 7,310
Costs for area of activity — inter-segment costs
Variable - raw materials 30 307 - (337) -
Operating profit (loss) in the segments 266 (39) 5 - 232
Other expenses, net - - - 8) (8)
Operating profit (loss) attributable to the 266 (39) 5 (8) 224
Company'’s shareholders
Total assets attributable to area of activity 3,315 1,098 75 (36) | 4,452
Total liabilities attributable to area of activity 2,476 251 89 (128) | 2,688

(1) “Others” includes the Trade Activity as set forth in Section 1.2.4 above and Section 1.9 below.

For explanations concerning the developments in the above financial data, see the Board of Directors'
explanations in Chapter 2 to the Report of the Board of Directors.
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2023
Refining | Polymers | Others | Adjustments | Total
In USD millions

Total revenues from external sources
Revenues in Israel 5,000 238 - -| 5,238
Revenue from other countries 2,515 543 28 -| 3,086
Total revenues from external sources 7,515 781 28 -| 8,324
Total inter-segment revenues (in Israel) 264 1 13 (278) -
Total revenues 7,779 782 41 (278) | 8,324
Costs for operating segment — external sources
Variable - raw materials 6,308 208 - -| 6,516
Variable - other 467 182 15 - 664
Fixed 244 145 1 - 390
Depreciation expenses 97 47 18 - 162
Total 7,116 582 34 -| 7,732
Costs for area of activity — inter-segment costs
Variable - raw materials 15 264 - (279) -
Operating profit (loss) in the segments 648 (64) 7 1 592
Other expenses, net - - - (19) (19)
Operating profit (loss) attributable to the 648 (64) 7 (18) 573
Company'’s shareholders
Total assets attributable to area of activity 3,475 1,086 72 24 | 4,657
Total liabilities attributable to area of activity 2,587 205 86 (78) | 2,800

(1) “Others” includes the Trade Activity as set forth in Section 1.2.4 above and Section 1.9 below.

1.6 Economic environment and impact of external factors on the corporation's activity
1.6.1 General

The Bazan Group is affected by events, developments and trends in the domestic and global energy

sectors, as well as by developments in domestic and/or global macroeconomic factors - including the

interest rates, the inflation rates, exchange rates, the state of the domestic and global economy,

geopolitical and security developments and extensive regulations that cover various aspects of the

Group’s activities, as detailed below.

This translation of the financial statements is for convenience purposes only.
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1.6.2

1.6.3

1.6.3.1

1.6.3.2

1.6.3.3

1.6.3.4

Bazan Ltd.

Changes in crude oil prices, petroleum products prices and the refining margins

The Group's operating results are derived mainly from the refining and petrochemical margins, which
reflect the difference between the revenues from the sale of the product mix sold by the Group and the
cost of the raw materials and energy required to produce them. Over the years, the global oil market,
especially refining operations, experienced significant fluctuations in product prices and raw material
costs (causing margin fluctuations), as a result of geopolitical events, macroeconomic events, such as
changes in demand and supply of crude oil and petroleum products across the world, wars, changes in
foreign currency exchange rates, etc. - events and changes that are mostly unpredictable. For more
information about fluctuations in crude oil prices, the refining margins and petroleum products prices,
see Section 1.7.2.2 below.

The security and geopolitical situation

Geopolitical and security developments across the world and in Israel have a direct effect on petroleum
distillates prices and crude oil prices, and consequently they also affect the Group’s operating results,
whether due to crude oil shortages or due to trade and transportation restrictions in connection
therewith.

The geopolitical situation in the region, and in particular the direct combat between Israel and its
enemies, leads to ongoing uncertainty and instability. These conditions impact, from time to time,
economic activity in the market, supply chains and infrastructure, transport and insurance costs, and
may also affect the volume and mix of demand for the Group's products and the manner in which its
facilities are operated.

Shortly after the outbreak of the Iron Swords War, the Company was issued an order under the Control
of Commodities and Services Law, 1957, regarding the manner of operating the refinery, as a result of
which periodic maintenance of the main refining unit was postponed and subsequently performed in
the second quarter of 2024.

As a result of missile attacks in June 2025 during Operation Rising Lion, the Energy Center - which
produces a substantial share of the steam and electricity used by the Group's Facilities - was directly
damaged in addition to other damage sustained - certain pipelines and transmission lines between
facilities in the Bazan compound in Haifa Bay (hereinafter - the “Bazan Compound”) were also damaged,
and all of the refining facilities and the facilities of the subsidiaries in the Bazan Compound (hereinafter

- the “Group's Facilities”) were shut down. In these attacks, three Company employees were killed.

This translation of the financial statements is for convenience purposes only.
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Immediately after the strike, the Company began to implement an orderly work plan with the aim to
gradually reactivating all the Group’s Facilities, which will allow the Group's Facilities to resume
production at full capacity. As at the report approval date, except for the power generation turbines, the
Company has reactivated the steam facilities at full capacity, allowing the Group's facilities to operate
in full with sufficient redundancy. The Company is pursuing the completion of the steam system in
order to achieve full redundancy.

The Company is working with the Compensation Fund (by virtue of the Property Tax and Compensation
Fund Law, 1961) to exercise its rights and receive advance payments with respect to the direct damage
it has sustained. On July 16, 2025, an advance totaling NIS 160 million (approx. USD 48 million) was
received. The Company is working to receive additional advance payments, concurrently with the
progress of the restoration work and incurring additional expenses. As at the report approval date, the
Company estimates the direct damage at approx. USD 150-200 million, depending on the Energy
Center’s full restoration costs.

During the attack, the Company had in place insurance coverage against consequential damage (loss
of income) resulting from terror acts and war of up to USD 250 million (hereinafter - “Total Coverage
for Loss of Income”) for an indemnity period of up to 30 months and a 30-day deductible (which ended
on July 13, 2025). The Company filed a claim for the period commencing from the end of the deductible
period to December 31, 2025 on the basis of its assessment of the extent of indirect damage sustained
during this period, totaling approx. USD 218 million. Out of the claimed amount, during the reporting
period, revenues from loss of income insurance totaled approx. USD 160 million (before tax) based on
the rate of advances determined by the insurers. As at the report approval date, the Company received
USD 155 million (USD 123 million of this amount was received during the reporting period). As at the
report approval date, the Company expects the loss of income (net of the deductible period) to amount

to within the limits of the insurance coverage for loss of income.
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With respect to the restoration of the damage sustained, on July 13, 2025, the Company received the
Minister of the Interior's Order issued under the Construction Law, 1965 (hereinafter - the “Order”)
(which was issued further to the recommendation of the National Planning and Construction
Committee) (hereinafter - the “Committee”), which stipulates that the construction of buildings,
facilities and steam boilers whose construction or deployment is required in order to replace buildings
and facilities of the Company damaged by missiles in Operation Rising Lion, the works directly required
for this purpose and the use thereof are temporarily exempt from a permit under Chapter E to the
Planning and Construction Law as detailed in the Order. The Order’s implementation is subject to the
terms and conditions set out therein and in the Planning and Construction Law, the principal of which
is obtaining the government’s authorization to execute the works as detailed in the Order received on
July 14, 2025. On November 20, 2025, the Prime Minister signed an amendment to the Order (issued
following the Committee’s recommendation dated September 30, 2025), which supplements the Order
by a temporary exemption from a permit under the Planning and Construction Law in connection with
the construction of gas turbines it needs in order to generate electricity, in lieu of the turbines destroyed
in the missile strikes (hereinafter - the “Amended Order”). The Amended Order’s implementation is
subject to the terms and conditions set out therein and in the Planning and Construction Law.

In December 2025, two petitions for an order nisi and a motion for an interim injunction - filed with the
High Court of Justice by the Haifa Municipality and by Green Course, Zalul Environmental Association
et al., against a series of respondents including the Company - were served upon the Company, and the
hearing of which was consolidated (hereinafter - the "Petitions"). The petitions request the court to
issue an order nisi to revoke the Amended Order, or, alternatively, suspend it and remand it to the
competent government agencies for further discussion thereof; the petition also requests the issuance
of an interim injunction to immediately suspend any action, which may advance the implementation of
the Amended Order and the work carried out pursuant thereto until their conclusion. The Company filed
its response to these petitions with the High Court of Justice, within which it sought to have them

dismissed.
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Throughout the period of warfare - including after the missile strikes on the Company's facilities — the
Company continued its ongoing operations, while prioritizing the needs of the State in coordination with
the relevant government authorities, primarily the supply of fuels for power generation and various fuels
for the defense establishment, alongside the continued supply of fuels to its customers, which served
to emphasize the Company's criticality to the economy and its importance.

There is still significant uncertainty regarding security developments and their implications, including
in connection with additional military operations and their scope, and therefore the extent of the future
impact on the Group's operations and results cannot be assessed.

It is noted that the operation of the Group's Facilities after an abrupt halt in general, and after a halt
due to an external damage to the facilities in particular, is a complex process, which includes
numerous elements of uncertainty and requires extra care and operational flexibility, alongside,
among other things, strict adherence to safety provisions and to statutory provisions with respect to
environmental protection. The Company’s abovementioned assessments regarding the completion of
the steam facilities, ability to finance the Work Plan, scope of damage, insurance payouts, and
coverage of the damage caused to the Company constitute forward-looking information as defined
by the Securities Law, and as such are uncertain and may not materialize, in whole or in part, or may
materialize differently than expected. The Company's assessment regarding the completion of the
steam facilities is based, among other things, on the Work Plan and on procurement and installation
of various components. As stated above, the complex process of operating the Group's Facilities
includes many elements of uncertainty, including malfunctions and/or damages that may only
become apparent when various facilities are operated; the process is also contingent on the
procurement and supply of various components, the services of experts (including foreign ones) in
various fields and the need for obtaining various approvals, including regulatory approvals (including
approval for the turbines’ construction), whose materialization is uncertain and is beyond the
Company's control. The Company's assessment regarding insurance payouts and coverage of the
damage caused to the Company is based on the actual implementation of the Company’s plan (whose
materialization according to plan is uncertain), the amount of insurance benefits which will be
received in practice, the amount of compensation, which will be received in practice in accordance
with the Property Tax and Compensation Fund Law, 1961 and the refining margins environment in the

relevant period, which are uncertain and beyond the Company’s control.
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In this context, it is also noted that on December 30, 2024, the Company filed an online compensation
claim for indirect damage caused to it due to the Iron Swords War, and in accordance with the
provisions of Section 35 to the Property Tax and Compensation Fund Law, 1961.

For details regarding the Russia-Ukraine war and its effect on the Group's activities, see Note 1D to the
Consolidated Financial Statements.

In addition, international conflicts may affect the energy markets, the availability of feedstock and
intermediate products, and international supply chains, and consequently - the Company's activity.
Subsequent to the reporting period, Operation Lion's Roar and the regional developments which arose
therefrom led to an increase in geopolitical tensions in the Middle East and adverse effects on energy
markets and international trade; crude oil and energy products prices spiked sharply; major shipping
routes used to transport oil and oil products - including the Persian Gulf and the Strait of Hormuz -
through which a substantial share of the global oil trade passes, have been disrupted, which increased
uncertainty with respect to the use of marine transportation routes. Alongside the risks associated with
these tensions, as at the report publication date, the business environment in which the Company
operates - both in the Refining Segment and in the Investment in Oil Asset Segment - has strengthened
substantially. For further details, see also Section 1.24.3.1 below.

As a result of the missile strikes on northern Israel on March 19, 2026 under Operation Lion’s Roar,
localized damage was caused at the Group’s compound in the Haifa Bay with no injuries or casualties.
In addition, external infrastructure owned by a third party, which is essential for the Group’s activity, was
damaged.

Immediately following the strike, dedicated teams were established to plan and implement the actions
required to fully restore production, in coordination with Israel Electric Corporation Ltd. and the affected
external utility company.

As at the report approval date, the damaged external infrastructure has been restored, most of the
Group's production facilities are operational, and a gradual restoration of production in the remaining
production facilities - and reinstatement of optimal production capacity - is expected in the forthcoming

days.
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According to an initial assessment by the Company, the direct damage sustained by the Company's
facilities is negligible. The Company has begun to work with representatives of the Government
Compensation Fund. In addition, the Company estimates that the damage will be repaired within several
days and accordingly estimates that the loss of income will amount to an immaterial amount (for details
regarding the Company's insurance policies covering terrorism and war damage, see Section 1.20.2
below).

The Company's above assessments regarding the date on which production will be fully restored as
well as the scope of the damage, constitute forward-looking information, as defined by the Securities
Law, 1968 - and as such are uncertain and may not materialize, in whole or in part, or may materialize
differently than expected. The Company's above assessments regarding the date on which production
will be fully restored is based, among other things, on past experience, various operational tests,
surveys in and around the compound and around major facilities and on the activity of the various
facilities subsequent to the strike (including external infrastructure serving the Group's facilities). It
is clarified that full detection of all possible damages and full operation and reactivation of the
damaged infrastructure and facilities, are complex procedures that include multiple elements of
uncertainty and which require exercising extra caution and operational flexibility in addition to, among
other things, ensuring compliance with the safety provisions and the provisions of the law with
respect to the environment, including malfunctions and/or injuries which may become apparent only
when various facilities are reactivated, as well as dependence on the availability of spare parts,
equipment and relevant professional personnel, whose materialization and availability is uncertain
and is not under the Company’s control. The Company's assessment of the extent of the damage
sustained by the Company is based on the field tests conducted to date, on the date on which
production is fully restored to optimal production outputs as stated (whose materialization according
to plan is uncertain) and on the refining margins environment prevalent in the relevant period, which
are uncertain and are not under the Company’s control.

Interest rate fluctuations

For information about the potential effects of changes in interest rates on the Group’s finance costs,

see Section 1.24.2.6 below.
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Changes in exchange rates

For information about potential effects of changes in the exchange rates of the various currencies on
sales, current cost, investments denominated in foreign currency and debentures issued by the
Company, see Section 1.24.2.5 below and Note 30C to the Consolidated Financial Statements.

Effects of an economic slowdown or recession in the domestic market

For information about the potential effects of an economic slowdown or a recession in the domestic
market on the Group’s revenues’ see Section 1.24.2.2 below.

Regulation

Due to the Group’s prominent position in the Israeli energy sector, and its environmental footprint, it is
subject to tight regulation in multiple areas, including: Competition, price control, environmental
protection, security and information security, protection of essential interests of the state, workplace
safety, etc.

This extensive regulation, Government Resolution No. 1231 (in terms of the government's desire to
evacuate the Company's facilities from the Haifa Bay as mentioned below and as detailed in the
Consolidated Financial Statements) and NOP 75, which is promoted under the abovementioned
resolution, may have an effect on the Group's ability to act without constraints, on the actual operation
of the Group's facilities, and on the considerations taken into account in its business activity; they may
even involve substantial costs arising from actions taken by the Group to comply with the regulatory
requirements and the consequences of the effects of Government Resolution 1231. As stated in Note
20C to the Consolidated Financial Statements, various alternatives are discussed under the
negotiations regarding the implementation of the Government Resolution, taking into account the
importance of the Company's activity to the Israeli energy sector during normal times and even more
so at times of emergency. During the 2nd quarter of 2025, various media publications addressed the
formulation of a new plan to relocate the Group's plants to the Negev. The Company welcomes the
Ministry of Energy and Infrastructures' recognition of the importance of retaining all of the Bazan
Group's capabilities and its acknowledgement that the import-based alternative does not adequately
meet the requirements of the Israel energy sector. The Company will continue to stand up for its rights
and for the rights of its stakeholders, including employees, suppliers and customers, debtors, and
shareholders.

For further details, see Sections 1.18 and 1.19 below and Note 20C to the consolidated financial

statements regarding Government Resolution 1231 and the development of the Haifa Bay.
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In June 2022 the European Parliament approved the legislation regarding Carbon Border Adjustment
Mechanism in Europe (hereinafter - “CBAM”), aiming to regulate carbon taxation adjustment
mechanisms in Europe; according to the legislation, various products imported into EU countries will be
taxed in accordance with the carbon footprint generated in their production process. In accordance with
this legislation, the reporting requirement was first applied in the fourth quarter of 2023, and the tax will
be applicable as from 2026. In May 2023, an appendix was published comprising the list of products
that fall within the scope of the legislation. According to this appendix, Group companies' products
imported into EU countries are not included in the said list. In that context, it should be noted that the
European Union is due to review the list of products, which will include additional polymers and
chemicals; a date for the said review has yet to be determined. As at the approval date of the financial
statements - and noting the expected re-evaluation of the list of products as stated above - it is
impossible to assess whether the Group’s activity will be impacted.

In Israel, the pricing of emissions from local pollutants and greenhouse gases was approved by
amending the Excise Tax on Fuel Ordinance (hereinafter - the “Carbon Tax"), came into force on
January 1, 2025. For further details, see Section 1.18.3.1.5 below.

The Company is making preparations to cope with those changes and has also begun to engage in the
field of alternative fuels, with an emphasis on hydrogen-powered vehicles, and addressing the changing
needs of all of its customers, while performing sustainability-oriented activities, reducing its carbon
emissions and streamlining and improving the refining processes.

In 2025, the European Union continued to promote the Corporate Sustainability Reporting Directive
(CSRD), while at the same time measures were promoted to reduce regulatory loads, including the
postponement of CSRD application dates and an update of the European Sustainability Reporting
Standards (ESRS) in a reduced format. These moves are designed to make the process easier for the
reported companies and improve the application of the requirements in practice. The Company is both
monitoring and preparing for developments, while examining the scope of applicability and the dates
relevant to its activities in Europe and Israel. In addition to the above, use of the ISSB's Sustainability
Reporting Standards (IFRS S1/S2) continues to gain momentum in various countries around the world,

but they are not currently mandatory in Israel.
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Changes in customer preferences in connection, among other things, with environmental protection

The climate crisis and the increase in awareness of its effects, as well as the environmental effects of
using fossil fuels and non-recyclable materials, cause changes in preferences of some end customers
of the Group's customers and in their willingness to purchase its products. This change is reflected,
among other things, in a transition to electric vehicles, with the introduction of electric or hybrid vehicles,
and the introduction of fuel substitutes originating from renewable sources, such as ethanol, hydrogen
and biodiesel (which do not originate from fossil fuels). This change may be accompanied by restrictive
laws and the provision of incentives, which may increase the said decline in demand for the Group's
products. In addition, it is noted that there is a growing awareness of the pollution caused by plastic
waste has been on the rise, and consequently there is a desire to reduce the use of plastic and increase
the use of recyclable plastics. This trend may be accompanied by legislation that encourages the
reduction of the use of plastics. Over time, these changes may result in a decline in the Group's

revenues, if it fails to adapt itself to those changes. For further details, see Section 1.24.3.7 below.

Part B — Areas of Activity

1.7

1.7.1

1.7.1.1

Refining Segment

General

The Company operates a refinery in the Haifa Bay, which has been operating since 1939, and through
which it refines, separates and processes - from crude oil and intermediate materials - a range of end
products such as petroleum distillates and raw materials used to manufacture other products marketed
in the domestic market and to export markets, including fuels and aromatics (as described in Section
1.7.14.2 below).

The Company’s facilities in the Refining Segment include various systems (as described in Section
1.7.19 below), whose complexity is rated 11.1 in the Nelson Index (which is an index that measures the
complexity of refineries as stated in Section 1.7.19.6 below) and the refining capacity of the refining
facilities is approx. 9.8 million tons of crude oil per year.

Production and marketing of fuels is carried out by the Company while production and marketing of the
aromatic products are carried out through Gadiv, a private company, which was founded in 1974 and

has been wholly owned by the Company since 1994.
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The Refining Processes

The refining of oil is a process that consists of a number of stages, the purpose of which is to separate
out the various components in crude oil, and to turn them into useful products such as: gasoline,
naphtha, diesel fuel, kerosene, fuel oil, liquefied petroleum gas (LPG) and bitumen. Refining is carried
out at high temperatures (up to approx. 500°C) and at high pressures (up to approx. 180 atmospheres).
In some processes, catalysts are used to speed up the chemical reaction of cracking or reforming of
intermediate materials.

There are four main production processes:

Separation by distillation - processes that result in groups of products, according to the differences in
their boiling points.

The refining of crude oil leaves an unrefined residue that is used to make asphalt and fuel oil or are sent
to the cracking facilities.

Cracking and reformation - which alter the chemical composition of some of the materials separated
out, so as to give rise to products of a higher added value.

Refining - a finishing-off process, the purpose of which is to decontaminate and cleanse the products
of the separation processes, and to improve the qualities of such (such as reduction of sulfur content).
Finishing - the products undergo finishing, in order to meet the requisite parameters.

As mentioned above, the Company's refining operations are carried out at the Haifa refinery. The
Company sells intermediate materials produced at its plants but not processed into end products at
the plants of the Company and its subsidiaries, in quantities that are immaterial relative to its entire
activity. Intermediate materials required by the Company and/or subsidiaries, which are not supplied by
the Company’s own refinery facilities, may be purchased from foreign suppliers and/or from ORA. The
facilities’ operating regime as part of the refining activity aims to modify the crude refining facilities in
order to reduce the refinery residue and increase the volume of intermediate products, which enable
the production of high added value products, improving the Company's ability to mix various
intermediate components and products, which allows its to produce a range of products in compliance
with the required standards and to adapt and diversify the types of crude oil it processes.

Downstream processes
In addition, some of the refining products of the Company’s refineries are raw materials, which are

transferred to be used by Carmel Olefins and Gadiv.
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The Carmel Olefins and Gadiv plants in Israel are downstream facilities of the Company and receive
most or all of the required feedstock from the Company on an ongoing basis through pipelines and
return all or part of the products of their facilities to the Company, as well as the feedstock not used in
their operations. The Group’s refining operations are integrated with its polymers operations in Israel,
enabling the Group Companies to manufacture - continuously and efficiently, while maximizing the
utilization of raw materials - the products they market, in accordance with the required standards and
specifications.

The following is a diagram that illustrates the integration between the various operations of the Group:

Crude 0Oil

Fuel il

The integration and synergy between the facilities and the various areas of activity leads to an increase
in the aggregate margins flowing to the Group from all of its areas of activity and under certain
circumstances - moderation in fluctuations of the profitability of the Group, since the business turnovers
in the Company and the subsidiaries’ areas of activity do not necessarily overlap.

The Companies (Bazan. Carmel Olefins and Gadiv) have operated jointly in their various areas of
activity: overall production planning is carried out by the optimization unit in a way that is intended to
maximize the added value over the activities of the Companies, starting from the purchasing of crude
oil up to the production of fuel and aromatics products, as well as polymers products.
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In order to optimize decision-making with respect to determining the types of crude oil and intermediate
products to be purchased by the Company and the composition of the products to be produced by it,
the Company, among other things, uses a computerized system of linear planning based on a multiple-
variable mathematical model which takes into account commercial data such as: prices of various
kinds of crude oil and intermediate materials and prices of the various products produced by the
companies (prices of various oil and aromatics products, prices of polymers), market demand, and
technical data relating to the production capacity and availability of the Companies’ facilities in light of
demand in markets of activity.

The model recommends production functions (the mix of crude oil and intermediate products, and the
mix of products produced using it) that maximize the Group's profitability. This system is used by the

Company both for its ongoing operations and for the purpose of long-term future planning.

In addition, the Companies are working continuously to identify and apply opportunities for further
synergies through projects which integrate materials and processes from their plants. In this context,
projects were executed, inter alia, for the utilization of process gases produced by other facilities,
including the downstream facilities, as raw materials in Carmel Olefins, and the companies are

constantly examining possibilities for new projects.
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1.7.2 Structure of the operating segment and changes therein

1.7.2.1 The fuels industry in Israel

The fuels industry in Israel includes a number of subsegments:

1.7.2.1.1 Offloading and storage of crude oil and loading of distillates for export - the offloading of crude oil
and distillates and the loading of distillates for export is carried out in the sea ports: Haifa, Ashdod,
Ashkelon and Eilat. As to the crude oil, after its is offloading at the port, it is pumped to the premises of

the refineries, among other things, through pipelines owned by the EAPC and/or Energy

Infrastructures.® Until such time when it is pumped as described above, the crude oil is stored in
terminals in the area of the offloading ports, which are operated by Energy Infrastructures and EAPC,
and thereafter in the refineries themselves.

1.7.2.1.2 Refining of oil - There are two refineries operating in Israel and competing with one another - the
Company'’s refinery, which is located at the Haifa Bay, and the second refinery, which is located in
Ashdod and owned by Oil Refinery Ashdod. This refinery was previously part of the Company and was
split therefrom in 2006 and transferred to Paz; to the best of the Company's knowledge, in August 2023
and according to ORA’s publications, the listing of ORA’s shares on the TASE was completed as a
company without a controlling core.

1.7.2.1.3 Transmission, storage and distribution of petroleum products - the petroleum products which are
manufactured by the refineries, as stated above, are piped and transmitted from the refineries through
a national distillates pipeline, which is mainly owned by OPP to the Pi Gliloth fuel terminals, to Energy
Infrastructures’ terminals and to the storage facilities and terminals of the various fuel companies, and
they are stored (in addition to storage in the refineries themselves) mainly in the terminals of Energy
Infrastructures, EAPC, Pi Gliloth, terminals of the fuel companies, and more. From there and the

refineries, the petroleum products are distributed to the gas stations using road tankers.

® For details regarding the court ruling and a compromise outline agreed upon thereafter with respect to tankers and buildings
used by Energy Infrastructures for the provision of the services it renders to the Company for the importation, storage and
piping of crude oil, see Sections 1.7.20.10 and 1.7.20.11 below and for details regarding a summons for a hearing issued by
the Haifa municipality and its results, see Section 1.7.20.12 below.
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1.7.2.1.4 Regulation of the fuels industry - the fuels industry is subject to government regulation, which includes

1.7.2.2

1.7.2.21

the operating licensing of infrastructures; product supply; price control over certain petroleum products
and public utility services (offloading, storage, distribution, and pumping); and environmental

protection. For further details regarding the regulation of the Group’s activity, see Section 1.19 below.

Factors affecting the industry
The global oil market - general

The various kinds of crude oil and refined products, as well as some of the products produced by the
subsidiaries, are traded as commodities, the prices of which are set in sophisticated international
markets and the majority of which are quoted on various commodities exchanges around the world;
the Company and its subsidiaries have no influence over the international price. The purchase prices
of crude oil paid by the Company are set on the basis of international prices, with adjustments for each
individual transaction and to the extent possible, identification of spot opportunities in order to reduce
costs. The prices for the sale of fuel products and aromatics products, by the Companies to its
customers are set based on international prices, with adjustments based on the specifics of each
transaction, while identifying opportunities and needs in the active markets in order to maximize value.
The prices for marine transportation of crude oil, refined products and petrochemical products, which
are paid for by the Companies, are also fixed on the basis of international prices. As part of the
ramifications and effects of the Iron Swords War, the Company incurred additional costs due to the
difficulties in transporting raw materials and distillates to and from Israel. As noted, the Companies
have no influence over international prices and the price of concrete transitions are fixed, with

adjustments based on the transaction details and opportunities identified.
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Refining margin
The refining margin is the major factor affecting the operating results in the operating segment (in
addition to the utilization of the production facilities). The key factors which affect the Company’s

refining margin are the margins in the international markets.

Global prices of crude oil and distillates are highly volatile and are set, inter alia, by global supply and
demand, and are also affected by geopolitical and other events which are not directly related to the
production of oil but which are viewed by the markets as having a potential impact on future production,
as well as the extremely large scope of global trade in futures and derivatives, which do not necessarily
or consistently reflect the actual market for crude oil and its products. The level of the refining margin
is mostly dictated by market forces acting on two different planes: one, supply and demand of crude oil
and trade in futures and derivatives, and the other, supply and demand of end products. For details
regarding the business environment, which affected the Company's operations, see Section B in

Chapter 1 of the Report of the Board of Directors.

Factors and trends that affect supply and demand for crude oil

Crude oil is a commodity the prices of which are set by weighted global markets.

The supply of crude oil is first and foremost influenced by the existence and location of oil fields
underground, or under the seabed, including the residual cost for oil production, which varies from field
to field. It is noted that, in view of the development of new discovery and production methods of shale
gas and shale oil fields, technology has also been developed for producing gas and oil from shale.

In addition, the supply of crude oil depends on a very large number of factors, such as the ability to
extract crude oil and pump it from the oil fields to ports, the assessments of the fuel producers as to
future prices, the ability of the production company to store the fuel produced for long periods of time,

international geopolitical events and so forth.

The demand for crude oil is impacted by the demand for petroleum products (see below in Section

1.7.2.2.4) and global refining capacity.

In the long term there may be a downward trend in demand for crude oil due to the trend of minimizing

the use of fossil fuels.

During the reporting year, the Brent price was characterized by a mixed trend, trading at approx. USD 60
to USD 83 per barrel. For details regarding crude oil prices in the reporting year and the factors which

affected the Brent price, see Section B to Chapter 1 to the Report of the Board of Directors.
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Factors and trends that affect the supply and demand of fuel products

The supply of fuel products - aside from the supply of crude oil - is mainly influenced by the global
refining capacity (which is approx. 105 million barrels per day), which dictates the global supply ceiling
for end products and varies in accordance with changes which occur from time to time in capacities of
existing facilities around the world (such as construction of new facilities, closure of refineries, etc.)

and due to temporary factors such as malfunctions, refurbishment of facilities, etc.

Demand for refined products is affected, mainly, by the following factors: the rate of growth of the
world’s largest economies, economic crises and economic prosperity, rises and falls of standards of
living, mainly in highly-populated countries, the effect of forestation and developments primarily in
developed countries, the price of fuel products, increasing seasonality in cases of extreme weather
conditions, improving energy consumption efficiency, alternative energy products coming onto the

market (such as natural gas and power not generated using fuel products) and renewable sources.

Furthermore, the demand for transportation fuel products is affected by several global trends aimed at

reducing greenhouse gas and pollutant emissions into the environment:

(a) Transition to vehicles powered by alternative energies - the growing use of vehicles powered by

electricity, gas, biofuels, or hydrogen, as well as improvements in the efficiency of engines, may
reduce transportation fuel consumption. This trend expands with the increase in the number of
vehicle models powered by alternative energies and with the decrease in the prices of such
vehicles. For further details, see Section 1.7.10.2 below. For details regarding the Group's activity
in the field of hydrogen fueling, see Section 1.12.2.9 below.

It is noted that certain cities around the world announced their intention to restrict the use of
vehicles powered by fossil fuels. In Israel - government resolutions regarding the development of
green and low-carbon transportation were published, according to which, among other things,
restrictions will be placed on the importation of private vehicles powered by fossil fuels. In addition,
goals have been published for reducing the use of fossil fuels in trucks and buses.

Despite the above, in 2025, the number of electric vehicles purchased in Israel declined and electric
vehicles constituted approx. 20% of new vehicles compared to 25% in 2024; concurrently with this

trend, there was an increase in the purchase of plug-in hybrid electric vehicles, which are mostly

powered by gasoline.7

7According to the publications of the Central Bureau of Statistics and the Israel Vehicle Importers Association.
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(b) Regulation and natural gas - environmental regulation and the introduction of natural gas as a
substitute in many places has led to a decrease in demand for petroleum products, especially heavy
oil products, primarily fuel oil. In Israel, this regulation (that applies to vessels and plants) requires
users to consume natural gas or low-sulfur fuels. The Company produces or takes steps to produce
some of the required low-sulfur fuels, by utilizing the complexity and flexibility of its refining
facilities and adapting the mix of raw material it uses.

(c) Continuous improvement of the properties of fuel products - the global trend is to improve fuel
product properties, such as: reducing sulfur levels and improving combustion qualities, the purpose
of which is to burn cleaner materials more efficiently which reduces the burden on the environment
in terms of levels of emission of the pollutants generated in the process of combustion of fuel
substances. The Company adapts its products mix to supply the required fuels in line with Western
standards, which have become stricter over the years. As part of this trend, the Company meets the
conditions of the IMO 2020 standard and has even prepared for the revision of the ECA MED fueling
standard, according to which, as at May 2025, in the Mediterranean region, which is considered a
limited emissions area, and the sulfur content in fuel will be limited to 0.1% for tankers, which have

not installed a facility to reduce sulfur oxides emissions.

(d) Production of fuel substitutes from renewable sources - production of transportation fuel
components from renewable (plant) resources, such as used cooking oil, can lower the demand for
fuel products for transportation. The production of fuel substitutes from renewable sources is
primarily regulated by the European Union, where there is an emphasis on the production of diesel
and jet fuel according to quantity targets. The regulatory guideline in the European Union applies to
a small quantity in 2025, which will gradually increase by 2050. As at the report date, the scope of
such operations is negligible. The development of this trend in the future depends, among other
things and in addition to the abovementioned, on the prices of the oil products, compared with the

alternatives that will be available on the market.

(e) In accordance with international publications,8 despite the expected increase in the use of
alternative fuels, the global demand for distillates produced from oil is expected to reach, in the
next decade, an average level similar to the current global demand, due to the stable overall demand

for fuel products.

® Based on forecasts by S&P Global Commodity Insights (IHS).
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(f) On June 16,2024, the Ministry of Energy and Infrastructures published a strategic study - in

cooperation with strategic consulting firm TASC - on the future of the Israeli fuel economy.g The
study focuses on assessing the situation of the Israeli fuel sector until 2050, beyond the reduced
emissions economy, and formulating operative measures to realize the responsibility of the Fuel
and Gas Administration. As part of its main working assumptions, the study assumed that distillate
production will be discontinued and be replaced by imports due to Bazan's closure.
The study presented a forecast for fuel consumption in Israel until 2050. According to the forecast,
in the long term, the consumption of distillates is on the rise — except for gasoline, which is in a
significant decline assuming a TASC of e-vehicle penetration at the rate of 100% of new sales in
2037.
The Company regularly reviews the developments in Israel and worldwide in the relevant markets for
the products of its operating segments and takes action for the purpose of adapting to such

developments.

The Company's estimates of the effect of future global trends, which aim to reduce emission of
greenhouse gases and pollutants, including the transition to e-vehicles or alternative-fuel vehicles,
regulatory changes, and production of fuel substitutes, on the supply of crude oil and on the demand
for the Company's products, is forward-looking information, as defined by the Securities Law, and as
such they are uncertain and they may not materialize, in whole or in part, or may materialize in a way
that is different than expected. These assessments are based, among other things, on various
publications on the subject in Israel and worldwide, on regulatory provisions and various trends
regarding this subject both in Israel and worldwide, and on third parties’ forecasts as at the date of
this report, which may change from time to time, and their materialization is uncertain and is not under
the Company’s control. Additionally, these estimates may not materialize or may materialize in part,
as the rate of technological development of alternative energy and fuel substitutes and their actual
use accelerates or slows down, expansion and tightening of regulation in the sector, growing public
awareness of the need to reduce greenhouse gas emissions and greater public and private action in

the field.

’See the following link:
https://www.gov.il/BlobFolder/reports/fuel-strategy-june-2024/he/fuel-strategy-june-2024.pdf
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Factors and trends that affect supply and demand for aromatics

In this area of activity, the Group manufactures a range of aromatics (as described in Section 1.7.14.2
below), which are raw materials used to manufacture other products, used mainly in the textiles, paint,
chemistry and plastics industries. These products include benzene, which is Gadiv’s key product (which
is used as a basic chemical in the manufacturing of a broad variety of products used in day-to-day life,
such as polystyrene (used, among other things, to produce styrofoam), polycarbonate (used, among
other things, for the production of boards for modular prefabricated construction, etc.), paraxylene,
which is a key component in the production of polyester; toluene (which is used to prepare insulation
or coating foam); solvents (which are mainly used in the paint and polishes industries) and more. Most
aromatics are sold abroad, mainly in Europe and the USA.

Most of the aromatic products are commodities, the prices of which are set on a competitive supply
and demand market. The activity of emerging markets, led by the Chinese market, has in recent years
caused an increase in demand for many products that are used in the production of downstream
products, and among them aromatic products. As a result, additional plants, which operate in the field
of aromatics, are being set up and are expected to be set up worldwide, mainly in Asia, which, if set up,

will add considerable production capacity and affect the supply of products.

The Company's assessments regarding the development of demand and supply of aromatics in the
global market in general and the effects of emerging markets in this market in particular is forward-
looking information, and as such is uncertain and may not materialize, in whole or in part, or may
materialize differently than planned. These estimates are based, among other things, on past
experience, on information collected by the Company and on the Company's assessments and
estimates, as at the Reporting Date, which may change from time to time, and their materialization is
uncertain and is not under the Company’s control. These assessments may not materialize or may
materialize partially, if the macroeconomic and geopolitical measures lead to changes in the
developments observed in this segment until now, due to changes in the consumption habits of the
consumers of aromatics and due to the other risk factors facing the Company, as specified in Section

1.24 below.
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Factors and trends affecting the refining margin and their effect on the refining margin and the
operating income

The factors that affect demand and supply for crude oil and fuel products, and refining margins, as
reviewed above, give rise to fluctuations and cyclicality in the refining industry’s profitability.

For details about the adjusted refining margins of the refining sector in 2025-2024, the changes that
occurred and the main reasons for them and the emerging trends at the beginning of 2026, see Chapter
1, Sections A-B and Chapter 2 to the Report of the Board of Directors.

The Company'’s refining volume includes refining of crude oil and heavy vacuum diesel processing. A
change of one USD in the adjusted refining margin is expected to affect the same refining volume (in
USD millions) as the operating profit and the Company's adjusted EBITDA (for example: the effect of
USD 10 million relative to a 10 million barrel refining volume). For details regarding the Company’s
refining volume during the reporting period and the comparative period, see Section B to Chapter 1 of
the Report of the Board of Directors.

Restrictions, legislation and special constraints that apply to this area of activity

For details regarding constraints placed on the Company in this area of activity in terms of competition,
environmental risks, essential services, and by virtue of other legal requirements, see Sections 1.18 and
1.19 below.

Changes in the segment’s volume of activity and profitability in the reporting period

For details regarding changes in the operating segment’s volume of activity and profitability, see

Chapter 1 Section B to the Report of the Board of Directors.
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1.7.5 Market developments in the operating segment or changes customers’ characteristics

Domestic market for fuel products
Chart describing the structure of the petroleum sector in Israel:
TOperated by Gadot Ltd.

Distillates

It is noted that the above figure describes the structure of the Israeli fuel sector during normal times.
During the Iron Swords War, the Company supplied diesel fuel for electricity and distillates production

to the IDF both directly or through resellers.

In addition, during the reporting year, the Company was instructed by the Fuel and Gas Administration
to purchase fuels by virtue of the Commodities and Services Control Ordinance (Iron Swords War)
(Guidance to Fuel Product Suppliers) (Temporary Order), 2025, according to which the Company is
required to supplement its fuels inventory for the purpose of regular supply of petroleum products to
consumers during the War; provision restricting the export of diesel fuel, gasoline or jet fuel were set. It
is noted that immediately prior to the report publication date, the Company received further instructions

regarding restrictions on the export of diesel fuel, gasoline or jet fuel.
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In the Company’s opinion, the local refined product market is part of the Mediterranean market to which
frequent changes apply according to the changes in international markets. There are two refineries
operating in the domestic market, as well as importers. For details regarding the changes in distillate
consumption in the domestic market in 2023-2025, see below as well as Section B, Chapter 1 to the

Report of the Board of Directors.

The Company has a monopoly with regard to some of the products it sells, under the Economic
Competition Law. For details regarding restrictions applicable to the Company, including in the Refining

Segment, see Section 1.19 below.

Breakdown of the Company's figures" with respect to Israel's domestic consumption of fuel products
in 2023-2025 (in thousands of metric tons):

Transport Diesel Petro-
diesel Kerosene Fuel | fuel for | chemical
Year fuel® Gasoline | (jetfuel) | LPG | Bitumen | oil heating | feedstock | Total
2023 3,557 3,403 941 585 292 537 78 989 10,382
2024 3,368 3,440 654 556 289 556 72 1,027 9,962
2025 3,477 3,451 816 572 309 333 141 775 9,875

@ These figures were taken from Ministry of Energy and Infrastructures publications as published from time to
time and do not include military use, emergency stock, and the Company's own consumption.
@ Consumption of diesel fuel for transportation includes the use of diesel fuel for electricity generation.

For further details regarding changes in oil prices, see Section 1.7.2.2.3 above, and for further details

regarding changes in the refining margin, see Section 1.7.2.2.7 above.

Technological changes that may have a material effect on the area of activity

Governments, authorities and various corporations in Israel and abroad invest in the development of
alternative energy sources to oil and in mitigating the environmental impact of petroleum products.
These changes may affect the Company’s activity in this field. In addition, given this global trend, the
Company is examining the development of alternative energy sources to oil, including hydrogen, which
it produces from natural gas in its dedicated facility; it also invests in a technology aimed to minimize
its carbon footprint, and to adapt its products such that they comply with its customers’ various

regulatory requirements.

This translation of the financial statements is for convenience purposes only.
The only binding version of this document is the Hebrew version.

38



1.7.7

1.7.7.1

1.7.7.2

1.7.7.3

1.7.7.4

1.7.7.5

Bazan Ltd.

Critical success factors in the area of activity and changes thereto

The critical success factors in the Refining Segment are: operational flexibility and efficiency and a high
level of technological ability, access to capital and funding sources, reputation with customers and
suppliers, commercial flexibility in the purchase of raw materials, high-quality employees with unique
engineering knowledge, the ability to adapt to the changing regulation in the sector, particularly in

environmental aspects, as set out below.

Due to these factors, throughout the years, the Company has employed several methods for ensuring

its own position among and differentiation from its competitors, including:

Developing its reputation as a reliable company, in terms of its commercial relations with suppliers and
customers and in the field of product quality and compliance with various standards, while building
long-term commercial ties with its suppliers and customers in Israel and abroad.

Access to capital and various sources of financing needed for ongoing operating as well as for
maintaining the flexibility and ability to adapt operations and the product mix to meet the changing
market needs.

Operational flexibility for extended periods that allows for diversity in selecting the mix of products
produced and adapting them to consumer preferences and regularly changing regulatory requirements.
High-level operating capacities combined with a use of state-of-the-art technology, enabling the
Company to use diverse types of crude oil (the Company can use a broad range of varying types of
crude oil based on their feasibility), the highly efficient and accessible production of diverse refined
product mixes based on market demands and changes, short and long term, in the relevant markets,
the production of aromatic products based on exclusive methods for optimal energy utilization that
lowers the cost of aromatic products production and adherence to stringent quality requirements. For
information concerning the Nelson Complexity Index see Section 1.7.19.6 below.

Maximum utilization of the synergy between overlapping and complementary operations to increase
competitiveness, increase production flexibility to match changes in demand for aromatic products and
fuel products (when demand for aromatic products decreases, Gadiv increases the flow of raw
materials back to the Company for the production of gasoline and vice versa) and the production of

value-added and environmentally friendly products.
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The use of natural gas as fuel for operating refining facilities and as feedstock in petrochemical
processes constitutes a substantial efficiency factor in the Company's activity, including by improving

the efficiency of energy consumption and reducing the use of heavy fuels.

Maintaining maximum commercial flexibility when purchasing raw materials such that it will be
possible to exploit the technological capabilities and business opportunities, based on the changes
taking place in the various markets.

Continue building capabilities and implementing principles, policies and best practices in environment,
social and corporate governance (ESG) aspects with the aim of complying with international standards
- to ensure the Company’s business continuity - against the background of multiple changes, which

include new reporting regulation in Europe and more thorough reporting obligations for the Company

and its customers in the future.

Changes in suppliers and raw materials for the segment

For information on changes in the purchase patterns of crude oil and intermediate materials in the
Refining Segment, see Section 1.7.20 below.

Principal entry and exit barriers to the Refining Segment, and changes thereto

In the Company’s assessment, the following factors constitute the main entry barriers to the

area of activity:

The need for sizable capital investments, when the scope of the investment is impacted by, among
others, the scope of production and requisite production quality.

The relatively long time required for constructing the facilities of a refinery, and the extensive amount
of land required for its construction.

Obtaining the regulatory consents required in order to set up and operate a refinery and facilities for the
production of aromatic products, and to comply with the conditions thereof.

Dependence upon port, transportation and supply infrastructures.

Vast technological knowledge and experience with regard to crude oil, petroleum and aromatic

products, which is a complex and dynamic field that requires considerable skill and expertise.

" For the latest ESG report published by the Company, see:
https://media.bazan.co.il/bazan/media/34qnli2h/bazan_heb_esg_2024.pdf
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Dependence on the supply of raw materials, and with regard to aromatics production, having a refinery
located close to the plant, is also an advantage for the Company.

The need for business and financial robustness, which allows for high construction and maintenance
costs, for withstanding the extreme volatility of this market and the relatively long business cycles.
The ability to make significant investments in order to meet the strict regulations in the area of activity.
For further details on competition in the Refining Segment and the Company’s risk factors, see Sections
1.7.17 and 1.24.3 below.

As to the exit barriers - the most significant ones are the economic value of the Company’s refinery
facilities and the Interests Ordinance (see Sections 1.19.9-1.19.10 below), due to the refinery’s
importance to the State of Israel’'s energy security

Alternatives for Segment Products and changes therein

Natural gas - substituting some fuel products with natural gas is a global trend. Natural gas has become
a significant source of energy in Israel, which has replaced most of the consumption of fuel oil, and is
expected, in the coming years, to also replace most of the consumption of diesel fuel for heating, fuel
oil for electricity generation, industrial LPG and certain transportation fuels. The Company is adopting
measures for adapting to these changes, whether by using natural gas as a combustion material and
as a raw material in its plants, in order to streamline and minimize the Company's production expenses
and energy consumption or by modifying its product mix and customer mix to the changing market
conditions. For further details concerning the use of natural gas in the Company's plants and the
Company's agreements for the purchase of natural gas, see Note 20B1 to the Consolidated Financial

Statements and Section 1.7.20 below.

In addition, the Company may engage in the sale or marketing of natural gas, subject its compliance,
as an oil refinery or as a party involved in oil refining, with the conditions prescribed in the Natural Gas

Sector Law (for further details see Section 1.19.5 below).

Vehicles powered by alternative energies - the introduction of electric powered and hybrid cars, which
combine fuel and electric systems, and the introduction of renewable fuel substitutes to the Company's
products, such as ethanol, hydrogen and biodiesel that are not produced from crude oil offer an
alternative to the fuel products manufactured by the Company. For further details see Section 1.7.2.2.4
above, with special attention to the paper on Energy Economy Objectives for 2030. As part of the
Company's strategy, it works to further establish its capabilities in future areas of activity, including

green fuels and hydrogen, see Section 1.23 below.
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The information contained in this section relates to the continuing introduction of natural gas and fuel
substitutes such as: electricity, hydrogen and renewable sources, the scope of their use and expected
restrictions on their use, and the effect of all of these on the Company is forward-looking information,
based on the availability and feasibility of types of crude oil for purchase by the Company, the fuel oil
and gas-oil market in the regions of the Company’s operations outside of Israel and other factors; and
on the Company'’s assessment as to the rate of introduction of components that are not products of
crude oil, for use as transportation fuels and the energy sector as a whole, which may change from
time to time, and the materialization of which is uncertain and is not under the Company’s control.
There is no certainty that the Company’s assessments as to each of these factors will materialize,
and there is no certainty as to the way in which, or the degree to which the Company will handle this,
or the costs involved. These assessments may not materialize or may materialize partially, if the
macroeconomic and geopolitical measures lead to changes in the prices of raw material and the
Company'’s various products, or in the preference to use fuel alternatives, due to changes in the
availability of fuel alternatives or technological delays in introducing these alternatives to the energy
industry, changes in consumer tastes, regulatory and tax changes, and due to the other risk factors

facing the Company, as specified in Section 1.24 below.

Competitive structure of the operating segment and changes therein

For details regarding the competitive structure of the operating segment and changes therein, see
Section 1.7.17 below.

Main products in the operating segment

A large number of substances can be produced from crude oil. The oil products are usually separated
from the crude into a number of groups of substances, each of which includes a substantial number of

chemical compounds:
Light gases - for energy and as raw materials for industry.

Liquefied petroleum gas (LPG) (a propane and butane mixture) - used for domestic cooking, as raw
material for manufacturing, energy production in general - specifically heating, and for combustion in

adapted vehicle engines (automotive LPG).
Naphtha - as a raw material for industry, including products produced by Carmel Olefins.
Various kinds of gasoline — for combustion in gasoline engines.

Kerosene (jet fuel, oil) - fuel for jet airplanes, and for heating.

This translation of the financial statements is for convenience purposes only.
The only binding version of this document is the Hebrew version.

42



Bazan Ltd.

1.7.12.6  Various types of diesel fuel - for combustion in diesel engines and power plants, heating for homes and

in industry, and as a component of marine fuel.

1.7.12.7 Various kinds of fuel oil - heavy fuel used in industrial furnaces and in power generation overseas and

marine fuel.

1.7.12.8 Waxy substances (HVGO) — substances which bind at relatively high temperatures, used mostly as

feedstock for the HVGO plants.
1.7.12.9 Bitumen - used for tarring roads and manufacturing sealing products.

1.7.12.10 Aromatic materials are produced, through Gadiv, from raw materials supplied by the Company as set

out in Section 1.7.7.5 above, the main ones being:

1.7.12.10.1Benzene — benzene is used as a basic chemical in the manufacture of a broad variety of products used
in day-to-day life, such as polystyrene (used, among other things, for insulation), polycarbonate (used,

among other things, for the production of boards for modular prefabricated construction), etc.

1.7.12.10.2Toluene - is a component in the manufacture of polyurethane, which is used to prepare foam for
insulation or coating, and is common in the vehicle, furniture, construction and other industries. Toluene

is also used in the production of paraxylene and benzene.

1.7.12.10.3Xylene - is used as a raw material in the production of paraxylene, and as an organic solvent in the

paint and insecticide industries.

1.7.12.10.4Paraxylene - is an important component in the production of polyester, which is a component used in

the clothing industry. It is also used as a raw material in the production of beverage packaging.

1.7.12.10.50rthoxylene — an aromatic material made from refined products. Used as a raw material for the

production of phthalic anhydrides.

1.7.12.10.6Phthalic Anhydride — A solid material produced from orthoxylene, which is made from refined products.
Used in the production of components for the plastics industry, the production of resins for the paint

industry in the production of various polyesters.

1.7.12.10.7Solvents - solvents are mainly used in the paint and coating industries. Solvents are also used as a raw
material in agriculture, in the area of pesticides, weed killers, etc., and in the ink printing industry, as a

raw material in the sanitizing industry and for extracting edible oils.
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In addition to the above, the Company manufactures hydrogen from natural gas in a dedicated facility.
Hydrogen is used in the hydrocracking process (in the HCU) as well as to power vehicles and for various
industrial applications. For further details, see Section 1.12.2.9 below.

For information about trends and changes in supply and demand for the segment’s key products, see

Sections 1.7.2.2.4,1.7.2.2.5 and 1.7.10 above.

Breakdown of revenues from products
For information regarding the distribution of the Company’s revenues from external customers by its
principal product groups in the Refining Segment, which constitute 10% or more of the Group’s total

revenues, see Note 28C to the Consolidated Financial Statements.

Since the Company’s production is a continuous process in which all of the products are manufactured
from raw materials in joint processes that cannot be allocated based on the end products, it is not

possible to allocate costs according to classes of products.

In this segment, the Company derives additional revenues (mainly from providing infrastructure

services), in amounts that are immaterial to the Company.
Customers

As at the report date, the Company has two principal customers, in the domestic market, from which
the Company's revenues in the Refining Segment exceed 10% (and as at the report publication date, in
2026 three are expected). The engagement with the abovementioned customers is for short periods of
up to two years under which the sold quantities are agreed in advance and a price formula (mainly
agreements for the sale of diesel fuel and gasoline) and as specified in below. For details regarding the
Company's revenues from these customers, see Note 28C3 to the Consolidated Financial Statements.

The Company is not dependent on any of its customers.
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Fuel products:

The refined products produced by the Company for domestic use are sold mainly to fuel and gas
marketing companies registered with the Fuel Administration, or licensed as gas supply licenses by the
Ministry of Energy. A substantial part of these customers have been with the Company for decades.
The Company has long standing contracts with various customers (mainly annual, often monthly, or for
other periods, based on the understandings with the customers). With regard to the Company’s
marketing of fuel, the agreements set out the quantities and price formulas of the various fuel products
that the customers intend to purchase from the Company during the course of the agreement term, and
that the Company intends to sell to them. Under these agreements, the customers are given certain
flexibility regarding the volumes that they will purchase. Prior to the beginning of every month, the
customers order the fuel products that they will undertake to purchase during that month, and this

volume is sold to them during the month, in accordance with the provision of the specific agreements.

For details regarding the price of the products sold on the domestic market, see Sections 1.19.1 and

1.19.4 below.

In 2025, the sales volumes of petroleum products in Israel constitute approx. 80% of the total sales of
petroleum products, together with intra-group sales. The rest of the sales (approx. 20%) are to various
customers worldwide (primarily in the Mediterranean). Export sales are partially made in spot contracts
between the Company and foreign fuel companies or global commerce companies, and partially on the
basis of one-year contracts or contracts for a different period, according to negotiations with the
customer. Some of these customers have been with the Company for decades. Export prices of the
Company'’s products on global markets, whether based on spot purchases or under such contracts, are
set according to a price formula which is based on market prices immediately prior to delivery of the
products. During the reporting period, the Company's key export products were diesel fuel and fuel oil.
The Company has ties and access to markets, such as: Cyprus, Greece and the Black Sea region, which

import transportation fuels.
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On May 3, 2024, the Company learned from media reports and from conversations with Turkish
customers, suppliers and agents, that the Turkish Ministry of Trade published an announcement
whereby trade between Turkey in Israel will be suspended immediately (hereinafter in this section - the
“Announcement”). As stated above, prior to the announcement, the Group has had trade activity
involving various parties in Turkey, both as part of exports activities and as part of import activities. For
further details, see the immediate report dated May 4,2024 (Ref. No. 2024-01-046884), which is
included herein by way of reference. The Group has prepared for the operational consequences of the
announcement and - alongside finding solutions for importing raw materials from Turkey - started to
market and export those of its products, which were previously sold to Turkey, to other markets such

that the aforesaid does not have a material effects on its financial results for 2025.
Aromatic products:

As at the report date, most sales of aromatic products were executed by Gadiv - approx. 95% in 2025

(similarly to 2024), are to customers overseas, mainly in Europe and the US.

Due to the properties of the aromatic products, the primary customers for these products are
manufacturers in the textile, pain, chemicals and plastics industries. The textile and plastics industries
are growing rapidly in Asia (coinciding with new paraxylene manufacturers in this region). Furthermore,

during certain periods, surplus supply of benzene and paraxylene has been noted in Europe.

As aromatic products are used as raw materials in the production of other products and are supplied
mainly to industrial companies, Gadiv's customers consider the regular supply and Gadiv's reliability for
supplying its products to be highly important. As a result, this is a relatively conservative industry which

prefers to act in long-term cooperation with its various suppliers, such as Gadiv.

Consequently, Gadiv is in annual contracts with most of its customers, most of which are renewed

annually.

The breakdown of this segment’s revenues from sales to the domestic market and for export changes
from time to time based on the Company’s analysis of its optimal mode of operation with regard to the
mix of products it manufactures and marketing goals and based on the prevailing conditions in the

various markets.
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Bazan Ltd.

The product mix obtained from each barrel of crude oil depends on the nature of the that crude oil and
the configuration of the facilities available to the Company and is subject to some flexibility given these
factors. For determining its production mix, the Company takes into account, first and foremost, the
domestic market needs and balances these needs by exporting products, especially those for which
there is insufficient demand on the domestic market.

For further details regarding the Company’s revenues from its key customers in the Refining Segment
(customers which account for 10% or more of the Group’s sales turnover) as well a breakdown of

revenues - including by territory, see Note 28 to the Consolidated Financial Statements.

The Company has binding agreements with certain customers. In addition, the Company and Gadiv
have agreements with a financing syndicate for the non-recourse sale of some trade receivables. For
information, see Note 6B to the consolidated financial statements.

Marketing and distribution

Marketing and distribution in Israel

The sale of the segment’s fuel products in Israel is affected primarily at the Company’s gate, with the
fuel and gas marketing companies “extracting” the products from pipelines belonging to companies
that provide infrastructure services in the fuel industry, or by road tankers from the Company’s supply
depot, and they resell the fuel products wholesale for industry and transportation, and retail to the public
at large, mainly via gas stations located around the country. A minor part of the aromatic products sold
by the Company are sold in Israel. It is noted that, to the best of the Company’s knowledge, Gadiv is the
only Israeli manufacturer of these products and their main supplier.

International marketing and distribution

Most marketing and distribution of the foreign activity's fuel products is carried out in the Mediterranean
Basin to save on shipping costs. The majority of Gadiv's sales are abroad and the aromatic products

are marketed and distributed in the Mediterranean Basin, Europe, North America and South America.

The Company has a reputation for the quality of its products and their compliance with the requirements

of the customers. In general, the Company’s marketing expenses for segment products are immaterial.

The Company markets and distributes its products through its employees at the Company's head office
in Haifa Bay and Gadiv sells aromatic products outside Israel through agents and distributors abroad
according to sales areas. Gadiv is not dependent on these marketing channels and the commissions

paid to agents is at generally accepted rates.
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Transportation costs for the Company’s products earmarked for export have a material impact on the
profitability of sales. Therefore, the Company has an advantage in supplying fuel products to customers
in the Mediterranean Basin. Gadiv operates in accordance with market opportunities while maximizing

the contribution, including in respect to freight costs.

For the purpose of its operations overseas, the Company leases tankers for maritime shipping of refined
products (and crude oil), under long-term leases. Gadiv also sells its products to end customers in 1ISO-
tanks, containers, and supplies them from containers that Gadiv leases in various places, close to the
customers. For further details on leasing petroleum and crude oil products transportation tankers, see

Section 1.9 below.

For details regarding the dependence of the Group's activity on infrastructure companies, see Sections

1.7.20.10,1.7.20.13, 1.7.20.14 and 1.24.3.3 below.

Order pipeline

Usually, the order pipeline in this segment arises mainly from agreements in the domestic market
(mainly diesel fuel and gasoline sales agreements) for short periods of up to one year, under which
sales quantities are agreed upon in advance. The order pipeline in this segment as at
December 31, 2025 from customers of the Company and Gadiv amounted to approx. 6.7 million tons
and an amount of approx. approx. USD 4,433 million (which reflects the product prices quote known
immediately prior to the date to which the order pipeline refers). In 2026, most of the order pipeline is
expected to be spread evenly throughout the year. Immediately prior to the report approval date, the

order pipeline is approx. 5.5 million tons and amounts to approx. USD 4,543 million (reflecting known

price quotes of products relevant to this date),11 the increase in order pipeline compared to December
31, 2025 is mainly due to an increase in product prices, offset by a decrease in quantities due to the

passage of time.

' Itis clarified that the strengthening of the business environment in the Refining Segment following Operation Lion’s Roar is
not reflected in the product prices taken into account for the purpose of order pipeline data immediately prior to publication.
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As at December 31, 2024, the order pipeline stood at approx. 5.8 million tons and approx. USD 4,123
million; total actual quantities sold and revenues arising from the order pipeline were similar to the

pipeline as at December 31, 2024.

The rest of the Company’s sales in Israel are based on monthly orders, which are supplied in the month
following the month the order is placed. Foreign sales are carried out based spot sales agreements,

and are supplied within a short period of time after the date of contracting.

The scope and timing of the order pipeline may change, inter alia, in the event of a material change in
customer orders and/or the ability of the Company or Gadiv to supply the orders and/or in
macroeconomic figures and/or other factors that the Company and Gadiv have no control over and that

are unknown to them at the Reporting Date.

The forgoing with regard the order pipeline, the uniform spreading of orders over 2026 and the scope
of monthly and spot sales is forward-looking information as defined by the Securities Law, based
primarily on the companies' experience in previous years as well as actual orders. The factors
affecting the companies are detailed above and are not under the Company’s control; consequently,
there is no uncertainty regarding the breakdown of actual orders during 2026 and the scope of

monthly and spot orders during the year.

Competition

There are two refineries operating in Israel which compete against each other, the Company and Oil
Refinery Ashdod, as well as global companies that offer fuel products, primarily to the large and mid-
size fuel marketing companies and to large-scale consumers.

Oil Refinery Ashdod is located in Ashdod (near the country's large demand areas), and according to its

repor’[s,12 its refinery has a nominal refining capacity of approx. 5.4 million tons of crude oil and
feedstock per year, its refining activity includes importing and exporting crude oil and crude oil products,
refining oil and selling its products to the local market and for export, electricity generation and sale

activity and fuels storage and supply services.

" The data regarding ORA are based on information presented in ORA’s 2025 Annual Report published on March 25, 2026 (Ref.
No.: 2026-01-026754) (hereinafter - the “ORA’s 2025 Annual Report”).
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Until the listing of the shares on the TASE (as a company without a controlling core) on August 28, 2023,
ORA was owned by Paz. At the spin off completion date of ORA’s split from Paz, and as part thereof, an

oil and distillate agreement was signed, according to which Paz will continue to purchase most of its

fuel from Oil Refinery Ashdod until the end of 2025." Subsequent to the report date, the Company
started to supply Paz with substantial quantities of various petroleum products.

The Company is of the opinion, based on public information published by the Fuel Authority, that the
Company's share of the domestic market in this operating segment for 2025 was approx. 65%
compared to approx. 67% in 2024.™

The fuel storage and supply depots located in the areas of demand (Ashdod and Ashkelon), that enable,
in addition to the fuel products produced by ORA, the import of fuel products and their distribution
throughout the center and south of the country, as well as the cost of using the fuel industry
infrastructures, may have an adverse impact on the Company's ability to compete in those areas. It is
noted that the Company's customers and others have the option of using those depots to import
gasoline.

In addition, the cost of supply to the center and southern Israel increased. The infrastructure costs
affect the Company's ability to compete in areas which are located far from its refinery, and an increase
in these costs could adversely affect this ability. Especially since its main coopetitor - Qil Refinery
Ashdod - has fuel storage and distribution facilities in the Ashdod area. In this context, it should be
noted that, according to the Control of Prices of Products and Services Ordinance (Fuel Sector
Infrastructure Tariffs), 2014, revised during the reporting year, the infrastructure activities paid by the
Company have become more expensive. For further details, see Section 1.19 below.

The Company’s operations in Israel and overseas take place under conditions of international
competition. Most of the competition in the field of refining operations focuses on maintaining the
quality of these products over time, adaptation of the products to comply with changing standards,
ability to adapt and respond to changes and trends in the operating markets and the upholding a high

level of reliability with regard to complying with dates of supply and payment practices to suppliers.

13

For details, see Section 3.31.16.2 to ORA’s 2025 Annual Report.

For additional data regarding market size, see Section 1.7.5 above, and Section B, Chapter 1 to the Report of the Board of
Directors.
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Unlike the Company’s share of the domestic market, the Company’s share in the international market
is minor.

The peace agreements signed by the State of Israel with a number of Gulf states as from 2020 have
created new opportunities for the Group in this operating segment, as well as risks of increased
competition in the operating segment as a result of foreign players from these countries entering the
domestic market.

Gadiv operates in a highly competitive market, and competes with international manufacturers. Gadiv
is a small player in the international market of aromatic product manufacturers, and so are most of its
competitors in its main operating segment (in countries in the Mediterranean Basin and Western
Europe). However, in the Mediterranean Basin, Gadiv is a significant player both as a manufacturer of
aromatic products and as an active player in commercial operations. The Company estimates that
Gadiv's share in aromatic products segment in the Mediterranean Basin is estimated at approx. 6% of
the market (similarly to 2024).

To the best of the Company’s knowledge, Gadiv is the only aromatic products manufacturer in Israel.

As set out in Section 1.7.14.2 above, most of Gadiv's sales are to customers overseas.

The Company's assessments regarding competition and its effect on the Company’s areas of
operation, as specified in this Section 1.7.17 above, is forward-looking information as defined by the
Securities Law, and as such is uncertain and may not materialize, in whole or in part, or may
materialize differently than expected. These assessments are based, among other things, on
publications on the subject in Israel and worldwide, including information published by the Fuel
Administration and the Company's competitors, on the Company’s past experience in dealing with
local and regional competition and on the Company's assessments and estimates, as at the Reporting
Date, which may change from time to time, and their materialization is uncertain and is beyond the
Company'’s control. These assessments may not materialize or may materialize in part, inter alia, in
the event of a material change in other geopolitical and/or macroeconomic and/or factual data,
difficulties in implementation of the intentions and plans of the Company’s competitors, entry of
competitors into the aromatics sector, and due to the other risk factors to which the Company is

exposed, as outlined in Section 1.24 below.
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Seasonality

The Company manufactures some of the petroleum products based on standards which change
according to season. The standards are intended to ensure that the quality of the products complies
with changing environmental conditions, in accordance with seasonal climates.

In addition, there are seasonal fluctuations in consumption of the Company’s products which affect the
relative prices of the various products. Consequently, in the winter months the relative prices of fuel
products used for heating (such as diesel fuel) usually increase, and in the summer months the relative
prices of transportation fuels (such as gasoline) usually increase.

The abovementioned seasonal effect is relatively small compared to the effect of other factors (such
as the condition of the facilities, the Company’s general refining capacity, and the viability of refining
and competing imports) on the scope of product sales by the Company and on its product mix.
Production capacity

The plant facilities include, among other things, initial distillation units (crude refining), catalytic
cracking units and catalytic reformer units (for refining and finishing fuel products), other production
units (for production of isomert, which is used as one of the components of gasoline), and facilities for
treatment of sulfur.

The production capacity of the companies at Reporting Date, is distillation of crude oil (carried out in
the crude distillation facilities) of approx. 197 thousand barrels of crude per day (approx. 9.8 million
tons per year) and approx. 3.2 thousand tons per day of feedstock to the Aromatics facilities. Refining
capacity is measured in barrels of crude oil per day which a refinery can process in its refining facilities.
The actual refining volume and the type of crude oil that is processed are determined by overall
optimization and based on the Company's needs. For further details regarding the breakdown of the
Refining Segment’s output by main product groups, see Section B Chapter 1, of the Report of the Board

of Directors.

Continuity of the facilities’ activity - The Group's production facilities work continuously 24/7, 365 days
a year (some of which were built many years ago), operate non-stop, under continuous physical and
chemical conditions, and are therefore exposed, from time to time and in the ordinary course of
business, to operational incidents and various malfunctions which may result in the decrease of a
facility’s output or its shutdown, as well as to the shutdown of other production facilities operating in

conjunction with or near the facility in which the operational incident and/or malfunction had occurred.
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Suspension of the operation any of the Group's facilities in order to address such events or for
maintenance, upgrading, and overhauling (as described below) affects the continuous operation of the
facilities, their effective utilization, and accordingly - substantially affects the results of the Group's
operations as well (for further information about this risk factor, see Section 1.24.3.4 below). The Group
Companies manage these events in an informative manner, with the aim of minimizing their
consequences, and makes preparations to include them as part of its daily routine. This includes
planned shutdowns of the Group’s facilities for preventive maintenance and enhancement of systems,
so as to minimize damage due to operational incidents and to ensure proper management thereof, and
the Company is also ready to handle various incidents and malfunctions, both through adoption of
procedures for effective handling - including investments in early detection of malfunctions, and
through work plans which include, as a working assumption, possible shutdown of the Group's facilities
due to unexpected incidents and malfunctions.

Preventive maintenance - Each of the main facilities in the compound is shut down every several years
(approx. 6) for periodic maintenance work (refurbishment) which normally takes between approx. 35 to
approx. 60 days. The period varies on the facility and the volume and intensity of work required. During
periodic maintenance, the facilities are serviced and renovated with the aim of ensuring that they
continue to operate with optimal safety and availability until the following periodic maintenance.

Prior to performing the periodic maintenance, the Group’s companies make logistics, commercial and
financial preparations, including contracting with suppliers and contractors, to produce everything
required for replacement or upgrade during the maintenance and for performance of the actual
maintenance work; the raw material purchasing mix, production plan and sales commitments are
adjusted based on expected changes due to the periodic maintenance; and if necessary, a stock of
products is manufactured in advance, according to the capacity, for the periodic maintenance period to
allow orders to customers to be supplied in this period.

The dates of the periodic maintenance were set to combine periodic maintenance of facilities that feed
each other, if possible, so as to minimize the effect of the shutdown of the facilities on the Group's

operating results.
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In addition to the plans for ongoing maintenance and periodic maintenance work of the Company’s
facilities, the Company acts to upgrade, improve and expand its facilities in accordance with plans
approved from time to time; this is done in order to meet market requirements which change in
accordance with technology, and to enable the production of products that comply with strict quality
requirements (such as deployment of emission reduction systems). For details regarding the master
plan applicable to the Bazan complex and the planning restrictions thereunder, see Section 1.11.8
below.

For details regarding the rate of utilization of the crude oil facilities in 2025 and 2024, and the factors
impacting it, see Section B in Chapter 1 to the Report of the Board of Directors. The refinery’s capacity
to produce refined products with a high added value using complex distillation facilities is measured
according to the Nelson Complexity Index distillation (hereinafter - the “Nelson Index”) which, for
refineries in the Mediterranean Basin, fluctuates between 9 and 12.6 and between 5 and 10, excluding
the Aromatics facilities. The higher the index result, the more the refinery is capable of producing
products of higher added value and/or of refining types of crude oil of lower quality. The Nelson Index
for the Company's refinery, including the aromatic facilities, stands at 11.1 and without the aromatic

facilities stands at 9.1.
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Production Date of
capacity (barrels Year of last Date of last
per day) establishment | upgrade | maintenance

Crude refining facilities (including vacuum):

Crude Refining Plant 1 27,000 1939 1995 2019

Crude Refining Plant 3 57,000 1944 1979 2025

Crude Refining Plant 4 113,000 1985 2009 2024

Total refining capacity 197,000 - - -

Visbreaking facilities (3/4) 43,500 1944/1945 1982 2024/2025

Fluid catalytic cracking (FCC) facility 25,500 1979 2005 2022

Mild hydrocracker (MHC)™ 31,000 1964 2009 2022

Continuous catalytic reformer (CCR) 33,000 1995 2017 2017

Isomerization facility 12,000 2006 N/A 2017
Hydrocracker (HCU) 36,000 2012 N/A 2025
Hydrogen production facility 120@ 2012 N/A 2025

pesulferization facilities:

Naphtha 40,000 1995 N/A 2017
Kerosene ® 16,500 1962 2007 2022
Diesel fuel 72,000 2002 N/A 2024
FCC gasoline 15,500 1962 2002 2022
Aromatics facilities | | 320000 1977 2010 2017

(1) Established as a diesel fuel desulferization facility, it was converted to a mild hydrocracker.

2) Tons per day.

3) Established as a naphtha desulferization facility, it was converted to serve as a kerosene hydrosulferization unit (HDS).

4) Gadiv has annual processing capacity of approx. 1,100,000 tons reformate’~ and approx. 100,000 tons dripolene16 (aromatic

byproduct produced at Carmel Olefins).

A high-octane material produced in the Company's catalytic reformer (CCR), which contains high concentrations of aromatic

substances.

A by-product in the naphtha cracking process at Carmel Olefins plants, that contains a high concentration of benzene.
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Periodic maintenance work was scheduled in CDU 4 and ancillary facilities for the fourth quarter of
2023; however, following the Iron Swords War and the directive issued to the Company by the Minister
of Energy and Infrastructures, whereby it is required to operate its facilities continuously, it had to
postpone them. The said periodic maintenance work took place in 2024 and its direct cost (before
capitalization of payroll and other costs) totaled approx. USD 95 million, and it includes excess costs in
respect of the abovementioned deferral. During the first quarter of 2025, periodic maintenance work
was carried out in the hydrocracker (HCU) and hydrogen production facilities, CDU 3 and ancillary
facilities, the direct cost of which totaled approx. USD 85 million. In view of the geopolitical tensions,
the periodic maintenance work in the continuous catalytic prominence (CCR) facilities, isomerization
facilities, aromatics facilities and ancillary facilities, whose direct cost is estimated at approx. USD 80-
90 million, which were scheduled to the second quarter of 2026, will be postponed and the Company is
working to reschedule their execution during 2026. In 2027, the Company plans to carry out periodic
maintenance work in CDU 1, at a total cost that is immaterial.In addition, in 2028, the Company plans
to carry out periodic maintenance work in the fluid catalytic facility (FCC), and in all of Carmel Olefins’
facilities.

The information presented above regarding the Company’s decisions to carry out scheduled periodic
maintenance work in the Company'’s facilities and their cost constitute forward-looking information
as defined by the Securities Law, and as such is uncertain and may not materialize, in whole or in part,
or may materialize differently than expected. This information is based on the Company’s current
plans, which may not materialize, may materialize in part or in a manner which is materially different
than expected, as a result of factors which are beyond the Company’s control, including changes in
costs, required regulatory approvals, availability of contractors, as well as the high level of uncertainty
still prevalent as to the protraction of the Iron Swords War and its byproducts, Operation Lion's Roar
and its effect on the functioning of the Israeli economy and home front, including the Company’s
activity, directives the Company will receive as a result of the above and/or as a result of the
possibility that the Israeli economy will enter a prolonged state of emergency and/or as a result of the
Company and its activity adapting to the state of war, as well as due to the other risk factors to which

the Company is exposed, as stated in Section 1.24 below.
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After the missiles hit the Energy Center during Operation Rising Lion and as part of the Work Plan’s
implementation (see Note 1.6.3.4 above), the Energy Center in the Group’s Haifa Bay compound
provides steam needed to operate the Group's facilities. As at the report date, the Company reactivated
steam facilities which enable full ongoing activity of the Group's facilities with sufficient redundancy.
The Company is working to complete the steam system for full redundancy. For further details, see
Section 1.6.3.4. As at the Report publication date, all of the electricity consumption in the Haifa Bay
compound is provided using the IEC’s infrastructure, in accordance with the agreement with OPC, as
detailed below.

Until the missile attack, the Company has a power generation facility with an installed power generating
capacity of approx. 40 MW and approx. 350 tons/hour of steam. The electricity and steam produced at
the station were used for the purpose of operating the Company’s plants and are in part sold to other
companies in the Haifa Bay. As from July 2013, the Company purchases the remaining power it requires
for the Group’s Bazan site plants from OPC Rotem Ltd. (hereinafter - “OPC"), in accordance with an
agreement signed between the Company and OPC in 2011 and renewed and amended on May 23, 2023
for a further ten-year period as from July 2023. In accordance with the agreement, the price of electricity
reflects a discount off the supervised price of electricity set by the Israeli Electricity Authority. For
details regarding the agreement with OPC, see Notes 20B5 and 27E to the Consolidated Financial
Statements and an immediate report published by the Company on May 24, 2023 (Ref. No.: 2023-01-
047446), included herein by way of reference. Subsequent to the aforesaid missile strike, the Company
now purchases all the power required for its operations from OPC in accordance with the aforesaid
agreement.

Raw materials and suppliers

The Company’s raw materials are crude oil, and the intermediate materials produced in the processes
of separating out crude oil, and which are intended for processing in downstream facilities (straight run
atmospheric residue - mostly HVGO). Around the world, a wide variety of types of crude oil is traded,
each of which is different from the others with regard to qualities. As said, the market for crude oil and
its products is a commodities market. This market is a sophisticated one, which is characterized by a
very high level of trading, including derivatives and futures contracts on the commodities exchange or

with large international bodies.
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Moreover, there are crude oil suppliers and trading companies which do not sell crude oil to Israeli
companies, which to an extent limits the possibilities for the Company to contract with crude oil
suppliers, and even causes an increase in the Company’s transportation expenses. Likewise, the
availability of tankers to transport crude oil to Israeli ports is limited and a number of international
shipping companies do not contract with the Company, which causes additional costs. For information
regarding tankers that the Company leases, see Section 1.9 below.

The Company purchases crude oil and intermediate materials for the production of the products it plans
to sell to its customers, in quantities and of types based on its order pipeline and the Company's
estimate of additional quantities it expects to sell, taking into consideration, inter alia, the expected
timing of receipt thereof and processing; the storage options available to the Company; market
conditions and other factors.

The Company purchases crude oil and intermediate materials to produce end products from various
suppliers worldwide mainly international, national and local trading companies, and refineries and other
companies that specialize in trading of oil and its products, with which the Company may have long
standing commercial ties. Part of the Company's purchases are under agreements for a period of one
or a few years (hereinafter - “Periodic Purchase”). These agreements fix the volumes that the Company
will purchase over the term of the agreement, with certain flexibility regarding such volumes. If price
formulas are set in an agreement, they are based on prices that are derived from the market price close
to date of delivery. Furthermore, the Periodic Purchase agreements may contain a mechanism for
deciding the type of crude that will be purchased and its price, during the term of the agreement. In the
event that the Company does not utilize part of the quantities it undertook to purchase in the period, it
can easily sell these quantities on the global oil market, which as aforesaid is a sophisticated market
with very high tradability. It is clarified that such a sale may require price adjustments which are not
expected to be material to the Company. In 2024 and 2025, most purchases were on the basis of spot
transactions, and the Company estimates that this trend is expected to continue in 2026. In 2024-2025,
the Company purchased approx. 40% of its crude oil and intermediate materials under periodic
purchase agreements. In the Reporting Year, the Company continued engaging in agreements mainly
with suppliers of crude oil allowing it to obtain credit for 60 days (and, in some cases, up to approx. 90
days), enabling the Company flexibility in managing the working capital needed for its operations. For

further details, see Note 15A to the consolidated financial statements.
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In the reporting period, the Company sourced crude oil (and other raw materials) from a range of
sources that change from time to time, in accordance with the economic viability of buying each type
of crude oil. In this context, it should be noted that in the reporting year, the Company entered into a
crude oil inventory availability agreement; for further details about the agreement, see Note 20B4 and
the immediate report published by the Company on March 11, 2025, (Ref. No.: 2025-01-016286), the
content of which is included herein by way of reference.

The Company purchases heavy vacuum gas oil (HVGO) on an ongoing basis; HVGO is used as
feedstock for some of the Company’s downstream facilities. Most of the HVGO in the global market is
manufactured in refineries located in Russia. In 2025, and with respect to 2026, the Company signed
agreements to purchase most of its HVYGO from non-Russian parties; however, this HVGO is still
manufactured in Russian refineries. The remaining HVGO quantities, which are required for the
Company, are purchased during the year through spot transactions.Furthermore, from time to time the
Company purchases atmospheric residue (straight run), which is used as a substitute for certain types
of crude oil in the refining process. Most of the atmospheric residue in the Mediterranean Basin, which
is relevant to the Company, originates in Russian refineries. The Company does not have long-term
agreements to purchase atmospheric residue, and it purchases it on an as-needed basis, in accordance
with the purchase’s economic merits, and only as part of spot transactions. Trade in products from a
Russian source is according to sanctions that are updated from time to time. As at the reporting period
and based on external legal advice, trade in these products from Russian sources under the sanctions,
is permitted to destination countries which do not belong to the price cap coalition, which has set price
caps for providing services for Russian oil and oil products (hereinafter - the “Price Cap Coalition”); and
if the price is lower than the relevant price cap for each product, it can also be transported and insured,
and have additional services provided for that product, through entities from the Price Cap Coalition,
mainly the US, Europe and G7 countries. The Company follows updates of the sanctions on Russia,
regularly reviews its activities in conjunction with international legal experts, and ensures full
compliance with the provisions of the law and the sanctions relevant to its operations.

For further details regarding the potential effects of the imposition of sanctions on Russia on the

purchase of feedstock from Russian sources, see Note 1D to the Consolidated Financial Statements.
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During the reporting period, negligible quantities of condensate were pumped to the Company. For
further details, including regarding Leviathan Reservoir's notice on the cessation of condensate
pumping from the Leviathan Reservoir to the Company following Leviathan Reservoir Partnership’s
entering into an agreement for the sale of condensate with ORA, see Note 20B2 to the Consolidated
Financial Statements.

Breakdown of percentage of raw materials purchased by the Company from its three largest suppliers:
In 2025 - approx. 24%, approx. 16% and approx. 8% and in 2024 - approx. 36%, approx. 14% and approx.
9%. In the Company’s assessment, it is not dependent upon suppliers of crude oil.

Gadiv's operations are synergistic with those of the Company, which is the only supplier of Gadiv's raw
materials. Therefore, Gadiv and the Company are co-dependent. The raw materials required to
manufacture of Gadiv's products are supplied to it by the Company under a raw materials processing
and purchase agreement.

Petroleum and Energy Infrastructures, which provides the Company with services for unloading crude
oil, storage and delivery services to the refinery, storage of fuel products, and port infrastructure for
unloading intermediate materials and for loading products for export, as well as domestic infrastructure
for the transportation of fuel products. The prices that Energy Infrastructures charges for its services is
supervised under the Supervision of Prices Ordinance, which sets a fixed price for these services. In the
Company’s assessment, should Energy Infrastructures cease providing services to the Company, the
Company's operations may be materially adversely affected. In the Company’s assessment, the
possibility that Energy Infrastructures will willingly cease to provide services to the Company, under
circumstances other than a malfunction or a regulatory order, etc., is unreasonable, due to, among other
things, the fact that Energy Infrastructures is a government company and in light of its being a monopoly
in the services that it provides, and taking into account Energy Infrastructures’ dependence upon the
Company as its primary customer. Nonetheless, some of Energy Infrastructures' facilities through which
the Company receives infrastructure services are outdated and the level of service provided through
them is limited. For further details regarding the risk to the Company due to dependence on

infrastructure companies, see Section 1.24.3.3 below.
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On June 25, 2024, as part of a proceeding to which Energy Infrastructures is a party and which was
conducted in the Haifa Local Affairs Court, a decision was made to the effect that in the absence of a
building permit, within six months from the date of the decision Energy Infrastructures is required to
discontinue the operation of the main tankers in the Kiryat Haim tanks farm and several other buildings
within nine months from the decision date (as stated above, Energy Infrastructures uses the containers
and buildings to provide services the Company for the importation, storage and piping of crude oil). On
August 18, 2024, Energy Infrastructures delivered a notice to the Company, according to which a
settlement procedure was conducted and completed, as part of which Energy Infrastructures and the
Haifa Municipality reached an agreed and approved memorandum of understanding, according to
which Energy Infrastructures acts (hereinafter in this subsection - the “Outline”); accordingly, Energy
Infrastructures is of the opinion that the Outline allows for the continued use of the tanks and the
required buildings in the Kiryat Haim tanks farm, such that the provision of all the services rendered to
the Company by Energy Infrastructures will continue as usual. Based on Energy Infrastructures’ notice,
the Company is of the opinion that it is not expected that it will be impacted to a material extent, if at
all, as a result of the abovementioned resolution of the Local Affairs Court.

On June 23, 2025 Energy Infrastructures published a report to its investors regarding a summons to a
hearing by the Haifa Municipality due to an alleged breach of the provisions of Energy Infrastructures’
toxic materials permit in the Kiryat Haim terminal for the purpose of assessing the cancellation of
Energy Infrastructures’ business license (hereinafter - "Energy Infrastructures’ Report”). In Energy
Infrastructures’ Report, the latter clarified that it contests the municipality’s position, and that according
to the assessment of its external legal counsel, it has good arguments against the municipality’s
position. On August 10, 2025, Energy Infrastructures published an additional report, according to which
on that date, it received a summary of a meeting which took place instead of the hearing, with the
participation of various parties, including representatives of the Haifa Municipality, the Ministry of
Energy and Infrastructures, and Energy Infrastructures; in the meeting, the parties agreed, among other
things, that the Haifa Municipality shall promote the issuance of permits for Energy Infrastructures -
both for the installation of an air pollution monitoring system around the facility (hereinafter - the
“Monitoring System”) and for the demolition and cleanup of the northern row of tanks in the facility,

and that Energy Infrastructures will work to advance and build the Monitoring System.
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The above statement regarding the effect on the Company constitutes forward-looking information,
as defined by the Securities Law; it is based on the notice and assessment of Energy Infrastructures,
which owns the tanks farm and provides the storage services to the Company. This assessment may
not materialize in whole or in part or materialize in a manner different than expected, if Energy
Infrastructures’ assessment as to the implementation of the Outline will not materialize in the manner
Energy Infrastructures believes it will materialize.

The Company is operationally dependent upon EAPC, which provides the Company with: crude oil
unloading and storage services at its facilities at Ashkelon and Eilat, transportation services for crude
oil, via the pipeline infrastructure that belongs to EAPC. The tariffs and conditions for the services
provided by EAPC to the Company, are prescribed from time to time by negotiations between the
parties. In the Company’s assessment, should EAPC cease providing services to the Company, the
Company's operations may be materially adversely affected. In the Company’s assessment, the
possibility that EAPC will willingly cease to provide services as aforesaid, under circumstances other
than a malfunction or regulatory order, etc., is unreasonable, due to, among other things, the fact that
EAPC is a government company and in light of its being a monopoly in the services that it provides, and
taking into account EAPC’s dependence upon the Company as its primary customer. For further details
regarding the risk to the Company due to dependence on infrastructure companies, see Section 1.24.3.3
below.

The companies’ facilities are connected to the national natural gas transmission system. As at the
report publication date, the Company consumes the entire quantity of natural gas that it needs. For the
supply of natural gas, the Company is dependent on transmission company INGL, with which it has
engaged in an agreement, as stated in Note 20B1 to the Consolidated Financial Statements. Should
INGL cease to provide services to the Company, the Company's operations may be materially adversely
affected as shall be the supply of LPG to the Israeli market. For further details regarding the risk to the
Company due to dependence on infrastructure companies, see Section 1.24.3.3 below, and for details
regarding the risks involved in interruption to the supply of natural gas to the Company, see Section

1.24.4.2 below.
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It is hereby clarified that the Company's foregoing assessments regarding the possibility of
termination of the services provided to the Company by Energy Infrastructures, INGL and EAPC, and
the risks involve in failure in the routine supply of gas, and the implications thereof constitute forward-
looking information, as defined by the Securities Law, and as such, it is uncertain and may not
materialize, in whole or in part, or may materialize differently than expected.These assessments are
based, inter alia, on assessment of the status and characteristics of the infrastructure service
providers as government companies and monopolies, the Company'’s status as a key customer of
these companies, regulation of the operations of these companies, analysis of the significance of
these matters by the Company and its past experience in dealing with them. These assessments may
not materialize or may materialize in part, if these companies are privatized and/or the state’s interest
in them decreases or state policy regarding them changes for any presently unforeseeable reason or
if the Company'’s status as their customer changes or due to material malfunctions in their operations
and/or due to insufficient resources to continue their operations or various court decisions and due

to the other risk factors facing the Company, as specified in Section 1.24 below.

The Company and Group companies use natural gas for energy purposes, as a raw material, and as the
main energy source for their operations. If the Group companies do not receive a continuous supply of
natural gas, this may have a significant effect on their operations that use natural gas as energy in the
many refining processes and as a raw material. For further details, see Section 1.24.4.2 below.

The use of natural gas in the Group’s facilities leads directly and indirectly to more efficient energy
consumption and reduced maintenance and other costs, the scope of which varies from time to time
based on the relative prices of alternative energy sources, and it is necessary in order for the Group'’s
companies to be able to comply with the environmental requirements. If natural gas is supplied to the
Group Companies in sufficient quantities for all their needs, the use of natural gas allows them to
comply with the provisions of the emission permits issued for them by the Ministry of Environmental

Protection.
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It should be noted that as at the report approval date, there are three natural gas suppliers in Israel (the
Tamar Reservoir, Leviathan Reservoir, and the Karish Reservoir). In 2018, the Company engaged with
Energean Israel Limited (hereinafter - “Energean”), the owner of the leases in Karish and Tanin
reservoirs in a natural gas purchase agreement to operate its facilities and those of Carmel Olefins and
Gadiv operating in Haifa Bay, according to which, as at April 1, 2023, Energean is required to supply
natural gas, on a firm basis, in accordance with the provision of the agreement. For further details
regarding this engagement, see Note 20B1 to the Consolidated Financial Statements.

If Energean is unable to supply natural gas, the Company purchases natural gas from the Tamar
Reservoir and/or Leviathan Reservoir, and/or as part of agreements with independent power producers
and natural gas marketers, which are signed from time to time. The Company believes that, although
from time to time, the Karish Reservoir and the other gas reservoirs are shut down for maintenance
work, security or other considerations, in view of the existing alternatives as detailed above, no material
effects are expected on the Company in the event that the Karish Reservoir is unable to supply natural
gas; and, taking into account the Group’s materiality to the Israeli economy, the Company is expected
to supplement the natural gas shortfall to ensure continuity of natural gas supply for the Group

companies’ facilities.

The Company’s foregoing assessments regarding the continuity of natural gas supply constitutes
forward-looking information. These assessments are based on reports by relevant companies and
natural gas partnerships as well as data and assessments by professionals in the Company. There is
no certainty that these assessments will materialize, since they are highly complex issues and their
implementation depends on entities outside the Company and developments in the relevant markets.
These assessments may also change materially in case of a material change in other geopolitical
and/or macroeconomic and/or factual and/or security-related data over which the Company has no

control and which it is unaware of as at the date of this report.
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Carmel Olefins - Polymers Segment

General information
General

The Group conducts its polymer operations (manufacturing raw materials for the plastics industry)
through Carmel Olefins and its subsidiaries.

Carmel Olefins was established in 1988, as a privately-held company. From December 30, 2009,
subsequent to an agreement whereby the Company acquired 50% of Carmel Olefins' shares (held by
IPE), Carmel Olefins became a wholly-owned Company subsidiary.

Carmel Olefins is an industrial company operating in the petrochemicals industry (polypropylene and
low-density polyethylene) both directly and through Ducor (a wholly-owned (indirect) privately-held
subsidiary of Carmel Olefins, registered in the Netherlands), manufacturing and marketing polymers,
which are used principally as raw materials for the plastics industry. Carmel Olefins also manufactures
feedstock (ethylene and propylene), used as raw materials in polymer production (hereinafter jointly -

"Carmel Olefins Products" or "Segment Products”).

Furthermore, despite the above, Carmel Olefins operates through Carmel Eco, a subsidiary in which
Carmel Olefins acquired 76% of its share capital in August 2022, and as at September 2024 holds
(through a subsidiary) 100% of its share capital.

Carmel Eco is one of the main manufacturers of recycled plastic in Israel, specializing in plastic
recycling in an annual volume of up to approx. 10,000 ton and supplying several types of recycled plastic
according to customer specifications. Control over Carmel Eco was acquired as part of implementation
of the strategic plan for the Polymers Segment and development of a circular economy (which is based
on reuse and recycling of resources) for the Group.

Polymers Segment - segment structure and developments therein

As noted above, Segment Products are used as raw material in the plastics industry.

In Israel, Carmel Olefins is the single manufacturer of polypropylene and low-density polyethylene, and,
in fact, its competitors in the domestic market are foreign manufacturers that operate through agents
in Israel and local distributors that import those products to Israel on an occasional basis from a variety
of sources, depending on the export prices in each of the main supply sources (Europe, the USA, the
Far East, and the Middle East). Carmel Olefins' share in the global market (including Ducor) is negligible.
For additional information about the competitive structure of this area of activity, see Section 1.8.18

below.

This translation of the financial statements is for convenience purposes only.
The only binding version of this document is the Hebrew version.

65



1.8.2.2

1.8.2.3

1.8.24

1.8.2.5

Bazan Ltd.

The Segment Products are viewed globally as commodities, bought at more or less identical prices
from all manufacturers. The prices of raw materials fluctuate and are affected, among other things, by
global supply and demand cycles.

The growth in demand for plastic products worldwide is primarily prompted by the development of the
standard of living and changes in economic status. However, subsequent to the increasing effect of a
global trend stemming from consumers’' demand for the use of recycled input materials and renewable
sources ("biopolymers"), in recent years, there has been a decling, including in the development of global
regulatory requirements with respect to this trend. Changes in supply, on the other hand, depend on
when new facilities come online and closure of old facilities, lower production rates, and the cost of raw
materials, which have gone down for some manufacturers due to new raw materials used on the
production of olefins (shale oil in North America, coal and methanol in China). Carmel Olefins believes
that in the future, the use of raw materials from renewable sources (such as used oils and chemical
recycling) will grow. The supply and demand dynamics create boom and bust cycles in demand and
prices of Segment Products, with each cycle lasting several years.

In Israel, there are hundreds of plastics plants that purchase the products they require from Carmel
Olefins and from imports. The prices at which the products are purchased in Israel and overseas are
derived from the prices of these products on the global market. Following the Abraham Accords the
State of Israel sighed with several countries in the region as at 2020, imports of products from these
countries increased, which affects product prices and competition in the area of activity.

The Iron Swords War has had a complex and dynamic effect on domestic market demand. Increased
demand for military and medical supplies, a shortage of workers in the construction industry and other
industries, an expensive and long supply chain and a concern that ports will be closed, an embargo

imposed by Turkey on exports from Israel, a ban on direct exports to the State of Israel and more.
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1.8.2.6 In light of growing awareness of plastic waste pollution, and in order to transition to circular economy,
a global trend has begun to increase demand for recycled plastic products; more and more
manufacturers of various consumer goods are announcing plans to dramatically decrease their use of
plastic in general, and non-recycled plastic in particular; furthermore, declarations are issued and laws
are enacted to reduce the prevalence of single-use plastic. Alongside these recent trends, there have
also been converse changes; thus, for example, an inter-governmental negotiating committee, which
was established following a resolution of the United Nations Environment Assembly with the aim of
formulating a draft of a binding international environmental treaty to prevent plastic pollution by the
end of 2024, a broad agreement on the matter has not yet been reached and the various versions are
still being discussed.

1.8.2.7 Today, market penetration of recycled plastics remains low, due to, among other things, availability of
recycled raw materials and a delay in implementing supportive regulation. However, the rising trend to
reduce consumption of plastic products and/or increase demand for recycled plastic products may
adversely affect demand for Carmel Olefins' products and undermine its profits. As at the report date,
all of Carmel Olefins’ products are recyclable. Carmel Olefins is studying market developments,
including potential opportunities offered by these developments.

1.8.2.8 International publications indicate that demand for the various types of polyethylene is expected to
grow at an annual rate of approx. 3.5% until 2027. The bulk of the growth in demand is expected in

north-east Asia and other developing countries.

According to said publications, global polypropylene consumption is expected to grow at an annual rate

of approx. 3.9% in these years. Growth is mainly expected in China and other developing countries.

" Based on forecasts by S&P Global Commodity Insights (IHS).
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This information regarding the rate of growth in demand for polypropylene and polyethylene until
2027 constitutes forward-looking information, and as such is uncertain and may not materialize, in
whole or in part, or may materialize differently than expected. These assessments are based on
information collected by the Company regarding global trends of consumers preference to using
recycled products, local regulation and international treaties in the sector, the Company’s recycled
product operations and additional assessments of the Company as at the report date, which may
change from time to time, and their materialization is uncertain and is not under the Company’s
control. These estimates may not materialize or may materialize in part, if the above global trends
strengthen or weaken, if the local cooperation with these trends increases or decreases, according to
regulatory developments in the sector, depending on the Company’s ability to adjust its operations to
these trends, and on changes that may occur in the tastes of consumers in the sector, and due to the

other risk factors to which the Company is exposed, as outlined in Section 1.24 below.

Raw material prices constitute a key component of production costs in the polymers industry. Following
technological developments that made commercial shale gas production viable in the United States,
production costs for ethane gas, which is used in the production of ethylene, have gone down. This
reduction in prices allows the manufacturers of ethylene and ethylene derivatives, such as polyethylene
- which rely on cheap ethane - to increase their competitiveness, as compared to manufacturers which
rely on naphtha to manufacture their products. This trend is expected to increase over the coming years,
as the investments in projects in these fields have matured and started production; the trend is further
expected to be influenced by prevalent market prices for naphtha.

For information concerning the raw materials used by Carmel Olefins and Ducor to produce their
products, see also Section 1.8.20 below.

For information concerning polypropylene and polyethylene prices in the reporting period, see Section

B, Chapter 1 to the Report of the Board of Directors.

Restrictions, legislation, standards and constraints that apply to the operating segment - for further

details regarding constraints in this operating segment in terms of: Competition, environmental risks,

essential services, and by virtue of other legal requirements, see Sections 1.18 and 1.19 below.

- for details regarding changes in the operating segment’s volume of activity and profitability, see

Section B in Chapter 2 to the Report of the Board of Directors.
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Market developments in the operating segment or changes in customers’ characteristics - in the

global environment, China’s recovery from the economic crisis is experienced as a consequence of the
Covid-19 pandemic is slow and reduces global growth accordingly. Furthermore, new facilities, which
were added during recent years, mainly in China and in the USA, increased the global excess supply of
polypropylene and polyethylene in the market, which is experiencing a recession. Manufacturers from
across the world reduced outputs throughout the entire supply chain in order to balance out the excess
supply.

Technological changes that may have a material effect on the area of activity

As stated in Section 1.8.1 above, Carmel Olefins, partly through Carmel Eco, works to increase its use
of technologies that allow a circular economy of reusing resources and recycling raw materials.
Critical success factors in the polymers segment and changes thereto

The critical success factors in the manufacture of Carmel Olefins Products are the cost and availability
of feedstock, Carmel Olefins’ ability to operate the production facilities at full capacity over time with
minimum malfunctions, and the utilization of efficient production facilities, advanced technologies, and
capacity to produce new products according to customers’ needs and market trends.

Critical success factors in the sale of Carmel Olefins Products are the demand for products - which are
affected, among other things, by the economic conditions prevalent in Israel and around the world, the
existence of a well-developed domestic market, high responsiveness to changes in various markets
and transitioning between territories according to market trends, reliability of supply, the quality of the
supplied products, in addition to playing a leading role in the market, providing customers with technical
support, research and development capabilities enabling the introduction of innovative or customized
products, as well as the existence of product stock in Carmel Olefins' and Ducor's facilities, as well as
geographic proximity to domestic-market customers and to developed international markets,
operational agility and ability to accommodate changing market needs and customer preferences
according to the various trends, including environmental impacts and recycling, as outlined is Section
1.8.2 above.

Changes in suppliers and raw materials for the segment

As stated in Section 1.8.20 below, most of the raw materials required for Carmel Olefins activity are
supplied by the Company. However, there are chemicals used to produce polyethylene and
polypropylene, which are purchased from suppliers abroad. Some of the quantities of a chemical used
in the production process of polyethylene were purchased from suppliers in Turkey. In light of the
discontinuation of trade with Israel (see Section 1.7.14.1 above), Carmel Olefins identified alternative

import markets.
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Principal entry and exit barriers to the Polymers Segment, and changes thereto

The main entry barriers to polymer manufacturing are: (a) availability of raw materials at competitive
prices; (b) the amount of capital required to construct new plants; (c) the relatively long time required
to construct a new plant; and (d) the regulatory approvals required to build and operate polymer
production facilities, to build local facilities and to install new equipment needed to produce innovative
products; and (e) knowledge and experience, including R&D capabilities to customize products to
customers’ changing needs.

This segment has no significant exit barriers. Any exit barriers in this area of activity are focused on
Carmel Olefins's role in the creation of additional products and added value from the refining process
and its products (naphtha, LPG and propylene), for which the Group would otherwise be required to find
alternative uses or buyers.

For further details regarding competition in Carmel Olefins' segment and risk factors in Carmel Olefins’

operations, see Sections 1.8.18, and 1.23.3.2 below.

Substitutes for polymer products and changes thereto

Polymers are convenient and substitutes for wood, glass, aluminum, expensive plastics, etc.
Furthermore, as the market penetration of electric and hybrid vehicles continues to increase, polymers
may also replace some of the materials currently used in the automotive industry, including to reduce
vehicles’ weights. Carmel Olefins believes, based on studies carried out by professional entities, that
the use of polymers in general and of polypropylene in particular is expected to continue to provide a
substitute for these materials for many years.

On the other hand, if the recycling trend noted in Section 1.24.3.7 below continues to develop, it may
offer a partial substitute for non-recycled polymers.

Carmel Olefins’ assessment regarding the expected use of polymers, as stated above, constitutes
forward-looking information, as defined in the Securities Law, which is based mainly on assessments
of professional bodies arising mainly from price differences between polymers and the products they
substitute. These assessments are expected to materialize in whole or in part if polymers will no
longer substitute these products, due to technological or regulatory changes, in which case the
polymers market will grow at a rate that is different than currently expected, and therefore there is no
certainty that the Company's assessment in relation to these factors will materialize.

Structure of competition in the polymers segment and changes thereto

See Section 1.8.18 below.
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Polymers Segment - main products

Carmel Olefins manufactures and markets polypropylene and low-density polyethylene, which serve as
raw materials in the plastics industry. These products are sold on pallets, in bulk using road tankers, or
in containers (for exports). Ducor manufactures polypropylene, which is used as a raw material in the

plastics industry. The main markets are Israel, European Union countries, the UK, Brazil and Argentina.

As part of the Group’s policy to develop and manufacture types of polypropylene, which have higher
added value, Carmel Olefins and Ducor are attempting is to phase out the manufacturing of commodity-
type polypropylene with other types of polypropylene, that offer a higher added value and are sold at a

higher price than commodities.

For data regarding trends and changes in this segment - see Section B to Chapter 2 of the Report of the

Board of Directors.

For information about trends and changes in supply and demand for the segment’s key products, see

Section 1.8.2 above.

Revenue breakdown and profitability of products

Since the Carmel Olefins’ production is a continuous process in which all of the products are
manufactured from raw materials in joint processes that cannot be allocated based on the end
products, it is not possible to allocate costs according to classes of products.

For details regarding total polymer revenues in 2023-2025, see Section 1.5 above and for data on the
breakdown of the Company's revenues from external customers in and outside Israel, as well as by
major product groups in the Polymers Segment, see Notes 28B and 28C to the Consolidated Financial
Statements.

New products

Carmel Olefins and its subsidiaries are working on the development and expansion of a dedicated
product line, whose products may be sold at prices higher than commodity prices. Carmel Olefins is

working on diversifying its polyethylene and polypropylene products to niche and unique areas.

Ducor is working on adapting the manufacture of the product mix and obtaining the required
certification to sell additional products to the pharmaceutical market (the medical market), after

obtaining said consent for one product line.

Carmel Eco develops “white” recycled products with added economic and marketing value.
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Customers

Carmel Olefins’ and Ducor's customers are mostly plastics factories which purchase Carmel Olefins'

and Ducor's products for use as raw materials in their production of various products.

Carmel Olefins and Ducor serve approx. 200 customers in Israel, and over 500 customers abroad. Most
of these customers, both in Israel and abroad, have been regularly purchasing Olefins and Ducor

products for decades.

Carmel Olefins' agreements with its domestic customers are usually master agreements for one-year
periods and/or incidental transactions at the customers’ request. Master agreements specify the
annual or periodic sales quantities and a formula for calculating the price that the customer will pay for
the purchased products, while maintaining flexibility for price changes. The agreements include volume-
based discounts. Based on these master agreements, customers submit orders, usually on a daily
basis. Occasional transactions are closed for a period of one month or more in the domestic and export
markets, and volumes, periods and prices are fixed and may not be changed. Future occasional
transactions are hedged in accordance with the Board of Directors’ guidance. Customers submit orders

based on occasional transactions, normally on a daily basis.

In transactions with customers overseas, selling prices are usually determined at arm’s-length
negotiations at market terms. Some of Carmel Olefins' and Ducor's sales are made under annual
agreements, which offer volume-based discounts and are linked to prices posted on international
publications (ICIS) or to monomer (the products’ raw material) prices. Incidental transactions may carry

a fixed price for the entire agreement period.

As at the reporting date, there is no customer which generates revenues for the Segment exceeding
10% of the Group’s total consolidated sales turnover. Neither the Company, Carmel Olefins, nor Ducor

are dependent on any of Carmel Olefins’ or Ducor's principal customers.

Carmel Olefins has agreements with a syndicate of lenders for the non-recourse sale of some trade

receivables, with no binding amount; see Section 6B to the Consolidated Financial Statements.
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As a result of the special effort made in 2023 to increase the volume of sales in the domestic market,
domestic market sales in 2024 were approx. 50% higher compared to 2023. Due to the above, in 2024,
the rate of sales in Israel was approx. 54% and the balance (approx. 46%) was overseas; in previous
years, most of the segment sales were made abroad and stood at approx. 58% of product sales. In
2025, the percentage of sales in Israel remained similar and stood at approx. 52% and the balance
(approx. 48%) abroad. For details regarding the suspension of trade between Israel and Turkey
following the announcement of the Turkish Ministry of Trade, see Section 1.7.14.1 above. For a
breakdown of sales for the Polymers Segment by geographic region out of Carmel Olefins' total

revenues, see Section Note 28C to the Consolidated Financial Statements.

Marketing and distribution

Sales in Israel are made by Carmel Olefins, directly, to its customers. Sales are based on customer
orders received directly by Carmel Olefins employees, and products are supplied to customers from
Carmel Olefins’ warehouses in the Haifa Bay. Domestic sales are on an ex-works basis, and so delivery
is made using trucks dispatched by the customer to Carmel Olefins' warehouses. Supply to customers

in Israel is usually made immediately.

Carmel Olefins' international sales are carried out through international agents or distributors, and
through Ducor, which also serves as a sales agent for Carmel Olefins Products in the Netherlands and

adjacent countries.

In addition to acting as Carmel Olefins’ agent, Ducor sells directly to its customers, according to orders
from customers, which are received directly by Ducor, with most of the products being supplied to the
customers’ premises. In addition, certain sales are made through agents, which are divided by sales

regions.

Carmel Olefins and Ducor are not highly-dependent on these marketing channels, as the polymers sold
by Carmel Olefins and Ducor are actively sold by multiple parties (agents and distributors). Carmel

Olefins also has direct contact with its customers, and agent commissions match the industry standard.

This translation of the financial statements is for convenience purposes only.
The only binding version of this document is the Hebrew version.

73



1.8.17

1.8.18

Bazan Ltd.

Order pipeline

Carmel Olefins and Ducor’s sales are mostly for periods of up to one year and are based both on master
agreements, which prescribe price (or a price formula) and quantity, and on spot sale agreements
supplied immediately after the engagement date; therefore, information regarding the order pipeline

with respect to these activities is irrelevant.

The supply dates of Carmel Olefins Products to its customers varies from customer to customer and
range from one business day (for Israeli customers) to approx. 45 business days of the order's
placement date. Supply dates are agreed upon between Carmel Olefins and Ducor and their customers,
based on their assessment concerning production dates for the relevant product and available stock at

the warehouse.

Competition

As mentioned above, Carmel Olefins is the sole producer of polypropylene and low-density polyethylene
in Israel (as outlined in Section 1.19.4 above, Carmel Olefins was declared a monopoly in the low-density
polyethylene market). Carmel Olefins’ competitors in Israel and abroad operate in Israel through agents
and local distributors.

There are no import duties on importing polypropylene and polyethylene into Israel.

Imports to Israel are incidental, and come from a variety of sources, depending on the export prices in

each of the main supply sources (Europe, the US, the Far East, and the Middle East).

In addition to competition on price and quality, the field is subject to competition on parameters such
as the ability to customize products to customer’s needs, compliance with changing regulations,

responsiveness and high-quality service to the customers, etc.

As Israel's sole producer of polypropylene and polyethylene, Carmel Olefins enjoys a certain advantage
in Israel over importers of similar products; this is reflected in a high level of accessibility and close
physical proximity to customers, close geographic proximity between stock in the facility and
customers, and in Carmel Olefins’ ability to provide customers with solutions customized to their needs,
including customer service and hands-on technical assistance due to its proximity to these customers,

including development and production of tailor-made products.
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In contrast with its advantages in the domestic market, Carmel Olefins faces relative disadvantages on
international markets due to its limited production capacity and its distance from target markets; in
facing these challenges, some of Carmel Olefins’ operations are carried out through forward stocking
locations in key target markets, and through its subsidiary Ducor, which is located in the Netherlands.
Alongside the above, in view of Carmel Olefins’ being a relatively small player in the international market,
it is able to respond quickly to changes in the market and to act on opportunities it identifies in various
geographic regions.

According to Company estimates, Carmel Olefins’ multi-year average share of the domestic
polypropylene market (including import of recycled polypropylene) is approx. 50%. Carmel Olefins' main
competitors for this product are Reliance, Ineos, Sabic, Borouge, Braskem, LG. According to Company
estimates, Carmel Olefins holds a share of approx. 33% of the Israeli market for all types of polyethylene
(including low-density linear polyethylene) products, some of which are substitute products. Carmel

Olefins' main competitors for this product are Reliance, Sabic, Braskem, Formosa, Hip, Dow, and Exxon.

Outside of Israel, Carmel Olefins and Ducor do not hold a significant share in any of those markets in

which they operate.

As mentioned, overseas, Carmel Olefins has to cope with the disadvantage of remote markets by
securing comparatively low-cost shipping options, and by selling to customers in countries (mainly Italy,
Brazil, and the UK) where polymer production does not meet local consumption and which subsequently
must import polymers. Ducor does not share or hold ownership in any refinery in its operating region
and is thus at a competitive disadvantage. Furthermore, the trend towards using of recycled input
materials could lead to lower demand for virgin products manufactured by Carmel Olefins.

In recent years, since the Company started using natural gas, it increased the volume of ethane-rich
gas, which it supplies to Carmel Olefins. Ethane-rich gases allow Carmel Olefins to elasticity in its
manufacturing costs - an ability to use gas instead of naphtha and vice versa, depending on the market
environment and price levels, while improving its competitive edge over producers making exclusive

use of naphtha as their raw material.

This translation of the financial statements is for convenience purposes only.
The only binding version of this document is the Hebrew version.

75



1.8.19

Bazan Ltd.

Production capacity

As aforesaid, Carmel Olefins’ production facilities in Israel operate as a single concern and are mutually
dependent on the full, continuous operation of each of the facilities and of the Company's and Gadiv's
facilities.

Carmel Olefins operates three main groups of facilities: The monomer facilities group (the naphtha
cracker facility and OCU facility which manufactures propylene); the polypropylene facilities group; and
the polyethylene facilities group (hereinafter, jointly - "Carmel Olefins Facilities"). Production in Carmel
Olefins Facilities is carried out at extreme temperatures (from minus approx. 165°C to 900°C) and
extremely high pressure (up to approx. 1,500 atm). Production processes involve the use of catalysts
and peroxides. All the Carmel Olefins Facilities operate as a single concern and are interconnected
directly by a pipeline and receive shared services such as electricity, steam, water, storage and other
services from a central service system, partially backed by the Company's service mechanism.

The Carmel Olefins Polyethylene facilities' maximum name plate capacity is approx. 170,000 tons a
year. As at the reporting date, the effective usage rate of the polyethylene facilities’ maximum name
plate capacity is approx. 90%. The Carmel Olefins Polypropylene facilities' maximum name plate
capacity is approx. 450,000 tons a year. This production capacity is subject to availability of sufficient
quantities of propylene and ethylene. As at the reporting date, the effective usage rate of the
polypropylene facilities’ maximum name plate capacity is approx. 80%, with monomer (feedstock)
facilities operating at a corresponding capacity to match the needs of the polymer facilities.

Monomer facility products are manufactured in fixed proportions, such that operational flexibility for
changing the ratio of products is limited. Consequently, significant changes to the polymer production

mix, based on feedstock supplied primarily by the monomer facilities, are limited.
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Since Carmel Olefins’ facilities operate as a single group, a slowdown in production in one of Carmel
Olefins’ facilities may lead to a slowdown in production in all other facilities. Thus, if operations slow
down in one of the monomer facilities and Carmel Olefins’ polymer production facilities will continue to
operate at full capacity, feedstock stores would be depleted quickly and operations in the polymer
facilities will slow down due to a shortage of feedstock. If operations slow down in each of Carmel
Olefins' polymer facilities and the monomer production facilities will continue operating at full capacity,
feedstock/byproduct storage containers would quickly become full and the monomer facilities would
be forced to slow down their operations. A slowdown in the monomer facilities would reduce their
output, both of ethylene and of propylene, such that all polymer facilities would slow down operations;

such a slowdown may also affect the activity of the fuel production facilities in the Refining Segment.

On the Carmel Olefins Facilities' regular operation's dependence on the operation of the Bazan Group

facilities in general, see Section 1.8.20.1 below.

Ducor’s polypropylene facilities have a maximum name plate capacity of approx. 180,000 tons a year.

In general, the effective utilization rate is approx. 85% of the maximum name plate capacity.

The facilities of Carmel Olefins and Ducor operate continuously without interruption, with the exception
of planned downtime for routine maintenance or periodic servicing, and due to operational incidents
and malfunctions (for information about the Company’s expectations and preparations for handling
such events, see Section 1.7.19 above), as stated in Section 1.7.19.8 above, during 2028, the Company
plans to conduct periodic maintenance work at all of Carmel Olefins’ facilities.

Raw materials and suppliers

As outlined above, Carmel Olefins Facilities are downstream facilities to the Company’s facilities, such
that they are continuously fed, through a pipeline, with the bulk of their required feedstock, from the
Company, and return feeds to the Company which are manufactured in Carmel Olefins Facilities or
unutilized parts of the said raw materials and feedstock. Thus, Carmel Olefins Facilities are dependent
on the normal operation of the Bazan Group's facilities; disruptions or shut-downs of the Bazan Group's
facilities will undermine operations, or even lead to corresponding shut-downs, of Carmel Olefins

facilities.
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1.8.20.2 The following is a flow chart of the production process:
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1.8.20.3 The majority of feedstock in polymer production (ethylene and propylene) are produced in Carmel

Olefins’ monomer facilities.
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The principal raw materials in the production of ethylene and propylene are naphtha, LPG and synergy
gases.

Carmel Olefins buys its principal raw materials from the Company. Carmel Olefins also buys from the

Company propylene (including propylene sourced from Oil Refinery Ashdodw) and butane C,. For
information on the agreements between the Company and Carmel Olefins for the supply of Carmel
Olefins' raw materials, see Note 7C to the Company's Separate Financial Statements as at
December 31, 2025.

Carmel Olefins produces its own ethylene (from naphtha, LPG and synergy gases).

More than half of the propylene used by Carmel Olefins is self-produced in its monomer facilities, which
include the cracker facility (from naphtha and LPG) and the OCU facility (from ethylene and components
of the butane-C4 feed). The remaining required propylene is produced by the Company and Oil Refinery
Ashdod, and purchased by Carmel Olefins from the Company.

Most of the raw materials required by the monomer facilities are supplied by the Company; therefore,

Carmel Olefins is dependent on the Company.

In 2024 and 2025, raw materials purchased from the Company directly and/or indirectly accounted for
approx. 85% and approx. 89% in each of the years, respectively, of Carmel Olefins’ yearly total raw

material purchases.

Propylene used by Ducor as raw material is manufactured by various suppliers, and received
continuously through pipelines, and/or by barges and ships. Ducor has diverse sources of propylene in
Western Europe; these provide Ducor with the bulk of its propylene requirements. Ducor is not
dependent on any of its individual propylene suppliers. Changes in Ducor's ties with its suppliers may

adversely affect its results.

Trade Activity
The Company's trade and shipping operations are carried out through its subsidiaries, ORL Trading and

ORL Shipping.

According to the Company's agreement with Oil Refinery Ashdod for and on behalf of Carmel Olefins. Under the agreement,
which was extended and amended on August 31, 2022, ORA undertook to supply the Company and the Company undertook
to buy a minimum annual quantity of between 80,000 and 105,000 tons of propylene, with a certain amount of flexibility as
agreed by the parties. At the same time, the Company undertook to sell to Oil Refinery Ashdod a monthly feed of propane
at such quantities as stipulated in the agreement; however, Oil Refinery Ashdod has an option to request a smaller quantity
of propane. The extended agreement period is for seven years starting on June 1, 2022. Each of the parties has an option
to terminate the agreement with written notice of at least three years.
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The Company, through said subsidiaries, leases vessels for maritime shipping of crude oil and/or oil
products and uses them to transport materials it purchases or sells; the Company also leases those
tankers to various entities under one-way leases. In addition to leased vessels, the Company also has
in place contracts for commercial management of vessels. As at the report publication date, the number
of vessels (leased and under commercial management) is four, with a capacity of approx. 30,000-
38,000 tons each, mostly under one-year leases. One of these tankers leased by the Company is an
Israeli-controlled vessel, as this term is defined in the Shipping Law (Permit for Israeli Control of Foreign
Vessel) 2005.

The trade activity may also include trade of crude oil and its products for purposes other than Group
companies’ manufacturing activities, and/or for the purpose of purchasing raw materials and selling
products to third parties for Group companies.

The Company's trade activity is based primarily on opportunities that arise in the market, due to changes
in the prices of crude oil and its products, and due to price differences between the various markets
and between various types of oil and oil products. Due to the high volatility in the economic viability of
such trade transactions, the scope of the Company’s trade activity varies greatly between various
reporting periods and within each reporting period. In recent years, no transactions of significant scope
were conducted. For further details regarding the prices of crude oil and oil products and the factors
that affect the supply of crude oil and its products, and factors and trends relating to consumption of
oil products, see Sections 1.7.2.2.3 and 1.7.2.2.4 above.

Most of the activity involving leasing of vessels from various entities, leasing them to other parties and
their commercial management is conducted with foreign customers and suppliers; part of this activity
is used to serve the Company’s activities. Furthermore, for details regarding this topic, see also Note
12C to the Consolidated Financial Statements. The trade activity is also conducted with foreign
customers and suppliers, such as: oil companies and refineries, trading companies and more. It is noted
that during the reporting period, in view of the effects of the Iron Swords War and Operation Rising Lion
and the substantial reduction in the movement of ships to and from Israeli ports due to the effects of
the War, the Group continued its trade activity thereby securing and contributing to the continuity of the
Israeli energy sector’s activity. With regard to this matter, see also the instructions given to the Company
by the Fuel and Gas Administration (FGA) in Israel regarding the purchase of fuels and export

restrictions, as stated in Section 1.7.5 above.
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1.10 Investment in Oil Asset '’

1.10.1 In August 2025, the Company finalized binding investment agreements with Cantium, an American
private corporation operating in the field of oil production in the Gulf of America, USA.
As stated in Section 1.2.3 above, the Company's investment has been made through the Acquisition
Partnership, which was established for the purpose of acquiring full ownership (100%) of Cantium. The
Acquisition Partnership is managed by the general partner, Community SPV GP LP (hereinafter - the
“General Partner”).
The Company (through Energil LLC, see Section 1.1.3 above) holds approx. 52% of the equity interests
in the Acquisition Partnership, alongside additional rights granted by virtue of its capacity as a strategic
investor. The Company has invested USD 100 million in the Acquisition Partnership.

1.10.2 Structure of Cantium'’s area of activity and changes therein

1.10.2.1 The US is the world’s largest producer and consumer of oil and natural gas, and its oil consumption
accounts for approx. 20% of global oil consumption. The US energy market is developed, most of the

output is sold to the domestic market and prices are affected by the relationship between supply and

demand.” In addition, storage capacity enables a secondary market, during seasons in which there are
not enough end consumers for all the quantities produced.
1.10.2.2  According to the findings of the U.S. Energy Information Administration (EIA), as at 2023, the main

sources of energy consumed by the United States are oil (approx. 38%), natural gas (approx. 36%), coal

(approx. 9%), nuclear energy (approx. 9%) and renewable energies (approx. 9%).21

9 As defined in Section 19A(b) to the First Addendum to the Securities Regulations (Details of a Prospectus and Draft
Prospectus - Structure and Form), 1969.

20 According to the 2025 Statistical Review of World Energy report of the Energy Institute (hereinafter - the "El Report"). See:
https://www.energyinst.org/statistical-review

21 See: U.S Energy Information Administration, U.S. energy facts explained - consumption and production
https://www.eia.gov/energyexplained/us-energy-facts/
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1.10.2.3  According to the annual energy forecast published by OPEC in July 2025, ??global demand for oil and
natural gas is expected to increase steadily over the coming decades, and the main drivers of such
increase are the transportation sector (despite the increase in the number of EVs), economic growth
and population growth. In view of the growing demand in the US economy and abroad, oil production in
the US is expected to reach record volumes during 2030, and levels of oil and natural gas production
are expected to remain high through 2050. In accordance with the expected increase in production,
exports of oil and natural gas from the US are also projected to reach record levels in the coming years,

and the US will remain a net exporter.

1.10.2.4 Cantium operates mainly in the US market, and its activity is focused mainly on production and sale of

oil and gas in the Gulf of America.

1.10.2.5 For further details regarding the oil segment and the changes therein, see Sections 1.7.2.2.1,1.7.2.2.3

and 1.7.2.2.4 above.

1.10.3 Restrictions, legislation and special constraints applicable to Cantium'’s area of activity

1.10.3.1 Regulation: oil and gas exploration, development, and production in the United States is highly
regulated, both at the federal and the state level. Various legislative provisions regulate the exploration,
development, and production of oil and gas, regulating — among other things - drilling and exploration
permit grants; well locations; drilling, plugging, and abandonment methods; removal of the materials
used for well drilling and abandonment; the duty to pay royalties to the State or the Federal Government
(if they own the land on which production is carried out); interstate transportation of oil and gas in the
United States; matters relating to the protection of workers’ health and the safety of the work
environment; and environmental protection matters. In addition, the activity is subject to complex and
evolving US regulation, including licensing requirements, restrictions pertaining to taxation,
environmental protection, supervision of foreign investments in the country, anti-corruption law, and

money laundering.

220PEC - World Oil Outlook 2050 https://www.opec.org/assets/assetdb/wo0-2025-1.pdf
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1.10.3.2 Asset retirement obligations (ARO): Producing licensees are required to provide collateral under the law
and the terms of the licenses with respect of a decommissioning, plugging and abandonment obligation
of the existing facilities in the areas of the offshore licenses, which include development and production
drillings, and to provide a financial collateral if they do not meet the investment-grade credit rating
criteria or if the value of proven oil and gas reserves in the assets in which they serve as operators did

not meet a certain ratio with regard to the decommissioning obligations.

1.10.3.3 Inthis context, it is noted that in addition to the ARO by virtue of the law, Cantium also has a contractual
obligation toward Chevron (from which Cantium’s assets were acquired upon its founding) to continue
fulfilling the ARO obligations, with respect to which collateral were provided. The Company believes,
based on a legal opinion, that the abovementioned ARO is solely Cantium'’s obligation and the Company

is not expected to have a material exposure in respect of this obligation.

1.10.4 Changes in Cantium's area of activity and its profitability in the reporting period
The global oil and gas industry is heavily affected by geopolitical events, changes in supply and demand
levels and crude oil prices, which are highly volatile. Among the major factors affecting crude oil prices
is the volume of oil supply from OPEC+ countries (Organization of the Petroleum Exporting Countries
and Allies), the volume of oil supply from non-OPEC+ countries, as well as the global demand for crude

oil. Crude oil prices are also affected by production abilities and their costs, and by the development of
cleaner or cheaper energy production abilities.”
Cantium’s actual results are mainly affected by the volume of production and the West Texas
Intermediate (WTI) price, which is one of the key price benchmarks in the global oil market.

1.10.5 Market developments in Cantium'’s area of activity or changes in its customers’ characteristics

1.10.5.1 The main market in which Cantium operates is the global oil and gas market, which is characterized by
high price volatility. A material market development is the global trend of switching to renewable

energies, which may affect the demand for the area of activity's products in the long-term.

1.10.5.2 For details regarding Cantium'’s customers, see Section 1.10.12 below.

2 The general information contained in this section is mainly based on the World Energy Outlook 2025 global energy forecast.
International Energy Agency. To view the full forecast report: https://www.iea.org/reports/world-energy-outlook-2025.
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1.10.6 Technological changes which may have a material effect on Cantium’s area of activity

1.10.6.1 In recent decades, there have been technological changes, which have improved exploration and
development abilities and the quality of data available to those conducting oil and natural gas
exploration. In addition, technological improvements will streamline drilling and production works and
consequently corporations conducting oil and natural gas exploration, such as Cantium, can conduct

more efficient exploration and drilling.

1.10.6.2  Furthermore, in recent years there has been an increase in the development and implementation of
artificial intelligence (Al) and machine learning (ML) technologies; the increased use of these
technologies leads to an increase in demand for energy in general, and electricity in particular. This

trend also affects energy markets.
1.10.6.3  For details regarding additional technological changes in the segment, see Section 1.7.6 above.

1.10.7 Critical success factors in Cantium’s area of activity and changes therein

The critical success factors in the oil and gas production segment are as follows:

1.10.7.1 Efficient, safe and non-interruptible operation of the production facilities;
1.10.7.2  Ability to expand the oil and gas reserves base;

1.10.7.3 Existence of human capital with knowledge, experience and engineering, technical, financial and

commercial capabilities to develop the projects;
1.10.7.4 Effective management of regulatory and environmental undertakings.

1.10.8 Principal entry and exit barriers to the area of activity and changes therein

1.10.8.1  The main entry barriers to Cantium's area of activity are:

1.10.8.1.1 The need to make substantial capital investments;
1.10.8.1.2 The need to have access to complex and expensive knowledge and technology;

1.10.8.1.3 The need to obtain licenses and regulatory approvals.

1.10.8.2 Cantium’s main exit barrier from this segment is the high costs associated with decommissioning and

environmental restoration of wells and facilities (ARO).

1.10.8.3 The Company’s main exit barrier from this segment is the ability to dispose of an illiquid holding.
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Alternatives to Cantium’s Segment Products and changes therein
Similar to the global oil and gas industry, the United States is also experiencing the effect of the global
trend of switching to renewable energies, such as solar energy, driven by global policies aimed at

reducing GHG emissions. This trend may affect future demand for oil and gas.

However, the implementation of the switching process involves considerable challenges, which are
expected to hinder the achievement of the net zero emissions targets set by most countries around the
world, such as: lack of profitability, instability of green energy as a source of electricity generation,
issues across the value chain, technological and regulatory obstacles, etc. Secondly, renewable energy
does not fully substitute oil and gas. Renewable energy is mainly used for power generation, but only a

negligible share of the world's oil consumption is used for power generation.

Furthermore, most of the world's oil consumption is made by the transport industry (consisting mainly
of air transport, maritime transport and heavy road transport, in most of which an alternative for oil has
not yet been found), and a considerable proportion of consumption is made by the industrial,
construction, and petrochemical sectors. These sectors have not yet found a substitute to oil, and it is

unclear when a commercially available solution will be found, which will enable the switching.

The election of Trump as President of the United States in the 2024 elections led to a reversal of
environmental regulations and renewed support for traditional fuel industries; this included the "One Big
Beautiful Bill”, which was passed by the US House of Representatives in May 2025, which, among other
things, reduced tax benefits for green energy. However, the effect of these changes may be limited,
since many US states continue to promote policies, which support renewable energy, and the economic
viability of these energy sources has substantially improved in recent years. Furthermore, many US
companies have committed to ambitious climate targets and to purchase energy from renewable

sources, regardless of federal government policies.

Competitive structure of Cantium'’s area of activity and changes therein
The oil and gas industry in the Gulf of America is highly competitive. Cantium competes with a wide
range of companies, from small operators to large international energy corporations with extensive

financial and operational resources.
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Furthermore, oil is used as a combustion agent and is sold to entities, which produce fuel for vehicles,
electricity producers, and industrial and private customers. Generally, a full alternative for oil as a source
of fuel for traditional vehicles and aviation is yet to be found; however, the market for vehicles powered
by alternative energy sources such as natural gas and electricity has gain traction. The alternatives for
oil and natural gas with regard to other uses thereof are other fuels, including coal, and electricity
generated from renewable energies. Another energy source, which is being assessed as a significant
alternative for oil, is hydrogen; however, the assessment is still in the research and development stage
aimed at reducing production costs. In addition, oil and natural gas serve as alternatives for one

another.

Main products in Cantium’s area of activity
The main product produced and sold by Cantium is crude oil; it also produces byproducts such as

natural gas.

In addition, Cantium develops and expands the provision of abandonment services through a

specialized subsidiary, which has executed the abandonment of hundreds of wells.

Customers, marketing and distribution

To date, Cantium has sales agreements with a small number of energy resellers and traders, which buy
100% of the oil and gas produced under binding agreements for fixed periods. At the same time, given
that crude oil is a commodity and that alternative buyers are readily available, Cantium believes that the
loss of any one of its major customers would not materially affect its ability to market the oil produced
in the future.

Order pipeline

As stated in Section 1.10.12 above, segment sales are mainly based on agreements for fixed periods
and on spot prices, and therefore information regarding order pipeline is not relevant to the segment.

Competition

See Section 1.10.10 above.

Seasonality

Cantium's operational activity in the Gulf of America is substantively affected by the hurricane season,

which may result in production shutdowns, damage to facilities, and delays in schedules.
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1.10.16  Production capacity

Cantium’s production volume during August-December 2025 stood at approx. 2,285 thousand barrels
of 0il (100%), 2,540 thousand barrels of BOE?* (100%), i.e. the Company’s share (52%) was approx. 1,188
thousand barrels of oil and approx. 1,321 thousand barrels of BOE. See also Chapter 1 of the Report of
the Board of Directors. It is noted that the production rate is not constant and is contingent on various
factors, including, among other things, the depletion rate, further discovery of resources, malfunctions,

weather, etc.

1.10.17  Financing
1.10.17.1 Cantium's activity is financed, among other things, through credit facilities and loans, which are subject,
among other things, to financial covenants, and to distribution restrictions, which may affect Cantium's

financial flexibility and ability to make distributions.

1.10.17.2 In accordance with the provisions of Cantium’s credit agreement, Cantium entered into commaodity
derivatives, which include swaps and costless collar contracts, for the purpose of creating economic
hedges at a fixed price for that portion of the expected oil and gas production from its reservoirs
classified as proved, developed producing reserves (PDP). As at December 31, 2025, Cantium entered
into hedge transactions, such that its total derivatives cover approx. 40% to 50% of the monthly PDP

values through September 30, 2027, as required under the credit agreement.

24 Includes oil barrels and byproducts such as NGL and natural gas.
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1.10.17.3 Immediately prior to the report approval date, the Acquisition Partnership and an Israeli banking

1.10.18

corporation entered into a finance agreement totaling approx. USD 100 million (hereinafter - the “Loan”)
- designed to replace a portion of an existing loan to finance Cantium's activity and repay some of the
owner's equity provided by the Company and the other investors under Cantium's Acquisition
Transaction. The Loan is in a bullet loan for a maximum period of 5 years with interest repayments
based on a semi-annual SOFR interest plus a spread under a project finance format. The Loan includes
undertakings and financial covenants as is generally accepted in agreements of this type, including a
cash-sweep mechanism should the borrower (the Acquisition Partnership) fail to comply with certain
covenants as detailed in the finance agreements. The Company believes that the Acquisition
Partnership’s taking out the Loan will enable a withdrawal of approx. USD 25-30 million (the Company's

share) by way of distribution and/or repayment of a shareholder loan.

The Company’s above assessment regarding this exposure constitutes forward-looking information,
as defined by the Securities Law. This assessment may not materialize or may materialize only
partially, since it depends on the resolution of the Board of Directors of the Acquisition Partnership’s
General Partner, which is affected, among other things, by the business environment, factors which

are unknown to the Company and are outside its control.

Raw materials and suppliers

Most of the ongoing activity is carried out through Cantium'’s inhouse professional functions, which are
responsible for the performance of professional services such as exploration, drilling, maintenance,
development work, etc.; in addition, various services are outsourced (including for the long-term) to

professional entities.

The development activity of the existing licenses, in accordance with the Work Plan, is contingent upon

the availability of and engagement with drilling rigs.

In addition, Cantium acquires rights of use pertaining to geophysical and geological data from

specialized companies.
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1.10.19  Cantium’s proven reserves of (1P) as at January 1, 2026, are estimated at approx. 37 million barrels of
oil (approx. 42.6 million BOE) and its proven + probable reserves (2P) as at January 1, 2026, are
estimated at approx. 49.4 million barrels of oil (approx. 55.8 million BOE).?

1.10.20 Cantium’s financial results are mainly affected by the number of oil barrels produced and by their
effective price, which is based on the West Texas Intermediate (WTI) price - one of the key price
benchmarks in the global oil market.

1.10.21  Following are Cantium'’s key financials (in USD million) for the two years which preceded the Acquisition
Transaction year:2°

On-balance sheet data As at December 31, 2023 As at December 31, 2024
Total assets 611 679
Total liabilities 419 438
Total equity 192 241
For the period of one year | For the period of one year
Profit and loss dat
rofit andloss data ended December 31, 2023% | ended December 31, 2024
Total revenues 500 473
Depreciation and other 137 133
expenses?®
Operating profit 140 155
Net income 143 158

1.10.22  Following are additional data (net - less the royalties to the authorities)

Additional data As at December 31, 2023 As at December 31, 2024
Annual production (in 6.2 million 6.2 million

barrels)

Annual production 6.7 million 6.7 million

(BOE)*®

Effective price per BBL usb 77 Ush 75

25 On a net basis, Cantium'’s share.

?® US GAAP data are audited by Cantium'’s independent auditor. Figures are rounded. It should be noted that Cantium is a see-
through entity for tax purposes and the presented data is therefore pre-tax, but less the royalties to the US authorities at a
weighted rate of approx. 15%.

“In 2023, Cantium recorded a one-off expense in respect of a dry-hole totaling approx. USD 43 million.
28 “Others” includes a change in the decommissioning liability of oil and gas assets due to the passage of time.
22 Includes barrels and byproducts such as NGL and natural gas.
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For further details regarding the financial results of the Acquisition Partnership, see Note 9C to the
Consolidated Financial Statements and the Acquisition Partnership’s financial statements attached to
the Consolidated Financial Statements.

In accordance with the Cantium Report (as detailed below), as is customary in such transactions, the
General Partner will be entitled to regular management fees, as well as performance fees, which will be
payable after the limited partners (including the Company) fully recoup their investment, plus an annual
return at the agreed-upon rate between the parties. During the reporting period, the Acquisition
Partnership recognized expenses totaling approx. USD 0.8 million in current management fees to the
general partner and approx. USD 0.1 million in directors' fees to the Company.

For further details regarding Cantium and the acquisition transaction, see Section 6 to the revised
Description of the Corporation’s Business in the report of the second quarter of 2025, published by the
Company on August 11, 2025) (Ref. No. 2025-01-059227 and the Company’s immediate report as at
August 4, 2025 (Ref. No.: 2025-01-057441) (hereinafter - the "Cantium Report"), the details of which are

included herein by way of reference, as well as Note 20B(6) to the Consolidated Financial Statements.
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Part C - Additional Information about the Company

1.11

1.11.1

1.11.2

1.11.3

1.11.4

1.11.5

Property, plant, and equipment*°

The facilities of the Company, Carmel Olefins and Gadiv, are located in a single compound over a total
area of approx. 2,500 dunams in Haifa Bay (hereinafter in this Section 1.11 - the “Compound”). The
Company's facilities include initial distillation units (crude distillation), hydrogen and catalytic cracking
facilities and catalytic reformer units (responsible for the fuel product refining and finishing processes),
other production units (for the production of bitumen, hydrogen, and isomert used as a gasoline
component), and asphalt production), sulfur treatment facilities, infrastructures (buildings, storage
tanks, pipelines, etc.) and service facilities (energy center, water treatment, effluents treatment, fire
safety).

Carmel Olefins’ facilities include a group of monomer facilities (a cracking facility and the OCU plant),

a group of polyethylene facilities and a group of polypropylene facilities.

Gadiv's facilities include facilities for BTX (benzene, toluene, and xylene) refining from feedstock, and

production plants for paraxylene, solvents and solids.
Ducor’s facilities in the Netherlands house polypropylene production facilities.
Carmel Eco’s facilities in Kibbutz Yas’ur house facilities for washing and palletizing plastic waste.

For details regarding the processes in the Company's facilities - Carmel Olefins and Gadiv - see above
for details regarding each of the areas of activity (Sections 1.7 and 1.8 above), and regarding the
efficiency and capacity of the Group's facilities, see Section 1.7.19.7 above.

For details about the depreciated cost of property, plant and equipment as at December 31, 2025, and
the various types of property, plant and equipment, including the accumulated depreciation thereof, see
Note 11 to the Consolidated Financial Statements.

For details regarding the Asset Agreement signed on January 24, 2007 between the Company and the
State, see Note 12B1 to the Consolidated Financial Statements.

On March 6, 2022, the Government resolution on the strategy to develop and promote the Haifa Bay
was authorized. For further details regarding the government resolution, see Note 20C to the

Consolidated Financial Statements.

*Fora description of the Company's rights in assets, also see Note 12B to the Consolidated Financial Statements.
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Also in the context of the compound, it is noted that the Company filed a claim for monetary remedy for
loss of income and expenses incurred and which will be incurred by the Company due to the decision
of the Accountant General at the Ministry of Finance, the Director General of the Israel Land Authority
and the Director General of the Ministry of Energy (hereinafter in this subsection the “Directors
General") regarding the failure to grant permission to rezone the Company's land in the compound over
an area of approx. 160 dunams and leasing it out. As part of the claim, the Company argues that the
Director Generals’ decision not to approve the designation change constitutes a breach of the
provisions of the abovementioned Asset Agreement, which was signed between the Company and the
state in 2007. The claimed amount, which stands at a total of approx. USD 47 million, is derived from
loss of rental profits, which were expected to be received for a period of ten years with an option to
extend by five further years, as well as from current municipal tax costs, which it may bear during the

period. The legal proceeding is currently in the evidentiary stage.

Municipal regime applicable to the compound area

The land of the petrochemical plants in Haifa Bay, including that of the Compound, is incorporated in
the Haifa municipality. In accordance with the agreement signed in 2006 between the Group’s plants
and the Haifa municipality and other adjacent municipalities (hereinafter - the “Municipalities
Agreement”), a joint municipality-owned corporation was established, which is owned by the local
authorities whose boundaries are adjacent to the Bazan compound, which determines the services that
are to be provided by the joint municipality-owned corporation. All capital rights and most voting
interests therein are held by the councils and the rest of the voting rights by the plants. The
Municipalities Agreement refers to the provision of services in the Bazan compound, including the
setting of rules, and also to various other issues, such as planning and development, business licensing,
equitable applicability of the Haifa municipality bylaws, etc. In 2017, a demand was sent to Haifa
Municipality and the joint municipal company to apply the mechanisms prescribed in the Municipalities
Agreement regarding the provision of services by the municipal company as aforesaid, and since then
the subject has been under negotiation between the Company and the local authorities, whose
boundaries are adjacent to the Bazan compound. The Municipalities Agreement further stipulates that
Haifa bylaws will apply to the plant area and will be applied equally to the other areas of Haifa. Pursuant
to the Municipalities Agreement, a joint planning and building committee comprising representatives of
the local councils and the relevant government miniseries operates in respect of the compound.

For details regarding the increase in the Municipal Property Tax rate applicable to the Group’s Haifa Bay

compound, see Note 20A1 to the Annual Financial Statements.
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For details regarding the settlement signed between the Company, Carmel Olefins and Gadiv and the
Haifa Municipality, regarding the payment call the Municipality of Haifa made to the Company, to Carmel
Olefins and to Gadiv in 2023 because of the open public areas Levy, see Note 20A1 to the Consolidated
Financial Statements for 2023, published by the Company on March 14,2024 (Ref. No.: 2024-01-
022150), included herein by way of reference.

In 2014, the Haifa District Planning and Building Committee approved, with conditions, an outline plan
for the land on which the facilities of the Group Companies are situated, regulating the planning of this
compound, including provisions regarding future construction therein (hereinafter - the “Outline Plan”).
On June 6, 2017, the National Planning and Building Committee decided to approve the Outline Plan
with modifications set out in the plan. In March 2018, following the dismissal of several petitions filed
against it, the Outline Plan was published in order to enter it into force. Appeals were filed with the
Supreme Court against the District Court’s decision to dismiss the petitions filed against approval of
the plan. In July 2019, the Supreme Court issued a ruling on the appeals filed against the foregoing
judgment of the Haifa District Court of Administrative Affairs, returning the plan to the National Council
for establishment of further provisions in the plan.

In view of the Supreme Court’s ruling, on December 1, 2020, the National Council made a decision
(hereinafter - the “Decision”) setting out the definition of “a facility that has a considerable impact on
the environment”, which includes a facility, pipeline, tank or building in respect of which certain
conditions in the field of hazardous substances, air quality and water pollution prevention are met. This
definition, among other things, requires the construction of new production facilities that have a
significant impact on the environment to be carried out with a detailed plan; the plan also stipulates,
among other things, that additions and changes to existing facilities and replacement of an old facility
with a new one will not require a detailed plan if the addition does not constitute or become a “source
of risk” and/or constitute an “emission source” requiring a permit and does not increase emissions
beyond 20% of the threshold quantity in the Environmental Protection Law (Emissions and Transfers to
the Environment - Report and Register Requirement), 2012, and the replacement of an old facility with
a new one will not require a plan provided that the new facility will be used for the same purpose in the
production process and related phases. On January 4, 2021, the amended plan was published in the

Official Gazette for validation.
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In September 2023, the National Planning and Building Council approved NOP 75 for the Haifa Bay area,
intended to develop the Haifa Bay, while rezoning the areas and clearing the petrochemical industries
from them, following on the government resolution dated March 6, 2022 regarding the strategy for
developing and promoting the Haifa Bay. On December 11, 2023, the plan was approved by the
Ministerial Committee for Interior Affairs, Services, Planning and Local Government. For further details
regarding NOP 75 and regarding the government resolution, see Note 20C to the Consolidated Financial
Statements.

Ducor’s facilities are located in an overall area of approx. 127 dunam at the Rotterdam Port, The
Netherlands (hereinafter - “Ducor Site”), which are leased from the Rotterdam Port for a 10-year period
ending in 2029, for annual lease payments, which are immaterial for the Company; (Ducor has three
options, the first one allows it to extend the lease by 15 years and the subsequent ones - by 25 years
each, until 2084).

Ducor is obligated to decontaminate the land at the Ducor Site for pollution caused by it, if any, in the
period in which it leases the land. In the Company's opinion, based, among others, on the assessment
of an expert, the Group is not expected to have material exposure due to the obligation to
decontaminate the land. For further details, see Notes 12B3 and 17 to the to the Financial Statements.
The Company’s assessment regarding this exposure is forward-looking information, as defined by
the Securities Law. The Company's assessments are based, among other things, on the findings of an
environmental protection expert. The Company's assessments may not materialize, inter alia, if errors
are discovered in the environmental protection expert's findings and/or if the letter of compensation
sent to the Company in this regard for the lease term preceding the acquisition of Ducor by the
Company is not honored or if Dutch law is amended. Therefore, there can be no certainty that the
Company'’s assessment regarding the exposure involved in the said obligation to decontaminate the
land will materialize, and there is no certainty as to the how the Company handles them and the costs
involved.

Carmel Eco’s facilities are located in an area of approx. 2.3 dunam in kibbutz Yas’ur (under a lease
agreement that was signed and extended from time to time) between Carmel Eco and kibbutz Yas'ur
for a period ending December 31, 2026.

R&D and Innovation in the Group

As a rule, the Group Companies usually purchase the know-how needed for their operations from
external know-how suppliers, which are international companies specializing in developing and selling
know-how for the refining and petrochemical industry.

Knowhow needed for the Group's companies to reduce the environmental emissions from their energy
generation facilities, was acquired from specialized knowledge suppliers.
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The Group’s innovation activity

The Group companies attribute great importance to promoting and adopting innovation and are working
to locate and implement new technologies in the specialist fields of the Group's activities and in other
areas in which the Group has chosen to focus strategically, including through collaborations, pilots and
POCs. This activity allows the Group to examine alternative and complementary solutions to its core
products or solutions to enhance the current core activity, and which will add value to the Group and
contribute to its efforts to protect natural resources and the environment.

The innovation activity focuses on the following areas: Industry 4.0 and operational efficiency, hydrogen
and alternative fuels, energy efficiency, green polymers and environmental technologies.

The Group's innovation activity is carried out under the Open Innovation model - through an innovation
center which operates in the Bazan compound and serves as a platform for the Group's direct activity
with startups, entrepreneurs, and researchers, creating an internal and external ecosystem, which
enables the integration of new technologies in areas identified as strategic. The innovation activity
constitutes a material component of the Group's transformation processes by creating new
capabilities, reinforcing and “invigorating” core activities, digitizing and streamlining operations,
creating new business opportunities and positioning the Group as the leading actor in the ecosystem.
The innovation activity includes operating activities involving the relevant actors in the ecosystem, such
as: the Israel Innovation Authority, the Office of the Chief Scientist at the Ministry of Energy, energy
communities, academic institutions, various accelerators, incubators, funds, and more, in order to

maximize the exposure to innovative technologies.

The innovation activity focuses on synergy between operations providing synergy and added value to
the Group’s operations, which improve and streamline processes and/or whose joint activity with the

Group Companies generates added value for the Group and/or potentially serves as a growth engine.

In 2020, the Group - through its innovation arm, together with EDF Renewables and in collaboration with
Johnson Matthey - established an ESIL supported by the Israel Innovation Authority, which - to date -

invested in 15 ventures.

In 2022, the Group's innovation center partnered with Quantum Hub, which works to create
collaborations between the hub’s partner companies and startups in the Israeli ecosystem and
accordingly, the startups are assessed for the implementation of pilots and POCs using technologies

relevant to the Group. The companies participating in the hub include Taavura, Talkar, Hyundai and VDL.

During April 2025, along with other partners, the Company won the tender of the Innovation Authority

to establish a new technology incubator and venture capital fund — Square 1 Labs.
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Square 1 Labs will work to establish, invest in and finance dozens of deep tech companies in Israel, in

the fields of energy, industry, data center infrastructures and robotics.

Square 1 Labs has raised over USD 30 million from a number of entities, including the Innovation
Authority with a total budget of NIS 40 million, the Company, Epcon, Elements VC (a venture capital

fund for energy and climate technologies backed by Enlight), Rad Bynet and other entities.

Dozens of the Company's employees work in the Group’s innovation center and constitute the
innovation teams. The innovation team assesses innovative technologies, provides professional

assistance to the selected ventures and supports the pilots implemented in the Group.

In its capacity as the largest hydrogen producer in Israel, the Group promotes innovation in the field of
hydrogen for various uses as part of the global trend of developing and expanding the use of hydrogen
as a "clean" energy source. As part of the Group's hydrogen activity, a hydrogen compression system
for the transportation of hydrogen used in transport was constructed, and the first hydrogen fueling
station in Israel was constructed at the Yagur Junction in partnership with Sonol; a hydrogen-powered
truck was purchased and a hydrogen-powered bus was ordered. As part of the innovation activity, the
Group examines involvement in technology companies and initiatives in the field of hydrogen with
relevant players in the economy for the advancement of the hydrogen economy and the establishment

of the Hydrogen Valley in Israel.

The development activity in the polymers area
Carmel Olefins carries out R&D to customize existing products and develop special types of

polypropylene- and polyethylene-based products as follows:

Updating existing products and tailoring them to the requirements of the Company’s customers.
Developing special types of polypropylene - quality types for special industries, with which it is possible
to achieve a high economic contribution to a product, price stability, such as a range of products for the
automobile industry or groups of unique transparent and unbreakable polypropylene products suitable
for various applications, such as storage boxes and suitcases.

Developing special types of polyethylene - special, high quality with Carmel Olefins’ production
technology for niche applications, such as ultra low-flow material suitable for large agricultural
hothouses or a high-flow material for injection applications.

Development of polypropylene-based products with lower carbon footprint, containing a powder based

on agricultural waste.
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Further to the CIRCLE plastic recycling consortium, which was funded by the Israel Innovation Authority,
and which was headed by Carmel Olefins, the latter was awarded the “Magnet Star” project, sponsored
by the Israel Innovation Authority, to develop composite material based on recycled hay nets in
cooperation with Shenkar College, which ended in the reporting period. Carmel Olefins was awarded
the Magnet Star project for another two years, sponsored by the Israel Innovation Authority, to develop
an anti-microbial material in cooperation with the Hebrew University of Jerusalem.

In August 2023, the activity of a new funded consortium started in the field of development of
biodegradable polymers. The Israel Innovation Authority approved a multi-year plan for setting up
generic technological infrastructure for the creation of a future sustainability operation that will prevent
the accumulation of polymer waste in landfills and in the environment, prevent environmental pollution,
including air pollution, soil contamination, and contamination of water reservoirs, and save on high
costs of collecting, sorting, cleaning and processing plastic waste, in cases where the collection and

processing of the waste are not possible or not financially worthwhile.

Intangible assets

The Company has no rights in material intangible assets in the Refining Segment.

Carmel Olefins has six registered trademarks in Israel: n"va 01'9%71x 7013, Carmel Olefins Ltd., Carmel
Olefins logo, Capilene®, Carmelstat® and Ipethene®. Carmel Olefins holds 11 patents in various stages
of registration and assessment. As at the Reporting Date, the patents are immaterial to the operations
of Carmel Olefins.

The companies acquire licenses to use advanced technological know-how in petrochemicals for their
operations and pay external know-how suppliers a fixed or variable amount in royalties, depending on
the volume of annual production at the facility under the license. The licenses to use know-how, under
which the facilities were set up, are necessary for their operation and were granted to the specific
facilities for which they were purchased. Under the know-how agreements, even if the agreements are
terminated, the Companies will still be eligible to continue using the know-how for production purposes
in the volume for which the license was granted and for which royalties were or are paid by them. The

royalty amounts are not material to the Company.
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Human resources

The Company operates through two business units: The Fuels and Aromatics Business Unit and the
Polyolefins Business Unit. In the reporting period, each business unit included the relevant generation
units, maintenance and certain additional functions - including in the Fuels and Aromatics Unit, the
Technology and Projects Unit (which includes, among other things, an energy unit in charge of
optimizing the energy sources available to the Group and provides energy services to the business

units) and in the Polyolefin Unit - the sales and marketing functions of its products as well.

The headquarter services - including sales and marketing services, purchasing services, contracts with
contractors and suppliers, warehouses, finance, IT systems, legal department, safety, security, human
resources and environmental protection - etc. are provided centrally to all business units by the
Company headquarters (see also Section 1.2 above). The purpose of this organizational structure is to
create a direct and clear link throughout the entire value chain of each of the Group's main product
groups, taking advantage of the fact that all of the Group's operations (excluding Ducor’s operations,
which are located in the Netherlands and Carmel Eco, which is located in Kibbutz Yas'ur) are carried out
at one site and enable a synergy that increases operating efficiency and reduces cost in many areas. In
addition to the activity of the business units, a comprehensive optimization unit at the Company’s
headquarters determines the production function that optimizes the Group's entire production value
chain (excluding Carmel Eco and Ducor). The crude oil and intermediate materials required for the
Group's operations from various suppliers are purchased by the Combined Planning and Trade Unit.
Sale of fuel and intermediate products on the local market and their exportation to an adjacent market,
as well as the sale of aromatics products in Israel and abroad, is carried out by the marketing and sales
unit. The Combined Planning and Trade Unit is also responsible the exports of fuel products and

intermediate products.
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Organizational structure as at December 31, 2025:
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1.14.1 Number of employees, by business unit:
No. of employees as at
December 31, 2025 December 31, 2024
Fuels and Aromatics Business Unit 652 660
Polyolefin Business Unit 458 463
Company Headquarters and Management 261 271
Total 1,371 1,394

In addition to the above, as at the reporting date, 56 temporary employees are employed in the Group
Companies. In addition, the Company receives various services via 233 staffing agency employees for
work that is mainly temporary in nature as well as various service providers.

As at December 31,2025, Ducor employed 100 employees. As at December 31,2025, Carmel Eco
employs 26 employees.

The Company's management believes that the Company is not dependent on any particular employee.

In general, labor relations at the Group are in good order.
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Instruction and training

The Group provides professional training to operative and maintenance staff in their area of occupation.
The Company also trains the relevant Group employees as part of internal compliance programs
operated in the Group, providing its entire staff and relevant service provider with mandatory safety
training, mandatory certification, and training on environmental protection, quality assurance and
information security training. Professional employees participate in training in their specific fields of

occupation.

Emergency drills, fire drills, focused safety training for operators and professional training are

performed at the production facilities.

The Group implements a management development process for individuals from various management

levels, using a variety of tools.

Employment agreements

General

Most staff at the Group Companies are employed under special collective bargaining agreements
signed between the Group Companies and the workers' unions. Some employees, mainly senior
executives and managers, are employed under personal employment contracts.In addition to their
wages, all Group Companies' employees, whether employed under a collective bargaining or a personal
contract, are also entitled to social benefits, including pension insurance in accordance with the

provisions of the law on this matter and/or with the provisions of the various agreements.

As at the reporting date, of all employees of the Companies in the Group’s compound in Haifa Bay, 203
are engaged under personal employment contracts and 1,168 under the terms of the special collective

bargaining agreements to which the Company, Carmel Olefins and Gadiv are party.
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The employment conditions of these groups of employees are as follows:

Employees engaged under personal contracts

Most employees from department manager level upwards are employed under personal employment

contracts.

The personal employment contracts of Group companies’ employees include pension, insurance and
social and other benefits, which are not outside what is generally accepted, except for the eligibility of
a few of the employees, who are employed under personal employment contracts, to a severance bonus
of up to 200%, the stipulation of a notice period of more than 30 days (mostly between 3-6 months) in
some of the personal contracts, and the eligibility of some of the senior employees to choose an early

pension track or an increased severance pay track, if they are dismissed.

Employees employed under collective agreements
For details, see Section 1.14.6 below.

Compensation policy and compensation of the Company'’s officers

The employment contracts of the senior officers allow annual bonuses subject to the Company's
performance and the meeting of personal goals, under the Company's compensation policy. For details
regarding the employment terms of the five senior officers and the benefits paid to the Board of
Directors, see Regulation 21 in Chapter D of the periodic report and Note 27B to the Consolidated
Financial Statements. For details regarding the Company's Compensation Policy, see Regulation 22 in
Chapter D of the Periodic Report.

Employee option plan

The Company has an option and restricted share units (RSUs) plan for employees and officers, which
was adopted in 2024 by the Company's Board of Directors and by virtue of which it is possible to grant
the Group's employees and officers options and/or restricted share units, which can then be exercised
into the Company's shares. For details regarding options granted to some of the Group's officers, see
Note 21B to the Consolidated Financial Statements and Regulation 21 in Chapter D of the Periodic

Report.

This translation of the financial statements is for convenience purposes only.
The only binding version of this document is the Hebrew version.

101



1.14.6

1.14.6.1

1.14.6.2

1.14.6.3

Bazan Ltd.

Collective agreements

The Group Companies are party to special collective bargaining agreements regulating the work and
employment terms of their employees not engaged under personal contracts and are not temporary
workers.

A new collective wage agreement was signed with the representatives of the employees of the Company
and Gadiv in November 2021, and in December 2021 a new collective wage agreement was also signed
with the representatives of Carmel Olefins’ employees. The term of the agreements starts on the date
on which the prior agreements expire (December 2017) and ends at the end of 2024.

The collective bargaining agreements applicable to the Company and Gadiv and to Carmel Olefins set
out the employment terms of the veteran employees (Generations A and B) and of future generation
employees. The agreements prescribe, among other things, the wages based on rank and type of
employee, various wage increments (for seniority, shifts, etc.), social benefits, including pension rights,
and bonuses for some employees for the years of employment above 20 years.

Most of Ducor’'s employees are employed on a full-time basis (100%). Approx. 60% of the employees
are employees under collective agreements between Ducor and worker's unions in the Netherlands,

which are renewed from time to time.
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Changes following the split and sale of ORA and the Company’s privatization - special collective

bargaining agreements of June 14, 2006

As part of the ORA split and sale proceedings, the Company and the New Histadrut Workers’ Union
(hereinafter - the “Histadrut") entered into special collective bargaining agreements (hereinafter - the
“Special Collective Bargaining Agreements”) aimed at regulating the rights of the Company's
employees in the privatization process, including restrictions on their dismissal; terms for eligibility to
early retirement; early retirement plans for pensioners of the pension fund and the related early
retirement rights (which were in force until 2016); and rights to increased severance pay for employees
not eligible to early retirement, which ended in 2016. Under the collective bargaining agreement signed
in 2021 with representatives of the Company’s and Gadiv's employees, it was agreed with regard to
long-serving employees to whom the voluntary retirement agreement of June 14, 2006 applies, that the
provisions of the retirement agreement also apply during the term of the new collective wage agreement
signed in 2021, and through December 31, 2024. Furthermore, according to the 2021 agreement, and
to the extent that the employees’ representatives will ask to do so, at the end of each calendar year the
Company will assess the option of not repaying the proportionate share of the loan to the Company for
Early Pension Haifa Ltd. (hereinafter - “Haifa Early Pension”), which it is entitled to in view of retirement
of employees during that year as per the loan agreement. The decision as to the deferral of some or all
of the loan repayment is subject to Company's management’s sole discretion.

To assure its commitment to purchase early retirement rights under the early retirement agreement, the
Company signed a loan agreement with HEP, a special-purpose company established for the loan
agreement.

Under the loan agreement, the Company granted HEP a NIS 300 million loan to assure the pension rights
of the employees eligible for early retirement. The loan will be repaid to the Company in full by time all
the employees eligible to a pension or an early pension have retired. See also Note 18B2b to the
Consolidated Financial Statements.

As at the reporting date, 183 Company and Gadiv employees are or will be eligible for early retirement
under the above agreements if the Company seeks to terminate their employment prior to their natural

retirement date, under the circumstances prescribed therein.
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