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MINTNN 0N 7272 MAVIY PIY MOIYN OXAPYND ,N1PN INYYWI VIV D) ,a80
.DONNNN MPINN DY NNPYN) DIDDN Y)Y
.8.9% 1>, 2011 920NT2 31 OPS PIND MNYN 2N IVDIVY 1IN NV

46



1277¥2 NN 9
OY1MININ 090N MNTY DIINA

09NN DPYNIN INYI 002 - 9 NN

195303 AN 29900 19NY N

75
10 mmpY 10919 MM 93 3999
N7Y YN H7YIAIN N7YUAIN N7YUAIN 1YW 9abN

may
52,316 34,932 12,881 3,082 1,421 2011 9Na 1 oYY NI
200 - - - 200 D»YMN YNY2 DI NYII
- - - - - my )
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N2 D) NN — DINDT PYDA IPHNA H92) — QLI

79,801 96,264 (2) 115

19,132 44,038 QLI NY

98,933 140,302

50



1277¥2 NN 9
OY1MININ 090N MNTY DIINA

(Twnn) 0212)y5 MavH - 11 NN*A
APOYN OPO INNY Mavn .a

NI NTPONY NN NN NPOYN DD INNRY Mavn (1
129091 AYIHQ X9 1232 HMIIN

MM NIINN IR DXIAYNN IRIY PNV MM PIN NN OPT
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A0V NTIAYN MY 1901 AWNNNA 12) DM NYAPHY
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92 - DYPOY Y91 PN IPVIY MNINND

580 - WD PIDPD IN DINNN DY NYOVD
23,123 23,793 990 N

N%0IN Y93 HY INNN MW HYNnNN ()

43,873 31 Y
2010 2011
N7 99N N7 299N

20,969 20,759 NN NN
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.2009 LOVIND 9 DI NIAND PNVPIT NVLINNA PVIIY
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DM P MMSND YAND HOoN 25%-1 2011 NIva N wHNY 14 ovn
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NRNN THPYAN YOV I
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oy Tnona KCTR nwnn (KCTR -5 nya »592m0p 190NN NYNN MmNt
THD VIVYN NX2D OXNYIY ,2010 MY TONNA NPINNA NOY ONN IXYY NYT NN
925212 1 0P 2011 VOMIND 4 DM ,2011 5P 28 DY DN NIV NYOIT
43.9%-5 NVY) DMWY P PYN PR LIYHRN A MOVONN Wapnn L2011
9N 14.5 S 70 0NN MMYIY YWY KCTR nwaTY 195 ,(NY>*ann )7 D1D0N
TYIND 1193) N7YN DI VP 1YY MDIP , NPT NP DONONN ,NPONN MY
DYYNY DD (AT D 31.4-5) NPOINN MY W 58.2-00 (NVINNN
Y 52.3-5 DY TOY DONDN NN DI VP INND VI (ODWOY YD) DN)
(9T 19D 28.1-9) NPONN MY
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(TYNN) NNTH NAHPHNA OIWIN -6 NN

(Tenn) N
XYY NYT NN DY DDINNA ,7PIIN2 LOVYNN N2 NVYNN Yy NIy KCTR
M MYV KCTR -5 ,NMNNXND LAYNN NP2 NVONN GX DY, DY ,0MVIVNN
,2°2P12 39 1195 .50% 1D D12 ,ININRD MYIYA NNDXNN 11D ) NYIITN THID
TY DRD PTN NYION WX 212D 1HYN vavnn MY Nvpa KCTR nvnn
KCTR 7y 1wnnw »95 Dy NYIya 1PHYN LIVNN MY NPIOD

™3 MYLYN XN NVONN  KCTR »a nbapnn 2012 9X1H291 10 o»a
UN MINTIPN MOLONNNN PON DY NN 21D NYPAL MONNI LIVNIN
NNNT M9Y,(A917 P2 4.5 -3) NPINN MPY PN 7.5 -5 HYW TOO MNONON
DHN MY )10 1D 0PN OMNI MLONNN DY XN 1YY KCTR nvpa
DNINA WITIV MOIPN MDD NN NPNANY NNNNNN NINIIVN NOVONN DY Yy
INTIPN MLVYNNN XY DN

D), LAVYNN M2 NVONN NYAP DY ,NIANN DY TPRNIYNN NPPTNID DNXNNA
QUND PAD INYY A NPIN NN, DO DNDSN MDD DY NYIYD NN ON
172NN NNPYI NYTH NMPN ,TI9Y DN DN MYOIT )2 DIDDD NN ¥ "ND
DONON 12 NIANN PYN YN DU 9INND PONY DIDDN X2 NYION NDIDON
NPYION 58.8-0 b TOD

™3 INNNNN IXROIYN NVHNN KCTR »Ma nbapnn 2012 ,9X)MH291 1 o»a
99,000 NYIT ™D KCTR Nvniny D0 DNYIY 190102 17071N2 VIVNIN
-39V 1P OO0 DYYNY ONN NIV HY N TN 1YV KCTR N1y nHapnn
=92 MOIPY N NP DONONN L(IDIT 11D 8.5-3) NPINN MPY DN 16
T IPOM 35.1 -3) NPOINN MY PN 66.1

INNNNN NNV SW NaoN NVONN KCTR »712 NSapnn 2012 ,9817291 9 D12
9% , 00N N> T IO KCTR nwnny D yay 190102 1757112 VavNn N2l
-5 YV P DOV DPYND DN AW DY NN NNNTY KCTR 1y NYapnn
=32 MDIPY N2 NN DONONN L (IDVT 1IN 1.3-3) NPINN MY PN 2.5
97D 8.9-5) NYONN MY PN 16.7

nYap OYN 0P 30 TN MNIRD MOLINNN DY WIYD MIIN OHN NNV
SNRD VIYNN N2 NVINN DY NYTIND

DYNYIY DN PITY MONNI VAYNN N2 NMIPHYN NIRIIWYN 292 D PIY
NNINNNN NINIIYN YW MINK MLINN THD KCTR Nvnny yixda 219y mvp
Pon 0ovwo KCTR NN )ad ("ammpn mudnnn’) 1dO7na vavnn n°aa
™Mo P 14.5-51 DONDN DMNIYIY OMNX DY H5N DIDON .ONN NN
NPINN MPY PP 52.7-5 MOIPY M YN (01T 1PN 8.1-5) NdXONN
(9T Y90 29.4-5)

N7Y2 59920 NONN NDDON NIAND PNVPT YN 2011 92IVPINA 17 DY2
mPY PN 50 dv D1PDY Ty (HSBC) NP TINN NAIVY M1y Npan
NNVLIAN TN ,MINK MR NI NIOINA (T PPN 26.5-3) NPINN
N1 OWYWN HYH51W Y5 ONX ,NPINNN OHNN NMWIY KCTR S »Pny oown
AT

N7V HOHIAP NONN NDIVON NIAND PPNVPIT YN 2012 INM292 7 DY2
mPY PN 10 Yv D1POY Ty (HSBC) NP TINN NAIVY My Npan
NNLIAN TNYD ,MINK MRNN MDT NN (T PP 5.3-3) NPOINN
onn Myana KCTR NX MY WX 0»vavnn 0dxy»Y KCTR S r»mny 0dwn
RakmRhipal
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=92 ,708 MYIINI IWIND OX ,N9NIN TN NYIND G20 NN NIIYN NYINN
;T 20V, 009NN P8YY NIIYN DDA DY AYNIN NOWNY .nrw PN 111
NYPAN 7 DMD0N YY DY D1NX NN NYIND IWIND NYPIN YD DMNDY0N
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.DMNN I8 1P NYPRY NOPN HYA NOINNDD NOD ND WD WX, DN
TAINODID 1.2-52, 18 MY2INI IWIND OX ,NIANN G270 NN N2V NYINN
DY
NTY MNDP0N YD DIIYN NIANN DY DMVIVNN TOINYY N MDTPHN adwa
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Shareholders of
Hogla-Kimberly Ltd.

We have audited the accompanying consolidated statements of financial position of Hogla-Kimberly
Ltd. (“the Company”) and its subsidiaries ("the group") as of December 31, 2011 and 2010, and the
related consolidated income statements, consolidated statements of comprehensive income,
consolidated changes in equity and consolidated statements of cash flows of the Company for each of
the three years in the period ended December 31, 2011. These financial statements are the responsibility
of the Company's board of directors and management. Our responsibility is to express an opinion on
these financial statements based on our audit.

We conducted our audits in accordance with generally accepted auditing standards in Israel, including
those prescribed under the Auditors' Regulations (Auditor's Mode of Performance), 1973. These
standards require that we plan and perform the audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit also includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the accounting
principles used and significant estimates made by the Board of Directors and management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion the consolidated financial statements referred to above present fairly, in all material
respects, the statements of financial position of the Company and its subsidiaries as of December 31,
2011 and 2010, and the consolidated income statements, consolidated statements of comprehensive
income, consolidated changes in equity and the consolidated statements of cash flows of the Company,
for each of the three years then ended, in conformity with international financial reporting standards.

Without qualifying our opinion, we draw attention to:

1. Note 14C (2) to the financial statements with regards to the demand of the Turkish Tax Authorities
from KCTR, to the court's decisions regarding some of the appeals that were filed to the Tax court
against the demand and to the appeals that were filed to the supreme court in Turkey.

2. Note 14C (5) to the financial statements with regards to petition that was filed against the company
for the approval of class action.

Brightman Almagor Zohar & Co.
Certified Public Accountants
A Member Firm of Deloitte Touche Tohmatsu

Israel
7 February, 2012
: . : , : . A member firm of
Audit.Tax.Consulting . Financial Advisory. Deloitte Touche Tohmatsu



HOGLA-KIMBERLY LTD. AND SUBSIDIARIES

CONSOLIDATED STATEMENT

OF FINANCIAL POSITION
(NIS in thousands)
As of December 31,
Note 2011 2010
Current Assets
Cash and cash equivalents 4 9,079 16,732
Trade receivables 5 267,559 289,094
Inventories 6 231,694 241,803
Current tax assets 22 - 54
Other current assets 7 7,774 7,178
516,106 554,861
Non-Current Assets
VAT Receivable 40,789 51,223
Property plant and equipment 8 372,349 (*) 352,197
Goodwill 9 - 17,033
Employee benefit assets 10 315 639
Deferred tax assets 22 4,050 3,864
Other non-current assets 400 -
417,903 424,956
934,009 979,817
Current Liabilities
Borrowings 11 95,989 36,640
Trade payables 12 305,022 329,916
Employee benefit obligations 10 15,658 12,810
Current tax liabilities 22 4,355 22,583
Dividend payables - 5,000
Tax provision 105,714 -
Other payables and accrued expenses 13 45,139 44,054
_____ STL877 451,003
Non-Current Liabilities
Borrowings 12 - 6,941
Employee benefit obligations 10 14,343 7,899
Deferred tax liabilities 22 41,686 35,370
56,029 50,210
Commitments and Contingent Liabilities 14
Capital and reserves 15
Issued capital 265,246 265,246
Reserves (104,409) (82,338)
Retained earnings 145,266 295,696
_____ 306,103 478,604
934,009 979,817
(*) reclassified
G .Calvo Paz O. Lux Y. Dagim

Chairman of the Board of Directors

Chief Financial Officer

Approval date of the financial statements: 7 February, 2012.

Chief Executive Officer

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



HOGLA-KIMBERLY LTD. AND SUBSIDIARIES

CONSOLIDATED INCOME STATEMENTS

Revenue

Cost of sales

Gross profit

Operating costs and expenses

Selling and marketing expenses
General and administrative expenses
Other Loss (Income)

Operating profit

Finance expenses
Finance income

Finance income (expenses), net

Profit before tax

Income taxes charge

Profit (Loss) for the year

(NIS in thousands)
Year ended December 31,

Note 2011 2010 2009
16 1,547,021 1,697,509 1,726,627
17 1,097,716 1,165,219 1,164,949

_____ 449,305 532290 561,678

19 296,500 288,061 304,776
20 74,996 62,357 63,097
18 15,309 (4,731) -

.. 386,805 345,687 367.873

______ 62,500 186,603 193,805

21B (9,986) (8,110) (3,041)
21A 2,534 12,104 4,557

L TAsyy 399 ] 1,516

..95048 190597 195,321

22 (145,478) (45,904) (44,226)
(90,430) 144,693 151,095

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



HOGLA-KIMBERLY LTD. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(NIS in thousands)

Year Ended December, 31
2011 2010 2009

Profit (Loss) for year (90,430) 144,693 151,095
Exchange differences arising on translation of foreign

operations (23,461) (21,341) (1,375)
Cash flow hedges 2,098 (2,315) 766
Transfer to profit or loss from equity on cash flow hedge (255) 1,192 (2,270)
Income tax relating to components of other comprehensive

income (453) 282 403
Other comprehensive income (loss) for the year (net of tax) (22,071) (22,182) (2,476)
Total comprehensive income (Loss) for the year (112,501) 122,511 148,619




Year ended December 31, 2011

Balance - January 1, 2011

Loss for the year

Exchange differences arising on translation
of foreign operations

Cash flow hedges

Dividend

Balance - December 31, 2011

Year ended December 31, 2010

Balance - January 1, 2010

Profit for the year

Exchange differences arising on translation
of foreign operations

Cash flow hedges

Dividend

Balance - December 31, 2010

HOGLA-KIMBERLY LTD. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

(NIS in thousands)
Share Capital Foreign currency Cash flow Retained
capital reserves  translation reserve hedges earnings Total
29,638 235,608 (81,569) (769) 295,696 478,604
- - - - (90,430) (90,430)
- - (23,461) - - (23,461)
- - - 1,390 - 1,390
- - - - (60,000) (60,000)
29,638 235,608 (105,030) 621 145,266 306,103
Share Capital Foreign currency Cash flow Retained
capital reserves  translation reserve hedges earnings Total
29,638 235,608 (60,228) 72 251,003 456,093
- - - - 144,693 144,693
- - (21,341) - - (21,341)
i . - (841) - (841)
- - - - (100,000) (100,000)
29,638 235,608 (81,569) (769) 295,696 478,604




Year ended December 31, 2009

Balance - January 1, 2009

Profit for the year

Exchange differences arising on translation
of foreign operations

Cash flow hedges

Dividend

Balance - December 31, 2009

HOGLA-KIMBERLY LTD. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

(NIS in thousands)
Share Capital Foreign currency Cash flow Retained
capital reserves  translation reserve hedges earnings Total
29,638 235,608 (58,853) 1,173 233,423 440,989
- - - - 151,095 151,095
- - (1,375) - - (1,375)
- - - (1,101) - (1,101)
- - - - (133,515) (133,515)
29,638 235,608 (60,228) 72 251,003 456,093




HOGLA-KIMBERLY LTD. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

(NIS in thousands)

Cash flows — operating activities
Net income (Loss) for the year
Adjustments to reconcile operating profit to net cash
provided by operating activities (Appendix A)
Net cash generated by
operating activities

Cash flows — investing activities
Acquisition of property plant and equipment
Proceeds from disposal of Property plant and equipment
Proceeds from realization of trademark
Repayment of capital note by shareholders
Interest received

Net cash used in investing activities

Cash flows — financing activities
Dividend paid
Borrowing paid
Short-term bank credit
Interest paid

Net cash used in financing activities

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents — beginning of year

Effects of exchange rate changes on the balance of cash
held in foreign currencies

Cash and cash equivalents - end of year

Year ended December 31,

2011 2010 2009
(90,430) 144,693 151,095
167,531 (22,424) 90,548

S L S 122269 241,643
(67,558) (62,564) (42,484)

417 168 32
- 3,131 -
- - 32,770
243 2,532 1,495

. (66,898) (56,733) | (8,187)
(65,000) (135,000) (93,515)
(26,795) (25,307) (23,904)

82,503 9,975 (28,139)
(7,942) (4,048) (3,381)
o (17,234) (154.380) (148,939)
(7,031) (88,844) 84,517
16,732 106,996 23,219
(622) (1,420) (740)
9,079 16,732 106,996

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



HOGLA-KIMBERLY LTD. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(NIS in thousands)

Year ended December 31,

2011 2010 2009
A. Adjustments to reconcile operating profit to
net cash provided by operating activities

Finance expenses adjustments to profit 7,699 1,516 4,426
Taxes on income recognized in profit and loss 145,478 45,904 44,226
Depreciation and amortization 33,108 31,195 29,213
Capital loss on disposal of property, plant and

equipment 1,315 991 948
Goodwill write off 15,309 - -
Capital gain from realization of trademark - (3,131) -

Changes in assets and liabilities:

Decrease (Increase) in trade receivables 2,624 (13,419) (19,566)
Decrease (Increase) in other current assets (724) (1,485) 597
Decrease (Increase) in inventories 1,083 (68,657) 54,144
Increase (Decrease) in trade payables (17,369) 33,914 11,927
Net change in balances with related parties 13,301 27,266 (12,911)
Increase (Decrease) in other payables and

accrued expenses 3,992 (21,357) 12,303
Effect of exchange rate differences on dividend

payables - - (2,540)
Decrease in other long term asset (8,281) (8,795) (5,947)
Change in employee benefit obligations, net 10,029 507 1,089

207,564 24,449 117,909
Income taxes received - 7,273 10,880
Income taxes paid (40,033) (54,146) (38,241)
167,531 (22,424) 90,548

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



HOGLA-KIMBERLY LTD. AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

NOTE 1 - DESCRIPTION OF BUSINESS AND GENERAL

A.

Description Of Business

Hogla Kimberly Ltd. (“the Company”) and its Subsidiaries are engaged principally in the
production and marketing of paper and hygienic products. The Company’s results of
operations are affected by transactions with shareholders and affiliated companies.

The Company is owned by Kimberly Clark Corp. (“KC” or the “Parent Company”)
(50.1%) and Hadera Paper Ltd. (49.9%).

Definitions:

The Company - Hogla-Kimberly Ltd.

The Group - the Company and its Subsidiaries.

Subsidiaries - companies in which the Company control, (as defined by
IAS 27) directly or indirectly, and whose financial
statements are fully consolidated with those of the
Company.

Related Parties - asdefined by IAS 24.

Interested Parties - as defined in the 1968 Isracli Securities law and
Regulations.

Controlling Shareholder as defined in the Israeli Securities Regulations (Annual

Financial Statements), 2010.

NIS - New Israeli Shekel.

CPI1 - the Israeli consumer price index.
Dollar - the U.S. dollar.

YTL - the Turkish New Lira.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A.

Applying International Accounting Standards (IFRS)

Statement of compliance

The consolidated financial statements have been prepared using accounting policies
consistent with International Financial Reporting Standards as issued by the International
Accounting Standards Board (IASB) for all reporting periods presented.



NOTE 2 -

HOGLA-KIMBERLY LTD. AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont.)

B.

Basis of preparation

Until December 31, 2003, Isracl was considered a country in which hyper-inflation
conditions exist. Therefore, non-monetary balances in the balance sheet were presented
on the historical nominal amount and were adjusted to changes in the exchange rate of
the U.S. dollar. As of December 31, 2003 when the economy ceases to be hyper-
inflationary and the Company no longer adjusted its financial statements to the U.S.
dollar, the adjusted amounts as of this date were used as the historical costs. The
financial statements were edited on the basis of the historical cost, except for:

e  Assets and liabilities measured by fair value and derivative financial instruments.
e Inventories are stated at the lower of cost and net realizable value.

e  Property, plant and equipment and intangibles assets are presented at the lower of
the cost less accumulated amortizations and the recoverable amount.

e Liabilities to employees as described in note 2P.

Foreign currencies

The individual financial statements of each group entity are presented in the currency of
the primary economic environment in which the entity operates (its functional
currency). For the purpose of the consolidated financial statements, the results and
financial position of each entity are expressed in the New Israeli Shekel ("NIS"), which
is the functional currency of the Company and the presentation currency for the
consolidated financial statements.

In preparing the financial statements of the individual entities, transactions in currencies
other than the entity’s functional currency (foreign currencies) are recorded at the rates
of exchange prevailing at the dates of the transactions. At each balance sheet date,
monetary items denominated in foreign currencies are retranslated at the rates prevailing
at the balance sheet date. Non-monetary items carried at fair value that are denominated
in foreign currencies are retranslated at the rates prevailing at the date when the fair
value was determined. Non-monetary items that are measured in terms of historical cost
in a foreign currency are not retranslated.

Exchange differences are recognised in profit or loss in the period in which they occur
except for:

e Exchange differences on transactions entered into in order to hedge certain foreign
currency risks.

e Exchange differences on monetary items receivable from or payable to a foreign
operation for which settlement is neither planned nor likely to occur, which form
part of the net investment in a foreign operation, and which are recognized in the
foreign currency translation reserve and recognized in profit or loss on disposal of
the net investment.

10



NOTE 2 -

HOGLA-KIMBERLY LTD. AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont.)

C.

Foreign currencies (Cont.)

For the purpose of presenting consolidated financial statements, the assets and liabilities
of the Group’s foreign operations are expressed in NIS using exchange rates prevailing at
the balance sheet date. Income and expense items are translated at the average exchange
rates for the period, unless exchange rates fluctuated significantly during that period, in
which case the exchange rates at the dates of the transactions are used.

Goodwill and fair value adjustments arising on the acquisition of a foreign operation are
treated as assets and liabilities of the foreign operation and translated at the closing rate.

Cash and Cash Equivalents

Cash and cash equivalents include bank deposits, available for immediate withdrawal, as
well as unrestricted short-term deposits with maturities of less than three months from the
date of deposit.

Basis of consolidation

The consolidated financial statements incorporate the financial statements of the
Company and entities controlled by the Company (its subsidiaries). Control is achieved
where the Company has the power to govern the financial and operating policies of an
entity so as to obtain benefits from its activities.

The results of subsidiaries acquired or disposed of during the year are included in the
consolidated income statement from the effective date of acquisition or up to the
effective date of disposal, as appropriate.

Where necessary, adjustments are made to the financial statements of subsidiaries to
bring their accounting policies into line with those used by other members of the Group.

All intra-group transactions, balances, income and expenses are eliminated in full on
consolidation.

Goodwill

Goodwill arising on the acquisition of a subsidiary represents the excess of the cost of
acquisition over the Group's interest in the net fair value of the identifiable assets,
liabilities and contingent liabilities of the subsidiary recognised at the date of acquisition.
Goodwill is initially recognised as an asset at cost and is subsequently measured at cost
less any accumulated impairment losses.

For the purpose of impairment testing, goodwill is allocated to each of the Group’s cash-
generating units expected to benefit from the synergies of the combination. Cash-
generating units to which goodwill has been allocated are tested for impairment annually,
or more frequently when there is an indication that the unit may be impaired. If the
recoverable amount of the cash-generating unit is less than the carrying amount of the
unit, the impairment loss is allocated first to reduce the carrying amount of any goodwill
allocated to the unit and then to the other assets of the unit pro-rata on the basis of the
carrying amount of each asset in the unit. An impairment loss recognised for goodwill is
not reversed in a subsequent period.

11



NOTE 2 -

HOGLA-KIMBERLY LTD. AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont.)

F.

Goodwill (Cont.)

On disposal of a subsidiary, the attributable amount of goodwill is included in the
determination of the profit or loss on disposal.

Property, plant and equipment

Property, plant and equipments are tangible items, which are held for use in the
manufacture or supply of goods or services, or leased to others, which are predicted to be
used for more than one period. The Company presents its property, plant and equipments
items according to the cost model.

Under the cost method - a property, plant and equipment are presented at the balance
sheet at cost (net of any investment grants), less any accumulated depreciation and any
accumulated impairment losses. The cost includes the cost of the asset's acquisition as
well as costs that can be directly attributable to bringing the asset to the location and
condition necessary for it to be capable of operating in the manner intended by
management.

Depreciation is calculated using the straight-line method at rates considered adequate to
depreciate the assets over their estimated useful lives. Amortization of leasehold
improvements is computed over the shorter of the term of the lease, including any option
period, where the Company intends to exercise such option, or their useful life.

The annual depreciation and amortization rates are: %
Buildings 2-4
Leasehold improvements 10-25
Machinery and equipment 5-10
Motor vehicles 15-20
Office furniture and equipment 6-33

Scrap value, depreciation method and the assets useful lives are being reviewed by
management in the end of every financial year. Changes are handled as a change of
estimation and are applied from here on.

The gain or loss arising on the disposal or retirement of an item of property, plant and
equipment is determined as the difference between the sales proceeds and the carrying

amount of the asset and is recognized in the income statement.

Impairment of tangible and intangible assets excluding goodwill

At each balance sheet date, the Group reviews the carrying amounts of its tangible and
intangible assets to determine whether there is any indication that those assets have
suffered an impairment loss. If any such indication exists, the recoverable amount of the
asset is estimated in order to determine the extent of the impairment loss (if any). Where
it is not possible to estimate the recoverable amount of an individual asset, the Group
estimates the recoverable amount of the cash-generating unit to which the asset belongs.
Where a reasonable and consistent basis of allocation can be identified, corporate assets
are also allocated to individual cash-generating units, or otherwise they are allocated to
the smallest group of cash-generating units for which a reasonable and consistent
allocation basis can be identified.

12



NOTE 2 -

HOGLA-KIMBERLY LTD. AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont.)

H.

Impairment of tangible and intangible assets excluding goodwill (Cont.)

Intangible assets with indefinite useful lives and intangible assets not yet available for
use are tested for impairment annually, and whenever there is an indication that the asset
may be impaired.

Recoverable amount is the higher of fair value less costs to sell and value in use. In
assessing value in use, the estimated future cash flows are discounted to their present
value using a pre-tax discount rate that reflects current market assessments of the time
value of money and the risks specific to the asset for which the estimates of future cash
flows have not been adjusted.

If the recoverable amount of an asset (or cash-generating unit) is estimated to be less
than its carrying amount, the carrying amount of the asset (cash-generating unit) is
reduced to its recoverable amount. An impairment loss is recognised immediately in
profit or loss, unless the relevant asset is carried at a revalued amount, in which case the
impairment loss is treated as a revaluation decrease.

Inventories

Inventories are assets held for sale in the ordinary course of business, in the process of
production for such sale or in the form of materials or supplies to be consumed in the
production process or in the rendering of services.

Inventories are stated at the lower of cost and net releasable value. Cost of inventories
includes all the cost of purchase, direct labor, fixed and variable production over heads
and other cost that are incurred, in bringing the inventories to their present location and
condition.

Net releasable value is the estimated selling price in the ordinary course of business less
the estimated costs of completion and the estimated costs necessary to make the sale.
Cost determined as follows:

Manufactured finished products Based on standard cost method
Purchased finished goods raw, auxiliary Based on moving-average basis.

materials and other

Inventories that are purchased on differed settlement terms, which contains a financing
element, are stated in purchase price for normal credit terms. The difference between the
purchase price for normal credit terms and the amount paid is recognized as interest
expense over the period of the financing.
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NOTE 2 -

HOGLA-KIMBERLY LTD. AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont.)

J.

Financial assets

(1) General

2)

(€))

Investments are recognised and derecognised on trade date where the purchase or
sale of an investment is under a contract whose terms require delivery of the
investment within the timeframe established by the market concerned, and are
initially measured at fair value, plus transaction costs, except for those financial
assets classified as at fair value through profit or loss, which are initially measured
at fair value.

Financial assets are classified into Loans and receivables

Loans and receivables

Trade receivables, loans, and other receivables that have fixed or determinable
payments that are not quoted in an active market are classified as loans and
receivables. Loans and receivables are measured at amortized cost using the
effective interest method, less any impairment. Interest income is recognized by
applying the effective interest rate, except for short-term receivables when the
recognition of interest would be immaterial.

Impairment of financial assets

Financial assets are assessed for indicators of impairment at each balance sheet
date.

Financial assets are impaired where there is objective evidence that, as a result of
one or more events that occurred after the initial recognition of the financial asset,
the estimated future cash flows of the investment have been impacted.

For all other financial assets, objective evidence of impairment could include:

» Significant financial difficulty of the issuer or counterparty; or
*  Default or delinquency in interest or principal payments; or

* It becoming probable that the borrower will enter bankruptcy or financial re-
organization.

For financial assets carried at amortized cost, the amount of the impairment is the
difference between the asset’s carrying amount and the present value of estimated
future cash flows, discounted at the financial asset’s original effective interest rate.

The carrying amount of the financial asset is reduced by the impairment loss
directly for all financial assets with the exception of trade receivables, where the
carrying amount is reduced through the use of an allowance account.

When a trade receivable is considered uncollectible, it is written off against the
allowance account. Subsequent recoveries of amounts previously written off are
credited against the allowance account. Changes in the carrying amount of the
allowance account are recognized in profit or loss.
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NOTE 2

HOGLA-KIMBERLY LTD. AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont.)

J.

K.

L.

Financial assets (Cont,)

(3) Impairment of financial assets (Cont.)

If, in a subsequent period, the amount of the impairment loss decreases and the
decrease can be related objectively to an event occurring after the impairment was
recognized, the previously recognized impairment loss is reversed through profit or
loss to the extent that the carrying amount of the investment at the date the
impairment is reversed does not exceed what the amortized cost would have been
had the impairment not been recognized.

Other financial liabilities

Other financial liabilities, including borrowings, are initially measured at fair value, net
of transaction costs. Other financial liabilities are subsequently measured at amortized
cost using the effective interest method, with interest expense recognized on an
effective yield basis.

The effective interest method is a method of calculating the amortized cost of a
financial liability and of allocating interest expense over the relevant period. The
effective interest rate is the rate that exactly discounts estimated future

cash payments through the expected life of the financial liability, or, where appropriate,
a shorter period.

Provisions

Provisions are recognized when the Group has a present obligation (legal or
constructive) as a result of a past event, it is probable that the Group will be required to
settle the obligation, and a reliable estimate can be made of the amount of the
obligation. The amount recognized as a provision is the best estimate of the
consideration required to settle the present obligation at the balance sheet date, taking
into account the risks and uncertainties surrounding the obligation.

Where a provision is measured using the cash flows estimated to settle the present
obligation, its carrying amount is the present value of those cash flows.

When some or all of the economic benefits required to settle a provision are expected to
be recovered from a third party, the receivable is recognized as an asset if it is virtually
certain that reimbursement will be received and the amount of the receivable can be
measured reliably.

Regarding provisions that were made due to KCTR tax cases please see note 14C(2).

M. Derivative financial instruments

(1) General

The Group enters into a variety of derivative financial instruments to manage its
exposure to foreign exchange rate risk, including foreign exchange forward
contracts.
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NOTE 2

HOGLA-KIMBERLY LTD. AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont.)

M. Derivative financial instruments (Cont.)

(0))

2

General (Cont.)

Derivatives are initially recognized at fair value at the date a derivative contract is
entered into and are subsequently remeasured to their fair value at each balance
sheet date. The resulting gain or loss is recognized in profit or loss immediately
unless the derivative is designated and effective as a hedging instrument, in which
event the timing of the recognition in profit or loss depends on the nature of the
hedge relationship. The Group designates certain derivatives as hedges of highly
probable forecast transactions or hedges of foreign currency risk of firm
commitments (cash flow hedges),

A derivative is presented as a non-current asset or a non-current liability if the
remaining maturity of the instrument is more than 12 months and it is not expected
to be realised or settled within 12 months. Other derivatives are presented as
current assets or current liabilities.

Hedge accounting

The Group designates certain hedging instruments, which include derivatives, and
non-derivatives in respect of foreign currency risk, as cash flow hedges.

At the inception of the hedge relationship, the entity documents the relationship
between the hedging instrument and the hedged item, along with its risk
management objectives and its strategy for undertaking various hedge transactions.
Furthermore, at the inception of the hedge and on an ongoing basis, the Group
documents whether the hedging instrument that is used in a hedging relationship is
highly effective in offsetting changes in fair values or cash flows of the hedged
item.

Cash flow hedges

The effective portion of changes in the fair value of derivatives that are designated
and qualify as cash flow hedges are deferred in equity. The gain or loss relating to
the ineffective portion is recognised immediately in profit or loss, and is included
in the “finance income” or "finance expenses" lines of the income statement.
Amounts deferred in equity are recycled in profit or loss in the periods when the
hedged item is recognised in profit or loss, in the same line of the income statement
as the recognised hedged item. However, when the forecast transaction that is
hedged results in the recognition of a non-financial asset or a non-financial
liability, the gains and losses previously deferred in equity are transferred from
equity and included in the initial measurement of the cost of the asset or liability.

Hedge accounting is discontinued when the Group revokes the hedging
relationship, the hedging instrument expires or is sold, terminated, or exercised, or
no longer qualifies for hedge accounting. Any cumulative gain or loss deferred in
equity at that time remains in equity and is recognised when the forecast
transaction is ultimately recognised in profit or loss. When a forecast transaction is
no longer expected to occur, the cumulative gain or loss that was deferred in equity
is recognised immediately in profit or loss.
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NOTE 2

HOGLA-KIMBERLY LTD. AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont.)

N.

Revenue recognition

Revenue is measured at the fair value of the consideration received or receivable.
Revenue is reduced for estimated customer returns, rebates and other similar allowances.

(1) Sale of goods
Revenue from the sale of goods is recognised when all the following conditions are
satisfied:
e  The Group has transferred to the buyer the significant risks and rewards of
ownership of the goods;
e  The Group retains neither continuing managerial involvement to the degree
usually associated with ownership nor effective control over the goods sold
e  The amount of revenue can be measured reliably;
e [t is probable that the economic benefits associated with the transaction will
flow to the entity; and
e The costs incurred or to be incurred in respect of the transaction can be
measured reliably.
(2) Interest revenue
Interest revenue is accrued on a time basis, by reference to the principal
outstanding and at the effective interest rate applicable, which is the rate that
exactly discounts estimated future cash receipts through the expected life of the
financial asset to that asset’s net carrying amount.
Taxation

Income tax expense represents the sum of the tax currently payable and deferred tax.

(0))

Current tax

The tax currently payable is based on taxable profit for the year. Taxable profit
differs from profit as reported in the income statement because it excludes items of
income or expense that are taxable or deductible in other years and it further
excludes items that are never taxable or deductible. The Group’s liability for
current tax is calculated using tax rates that have been enacted or substantively
enacted by the balance sheet date.
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NOTE 2

HOGLA-KIMBERLY LTD. AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont.)

0.

Taxation (Cont.)

2

Q)

Deferred tax

Deferred tax is recognised on differences between the carrying amounts of assets
and liabilities in the financial statements and the corresponding tax bases used in
the computation of taxable profit, and is accounted for using the balance sheet
liability method. Deferred tax liabilities are generally recognised for all taxable
temporary differences, and deferred tax assets are generally recognised for all
deductible temporary differences to the extent that it is probable that taxable profits
will be available against which those deductible temporary differences can be
utilised. Such assets and liabilities are not recognised if the temporary difference
arises from goodwill or from the initial recognition (other than in a business
combination) of other assets and liabilities in a transaction that affects neither the
taxable profit nor the accounting profit.

The carrying amount of deferred tax assets is reviewed at each balance sheet date
and reduced to the extent that it is no longer probable that sufficient taxable profits
will be available to allow all or part of the asset to be recovered.

Deferred tax assets and liabilities are measured at the tax rates that are expected to
apply in the period in which the liability is settled or the asset realised, based on tax
rates (and tax laws) that have been enacted or substantively enacted by the balance
sheet date. The measurement of deferred tax liabilities and assets reflects the tax
consequences that would follow from the manner in which the Group expects, at
the reporting date, to recover or settle the carrying amount of its assets and
liabilities.

Deferred tax assets and liabilities are offset when there is a legally enforceable
right to set off current tax assets against current tax liabilities and when they relate
to income taxes levied by the same taxation authority and the Group intends to
settle its current tax assets and liabilities on a net basis.

Current and deferred tax for the period

Current and deferred tax are recognized as an expense or income in profit or loss,
except when they relate to items credited or debited directly to equity, in which
case the tax is also recognized directly in equity, or where they arise from the
initial accounting for a business combination. In the case of a business
combination, the tax effect is taken into account in calculating goodwill or in
determining the excess of the acquirer’s interest in the net fair value of the
acquiree’s identifiable assets, liabilities and contingent liabilities over the cost of
the business combination.
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NOTE 2

HOGLA-KIMBERLY LTD. AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont.)

P.

Employee benefits

(0))

()

(©))

Post-Employment Benefits

The Group's post-employment benefits include: benefits to retirees and liabilities
for severance benefits. The Group's post-employment benefits are classified as
either defined contribution plans or defined benefit plans. Most of the Group's
employees are covered by Article 14 to the Severance Law and therefore the
Group's companies makes regular deposits (contributions) in the name of their
employees and do not have an obligation to pay further contributions. The Group's
deposits under the Defined Contribution Plan are carried to the income statements
on the date of the provision of work services, in respect of which the Group is
obligated to make the deposit and no additional provision in the financial
statements is required.

Expenses in respect of a Defined Benefit Plan are carried to the income statement
in accordance with the Projected Unit Credit Method, while using actuarial
estimates that are performed at each balance sheet date. The current value of the
Group's obligation in respect of the defined benefit plan is determined by
discounting the future projected cash flows from the plan by the market yields on
government bonds, denominated in the currency in which the benefits in respect of
the plan will be paid, and whose redemption periods are approximately identical to
the projected settlement dates of the plan.

Actuarial profits and losses are carried to the income statements on the date they
were incurred. The Past Service Cost is immediately recognized in the Group's
income statement to the extent the benefit has vested. A past service cost which has
not yet vested is amortized on a straight-line basis over the average vesting period
until the benefit becomes vested.

The Group's liability in respect of the Defined Benefit Plan which is presented in
the Group's balance sheet includes the current value of the obligation in respect of
the defined benefit, with the addition (net of) actuarial past service cost that was
not yet recognized. A net plan, which is created from said calculation, is limited to
the amount of the actuarial

Other long term employee benefits

Other long term employee benefits are benefits which it is anticipated will be
utilized or which are to be paid during a period that exceeds 12 months from the
end of the period in which the service that creates entitlement to the benefit was
provided.

Termination benefits

Termination benefits are created as result of the company's decision to dismiss
employees before the normal retirement age or as a result of the employee decision
to accept early retirement.
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HOGLA-KIMBERLY LTD. AND SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont.)

P. Emplovee benefits (cont.)

(3) Termination benefits (cont.)

The company's obligation is recorded in income statements when the company has
a formal retirement plan that includes the position, number of employees, the
benefits that will be paid and the date that the plan will be carried out. Additionally
the company anticipates that no changes will occur during the retirement plan
period.

Q. Exchange Rates and Linkage Basis

Following are the changes in the representative exchange rates of the U.S. dollar vis-a-vis
the NIS and the Turkish Lira and in the Israeli Consumer Price Index (“CPI”):

Turkish Lira
exchange rate Representative CPI
vis-a-vis the exchange rate of  “in respect
Israel NIS the dollar of”
As of: (TL’000perNIS1)  (NIS per $1) (in points)
December 31, 2011 2,022 3.821 120.38
December 31, 2010 2,275 3.549 117.38
December 31, 2009 2,491 3.775 114.77
Increase (decrease) during the: % % %
Year ended December 31, 2011 (11.12) 7.66 2.6
Year ended December 31, 2010 (8.67) (5.99) 2.3
Year ended December 31, 2009 (0.31) (0.71) 3.7

R. Adoption of new and revised Standards and interpretations

Standards and Interpretations which have not been applied in these financial
statements were in issue but not vet effective

IFRS 7 - Disclosures of Financial Instruments

The amendments to IFRS 7 clarify the required level of disclosures about credit risk and
collateral held and provide relief from disclosures previously required regarding
renegotiated loans. The Group has applied the amendments in advance of their effective
date (annual periods beginning on or after 1 January 2011).

IFRS 9 “Financial Instruments”

The new Standard provides for the classification and measurement of financial assets and
liabilities. In accordance with the Standard, all financial assets are to be treated as
follows:

. Debt instruments will be classified and measured subsequent to initial recognition
at amortized cost or at fair value through profit or loss. The mode of measurement
will be determined based on the entity’s business model for managing financial
assets and in accordance with the characteristics of the contractual cash flows
deriving from such financial assets.
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NOTE 2

HOGLA-KIMBERLY LTD. AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont.)

R.

Adoption of new and revised Standards and interpretations (Cont)

Standards and Interpretations which have not been applied in these financial

statements were in issue but not vet effective(Cont)

IFRS 9 “Financial Instruments” (Cont.)

A debt instrument which, according to the criteria, is measured at amortized cost
may only be designated at fair value through profit or loss if such designation
eliminates inconsistencies in the recognition and measurement that would have
arose had the asset been measured at amortized cost.

Equity instruments will be measured at fair value through profit or loss.

Equity instruments may be designated at fair value through profit or loss, with any
gains or losses being recognized in other comprehensive income. Instruments that
have been designated as aforesaid will cease to be tested for impairment and any
related gain or loss will not be recognized in profit or loss, including in the event of
disposal.

Embedded derivatives in financial assets will not be separated from the host
contract. Instead, hybrid contracts will be measured as a whole at amortized

Cost or at fair value, in accordance with the business model and the contractual
cash flows criteria.

Debt instruments will be reclassified from amortized cost to fair value and vice
versa only if the entity changes its business model for managing financial assets.

Investments in equity instruments that are not quoted on an active market,
including derivatives on such assets, will be measured solely at fair value. The
alternative measurement at cost under certain circumstances has been eliminated.
Nevertheless, the Standard determines that, under limited circumstances, cost may
be an appropriate estimate of fair value.

The Standard also prescribes the following provisions with respect to financial liabilities:

The change in the fair value of a financial liability that is designated at fair value
through profit or loss upon initial recognition, which is attributed to changes in the
credit risk of the liability, is recognized directly in other comprehensive income,
unless such recognition gives rise to or increases accounting disparity.

Upon the repayment or settlement of a financial liability, the amount of the fair
value recognized in other comprehensive income will not be classified to profit or
loss.
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NOTE 2

HOGLA-KIMBERLY LTD. AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont.)

R.

Adoption of new and revised Standards and interpretations (Cont)

Standards and Interpretations which have not been applied in these financial
statements were in issue but not vet effective(Cont)

IFRS 9 “Financial Instruments" (Cont.)

The Standard also prescribes the following provisions with respect to financial liabilities
(Cont.):

. All derivatives, whether assets or liabilities, will be measured at fair value,
including a derivative financial instrument that constitutes a liability, which is
related to an unquoted equity instrument for which a fair value cannot be
determined reliably.

The provisions of the Standard are to be applied retrospectively, other than in a
number of exceptions provided for in the Standard, to annual reporting periods
commencing on January 1, 2015 or thereafter. Early adoption is permitted.

Entities that opt for early adoption of the Standard prior to January 1, 2012 are not
required to apply the Standard retrospectively. Additionally, subject to the
transitional provisions of the Standard, early adoption solely of the provisions of
the Standard with respect to financial assets, excluding the aforesaid provisions
relating to financial liabilities, is permissible.

The Company’s management estimates that the effect of the adoption of the Standard on
the financial statements of the Group will be insignificant.

IFRS 10 — Consolidated Financial Statements

IFRS 10 supersedes IAS 27 Consolidated and Separate Financial Statements and SIC 12
Consolidation — Special Purpose Entities.

IFRS 10 present principles for the presentation and preparation of consolidated financial
statements when an entity controls one or more other entities.

The amendment is effective for annual period commencing on January 2013.

The company's management estimates that the effect of the adoption of the standard on
the financial statements of the company will be insignificant.
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HOGLA-KIMBERLY LTD. AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Cont.)

R.

Adoption of new and revised Standards and interpretations (Cont)

Standards and Interpretations which have not been applied in these financial
statements were in issue but not vet effective (Cont.)

IFRS 12 — Disclosure of Interests in other Entities

IFRS 12 Including disclosure requirements to entities that have an interest in subsidiary, a
joint arrangement, an associate or an unconsolidated structured entity.

IFRS 12 requires an entity to disclose information that enables users of financial
statements to evaluate the nature of risks associated with, its interests in other entities and
the effects of those interests on its financial position, financial performance and cash
flows.

The amendment is effective for annual period commencing on January 2013.

The company's management estimates that the effect of the adoption of the standard on
the financial statements of the company will be insignificant.

NOTE 3 - CRITICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF ESTIMATION

UNCERTAINTY

A.

General

In the application of the Group’s accounting policies, which are described in Note 2,
management is required to make judgments, estimates and assumptions about the
carrying amounts of assets and liabilities that are not readily apparent from other sources.
The estimates and associated assumptions are based on historical experience and other
factors that are considered to be relevant. Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions
to accounting estimates are recognized in the period in which the estimate is revised if the
revision affects only that period or in the period of the revision and future periods if the
revision affects both current and future periods.

Critical judgments in applying accounting policies

The following are the critical judgments, apart from those involving estimations (see
below), that the management have made in the process of applying the entity’s
accounting policies and that have the most significant effect on the amounts recognized
in financial statements.
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HOGLA-KIMBERLY LTD. AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

NOTE 3 - CRITICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF ESTIMATION

UNCERTAINTY (Cont.)

B.

Critical judgments in applying accounting policies (Cont.)

Revenue recognition

In making their judgment, the management considered the detailed criteria for the
recognition of revenue from the sale of goods set out in IAS 18 Revenue and, in
particular, whether the Group had transferred to the buyer the significant risks and
rewards of ownership of the goods. Following the detailed quantification of the Group’s
liability in respect of rectification work, and the agreed limitation on the customer’s
ability to require further work or to require replacement of the goods, the management is
satisfied that the significant risks and rewards have been transferred and that recognition
of the revenue in the current year is appropriate, in conjunction with the recognition of an
appropriate provision for the rectification costs.

Impairment of goodwill

Determining whether goodwill is impaired requires an estimation of the value in use of
the cash-generating units to which goodwill has been allocated. The value in use
calculation requires the management to estimate the future cash flows expected to arise
from the cash-generating unit and a suitable discount rate in order to calculate present
value.

According to the fair value calculation, the goodwill was impaired during the financial
statements period.

Useful lives of property, plant and equipment
As described at 2G above, the Group reviews the estimated useful lives of property, plant
and equipment at the end of each annual reporting period.

Contingent liabilities

As of December 31, 2011 the company has a legal dispute with the tax authorities in
Turkey regarding tax inspection that was performed during 2009.

According to the tax report the company needs to pay additional tax and penalties in the
amount of 81 million Dollar. According to the accounting policy of the company, the fact
that the decision of the court had been handed down, even if appealable with great
chances of success, creates a situation where it is "more likely than not" that payments
will be made on account of these tax requirements. Consequently, during the reported
period, the company included a tax expense to the awarded sums, as mentioned above,
amounts to NIS 117.8 million.

Regarding appeals and sums which no ruling has been handed down by the court in
Turkey, it is company policy to examine, based on the expert opinion of the KCTR legal
consultants, the probability that payments will have to be made on account of these
appeals, while taking into consideration all the relevant circumstances (see Note 14C2).

Key sources of estimation uncertainty

The following are the key assumptions concerning the future, and other key sources of
estimation uncertainty at the balance sheet date, that have a significant risk of causing a
material adjustment to the carrying amounts of assets and liabilities within the next
financial year.
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HOGLA-KIMBERLY LTD. AND SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

NOTE 3 - CRITICAL ACCOUNTING JUDGEMENTS AND KEY SOURCES OF ESTIMATION

UNCERTAINTY (Cont.)

C. Key sources of estimation uncertainty (Cont.)

Employee retirement benefits

The present value of the employee retirement benefits is based on an actuarial valuation
using many assumptions inter alia the capitalization rate. Changes in the assumptions
may influence the book value of the liabilities for retirement benefits. The Company
determines the capitalization rate once a year based on the basis of the capitalization rate
of government bonds. Other key assumptions are based on the current prevailing terms in
the market and the past experience of the Company (see also note 10).

NOTE 4 - CASH AND CASH EQUIVALENTS
As of December 31,
2011 2010
NIS in thousands
Cash in banks 4,380 747
Short term bank deposits 4,699 15,985
Cash and cash equivalents 9,079 16,732
NOTE 5 - TRADE RECEIVABLES

Composition
As of December 31,
2011 2010
NIS in thousands

Domestic - Open accounts 174,509 177,147
- Checks receivable 37,738 40,979
- Related parties 1,880 1,519
214,127 219,645
Foreign - Open accounts 41,100 45,450
- Related parties 14,072 26,489
_______ 55,172 71,939
269,299 291,584
Less - allowance for doubtful accounts 1,740 2,490

267,559 289,094
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HOGLA-KIMBERLY LTD. AND SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

NOTE S - TRADE RECEIVABLES (Cont.)

The average credit period on sales of goods is 63 days.

For each customer, where possible, the Company checks its credit rating with an external credit
rating companies to assess the potential customer’s credit quality and help in defining its credit
limit. Credit limit for each customer is determined and approved according to the Company's
policy taking into account its rating and collaterals.

Of the trade receivables balance at the end of the year, 35.3 million NIS (2010: Nis 40.3
million) is due from Company A, and 26.4 million Nis (2010: Nis 27.8 million) is due from
company B which are the Group’s largest customers .There are no other customers who
represent more than 10% of the total balance of trade receivables.

The company's exposure to credit, currency risks and impairment losses related to trade and
other receivables are disclosed in note 23.

Included in the Group's trade receivable balance, are debtors with a carrying amount of NIS
8,741 thousands which are past due at the reporting date for which the Group has not provided
as there has not been a significant change in credit quality and the amounts are still considered
recoverable. The Group is insured for NIS 108 million of these balances.

Ageing of past due but not impaired

As of
December 31,
2011
30-90 days 6,152
More than 90 days 2,589
8,741
Movement in provision for doubtful debts during the year
As of December 31
2011 2010

NIS in thousands

Balance at beginning of the year 2,490 3,331
Impairment losses recognized on receivables 490 112
Amounts written off as uncollectible (778) (379)
Amounts recovered during the year (326) (439)
Foreign currency exchange rate differences (136) (135)
Balance at end of the year 1,740 2,490
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HOGLA-KIMBERLY LTD. AND SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

NOTE 6 - INVENTORIES

Composition
As of December 31,

2011 2010

NIS in thousands
Raw and auxiliary materials 93,466 114,281
Finished goods 116,364 106,345
Spare parts and other 21,864 21,177

231,694 241,803

In 2011 raw materials and changes in finished goods recognized as cost of sales amounted to
NIS 588,265 (2010 — NIS 618,740).

As of December 31, 2011 and 2010 allowance for impairment of inventory amounted to NIS 1.6
and NIS 7.1 million, respectively.

All Finish goods and Raw and auxiliary materials inventories are expected to be recovered in
period of no more than twelve months.

NOTE 7 - OTHER CURRENT ASSETS

As of December 31,
2011 2010
NIS in thousands

Prepaid expenses 2,735 2,913
Loans to employees 488 489
Derivatives Assets 1,266 -
Other 3,285 3,776

7,774 7,178

27



HOGLA-KIMBERLY LTD. AND SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

NOTE 8 - PROPERTY PLANT AND EQUIPMENT

Composition and movement

Machinery Furniture
Buildings Improvements Equipment Vehicles Equipment Total
NIS in thousands
Cost:
Balance — January 1, 2011 (*) 55,922 19,373 552,938 11,596 14,879  (*) 654,708
Changes during 2011:
Additions 1,202 1,959 59,865 - 1,807 64,833
Dispositions (161) - (4,869) (831) 57 (5,918)
Foreign currency translation adjustments 3,111 (124) (10,509) (€2Y)] (577) (14,412)
Balance — December 31, 2011 53,852 21,208 597,425 10,674 16,052 699,211
Accumulated depreciation:
Balance — January 1, 2011 (*) 24,938 10,967 243,664 10,944 11,998 (*)302,511
Changes during 2011:
Additions 1,414 1,395 29,012 346 941 33,108
Dispositions (161) - (3,138) (830) 57) (4,186)
Foreign currency translation adjustments (594) (120) (3,366) on (400) (4,571)
Balance — December 31, 2011 25,597 12,242 266,172 10,369 12,482 326,862
Net book value:
December 31, 2011 28,255 8,966 331,253 305 3,570 372,349

(*)  Reclassified. The amount Includes a land that was leased from the Israel Land Administration, the lease started on January 1988 at the amount
of NIS 4,600 thousand. The end of the leasing period is September 2023. The net lease amount that was reclassified is approx. NIS 1,541

thousand.
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HOGLA-KIMBERLY LTD. AND SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

NOTE 8 - PROPERTY PLANT AND EQUIPMENT (Cont.)

Composition and movement (Cont.)

Machinery Furniture
Buildings Improvements Equipment Vehicles Equipment Total
NIS in thousands
Cost:
Balance — January 1, 2010 _(B)s7867 18,150 515,556 12338 ] 14440~ (%)618,351
Changes during 2010:
Additions 890 1,328 52,342 - 1,035 55,595
Dispositions (211) - (7,392) (667) (124) (8,394)
Foreign currency translation adjustments (2,624) (105) (7,568) (75) 472) (10,844)
Balance — December 31,2010 8922 19373 52,938 ] 115% 14,879 (%)654,708
Accumulated depreciation:
Balance - January 1, 2010 (*) 24,286 9,538 225,707 11,225 11,354 (*)282,110
Changes during 2010:
Additions 1,313 1,535 26,731 460 1,028 31,067
Dispositions (183) - (6,310) (666) (76) (7,235)
Foreign currency translation adjustments (478) (1006) (2,464) (75) (308) (3,431)
Balance — December 31, 2010 o (M24938 10967 243664 ] 10944 11,998 = (*)302,511
Net book value:
December 31, 2010 (*)30,984 8,406 309,274 652 2,881 (*)352,197

(*)  Reclassified. The amount Includes a land that was leased from the Isracl Land Administration, the lease started on January 1988 at the amount
of NIS 4,600 thousand. The end of the leasing period is September 2023. The net lease amount that was reclassified is approx. NIS 1,541

thousand.
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NOTE 9 -

HOGLA-KIMBERLY LTD. AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

INVESTMENTS IN SUBSIDIARIES

A. Goodwill

As of December 31,

2011 2010

NIS in thousands
Cost 26,009 26,009
Translation adjustments (10,700) (8,976)
Goodwill Write off (15,309) -
- 17,033

Annual impairment test

The goodwill is allocated to KCTR's activity, which is the cash generating unit for the
purpose of calculating the recoverable amount.

According to the recoverable amount calculation performed during the year, the company
decided to write off the goodwill associated with KCTR's activity in the amount of NIS
15,309 thousand.

The recoverable amount value is based on the fair value of investment in KCTR less cost
to sell, calculated by five years DCF forecast approved by the company's management
and based on the following assumptions, determined by KC experience in similar
markets:

1.  Long term growth ratio of 2.5% (2010: 2.5%).
2. Weighted cost of capital of 14.5% (2010: 14.5%).

The impairment loss has been included in the "other expenses" line item in the
consolidated income statement. No further impairment is needed for assets associated
with KCTR's activity.

Investment in Kimberly Clark Tuketim Mallari Sanavi Ve Ticaret A.S. ("KCTR")

As of December 31, 2011 and 2010, the Group’s investment in KCTR (a Turkish
Subsidiary) amounted to NIS 156,859 and NIS 224,099 thousand respectively (including
goodwill — see above). In recent years KCTR incurred significant losses from operations.
The company examined the investment in KCTR for impairment in accordance to its
revocable amount (see above).

During years 2005 - 2011, the Company provided KCTR NIS 583,758 thousand for the
continuation of its ongoing operations. In addition, the Company has committed to
financially support KCTR in 2012. Such finance support may be granted to KCTR either
by cash injections, long-term loans, or guaranties if required so by banks according to the
financing needs of KCTR.

During the fourth quarter of 2011 the board of directors approved an issuance of a
corporate guarantee in favor of corporate bank (HSBC) up to the amount of 50 million
YTL (approximately $26.5 million) plus interest and other expenses, to the assurance of
future payment by KCTR to Turkish tax authorities if required.

On February 7, 2012 the board of directors approved the issuance of corporate
guaranties in favor of KCTR, up to the amount of YTL 10 million, in order to enable
KCTR the payment of Attorney fee in relation to the Tax cases (see note 14C(2)).

30



HOGLA-KIMBERLY LTD. AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

NOTE 9- INVESTMENTS IN SUBSIDIARIES (Cont.)

D.

Consolidated Subsidiaries

The consolidated financial statements as of December 31, 2011, include the financial
statements of the following Subsidiaries:

Ownership and
control as of
December 31,

2011
%
Hogla-Kimberly Marketing Ltd. (“Marketing”) 100
Kimberly Clark Tuketim Mallari Sanayi Ve Ticaret

A.S. (“KCTR”) 100

Mollet Marketing Ltd. (“Mollet™) 100

H-K Overseas (Holland) B.V. (*) 100

Hogla-Kimberly Holding Anonim Sirketi (*) 100

(*) The company is inactive.
NOTE 10 - EMPLOYEE BENEFITS
A. Composition

As of December 31,
2011 2010

NIS in thousands

Post Employment Benefits:
Severance pay benefits:

Severance pay liability 5,772 4,759
Less — Amounts deposited with a general fund (2,189) (2,205)
Severance pay net 3,583 2,554
Liability for early retirement 12,056 3,410
Benefits to retirees 2,697 2,308

Other short term employee benefits:

Liability for vacation pay 11,351 11,798

Stated in the balance sheet as follows:

Non-current Assets 315 639
Short-term Liabilities 15,658 12,810
Long-term Liabilities 14,343 7,899

29,686 20,070
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NOTE 10 -

HOGLA-KIMBERLY LTD. AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

EMPLOYEE BENEFITS (Cont.)

B.

Defined contribution plan

Most of the Company and its Israeli subsidiaries employees are covered by Article 14 to
the Severance Law and therefore the Company and its Israeli subsidiaries makes regular
deposits (contributions) in the name of their employees and do not have an obligation to
pay further contributions. The Group's deposits under the Defined Contribution Plan are
carried to the income statements on the date of the provision of work services, in respect
of which the Group is obligated to make the deposit and no additional provision in the
financial statements is required.

During the year 2011 a sum of NIS 10,940 thousand was recognized in the income
statement due to the defined contribution plan.

Actuarial assumptions

The groups defined benefit plans and other long term employee benefits provisions, has
been calculated by estimating the present value of the future probable obligation using
actuarial valuation methods. The discounted rate is based on yield on government bonds
at a fixed interest rate which have an average lifetime equal to that of the gross liability.
The actuarial assumptions used in each plan are detailed bellow.

Defined benefit plans

The groups defined benefit plans include benefits to retirees and severance pay

1.  The group's Severance pay liability

Severance pay provisions resulting from the Israeli companies and included in the
financial statements of the group are due to increased severance pay which are not
covered by deposits made on monthly basis. In respect of this part of the
obligation, there is a reserve deposited in the Company's name in a recognized
compensation fund

Under the Turkish Labor Law, the Company is required to pay employment
termination benefits to each employee who has qualified. Also, employees are
required to be paid their retirement pay provisions who retired by gaining right to
receive retirement pay provisions according to current 506 numbered Social
Insurance Law’s 6 March 1981 dated, 2422 numbered, 25 August 1999 dated and
4447 numbered with 60™ article that has been changed. Some transition provisions
related to the pre-retirement service term was excluded from the law since the related
law was changed as of 23 May 2002.

The principal assumptions used for the Severance pay liability in Israel actuarial
valuations were as follows:

Valuation at

2011 2010
Discount rate 5.1% 4.88%
Expected rate of inflation 2.81% 2.81%
Expected rate of salary increase 4.25% 4.25%
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HOGLA-KIMBERLY LTD. AND SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

NOTE 10 - EMPLOYEE BENEFITS (Cont.)
D. Defined benefit plans (Cont.)

1.  The group's Severance pay liability (Cont.)

The provisions at the respective balance sheet dates in Turkish subsidiary have
been calculated assuming an annual inflation rate of 5.13% and a discount rate of
9.55%, the anticipated rate of forfeitures is considered.

The amounts recognized in profit or loss in respect of Severance pay liability are as

follows:
Year ended December 31,
2011 2010 2009
NIS in thousands
Current service cost 2,290 1,293 1,257
Interest cost 265 232 192
Actuarial losses recognized during the year 224 17 143
Foreign currency translation affect (420) (290) (13)

2,359 1,252 1,579

The amount included in the balance sheet arising from the entity's obligation in
respect of Severance pay liability is as follows:

As of
December 31,

2011 2010

NIS
in thousands

Present value of Severance pay liability 5,772 4,759

The amount of Severance pay liability of 5,772 consists of: NIS 3,898 thousands
(2010 - NIS 3,194 thousands) due to severance pay liability for of the Turkish
subsidiary employees according to the Turkish law and NIS 1,874 thousand (2010 -
NIS 1,565 thousands) due to liability for increased severance pay for certain
employees according to a collective agreement.
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HOGLA-KIMBERLY LTD. AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

NOTE 10 - EMPLOYEE BENEFITS (Cont.)

D. Defined benefit plans (cont.)

1.

2.

The group's Severance pay liability (Cont.)

Movements in the present value of Severance pay liability in the current period
were as follows:

As of December 31,

2011 2010

NIS in thousands
Opening defined benefit obligation 4,759 4,176
Current service cost 2,290 1,293
Interest cost 265 232
Actuarial losses recognized during the year 224 17
Benefit paid during the year (1,346) (669)
Foreign currency translation affect (420) (290)
Closing defined benefit obligation 5,772 4,759

Benefits to retirees of holiday vouchers.

The financial statements include liability for benefits given to retirees — holiday gifts.

Employees who are not temporary are entitled to receive holiday vouchers, after
retirement, until the end of their life. In cases of death, the remaining spouses are
entitled to receive the benefits until the end of their life.

The principal assumptions used for the purposes of the actuarial valuations were as
follows:

Valuation at

2011 2010
Discount rate 4.9% 4.88%
Expected rate of inflation 2.81% 2.81%
Expected rate of leaving 2%-36%  2.6%-15.1%

The amounts recognized in profit or loss in respect of these defined benefit plans are
as follows:

Year ended December 31,

2011 2010 2009

NIS in thousands

Current service cost 92 43 59
Interest cost 113 106 105
Actuarial losses recognized in the year 311 363 68
Benefit paid during the year (127) (114) (112)
389 398 120
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NOTE 10 -

HOGLA-KIMBERLY LTD. AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

EMPLOYEE BENEFITS (Cont.)

D. Defined benefit plans (cont.)

2. Benefits to retirees of holiday vouchers (Cont.)

The amount included in the balance sheet arising from the entity's obligation in
respect of its benefits to retirees' plans is as follows:

As of December 31,
2011 2010
NIS in thousands

Present value of funded defined benefit
obligation 2,697 2,308

Movements in the present value of the defined benefit obligation in the current period
were as follows:

As of December 31,
2011 2010
NIS in thousands
Opening defined benefit obligation 2,308 1,910
Current service cost 92 43
Interest cost 113 106
Actuarial losses recognized in the year 311 363
Benefits paid during the year (127) (114)
Closing defined benefit obligation 2,697 2,308

Other short term employee benefits

Other short term employee benefits are benefits which are anticipated that will be utilized
or which are to be paid during a period that exceeds 12 months from the end of the period
in which the service that creates entitlement to the benefit was provided.

Early retirement

The obligation in respect of early retirement includes an obligation for pension for the
period starting the date of the early retirement up to reaching the legal retirement age.

Pursuant to the efficiency and cost-cutting measures implemented by the company, and as
part thereof, Hadera Paper Ltd. Signed an agreement on November 10, 2011 with the
union of the Company employees and with the New General Histadrut Union in the
Hadera region (“The Agreement”), within whose framework was agreed, inter alia, to
update the collective employment agreements, along with an early retirement plan of 70
employees of Hadera Paper Ltd. & its subsidiaries on December 31, 2011. 19 employees
of the Company were included in the early retirement agreement. Along with the
assimilation of the items in the agreement, the Company has included an expense to
account for the expected retirement costs, amounting to a total of NIS 9.6 million, on
account of the employees that were opting for early retirement.
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HOGLA-KIMBERLY LTD. AND SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

NOTE 10 - EMPLOYEE BENEFITS (Cont.)

F. Early retirement (Cont.)

The amount included in the balance sheet arising from the entity's obligation in respect of
early retirement is as follows:

As of December 31,
2011 2010
NIS in thousands
Present value of funded defined benefit obligation 12,056 3,410

Movements in the present value of early retirement in the current period were as follows:

As of December 31,
2011 2010
NIS in thousands
Opening defined benefit obligation 3,410 4,237
Interest cost 123 207
Additions 9,593 163
Benefits paid (1,070) (1,197)
Closing defined benefit obligation 12,056 3,410
Stated in balance sheet As of December 31,
2011 2010
NIS in thousands
Short term liabilities 4,307 1,013
Long term liabilities 7,749 2,397
12,056 3,410

NOTE 11 - BORROWINGS

This Note provides information about the contractual terms of the interest-bearing loans and
borrowings. For more information about the exposure of the Group to interest rate and foreign
currency risks, see Note 23.

A. Composition
As of December 31,

2011 2010
NIS in thousands
Current liabilities to banks
Short-term borrowings 89,048 9,845
Current maturities of long term bank loans (*) 6,941 26,795
95,989 36,640
Non-current liabilities to banks and others
Long tern bank loans - 6,941
95,989 43,581

(*) The loans are not linked and bear interest at a variable rate. The principal of the
loan and interest are paid quarterly.
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HOGLA-KIMBERLY LTD. AND SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

NOTE 11 - BORROWINGS (Cont.)

B. Terms and debt repayment table

Nominal Current Liabilities Non-Current liabilities

interest
rate (*) December 31, December 31,
2011 2010 2011 2010
Currency % NIS in thousands
Loans and borrowings
from banks:
Borrowing:
NIS nominated NIS 4.15-4.5 40,290 - - -
YTL nominated YTL 15.7-16.7 48,758 9,845 - -
Loans:
NIS nominated NIS 4.5 6,941 26,795 - 6,941
95,989 36,640 - 6,941

(*) As of December 31, 2011

Terms and debt repayment table

On January 2008, the Company made an agreement with an Israeli bank for prime linked
interest loan in the amount of NIS 100 million which will be repaid during a four years
period. As part of the agreement the Company agreed to the following covenants:

1.  the shareholder's equity will not be less than NIS 250 million and not less than 25%
of the total consolidated assets.

2.  Both the Company's shareholder's Kimberly Clark and Hadera Paper separately or
together, will not hold less than 51% of the Company's share capital.

As of December 31, 2011 the Company meets all covenants agreed with banks.

As of December 31,
2011
NIS in thousands

Maturities of long term loans
First year - 2012 6,941

NOTE 12 - TRADE PAYABLES

As of December 31,
2011 2010
NIS in thousands
In Israeli currency:
Open accounts 154,712 145,420
Related parties 35,560 32,767
In foreign currency:
Open accounts 79,442 115,085
Related parties 35,308 36,644

305,022 329,916

The average credit period is 119 days.

Regarding exposure to currency risks are disclosed in note 23.

The Trade payables balance include an amount of NIS 5,856 Thousands (2010: NIS 8,485
thousands) due to fixed assets purchases.
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HOGLA-KIMBERLY LTD. AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

NOTE 13 - OTHER PAYABLES AND ACCRUED EXPENSES
As of December 31,
2011 2010
NIS in thousands
Accrued payroll and related expenses 36,060 30,926
Value Added Tax 3,822 4,472
Advances from customers 68 142
Derivatives liabilities (*) - 2,124
Sales Agent fee accrual 1,579 3,594
Other 3,610 2,796
45,139 44,054
(*) Derivatives liabilities see note 23.
NOTE 14 - COMMITMENTS CONTINGENT LIABILITIES AND OTHER INFORMATION

A. Commitments

(1) The Group is obligated to pay royalties to a shareholder - see also Note 24B.

(2) The Company and its Subsidiaries lease a number of their facilities under

operating leases for varying periods with renewal options. The Company
does not have an option to purchase the leased assets at the end of the lease
period .In addition the company has a vehicles lease agreement for the period
between 2008-2016 Future minimum lease and vehicles leasing rentals as of
December 31, 2011 are as follows:

NIS in
thousands
2012 31,935
2013-2016 99,056
2017 and thereafter 61,665
192,656

B. Guarantees

1)

2

As part of their normal course of business, the Company and its Subsidiaries
provided third parties with bank guarantees for contract performance, the
balance of which as of December 31, 2011 amounted to NIS 739 thousand.

A Subsidiary has given letter of guarantees to the local banks for a number of
contingent liabilities that have arisen as a result of the Company’s importing
transactions. The amount disclosed of NIS 2,175 thousands represents the
aggregate amount of such contingent liabilities for which the Company as an
importer is liable.
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HOGLA-KIMBERLY LTD. AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

NOTE 14 - COMMITMENTS CONTINGENT LIABILITIES AND OTHER INFORMATION

C. Legal proceedings

1.

On July 12, 2007 a lawsuit was filled against KCTR, a Hogla Kimberly
subsidiary, by a former distributor, claiming financial loss caused to him. The
amount claimed is approximately YTL 832 thousands (NIS 1,682
thousands).KCTR filed a counter claim for it's damage in the amount of
approximately YTL 355 thousands ( NIS 717 thousands). On May 17, 2011
the court denied the distributor's and KCTR's case. KCTR and the distributor
appealed the decision. Based on the Company’s legal counsels, management
estimates that the Company has valid arguments to oppose the lawsuit, and it
is probable that its arguments will be accepted. Therefore, no provision was
recorded in the financial statements relating to this lawsuit.

During the year of 2009, as part of a formal tax inspection of the Turkish Tax
Authorities, KCTR's Financial Reports for the years 2004-2008 were
examined.

On February 16, 2010, KCTR received a tax inspection report, following the
aforementioned inspection, according to which KCTR is required to an
additional tax payment for two matters audited, as detailed below, on the
total amount of 153 million YTL (approximately $81 million) including
interest fines and VAT refund offset.

Regarding one of the matters, which is the essential part of the tax demand
(tax on capital injection from the company to KCTR), KCTR has filed, based
on its tax consultant opinion in Turkey, in 2010, appeals to the court against
the demand of the tax authorities. On July 28, 2011, on August 4, 2011 and
on November 1, 2011, the court handed down its decisions regarding some of
the appeals (which reflected 43.9% of the claim's principal amount), pursuant
to which KCTR is required to make payments to the tax authorities
amounting to YTL 14.5 million, amounting to - with the addition of interest,
fines and before VAT asset offset (as at the date of the decision) —
approximately YTL 58.2 million (approximately $30.8 million).

The amount for payment (if and when will be paid) net after offsetting Vat
asset, amount to approximately YTL 52.3 million (approximately $27.7
million).

KCTR appealed the decisions of the court in Turkey, based on the expert
opinion of its legal consultants, in spite of the said court's decision, claiming
that KCTR possesses valid claims against the requirement and that the
chances of success in the said appeal are greater than 50%. In addition, KCTR
applied to the Supreme Court to delay implementation of the verdict until the
Supreme Court ruling on appeals as submitted by KCTR. The Supreme Court
granted the request to delay implementation of the verdict on five cases
(amounting to YTL 18.2 million) and rejected the rest of the cases.

On February 1, 2012 the court in Turkey has decided to accept KCTR appeals
regarding 10 tax cases in the amount of YTL 16 million (approximately $ 8.5
million), which sums with fines and penalties to the amount of YTL 66.1
million (approximately $ 35.1 million). The tax authorities may appeal on the
court's ruling within 30 days.
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HOGLA-KIMBERLY LTD. AND SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

NOTE 14 - COMMITMENTS CONTINGENT LIABILITIES AND OTHER INFORMATION
(Cont.)

C. Legal proceedings (Cont.)
2. (Cont.)

It should be noted that the tax court in Turkey is still discussing several
additional appeals regarding the outstanding tax demand, concerning which no
decision has yet been made. The principal on account of those appeals that have
yet to be discussed by the court amounts to YTL 2.5 million (approximately
$1.3 million) and sums up to approximately YTL 16.7 million, including
interest and fines (approximately $8.9 million).

According to the accounting policy of the company, the fact that the decision of
the court had been handed down, even if appealable with great chances of
success, creates a situation where it is "more likely than not" that payments will
be made on account of these tax requirements. Consequently, during the
reported period, the company included a tax expense to the awarded sums, as
mentioned above, amounts to NIS 117.8 million.

Regarding appeals and sums which no ruling has been handed down by the
court in Turkey, it is company policy to examine, based on the expert opinion
of the KCTR legal consultants, the probability that payments will have to be
made on account of these appeals, while taking into consideration all the
relevant circumstances.

In light of the fact that the legal consultants of KCTR estimate the probability
of success, on finishing all legal proceedings — that is, after submission if
required, of another appeal, in the appeals regarding which no ruling has yet
been handed down, as being greater than 50%, the company did not include in
its financial statements, a provision on account of the potential tax liability that
is inherent in those matters regarding which a ruling has not yet been handed
down. For corporate guarantee issuance relating the tax case please see note 9c.

3. On June 15, 2010, a petition was filed against the company and against another

competitor for the approval of a class action. According to the petition, the
Competitor and the company has misled the public by presenting plastic bags as
oxo biodegradable and therefore environmentally friendly, while the products
are breaking down into fragments.
The plaintiff estimates the scope of the petition, if approved as class action, to
be approximately NIS 111 million. At this stage the company legal advisor
opinion is that the probability of the request for approval of a class action
lawsuit will be rejected is higher than the probability that it will be approved.
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HOGLA-KIMBERLY LTD. AND SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

NOTE 14 - COMMITMENTS CONTINGENT LIABILITIES AND OTHER INFORMATION
(Cont.)

C. Legal proceedings (Cont.)

4. On October 24, 2010 a new lawsuit was received against the company in the
amount of approximately NIS 1.5 million by a former distributer, regarding
termination of distribution agreement by the company. The former distributor
claims for the existence of employer-employee relations.

The company's legal advisor opinion is that the probability for most of the
lawsuit to be denied is higher than that most of the lawsuit to be expected.

5. On May 2, 2011 a petition was filed against the company, for the approval of a
class action. According to the petition, the plaintiff claimed that Huggies
diapers, marketed by the company, which she purchased, did not absorb as was
expected due to a fault in the diapers production line. The plaintiff estimates the
scope of the class action to be approximately NIS 1.2 billion. At this early stage
the company's legal advisor opinion is that the probability of the request for
approval of a class action lawsuit will be rejected is higher than the probability
that it will be approved, and therefore no provision was created in the financial
statements as of December 31,201 10on account of this matter.

NOTE 15 - SHARE CAPITAL
A. Composition of Share Capital in Nominal NIS as of December 31, 2011and 2010:

Number of Shares

Issued and
Authorized fully paid up

Ordinary Shares of NIS 1.00 par value 11,000,000 9,113,473

B. Holders of ordinary shares are entitled to participate equally in the payment of
cash dividends and bonus share (stock dividend) distributions and, in the event of
the liquidation of the Company, in the distribution of assets after satisfaction of
liabilities to creditors. Each ordinary share is entitled to one vote on all matters to
be voted on by shareholders.
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HOGLA-KIMBERLY LTD. AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

NOTE 15 - SHARE CAPITAL (Cont.)

C. The company issued one preference Share to Hadera Paper Ltd, which gives
Hadera Paper the right to receive special dividends according to the decision of

the Board from time to time.

NOTE 16 - REVENUE
A. Composition

Sales in the Turkish subsidiary
Sales in Israel

B. Sales to major customers

(as percentage from total net sales)
Customer A
Customer B

NOTE 17 - COST OF SALES

Material consumed
Purchases (*)

Salaries and related expenses
Manufacturing expenses

Depreciation

Change in finished
goods inventory

Year ended December 31,

2011 2010 2009
NIS in thousands
351,025 471,304 489,560
1,195,996 1,226,205 1,237,067
1,547,021 1,697,509 1,726,627
14.1% 13.2% 14%
10.4% 9.4% 9.5%

Year ended December 31,

2011 2010 2009
NIS in thousands

588,265 618,740 597,791
229,416 280,127 267,842
127,526 122,222 119,867
132,506 134,872 133,098
31,099 29,449 27,387
1,108,812 1,185,410 1,145,985
(11,096) (20,191) 18,964
1,097,716 1,165,219 1,164,949

(*) The purchases of the group are related principally to commercial operations.
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HOGLA-KIMBERLY LTD. AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

NOTE 18 -

OTHER LOSS (INCOME)

NOTE 19 -

Capital gain from realization of trademark
Refund from mutual fund

Goodwill Write off (see Note 9)

SELLING AND MARKETING EXPENSES

NOTE 20 -

Salaries and related expenses
Maintenance and transportation expenses
Advertising and sales promotion
Commissions to distributors

Royalties

Depreciation

Other

GENERAL AND ADMINISTRATIVE EXPENSES

Salaries and related expenses
Administrative and computer services
Services provided by Shareholder
Office maintenance

Depreciation

Provision for doubtful accounts

Other
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Year ended December 31,

2011 2010 20009
NIS in thousands
- (3,131) -
- (1,600) -
15,309 - -
15,309 (4,731) -

Year ended December 31,

2011 2010 20009
NIS in thousands

84,291 83,611 80,930
92,711 84,547 83,132
66,622 66,923 82,936
8,732 9,819 11,941
28,830 29,780 31,117
1,277 1,460 1,668
14,037 11,921 13,052
296,500 288,061 304,776

Year ended December 31,

2011 2010 20009
NIS in thousands

41,693 31,312 36,434
10,414 12,506 13,005
1,423 1,400 1,373
4,686 4,507 3,549
732 730 832

673 (710) (1,724)
15,375 12,612 9,628
74,996 62,357 63,097




HOGLA-KIMBERLY LTD. AND SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

NOTE 21 - FINANCING INCOME AND EXPENSES

A. Financing income

Year ended December 31,

2011 2010 2009
NIS in thousands
Exchange rate differences - 9,318 1,024
Interest from long-term and short-term
bank deposits 40 144 213
Interest income from tax authorities 162 2,382 1,164
Application of amortized cost method on
Receivables and payables. 365 251 1,434
Finance income from derivative 1,936 - 683
Other 31 9 39
2,534 12,104 4,557

B. Financing expenses

Year ended December 31,

2011 2010 2009
NIS in thousands
Interest on long-term bank loans 777 1,360 1,395
Interest on Short-term bank loans 6,675 1,290 807
Interest expenses to tax authorities 5 1,267 -
Finance Expenses from derivative - 3,560 -
Exchange rate differences 1,677 - -
Other 852 633 839
9,986 8,110 3,041
(7,452) 3,994 1,516
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HOGLA-KIMBERLY LTD. AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

NOTE 22 - INCOME TAX

A. Recognised tax assets and deferred tax liabilities

Tax assets and deferred tax liabilities are attributed to the following items
Changes in temporary differences during the year (NIS in thousands)

Charged to Charged to
Balance at Charged to other Balance at Charged to other Change  Balance at
January 1, profitand comprehensive @ Exchange Changein December profitand comprehensi Exchange in Tax December
2010 loss income difference Tax rate 31,2010 loss ve income difference rate 31,2011

Property, plant and
equipment (34,773) (1,729) - 79 - (36,423) (1,785) - 89  (5,901) (44,020)
Doubtful debts 451 (200) - - 9 260 (43) - - 9 226
Derivatives (32) - 282 - - 250 - (453) - - (203)
Employee benefits 5,589 (1,252) - - 82 4,419 1,873 - - 55 6,347
Expenses accruals - - - - - - - - - - -

Tax carry forward

losses - - - - - - - - - - -
Other 33 (45) - - - (12) 26 - - - 14
(28,732) (3,226) 282 79 91 (31,506) 71 (453) 89  (5,837) (37,636)
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HOGLA-KIMBERLY LTD. AND SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

NOTE 22 - INCOME TAX (Cont.)

B. Deferred taxes are presented in the balance sheet as follows:

2011 2010
NIS in thousands
Long-term liabilities (in respect
of depreciable assets) 41,686 35,370
Long-term Assets (4,050) (3,864)
37,636 31,506

For 2011 Deferred taxes were computed at 25% rate, primarily — 23.91% (for PP&E).
For 2010 Deferred taxes were computed at rates between 18%-25%, primarily — 20.5% (for
PP&E).

As of December 31, 2011 deferred tax assets at the amount of NIS 203 thousand (2010 —
NIS 250 thousand tax liability) due to revaluation of financial instruments treated as cash

flow hedges was recognized directly to equity.

C. Deferred tax assets that were not recognised

The calculation of deferred taxes does not take into account the taxes that would be
applicable in case of realization of the investment in subsidiaries and associates, since the
Group intends to retain the investment. Deferred taxes in respect of a distribution of profit
in Israeli subsidiaries were also not taken into account, since the dividends are not
taxable. In addition, unutilized deferred tax assets in respect of losses carried forward,
were not recognized in cases where future taxable income against which they can be
utilized, is not foreseen.

As of December 31, 2011 carry forward tax losses deriving from the Turkish
subsidiary sum up to NIS 117.8 (58.3 YTL) millions. The Company has examined the
validity of the deferred tax assets deriving from its Turkish subsidiary. As of December
31, 2011 deferred tax assets were not recognized in respect of utilizing tax losses in the
Turkish subsidiary since it is not anticipated that there will be taxable income against
which the tax benefits can be utilized.

According to the Turkish law, carry forward tax losses can be utilized for a five years
period only, unrecognized tax losses of KCTR will expire as follow:

An amount of NIS 65.4, 6.2, 15.8, 10.4 and 9.9 million will expire between 2012-2016,
respectively.

D. Income tax attributable directly to other comprehensive income

2011 2010 2009
NIS in thousands

Total tax recognized directly in equity (504) 579 (199)
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HOGLA-KIMBERLY LTD. AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

NOTE 22 - INCOME TAX (Cont.)

E.

F.

Tax composition

Current taxes
KCTR tax expenses
Deferred taxes (see A. above)

Reconciliation of the statutory tax rate to the effective tax rate:

Income before income taxes

Statutory tax rate (see H. below)
Tax computed by statutory tax rate-

Tax increments (savings) due to:

Income (Expenses) in reduced tax rate
Non-deductible expenses

Non-taxable income

Unrecorded deferred taxes in connection with tax
loss carry forward

KCTR tax expenses

Reduction in corporate tax rates (see H. below)
Differences arising from basis of measurement

Other differences, net

G. Current Tax Balance

Current taxes assets

Current tax liabilities
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2011 2010
NIS in thousands
21,859 42,771
117,854 -
5,765 3,133
145,478 45,904
2011 2010 2009
NIS in thousands
55,048 190,597 195,321
24% 25% 26%
13,211 47,650 50,783
(1,172) (3,561) (4,268)
3,287 1,483 1,024
- (797) (48)
5,693 1,074 3,027
117,854 - -
6,095 (239) (6,177)
(338) (178) (185)
848 472 70
145,478 45,904 44,226
2011 2010
NIS in thousands
- 54
4,355 22,583



HOGLA-KIMBERLY LTD. AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

NOTE 22 - INCOME TAX (Cont.)

H.

The Company and its Israeli Subsidiaries are subject to the Income Tax Ordinance and
the Income Tax Law (Inflationary Adjustments), 1985. Under the inflationary
adjustments law, results for tax purposes are measured in real terms, having regard to the
changes in the Israeli CPI. The Company and its subsidiaries in Israel are taxed under
this law.

On February 26, 2008, the Knesset ratified the third reading of the Income Tax Law
("Inflation Adjustments") (Amendment 20) (Limitation of Term of Validity) - 2008
(hereinafter: "The Amendment"), pursuant to which the application of the inflationary
adjustment law will terminate in tax year 2007 and as of tax year 2008, the law will no
longer apply, other than transition regulations whose intention it is to prevent distortions
in tax calculations.

According to the amendment, in tax year 2008 and thereafter, the adjustment of revenues
for tax purposes will no longer be considered a real-term basis for measurement.
Moreover, the linkage to the CPI of the depreciated sums of fixed assets and carryover
losses for tax purposes will be discontinued, in a manner whereby these sums will be
adjusted until the CPI at the end of 2007 and their linkage to the CPI will end as of that
date.

Non-Israeli Subsidiaries are subject to income tax provisions of their home country.

The Company is an industrial company in conformity with the Law for the
Encouragement of Industry (Taxes), 1969. The principal benefit that the Company is
entitled to under this law is accelerated depreciation rates and reduced tax rates.

According to this law the Company and Shikma (formerly a subsidiary) filed
consolidated tax returns until December 31, 2005. On December 31, 2005, Shikma was
merged into the Company.

On January 15, 2009 the Company received an approval from the investment center for
the merger of the Company and its subsidiary Shikma which took place at the end of
2005.

During 2002, the Company’s program for the establishment of a new facility for
manufacturing paper was granted Approved Enterprise status in accordance with the Law
for the Encouragement of Capital Investments, 1959, under “alternative benefits” track.
The approval program was originally for total investments of approximately NIS 97
million. According to the terms of the program, income derived from the Approved
Enterprise will be tax-exempt for a period of 10 years commencing in the year in which
the program was substantially completed. Distribution of dividends from tax exempt
profits of the Approved Enterprise will be subject to income tax at a rate equal to the
income tax rate of the Approved Enterprise had the Company not elected the alternative
benefits track. The Company completed the investments relating to the new facility.
Commencement of operations was during 2003.

During May 2010, the Company received the approval of the final report from the
Investment center for the total investments of NIS 109 million, and approval for the
merger of Shikma into the company.

The Company and its subsidiary Shikma Ltd. possess final tax assessments through 2007.
Hogla Kimberly Marketing Ltd. and Mollet Marketing Ltd subsidiaries of the Company,
posses' final tax assessments through 2007.
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HOGLA-KIMBERLY LTD. AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

NOTE 22 - INCOME TAX (Cont.)

H.

(Cont.)

On July 14, 2009 Knesset passed the Economic Efficiency Law (legislative amendments
to implement the economic plan for the years 2009 and 2010) - 2009, which stipulates,
inter alia, an additional gradual reduction in the rate of companies tax to 18% in the 2016.
Tax year and thereafter. According to these amendments, the rate of company tax
applying to the 2010 tax year and thereafter are as follows: 2009 tax year - 26%, 2010 tax
year - 25%, 2011 tax year - 24%, 2012 tax year - 23%, 2013 texture - 22%, 2014 tax year
- 21%, 2015 tax year - 20%, and in the 2016 tax year and thereafter there will be a
companies tax rate of 18%.

The change in the tax rates have decreased the deferred taxes liability as of December 31,
2009 in the amount of NIS 6,177 thousand.

On the 29" December, 2010 the Knesset ratified the Economic Policy 2011-2012 Law
(amendments), 2011 that was published in the articles on the 6™ January, 2011. Within
this law, the Law for the Encouragement of Capital Investments — 1959 was amended
(hereafter "amendment"). According to the amendment the different income tax channels
were abolished & instead fixed income tax rates on the industrial taxable income were set
as follows:

2011-2012: 15% (area "A" — 10%)

2013-2014: 12.5% (area "A" — 7%)

2015 onwards: 12% (area "A" -6%)

These amendments came in force as from 1% January, 2011. Each company is entitled to
choose whether to be included within this amendment & to forego the outstanding
benefits of the previous law or to waive this amendment.

The company has uncertainty as to its ability to confirm to the amendments stipulations
&, as such, has not recognized the tax income derived from the amendment.

On the September 26, 2011 the recommendations of the Committee for the Social-

Economic Change headed by Prof. Manuel Trachtenberg were published. Following the

tax chapter of the recommendations, on the 6th December, 2011 the Shift of the Tax

Burden Law (law amendments) was passed and published by the Israeli Knesset.

The main changes of the abovementioned law in respect of corporate tax are as follows:

1. Cancelation of income and corporate tax rate reductions planned for the coming years
as from 2012.

2. Increase of corporate tax rate in 2012 to 25%.

3. Increase of capital gain tax and real estate appreciation tax to abovementioned tax
rate in article 2.

As the legislate procedures were finalized during the fourth quarter of 2011, the Company

has updated, as to date of statement of the financial positions, the deferred tax balances in

respect to the forecasted tax rates in the years whereas the temporary tax differences are

forecasted to be reconciled. As such of December 31, 2011.

The company has increased its differed tax liability by NIS 6.1 million against the tax

charge in the Profit and Loss Statement of 2011.

K. Tax inspection report was received during 2011 to KCTR, see note 14 C.
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NOTE 23 -

HOGLA-KIMBERLY LTD. AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

FINANCIAL INSTRUMENTS

General

In the normal course of business, Hogla-Kimberly is exposed to credit, liquidity and market
risks, as well as interest and currency risks. The Company monitors these risks on a constants
basis.

The Group's policy is to hedge the exposure from fluctuations in foreign exchange rates to
minimize its exposure to fluctuations of foreign currency rates. The hedging is according to a
policy adopted by the Company's Board of Directors.

A.

Significant accounting policies

Details as to the significant accounting policies and methods adopted, including the
criteria for recognition, the basis of measurement and the basis on which income and
expenses are recognized, in respect of each class of financial asset, financial liability and
equity instrument are disclosed in note 2 to the financial statements.

Categories of financial instruments

As of December 31,
2011 2010
NIS in thousands

Financial assets
Cash (including cash equivalents) and Trade receivables 280,411 310,091

Derivative instruments in designated hedge 1,266 -
accounting relationships Measured at the fair value

Financial liabilities

Borrowings and Trade payables 401,011 373,497
Derivative instruments in designated hedge
accounting relationships - 2,124

Measured at the fair value

Credit risk

Credit risk refers to the possibility that counterparty will fail to meet its contractual
obligations, resulting in financial loss to the Company.

Commencing November 2007 Hogla Kimberly is covered by a credit insurance policy,
which partially covers it's most major customers. In accordance with its policy
conditions, the company will be reimbursed starting from an annual loss of US dollars
200 thousands to a maximum of USD 10 million, subject to deductible conditions.

The revenues of the Company and its Israeli subsidiaries are mainly in Israel and derived
from two major customers and a large number of smaller customers. Trade receivables in
the Turkish subsidiary consist of a limited number of customers, where no single
counterparty or any company of counterparties having similar characteristics.

The Company has a policy of creditworthy customers and obtaining sufficient collaterals
where possible as a means of mitigating the risk of financial loss from defaults,
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NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

NOTE 23 - FINANCIAL INSTRUMENTS (Cont.)

C.

Credit risk (Cont)

For each customer, where possible, the Company checks its credit rating with an external
credit rating companies to assess the potential customer’s credit quality and help in
defining its credit limit. Credit limit for each customer is determined and approved
according to the Company's policy taking into account its rating and collaterals.

Management regularly monitors the balance of trade receivables and the financial
statements include an allowance for doubtful accounts based on management's
estimation.

The exposure to credit risks relating to trade receivables is limited due to the relatively
large number of customers and to the credit insurance.

The carrying amount of financial assets recorded in the financial statements, which is net
of impairment losses, represents the group's maximum exposure to credit risk (without
taking account of the value of any collateral obtained).

Cash and cash equivalents are deposited with major banks in Israel and abroad.
Therefore, it is not expected that such banks will fail to meet their obligations.

Liquidity risk

Liquidity risk is the risk that the Group could experience difficulties in meeting its
commitments to creditors as financial liabilities fall due for payment. The Group manages
its liquidity risk by maintaining sufficient reserves, committed borrowing facilities and
other credit lines as appropriate.

The following table presents the Group's outstanding contractual maturity profile for its
non-derivative financial liabilities. The analysis presented is based on the undiscounted
contractual maturities of the Group's financial liabilities, including any interest that will
accrue. Non-interest bearing financial liabilities which are due to be settled in less than 12
months from maturity equal their carrying values, since the impact of the time value of
money is immaterial over such a short duration.

Maturity profile of outstanding financial liabilities

1 year 1-2 years 2-4 years Total

NIS in thousands

2011

Supplier payables 305,022 - - 305,022
Borrowings 95,989 - - 95,989
Total 401,011 - - 401,011
2010

Supplier payables 329,916 - - 329916
Borrowings 36,640 6,941 - 43,581
Total 366,556 6,941 - 373,497
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NOTE 23 -

HOGLA-KIMBERLY LTD. AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

FINANCIAL INSTRUMENTS (Cont.)

E.

Exchange rate risk

The Group is exposed to foreign currency risks mainly due to payments for purchases of
raw materials and finished goods inventory and purchases of equipment and spare parts
linked to the dollar or the Euro. In applying a policy of minimizing the exposure, the
Group makes forward transactions against the dollar and euro.

The carrying amounts of the Group's foreign currency denominated monetary assets and
monetary liabilities at the reporting date are as follows:

December 31, 2011

USD EURO YTL
NIS in thousands

Cash and cash equivalents 6,558 845 1,425
Trade receivables 19,537 - 34,794
26,095 845 36,219
Borrowings - - 48,758
Trade payables 81,043 25,801 15,432
81,043 25,801 64,190
December 31, 2010
USD EURO YTL

NIS in thousands

Cash and cash equivalents 4,146 2,127 3,058
Trade receivables 30,116 - 40,354
34,262 2,127 43,412

Borrowings - - 9,845
Trade payables 109,449 30,499 15,829
109,449 30,499 25,674

The following table details the Group's sensitivity to a 10% increase and decrease in the
NIS against the relevant foreign currencies. 10% is the sensitivity rate used when
reporting foreign currency risk internally to key management personnel and represents
management's assessment of the reasonably possible change in foreign exchange rates.
The sensitivity analysis includes only outstanding foreign currency denominated
monetary items and adjusts their translation at the period end for a 10% change in foreign
currency rates. A positive number below indicates an increase in profit and other equity
where the NIS strengthens 10% against the relevant currency. For a 10% weakening of
the NIS against the relevant currency, there would be an equal and opposite impact on the
profit and other equity, and the balances below would be negative.
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HOGLA-KIMBERLY LTD. AND SUBSIDIARIES

NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

FINANCIAL INSTRUMENTS (Cont.)

E.

Exchange rate risk (Cont)

USD Impact EUR Impact YTL Impact
2011 2010 2011 2010 2011 2010
NIS in thousands

Profit or loss (1) (2,879)  (2,465) 832 (160) 1,580 2,068
Other equity (2) 421 1,692 1,525 1,457 - -

(1) This is mainly attributable to the exposure outstanding on receivables, cash and
payables at year end in the Group, and forward foreign exchange contracts.

(2) This is as a result of the changes in fair value of derivative instruments designated as
cash flow hedges.

Forward foreign exchange contracts

The Company hedges its exposure of itself and its Israeli subsidiaries by entering into
forward foreign exchange contracts, according to a policy adopted by the Company's
Board of Directors, to manage the risk associated with anticipated purchase transaction.
The Company hedges 80% of its forecasted payments to suppliers of its forecasted
exposure for a period of six month forward.

These hedging transactions are treated as cash flow hedges and the resulting gain or loss
is recognized in other comprehensive income.

The following table details the forward foreign currency (FC) contracts outstanding as at
the reporting date:

Fair value
Outstanding contracts Buy Currency Sell Currency NIS
Less than 3 months USD NIS 1,272
3 to 6 months USD NIS 425
Less than 3 months EUR NIS (284)
3 to 6 months EUR NIS (147)

The Company does not hedge its foreign currency exposure to the YTL in respect of its
investment in the Turkish subsidiary.

Fair Value of Financial Instruments

The financial instruments of the Group consist primarily of non-derivative assets and
liabilities. Non-derivative assets include cash and cash equivalents, receivables and other
current assets. Non-derivative liabilities include trade payables and other current
liabilities. Due to the nature of these financial instruments, their fair value, generally, is
identical or close to the value at which they are presented in the financial statements,
unless stated otherwise.
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NOTE 24 -

HOGLA-KIMBERLY LTD. AND SUBSIDIARIES
NOTES TO THE FINANCIAL STATEMENTS AS OF DECEMBER 31, 2011

RELATED PARTIES AND INTERESTED PARTIES

The Company is owned by Kimberly Clark Corp. (“KC” or the “Parent Company”) (50.1%)
and Hadera Paper Ltd. (“Hadera Paper”) (49.9%).

Transactions between the Company and its subsidiaries, which are related parties of the
Company, have been eliminated on consolidation and are not disclosed in this note. Details of

transactions between the group and other related parties are disclosed below:

A. Balances with Related Parties

As of December 31,
2011 2010

NIS in Thousands

Trade receivables 15,949 27,968
Other current assets 2,518 3,228
Trade payables 88,835 84,629

B. Transactions with Related Parties

Year ended December 31,

2011 2010 2009
NIS in Thousands
Sales to related parties (1) 141,017 222,018 243,212
Cost of sales (2) 267,486 328,466 256,696
Royalties to the shareholders (3) 28,830 29,780 31,117
General and administrative expenses (*) (4) 9,739 9,707 11,980

(*) Company - excludes Subsidiaries.

(1) Sales of finished goods to companies in KC group and Hadera Paper.

(2) Mainly purchase of finished goods from companies in KC group and Hadera Paper
group.

(3) The group is obligated to pay royalties to KC.

(4) The Company leases its premises in Hadera and Naharia from Hadera Paper and
receives certain services (including energy, water, maintenance, computer and

professional services) under agreements, which are renewed based on shareholders
agreements.
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NOTE 24 - RELATED PARTIES AND INTERESTED PARTIES (Cont.)

C.

Compensation of key management personnel

Total remuneration of key management during the year was NIS 10,510 thousands (2010:
NIS 9,344 thousands). The amounts include costs relating to options (*) granted to senior
managements to shares of the Company's shareholders.

(*) The Company's senior management was rewarded by allotment of KC's and Hadera
Paper's share options. The cost of the benefit was determined as the fair value on the
grant day and this amount is being charged to the income statement over the vesting
period. The company's debt resulting from the grant will be paid in cash to both
shareholders.

The fair value of the options granted as aforementioned was estimated by applying
the economic models.

The total expenses resulting from the aforementioned grant for the year ended
December 31, 2011 was NIS 1,151 thousand (2010: NIS 1,042 thousands).

NOTE 25 - DIVIDENDS

A.

Following the June Board decision from July 27, 2010 to distribute a dividend in the
amount of NIS 40 million from unapproved enterprise earnings, an amount of NIS 35
million was paid on November 29, 2010 and the other NIS 5 million was paid on March
24,2011.

On February 23, 2011 the board of directors declared dividend distribution of NIS 30
million from the unapproved enterprise retained earnings. The dividend was paid on
June 30, 2011.

On July 26, 2011 the board of directors declared dividend distribution of NIS 30 million
from the unapproved enterprise retained earnings. The dividend was paid on December
12,2011.

NOTE 26 - SUBSEQENT EVENTS

A. On February 1, 2012 the court in Turkey has decided to accept KCTR appeals regarding

10 tax cases in the amount of YTL 16 million (approximately $ 8.5 million), which
sums with fines and penalties to the amount of YTL 66.1 million (approximately $ 35.1
million).The tax authorities may appeal on the courts rolling within 30 days.

On February 6, 2012 the company received a demand for additional municipal fees in
the amount of approximately NIS 3.74 million. In this early stage the company is still
learning the demand, no provision has been made.

On February 7, 2012 the board of directors approved the issuance of corporate

guaranties in favor of KCTR, up to the amount of YTL 10 million, in order to enable
KCTR the payment of Attorney fee in relation to the Tax cases (see note 14C(2)).
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