AMPAL-AMERICAN ISRAEL CORP

FORM 10-Q

(Quarterly Report)

Filed 8/7/2006 For Period Ending 6/30/2006

Address 555 MADISON AVENUE 20TH FLOOR
NEW YORK, New York 10022
Telephone 212-593-9842
CIK 0000731859
Industry Misc. Financial Services
Sector Financial
Fiscal Year 12/31
pawered By EDGA ROnline

hitpiherwew_edgar-online.com/
D Copyright 2005. All Rights Reservad
Distribution and use of this document restricted under EDGAR Onlines Terms of Use.




UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON D.C. 20549
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(Mark One)

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) DHE SECURITIES EXCHANGE ACT OF 1934.
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OR
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ITEM 1. FINANCIAL STATEMENTS

AMPAL -AMERICAN ISRAEL CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

SIX MONTHS ENDED JUNE 30, 2006 2005
(U.S. Dollars in thousands, except per share amousjt (Unaudited) (Unaudited)
REVENUES
Equity in earnings of affiliate 148: $ 6,17¢
Real estate incomr 4,702 4.64¢
Realized gains on investmel 5,371 3,52
Realized and unrealized gains on market
securities 703 1,55¢
Interest incomt 507 69t
Other income 1,29¢ 4,85¢€
Total revenue 14,06% 21,46
EXPENSES
Interest expens 1,69¢ 3,151
Real estate expens 4,41¢ 4,35z
Realized loss on investme 1,01¢ -
Loss from impairment of investmer - 60C
Translation (gain) los (269) 1,58t
Other (mainly general and administrati 4,75( 4,362
Total expense 11,60 14,05(
Income before income tax 2,46( 7,411
Provision for income taxe 1,664 2,51
Income after income te 79€ 4,89/
Minority interest (20 677
Net income 80€ $ 4,217
Basic EPS
Gain per Class A Sha 0.0 $ 0.2C
Shares used in calculation (in thousal 20,70: 19,931
Diluted EPS
Gain per Class A Sha 0.04 $ 0.1¢
Shares used in calculation (in thousai 22,54¢ 22,34¢

The accompanying notes are an integral part of¢insolidated financial statements.
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ITEM 1. FINANCIAL STATEMENTS

AMPAL -AMERICAN ISRAEL CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

THREE MONTHS ENDED JUNE 30, 2006 2005
(U.S. Dollars in thousands, except per share amousjt (Unaudited) (Unaudited)
REVENUES
Equity in earnings (loss) of affiliate $ 58¢ $ (459
Real estate incorr 2,38¢ 2,31:
Realized gains on investmel 4,39( 201
Realized and unrealized gains on market
securities 164 854
Interest incomt 278 56¢
Other income 717 2,34¢
Total revenue 8,51¢ 5,821
EXPENSES
Interest expens 681 2,001
Real estate expens 2,241 2,19:
Realized loss on investme 1,01¢ -
Loss from impairment of investmer - 60C
Translation (gain) los (559 1,021
Other (mainly general and administrati 2,49 2,17¢
Total expense 5,88 7,99¢
Income (Loss) before income tax 2,631 (2,16%)
Provision for income taxe 1,271 11
Income (Loss) after income t 1,36¢ (2,179
Minority interest (15) 332
Net income (Loss $ 1381 $ (2,517
Basic EPS
Gain (Loss) per Class A Shi $ 0.0¢ $ (0.13)
Shares used in calculation (in thousal 20,73: 19,95
Diluted EPS
Gain (Loss) per Class A She $ 0.0¢ $ (0.19)
Shares used in calculation (in thousat 22,62¢ 19,95:

The accompanying notes are an integral part of¢insolidated financial statements.
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AMPAL -AMERICAN ISRAEL CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

June 30, December 31,

ASSETS AS OF 2006 2005
(U.S. Dollars in thousands) (Unaudited) (Audited)
Cash and cash equivalel $ 57,14: $ 24,31«
Deposits, notes and loans receive 364 343
Marketable Securitie 18,14: 38,57t
Other investment 35,10¢ 54,90:
Total Investment 53,247 93,47¢
Real estate property, less accumuli

depreciation of $14,804 and $13,¢ 70,98( 70,98¢
Other asset 25,11: 21,78(
Total Assets $ 206,84t $ 210,90

The accompanying notes are an integral part of¢insolidated financial statements.
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AMPAL -AMERICAN ISRAEL CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

June 30, December 31,

LIABILITIES AND SHAREHOLDERS' EQUITY AS OF 2006 2005
(U.S. Dollars in thousands, except per share amousjt (Unaudited) (Audited)
LIABILITIES
Notes and loans payat $ 46,01 $ 50,36¢
Deposits from tenan 52,75: 52,88(
Accounts payable, accrued expense and o 15,81 18,66¢

Total Liabilities 114,57: 121,91!
Minority interests 182 12C
SHAREHOLDERS EQUITY
4% Cumulative Convertible Preferred Stock,

par value; authorized 189,287 shares; is:

110,477 and 114,198 shares; outstan

107,127 and 110,848 sha 552 571
6-1/2% Cumulative Convertible Preferred Sta

$5 par value; authorized 988,055 she

issued 613,090 and 641,423 shares; outstal

490,554 and 518,887 sha 3,06t 3,201
Class A Stock; $1 par value; authori:

60,000,000 shares; issued 25,930,42&

25,826,821 shares; outstanding 20,205

and 20,075,782 shar 25,93( 25,821
Additional paic-in capital 58,74: 58,25:
Retained earning 51,98( 51,22
Accumulated other comprehensive I (17,617 (19,519
Treasury Stock, at co (30,567) (30,697
Total shareholders' equi 92,09( 88,86¢
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY $ 206,84t $ 210,90«

The accompanying notes are an integral part of¢insolidated financial statements.
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AMPAL -AMERICAN ISRAEL CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

SIX MONTHS ENDED JUNE 30, 2006 2005
(U.S. Dollars in thousands) (Unaudited) (Unaudited)
Cash flows from operating activitie
Net income $ 80 $ 4,217
Adjustments to reconcile net income to
cash provided by operating activiti
Equity in earnings of affiliate (1,489 (6,179
Realized and unrealized gains on investmeet: (5,069 (5,082)
Depreciation expen: 1,01t 98¢
Amortization income from tenants deposits, (83¢) (94¢)
Impairment of investmen - 60C
Compensation expenses recognized u
SFAS 123F 432 -
Translation (gain) los (269) 1,58t
Minority interests (20 677
Increase in other assi (3,069 (4,319
Increase in accounts payable, acci
expenses and oth 2,42¢ 5,80z
Investments made in trading securi (49,999 (12,86¢)
Proceeds from sale of trading securi 71,80¢ 25,08:
Dividends received from affiliate 127 2,39¢
Net cash provided by operating activit 15,89¢ 11,94¢
Cash flows from investing activitie
Deposits, notes and loans receivable colle - 2,06¢
Deposits, notes and loans receivable grz - (452)
Investments made in affiliates and ott (1,239 (463
Proceeds from sale of investme 23,00¢ 1,06¢
Capital improvement (424 (8,67¢)
Net cash provided by (used in) invest
activities 21,34¢ (6,467)

The accompanying notes are an integral part of¢insolidated financial statements.
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AMPAL -AMERICAN ISRAEL CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

SIX MONTHS ENDED JUNE 30

2006

2005

(U.S. Dollars in thousands)

Cash flows from financing activitie
Notes and loans payable recei\
Notes and loans payable rep
Debentures repai

Contribution to partnership by minori
Proceeds from exercise of stock opti

Net cash (used in) provided by financ
activities

Effect of exchange rate changes on cash
Cash equivalent

Net increase in cash and ci
equivalents

Cash and cash equivalents at beginnin
Period

Cash and cash equivalents at end of pe

Supplemental Disclosure of Cash Fl
Information

Cash paid during the peric

Interest

Income taxes pai

Supplemental Disclosure of N-cash
Investing Activities;

Consideration for sale of an investment of
against other asse

Capital improvement offset against account pay

Marketable securities received as considere
sale of an investme

Supplemental Disclosure of N-Cash
Operating Activities
Dividend in kind from an affiliats

Dividend from an equity investme
offset against payable accou

(Unaudited)

69C
(5,780

82

(Unaudited)

$ 5,70¢
(1,856)
(2,029)
1,831

(5,008)

3,65¢

594

60

32,82¢

24,31«

9,20¢

17,61¢

57,14:

$ 26,82+

1,64z

$ 1,26¢

42

45C

(565)

(369)

3,31¢

7,08¢

5,06(

The accompanying notes are an integral part ofdinsolidated financial stateme






AMPAL-AMERICAN ISRAEL CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY

BALANCE AT JANUARY 1, 2006
CHANGES DURING 2006:
Net gain
Other comprehensive income (los
Foreign currency translation adjustments
Unrealized gain on marketable securities

Total comprehensive ga

Conversion of 3,721 4% preferred stock and
28,333 6.5% preferred stock into Class A stock

Compensation expense recognized under SFAS

Reissuance of 26,250 treasury stock for exercise

of stock options

BALANCE AT JUNE 30, 200¢

(U.S. Dollars in thousands)

4 % preferred 6.5 % preferred

Class A stock stock stock Accumulated
other Total
Number Number Number Additional comprehensive shareholders
of of of paid in  Treasury Retained
shares Amount shares Amount shares Amount capital stock  income (loss) earnings equity
25,827  25,82: 114 571 641 3,207 58,25: (30,699 (19,519 51,22: 88,86¢
80€ 80€
1,82¢ 1,82¢
7 77
2,707
102 10¢ 4) (19 (28) (142) 58
432 432
131 (49) 82
25,93(  25,93( 11C 552 612 3,06¢ 58,74: (30,567) (17,61) 51,98( 92,09(

The accompanying notes are an integral part of¢insolidated financial statement.
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AMPAL-AMERICAN ISRAEL CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY

(U.S. Dollars in thousands)

4 % preferred 6.5 % preferred

Class A stock stock stock Accumulated
other Total
Number Number Number Additional comprehensive shareholders
of of of paid in  Treasury Retained
shares Amount shares Amount shares Amount capital stock  income (loss) earnings  equity
BALANCE AT JANUARY 1, 2005 25,71 25,71¢ 124 62C 662 3,311 58,21: (31,096 (14,277) 57,52¢ 100,01:
CHANGES DURING 2005:
Net loss (5,95¢ (5,95¢)
Other comprehensive income (los
Foreign currency translation adjustments 34¢ 34¢
Unrealized loss on marketable securities (1,472) (1,472)
Sale of available for sale securit (4,129) (4,127
Total comprehensive loss (11,209
Conversion of 9,826 4% preferred stock and
20,796 6.5% preferred stock into Class A st 112 112 (20) (49 (21) (104 41
Reissuance of 80,625 treasury stock for exercise
of stock options 403 (152) 251
Dividends :
4% preferred stock, $0.2 per share (22) (22)
6.5% preferred stock, $0.325 per share (169) (269)
BALANCE AT DECEMBER 31, 2005 25,827  25,82: 114 571 641 3,207 58,25 (30,697 (19,519 51,22: 88,86¢
I I I I I I I I I LI |

The accompanying notes are an integral part of¢insolidated financial statement.
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AMPAL-AMERICAN ISRAEL CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY

(U.S. Dollars in thousands)

4 % preferred 6.5 % preferred

Class A stock stock stock Accumulated
other Total
Number Number Number Additional comprehensive shareholders
of of of paid in  Treasury Retained
shares Amount shares Amount shares Amount capital stock  income (loss) earnings equity
BALANCE AT JANUARY 1, 2005 25,71 25,71¢ 124 62C 662 3,311 58,211 (31,096 (14,277 57,52¢ 100,01:
CHANGES DURING 2005:
Net income 4,217 4,217
Other comprehensive los
Foreign currency translation adjustments (1,389) (1,387)
Unrealized loss on marketable securities (824 (824)
Sale of available for sale securit (4,129 (4,129)
Total comprehensive loss (2,11))
Conversion of 2,912 4% preferred stock and
19,294 6.5% preferred stock into Class A si 73 73 (©)] (24) 29 (96) 37
BALANCE AT JUNE 30, 2005 25,78¢  25,78¢ 121 60€ 642 3,21¢ 58,24¢ (31,09¢) (20,600 61,741 97,90:
I LI | I I I I I I I I

The accompanying notes are an integral part ofdimsolidated financial statement.
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AMPAL -AMERICAN ISRAEL CORPORATION AND SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

As used in these financial statements, the thkemiCompany” refers to Ampal-American Israel Cagdmn (“Ampal”) and its
consolidated subsidiarie

The accompanying unaudited condensed consdlidiatencial statements of the Company have beeguapee in accordance with
generally accepted accounting principles (“GAARri)the United States of America, for interim finaldnformation and with the
instructions to Form 10-Q and Article 10 of RegigatS-X. Accordingly, they do not include all ofetinformation and notes required
by GAAP for complete financial statements. In tipinon of management, all adjustments (consistiingoomal recurring accruals)
considered necessary for a fair presentation haea imcluded. Operating results for the interinigebare not necessarily indicative
the results that may be expected for the full ygau should read these interim condensed conselidfiancial statements in
conjunction with the audited consolidated finansiatements in the Annual Report on Form 10-K lierytear ended December 31,
2005, filed with the Securities and Exchange Corsiois

Reference should be made to the Company’s consatidmancial statements for the year ended DeceBihe2005 for a description
of the accounting policies, which have been comtthwithout change. Also, reference should be madest notes to the Company’s
December 31, 2005 consolidated financial statenfentsdditional details of the Compaytonsolidated financial condition, result:
operations and cash flows. The details in thoseslbave not changed except as a result of noraveddctions in the interir

Recently Issued Accounting Pronouncem

FAS 123 (Revised 2004) Share-based Payment

Effective January 1, 2006, the Company adoptec®tant of Financial Accounting Standards (“SFAS”) NIB3R, “Shared-Based
Payment” (“SFAS No. 123R") using the Modified Prestive Approach. There is no cumulative effectadting SFAS 123R, based
on the awards outstanding as of January 1, 20@Ns& 4 for further details regarding the adoptibthis standarc

FAS 154 — Accounting Changes and Error Corrections a replacement of APB Opinion No. 20and FASB Stateent No. 3

In June 2005, the Financial Accounting Standardsr@@ssued FAS No. 154,“Accounting Changes andrE2morections — a
replacement of APB Opinion No. 20 and FASB Statem&n3” (FAS 154). This Statement generally requires retrope applicatio
to prior periods’ financial statements of changeadcounting principle. Previously, Opinion No.r2Quired that most voluntary
changes in accounting principle were recognizethbluding the cumulative effect of changing to tiew accounting principle in net
income of the period of the change. FAS 154 apptiesd| voluntary changes in accounting princigtalso applies to changes requi
by an accounting pronouncement in the unusualniosttéhat the pronouncement does not include spedfisition provisions. Wher
pronouncement includes specific transition provisigdhose provisions should be followed. This $tateat shall be effective for
accounting changes and corrections of errors nmafisdal years beginning after December 15, 200&céfF Year 2006 for the
Company). The adoption of this statement did neelamaterial effect on the results of operatianfinancial position
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Employee Stock Based Compensat

Effective January 1, 2006 the Company adopted SNASL23R, using the Modified Prospective Approg®hAS No. 123R revises
SFAS No. 123, “Accounting for Stock-Based Compensat(“SFAS No. 123") and supersedes AccountingBiples Board (“APB")
Opinion No. 25, “Accounting for Stock Issued to Hoyees” (“APB No. 25”"). SFAS No. 123R requires ttwst of all share-based
payments to employees, including grants of empl@yeek options, to be recognized in the finandialesnents based on their fair
values at grant date, or the date of later modifioaover the requisite service period. In additiSFAS No. 123R requires
unrecognized cost (based on the amounts previdistjosed in the pro forma footnote disclosuredtesd to options vesting after the
date of initial adoption to be recognized in theaficial statements over the remaining requisiteceperiod.

Under the Modified Prospective Approach, the amafmompensation cost recognized includes: (i) cemsation cost for all share-
based payments granted prior to, but not yet vesteaf January 1, 2006, based on the grant datediaie estimated in accordance
with the provisions of SFAS No. 123 and (ii) comgation cost for all share-based payments thatbsijranted subsequent to
January 1, 2006, based on the grant date fair wdtimated in accordance with the provisions of S/p. 123R (there were no such
grants in the six months ended June 30, 2006). @poption, the Company recognizes the stock basmgensation of previously
granted share-based options and new share basedsophder the straight-line method over the ratgugervice period. Total stock-
based compensation expense recognized under SFARRR, was approximately $432 and $216 thousanthésix month and the
three month periods ended June 30, 2006, resplctive share based compensation was capitalizélieiconsolidated financial
statements

Prior to January 1, 2006, the Company accounteth#ostock-based compensation plans in accordaiticeéhe provisions of APB
No. 25, as permitted by SFAS No. 123, and accoldidigl not recognize compensation expense for stptions since the exerci
price was equal to the market price of the undeg\gtock at the date of grant. If compensation fayghe options under the plans in
effect been determined in accordance with SFAS128, the Company’s net income (loss) and EPS wioale been reduced as
follows:
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Six Months ended  Three Months ended

June 30, 2005 June 30, 2005
(In thousands, (In thousands,
except per share except per share
data) data)

Net income (loss), as reporte $ 4217 $ (2,51))
Less- stock based compensation expense determined uaid
value methoc (43¢ (219
Pro forma, net income (los 3,77¢ (2,730
Basic EPS:
As reported?) $ 02C $ (0.19
Pro forma® $ 0.1f $ (0.14)
Diluted EPS:
As reportec $ 0.1¢ $ DA (0.19
Pro forma $ 017 $ WA(0.19

(@ After deduction of accrued Preferred Stock Dividefi@100 housands and $50 thousands for the sixhm@nd the three months,
respectively

@ The effect of the conversion of the 4% and 6.5%femed Stock was excluded from the basis and ellluPS calculation due to its
antidilutive effect.

Stock Options

In March 1998, the Board approved a Long-Term ItigerPlan (“1998 Plan”) permitting the grantingaytions to all employees,
officers, directors and consultants of the Compamy its subsidiaries to purchase up to an aggreda@0,000 shares of Class A
Stock. The 1998 plan was approved by the majofith@® Company’s shareholders at the June 19, 1#888)al meeting of
shareholders. The plan remains in effect for aogeoi ten years. As of June 30, 2006, 30,000 optafrihe 1998 Plan are fully vested
and outstanding

On February 15, 2000, the Stock Option Committgg@med a new Incentive Plan (“2000 Plan”), undeiclvihe Company has
reserved 4 million shares of Class A Stock, pemgjtthe granting of options to all employees, @fi&and directors. The 2000 Plan
was approved by the Board of Directors of Ampaé (tBoard”) at the meeting held on March 27, 2000 and was apgrby a majorit'
of the Companys shareholders at the June 29, 2000 annual mestsitareholders. The plan remains in effect foeidga of ten year:
As of June 30, 2006, 1,964,500 options under ti® Han are outstandin

The option term is for a period of five years frgnant date for the options granted under the 1988 and ten years from grant date
for the options granted under the 2000 plan. Ifdpons are not exercised and the shares notfpaiy such date, all interests and
rights of any grantee shall expire. These optioasvgranted for no consideratic

The options granted under the 1998 Plan and th@ P@ih (collectively, the “Plans”) may be eithecéntive stock options, at an
exercise price to be determined by the Stock Opfiompensation Committee (the “Committee”) but esslthan 100% of the fair
market value of the underlying options on the dditgrant, or non-incentive stock options, at anreise price to be determined by the
Committee. The Committee may also grant, at itsrdigon, “restricted stock”, “dividend equivalenvards”,which entitle the recipie
to receive dividends in the form of Class A Stazksh or a combination of both and “stock apprematights,”which permit the
recipient to receive an amount in the form of ClasStock, cash or a combination of both, equahtoriumber of shares of Class A
Stock with respect to which the rights are exectisriltiplied by the excess of the fair market vatfighe Class A Stock on the
exercise date over the exercise price. The optjoasted under the plans were granted either atehagtue or above
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Under each of the Plans, all granted but unvegiidres become immediately exercisable upon theroenoe of a change in control
the Company

As of June 30, 2006, 2,405,500 options under bthsPare available for future grant.

The fair value of each stock option is estimatedhendate of grant using the Black-Scholes optiaciqy model that uses the
assumptions noted in the following table. Expeateldtility is based on the historical volatility tfe Class A common stock. The risk
free rate is based on the U.S. Treasury yield cime&ffect at the date of grai

Under SFAS No. 123, the fair value of each optmastimated on the date of grant using the Blatiolés option-pricing model with

the following weighted average assumptions forahstanding option for June 30, 2006: (1) expetifedf options of 5 years; (2)
dividend yield of 0%; (3) volatility ranging from646 to 60%; and (4) ri-free interest rate ranging from 3.3% to 4.0¢

The following table summarizes the activity of b&tlans for the six months ended June 30, 2006:

Weighted-
Weighted- Average Aggregate
Average Remaining Intrinsic
Options Exercise Contractual Value (U.S.
(in Price Term Dollars in
thousands) (U.S. Dollars) (in years) thousands)
Outstanding at January 1, 20 2,02« $ 3.37
Grantec $
Exercisec (26) $ 3.1z
Forfeited 4 $ 3.1z
Expired - $ -
Outstanding at June 30, 20 1992 $ 3.3¢ 7.24 3,23¢
Exercisable at June 30, 20 1,268 $ 3.31 6.65 2,144

The total intrinsic value (market value on datexércise less exercise price) of options exeraisigd the six months ended June 30, 2006
was $33 thousands.

Cash received from option exercises for the sixtmended June 30, 2006 was $82 thousand.

At June 30, 2006, there was $1,220 thousands a@lfdatecognized, pre-tax compensation cost rela@dnvested stock options. This cos
expected to be recognized over a weighted-averagedoof approximately three years and three months
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Segment information presented below, results pilyntom operations in Israe

SIX MONTHS ENDED JUNE 30, 2006 2005
(Dollars in thousands)
Revenues
Finance 6,91t $ 9,601
Real Estati 4,704 4,64¢
Leisure-time 99¢ 1,06¢
Intercompany adjustmen (33 (32
12,58¢ 15,28:
Equity 1,48: 6,17¢
Total 14,067 $ 21,46
Pretax Operating Gail
Finance 159 $ 63E
Real Estat: (6393) 49¢
Leisure-time 18 99
977 1,232
Equity 1,48: 6,17¢
Total 246C $ 7,411
Total Assets
Finance 130,447 $ 223,46
Real Estat: 75,85:¢ 72,88:
Leisure-Time 3,34¢ 17,46:
Intercompany adjustmen (2,799 (4,972
Total 206,84¢ $ 308,83

Corporate office expense is principally applicaiol¢he financing operations and has been chargtdthtsegment above. Revenues

and pretax operating gain above exclude equitainiags of affiliates

The real estate rental segment consists of reraplpty owned in Israel and the United States aaddd to unrelated parties, and
operations of Ar-Hal Ltd., a wholh-owned subsidiary which owns and operates a chasemibr citizen facilities located in Isra

The leisure-time segment consists of Coral Wortdrimational Limited (marine parks located arouraorld) and Country Club Hod
Hasharon Sport Center and Kfar Saba, the Comp&idysowned subsidiary located in Israel. During June&2® Company sold ¢

of it's interest in Coral World International Limited egSltem z—Investment

The following table summarizes securities thatewnot included in the calculations of dilutednéags per Class A share for the six-

month periods ended June 30, 2006 and 2005 besaokeshares are e-dilutive.

(Shares in thousands)

Options and Right

6-1/2% Preferred Stoc

4% Preferred Stoc

JUNE 30,

2006

2005

70




LEGAL PROCEEDINGS

None

SUBSEQUENT EVENT?

On July 31, 2006, all outstanding 4% Cumulative w&wtible Preferred Stock and 6-1/2% Cumulative Guotible Preferred Stock
were converted as follow

Each share of Ampal's 4% Cumulative Convertibleféred Stock was redeemed for five shares of Anspgalass A Stock plus an
additional $2.58 per share paid in cash and eaafe sif Ampal’s 6-1/2% Cumulative Convertible Preder Stock was redeemed for
three shares of Amf’'s Class A Stock plus an additional $4.09 per shai@ in cash

Holders of Ampal’s 4% Cumulative Convertible Pre¢er Stock and 6-1/2% Cumulative Convertible Pref@i$tock who voted in
favor of the amendments to Ampal’s Restated Ceatiéi of Incorporation as described in Part Il I#eivelow also received $0.15 per
share voted in favor of the amendme

From July 31, 2006, the only class of shares Amglhhave outstanding will be its Class A Stock.
Acquisition of Interest in East Mediterranean Gas §.A.E.

On August 1, 2006, the Company, through Merhav Arfgoergy, Ltd., a wholly-owned subsidiary of therQuany, entered into an
agreement (the “Agreement”) with Merhav M.N.F. L¢tMerhav”) for the purchase from Merhav of a portiof its interest in East
Mediterranean Gas Co. S.A.E., an Egyptian jointlstmmpany“EMG").

Under the terms of the transaction, the Companyiead) the beneficial ownership of 4.6% of the cansling shares of EMG's capital
stock. The purchase price for the shares was $20@00, of which, $50,000,000 was paid in cashthadalance is to be paid in
10,248,001 shares of the Company’s Class A Stdak.iJsuance of the shares of Class A Stock is sttgjehe approval of the
shareholders of the Company as required by theeti@dce rules of the NASDAQ Stock Market. As a lestithis transaction, the
Company beneficially owns 6.6% of the total outdiag shares of EMG. The purchase price may be tatjudownward should
Merhav sell any of its remaining shares of EMG thied-party purchaser at a purchase price peresloarer than the purchase price
per share paid by the Company pursuant to the Aggae Additionally, pursuant to the Agreement, @@mpany was granted the ri
to acquire up to an additional 5.9% of the totabtanding shares of EMG stoc

15




Item 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIANCIAL CONDITION AND RESULTS OF OPERATIONS

AMPAL -AMERICAN ISRAEL CORPORATION AND SUBSIDIARIES

CRITICAL ACCOUNTING POLICIES

The preparation of Ampal’s consolidated financtatements is in conformity with accounting prineiplgenerally accepted in the United
States which requires management to make estimateassumptions in certain circumstances thattafaounts reported in the
accompanying consolidated financial statementsealated footnotes. Actual results may differ frdmege estimates. To facilitate the
understanding of Ampal’s business activities, descr below are certain Ampal accounting policiest #ire relatively more important to the
portrayal of its financial condition and resultsogferations and that require managengesitbjective judgments. Ampal bases its judgmen
its experience and various other assumptions talieves to be reasonable under the circumstaRéesse refer to Note 1 to Ampal’s
consolidated financial statements included in tn@ual Report for the year ended December 31, 2608 summary of all of Ampal’'s
significant accounting policies.

Portfolio Investments

The Company accounts for a number of its investmeantluding its main investment in the energy stdy; on the basis of the cost method.
Application of this method requires the Companydoiodically review these investments in order étedmine whether to maintain the
current carrying value or to write off some ord@flithe investment. While the Company uses somectis@emeasurements in its review, such
as the portfolio company'’s liquidity, burn ratesnénation of a substantial number of employeesieagment of milestones set forth in its
business plan or projections and seeks to obt&maet information from the company under revidwe teview process involves a number of
judgments on the part of the Comp’s management. These judgments include assessofahtslikelihood of the company under review to
obtain additional financing, to achieve future reitines, make sales and to compete effectivelg imérkets. In making these judgments the
Company must also attempt to anticipate trendkérptrticular company’s industry as well as indgeaeral economy. There can be no
guarantee that the Company will be accurate iasgessments afjudgments. To the extent that the Company is noecbin its conclusion
may decide to write down all or part of the paégeunvestment.

Marketable Securities

We determine the appropriate classification of ratakle securities at the time of purchase. We tnaltketable securities classified as trac
securities that are carried at fair value, and mtatide securities classified as available-for-Haht are carried at fair value with unrealized
gains and losses included in the component of agtaied other comprehensive loss in stockholdersitggwWe classify investment in
marketable securities as investment in trading ritges) if those securities are bought and heldgpally for the purpose of selling them in
the near term (held for only a short period of fin#dl the other securities are classified as aldé for sale securities.

SFAS 115, “Accounting for Certain Investments irbDand Equity Securities”, and Securities and ErgleaCommission (SEC) Staff
Accounting Bulletin (SAB) 59, “Accounting for Nonoent Marketable Equity Securities”, provides guida on determining when an
investment is other-than-temporarily impaired. lstmeents are reviewed quarterly for indicators dfotthan-temporary impairment. This
determination requires significant judgment. In mgkthis judgment, we evaluate, among other facthiesduration and extent to which the
fair value of an investment is less than its cths;financial health of the investee; and our interd ability to hold the investment.
Investments with an indicator are further evaluatedetermine the likelihood of a significant acdseseffect on the fair value and amount of
the impairment as necessary. If market, industd/@mnvestee conditions deteriorate, we may irfiature impairments.
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Long-Lived Assets

On January 1, 2002, Ampal adopted FAS 144, “Acdogrfor the Impairment or Disposal of Long — LivAdsets.” FAS 144 requires that
long- lived assets, to be held and used by anyebtt reviewed for impairment and, if necessaryttam down to the respective estimated fair
values, whenever events or changes in circumstandiesite that the carrying amount of the assetg mo& be recoverable through
undiscounted future cash flows.

Accounting for Income Taxes

As part of the process of preparing our consolidl&iteancial statements, we are required to estimaténcome taxes in each of the
jurisdictions in which we operate. This procesimes estimating our current tax exposure together assessing temporary different
resulting from differing treatment of items for tard accounting purposes. These differences riestéiferred tax assets and liabilities, which
are included in our consolidated balance sheetmi¥gt then assess the likelihood that our defeae@ssets will be recovered from future
taxable income, and, to the extent we believerdaivery is not likely, we must establish a valmatallowance. To the extent we establish a
valuation allowance or increase this allowance jieaod, we must include an expense within theptaxision in the statement of operations.
A valuation allowance is currently set againstaertax assets because management believes itréslikely than not that these deferred tax
assets will not be realized through the generaifdnture taxable income. We also do not providetéxes on undistributed earnings of our
foreign subsidiaries, as it is our intention tawebst undistributed earnings indefinitely outside United States.

Significant management judgment is required in mheiténg our provision for income taxes, our defdrtax assets and liabilities and our
future taxable income for purposes of assessingbility to realize any future benefit from our dekd tax assets. In the event that actual
results differ from these estimates or we adjuss¢hestimates in future periods, our operatindteeand financial position could be materie
affected.

Recently Issued Accounting Pronouncements
FAS 123 (Revised 2004) Share-based Payment

Effective January 1, 2006, the Company &etbStatement of Financial Accounting Standard&4£S") No. 123R, “Shared-Based
Payment” (“SFAS No. 123R") using the Modified Presfive Approach. There is no cumulative effectddgting SFAS 123R, based on the
awards outstanding as of January 1, 2006. See/MNfotefurther details regarding the adoption oftsiandard.

FAS 154 — Accounting Changes and Error €xions — a replacement of APB Opinion No. 20 aA8B Statement No. 3

In June 2005, the Financial Accounting Standardsr@dssued FAS No. 154,“Accounting Changes andrEZmrections — a replacement of
APB Opinion No. 20 and FASB Statement No.3” (FA)1T his Statement generally requires retrospeeapaication to prior periods’
financial statements of changes in accounting fpiecPreviously, Opinion No. 20 required that mesiuntary changes in accounting
principle were recognized by including the cumudatéffect of changing to the new accounting pritecip net income of the period of the
change. FAS 154 applies to all voluntary changesgounting principle. It also applies to changspiired by an accounting pronouncement
in the unusual instance that the pronouncement gloeisclude specific transition provisions. Whepranouncement includes specific
transition provisions, those provisions shoulddiefved. This Statement shall be effective for actong changes and corrections of errors
made in fiscal years beginning after December 0854 Fiscal Year 2006 for the Company). The adopdibthis statement did not have a
material effect on the results of operations oaflicial position.

17




Results of Operations

Six months ended June 30, 2006 compared to Sixhma@nded June 30, 2005

Ampal-American Israel Corporation (“Ampal”) and gabsidiaries (the “Company”) recorded a consadidatet gain of $0.8 million for the
six months ended June 30, 2006 as compared togamedf $4.2 million for the same period in 2005e decrease in earnings is primarily
attributable to the decrease in earning of afikathe decrease of realized and unrealized gamaoketable securities, and the decrease of
other income in the six months ended June 30, 28G®mpared to the same period in 2005. This deeliesearnings was partially offset by
an increase in net realized gains on investmentsa@ease in translation gain and a decreaseeéneist expense for the six months ended
30, 2006 as compared to the same period in 2005.

Equity in earnings of affiliates decreased to agzéh of $1.5 million for the six months ended J80e 2006, as compared to a gain of $6.2
million for the same period in 2005. The decreasgrimarily attributable to a decrease in the eamiof Ophir Holdings Ltd. which did not
record any earnings in the six months ended Jun2@B, as compared to a gain of $6.3 million rdedrby Ophir Holdings, Ltd. in the same
period in 2005.

The Company recorded realized and unrealized gens marketable securities in the amount of $0.fioni in the six month period ended
June 30, 2006 as compared to $1.6 million in 2005.

In the six month period ended June 30, 2006, theg2my recorded $1.3 million in other income, as parad to $4.9 million for the same
period in 2005. The decrease in other income mmamily related to the committed dividend for 200Bieh had been fully paid on October 3,
2005 by Motorola Israel Ltd. as part of the sal¢hef MIRS investment last year.

In the six month period ended June 30, 2006, Amgiadrded $4.4 million of net realized gain on irtweants, as compared to $3.5 million of
realized gains in the same period in 2005. The gaiarded in 2006 was primarily attributable to siade of Coral World International
(“CWI™)($4.2 million gain), additional proceeds frothe sale of Modem Art Ltd. ($0.6 million gainhetsale of certain assets by PSINet
Europe, one of the holdings of Ampal’s investee pany, Telecom Partners (“TP")($0.4 million gain)ahd sale of certain assets by FIMI
opportunity Fund L.P ($0.2 million gain). Thesergawere offset partially by a loss from the sal©phir Holding Ltd. ($1.0 million loss).

In the six month period ended June 30, 2006, thagamy recorded a $0.3 million translation gainc@®pared to $1.6 million translation
loss for the same period in 2005. The increaseaimstation gain is related to revaluation of thevNsraeli Shekel compared to the American
Dollar in the six month period ended June 30, 2806ompared to same period in 2005.

In the six month period ended June 30, 2006, thegamy recorded $1.7 million interest expense, aspeved to $3.2 million for the same
period in 2005. The decrease in interest expengenmrily attributable to a decrease in notes péyeelating to the Mirs investment, which
were fully paid in October 2005.

Three months ended June 30, 2006 compared toniwaths ended June 30, 2005

The Company recorded a consolidated net gain df §lllion for the three months ended June 30, 286ompared to a net loss of $2.5
million for the same period in 2005. The increasearnings is primarily attributable to an incremseet realized gain on investments, an
increase in translation gain and a decrease ireisttexpense for the three months ended June 86,&0compared to the same period in
2005. This increase in earnings was partially offsea decrease in realized and unrealized gainearketable securities, and a decrease in
other income for the three months ended June 31 @8 compared to the same period in 2005.
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In the three month period ended June 30, 2006, Ameparded $3.4 million of realized gain on investits, as compared to $0.2 million of
realized gains in the same period in 2005. The gaiarded in 2006 was primarily attributable to siade of Coral World International
(“CWI")($4.2 million gain) and the sale of certaussets by FIMI opportunity Fund L.P ($0.2 millioaimm). These gains were partially offset
by a loss from the sale of Ophir Holding Ltd. ($indlion loss).

In the three month period ended June 30, 2006Cdmpany recorded a $0.6 million translation gainc@mpared to a $1.0 million translat
loss for the same period in 2005. The increaseaimstation gain is related to revaluation of thevNsraeli Shekel as compared to the
American Dollar in the three month period endedeJ8®, 2006 as compared to same period in 2005.

In the three month period ended June 30, 2006Cdmpany recorded a $0.7 million interest expensepanpared to a $2.0 million interest
expense for the same period in 2005. The decredaterest expense is primarily attributable teeardase in notes payable relating to the
Mirs investment, which were fully paid in Octobe)05.

The Company recorded realized and unrealized dgansmarketable securities in the amount of $0.Bioni in the three month period ended
June 30, 2006 as compared to $0.9 million in 2005.

In the three month period ended June 30, 2006Ctdmpany recorded $0.7 million in other income, @mpared to $2.3 million for the same
period in 2005. The decrease in other income mmanily related to the committed dividend for 200Bieh had been fully paid on October 3,
2005 by Motorola Israel Ltd. as part of the sal¢hef MIRS investment last year.

Liquidity and Capital Resources

Cash Flows

The Company'’s sources of cash include cash andezpsialents and marketable securities, which armtmu$75.3 million as of June 30,

2006 as compared to $62.9 million in December 8052 The Company also has sources of cash fronatipes and cash from investing
activities. The Company believes that these sowmesufficient to fund the current requirementspérations, capital expenditures, inves
activities and other financial commitments of thengpany for the next 12 months. However, to therixteat contingencies and payment
obligations described below and in other parthisf Report require the Company to make unanticipptgyments, the Company would need
to further utilize these sources of cash. In thenéwf a decline in the market price of its markktaecurities, the Company may need to draw
upon its other sources of cash, which may includtétimnal borrowing, refinancing of its existingdabtedness or liquidating other assets, the
value of which may also decline.

In addition, government debenture notes equal tmfibn have already been pledged as securityéoious loans provided to the Company
and would therefore be unavailable if the Compaished to pledge them in order to provide an additicource of cash.

Cash flows from operating activities

Net cash provided by operating activities totalpgraximately $15.9 million for the six months endrthe 30, 2006, as comparec
approximately $11.9 million at the same period®2 The increase is primarily attributable to $24..8 million net proceeds in trading
securities ($71.8 million proceeds offset by $5@i0ion invested) as compared to $12.2 million peiceeds in 2005, offset by a decrease in
accounts payable and by a $0.1 million divideneezd from affiliates as compared to $2.4 millior20005.
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Cash flows from investing activities

Net cash provided by investing activities totalpgraximately $21.3 million for the six months endrohe 30, 2006, as comparec
approximately $6.5 million used in investing adi®s$ for the same period in 2005. The cash provigleshvesting activities during 2006 is
primarily attributable to the proceeds at the anmi@fi$23.0 million from the sale of our interestQoral World International, Ophir, Modem
Art and certain assets of TP and Fimi.

Cash flows from financing activities

Net cash used in financing activities was approxatye$5.0 million for the six months ended June BI06, as compared to approximat
$3.7 million of net cash provided by financing &ities for the six months period ended June 305200

In the six months ended June 30, 2006, the Compaiaydown its existing notes payable in the amafi$5.8 million while using its own
cash and borrowing an additional $0.7 million.He six months ended June 30, 2005, Am-Hal Ltd.inahinority partner borrowed $5.7
million and $1.8 million, respectively to financenaw project and Ampal used its own cash to payrdissvexisting notes payable and
debentures in the amount of $3.9 million.

Investments

On June 30, 2006, the aggregate fair value ofricadnd available-for-sale securities was approx@iya18.1 million, as compared to $38.6
million at December 31, 2005. The decrease in 2006ainly attributable to the sale of various méakée securities.

In the six months ended June 30 2006, the Compateran additional investment of $0.4 million in F@pportunity Fund, L.P. (“Fimi”)
and $0.8 million loan to Bay Heart Ltd.

During the six months ended June 30, 2006, Ampalentiae following dispositions:

— On June 13, 2006, the Company sold its holdingsaral world international for $21.0 million anccoeded a gain of $4.2
million.

— On March, 2006 the Company received an additiorageds from the sale of Modem Art Ltd. In the amtaaf $ 0.6 million.

— On April, 2006 the Company received an additigprateeds In the amount of $ 0.4 million from thke sd certain assets by
PSINet Europe, one of the holdings of An’s investee company, Telecom Part

— On May 8, 2006, the Company sold its holdings ifmiDplolding Ltd. For $1.1 million and recorded a&$oof $1.0 million

Debt

Notes and loans payable consist primarily of baokdwings either in U.S. dollars, linked to the Gamer Price Index in Israel or in unlink
Israel Shekels, with interest rates varying depsgdipon their linkage provision and mature betw2@®6-2010.

The Company financed a portion of the developméatna-Hal, a wholly-owned subsidiary of the Compamhich develops and operates
luxury retirement centers for senior citizens, tigb a revolving credit facility from Bank Hapoalitd, Phoenix Insurance Company and
others. On December 1, 2005, a loan agreemenirmdht facility was signed between Am-Hal, Phodnsurance Company and others.
Pursuant to the loan agreement, the lenders grémeedompany a revolving credit facility in IsraBlhekels equal to $12.5 million. The
annual interest rate on the loan, which maturd®igears, is 7.5%. The interest rate and the grataf the loan will be adjusted based on the
changes in the Israeli Consumer Price Index. Aluak 30, 2006 the Company had drawn $2.5 milliomfthe facility. As of June 30, 2006
and December 31, 2005 the amounts outstanding tineévans from Bank Hapoalim Ltd., Phoenix Insgeoompany and others, were
$14.2 million and $13.5 million, respectively. Tloans, excluding the Phoenix loan, mature in uprte year and have interest rates range
between 6.5% and 7.9%. The Company generally refpage loans with the proceeds received from depasd other payments from the
apartments in Am-Hal facilities. The loans are sedby a lien on Am-Has properties. The Company also issued guarantehe mmount c
$3.1 million in favor of tenants of Am-Hal in ord&r secure their deposits.
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The Company finances its general operations argt éithancial commitments through bank loans frormiBElapoalim. These loans in the
amount of $26.3 million mature through 2006-2014% ¢f December 31, 2005 the amount was $31.3 mjllio

Other long term borrowings in the amount of $1.49iam are linked to the Israeli C.P.I and maturéasen 2006 and 2010, of which an
amount of $1.5 million bears no interest. The rermg $0.4 million bears an annual interest of 5.7%.

The weighted average interest rates and the baafidhese short-term borrowings at June 30, 20@6Cecember 31, 2005 were 6.5% on
$20.7 million and 6.0% on $15.0 million, respectyve

As of June 30, 2006, the Company had issued gusasuain certain outstanding loans to its investedsabsidiaries in the aggregate
principal amount of $9.9 million. This includes:

1. $5.9 million guarantee on indebtedness inculbyeBay Heart ($3.1 million of which is recordeslaliability in the
Company’s financial statements as of June 30, 2B06)nnection with the development of the propeBgy Heart
recorded losses in 2006, in management’s belighapily as a result of decreased rental revenulesrédcan be no
guarantee that Bay Heart will become profitabléhat it will generate sufficient cash to repayadtgstanding
indebtedness without relying on the Com[’s guarantee

2. $3.1 million guarantee to A-Hal tenants as described aba

3. $0.9 million guarantee to Galha 1960 L

FOREIGN CURRENCY CONTRACTS

The Companys derivative financial instruments consist of fgrecurrency forward exchange contracts. The Compailizes these contrac
from time to time, to manage risk exposure to mosets in foreign exchange rates. None of these actsthave been designated as hedging
instruments. These contracts are recognized atsasd@bilities on the balance sheet at their ¥aiue, which is the estimated amount at
which they could be settled based on market poceealer quotes, where available, or based ompgrimodels. Changes in fair value are
recognized currently in earnings. As of June 3062@0e Company did not have any open foreign cegréorward exchange contract to
purchase or to sell U.S. dollars, in payment of Nenaeli Shekel.
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FORWARD LOOKING STATEMENTS

This Quarterly Report (including but not limitedfectors discussed above, in the “Management’su3sion and Analysis of Financial
Condition and Results of Operations,” as well as¢hdiscussed elsewhere in this Quarterly Repofoom 10-Q) includes forward-looking
statements (within the meaning of Section 27A ef$recurities Act of 1993 and Section 21E of theuBges Exchange Act of 1934) and
information relating to the Company that are bamethe beliefs of management of the Company asagefissumptions made by and
information currently available to the managemdrnthe Company. When used in this Quarterly Regbe&,words anticipate, believe,
estimate, expect, intend, plan, and similar exjpoess as they relate to the Company or the manageofieche Company, identify forward-
looking statements. Such statements reflect thestiviews of the Company with respect to futurergs or future financial performance of
the Company, the outcome of which is subject ttaderisks and other factors which could causeaatsults to differ materially from those
anticipated by the forward-looking statements,udaig among others, the economic and political @@ in Israel, the Middle East, the
current hostilities between Israel and the Militgrmdup Hezbollah, and the global business and en@nconditions in the different sectors
markets where the Company'’s portfolio companiesaipe

Should any of those risks or uncertainties mategabr should underlying assumptions prove inarr@ctual results or outcome may vary
from those described herein as anticipated, balieestimated, expected, intended or planned. Tiglseand uncertainties may include, but
are not limited to, those described in this reparRart I, Item 1A. Risk Factors and elsewhereunAnnual Report on Form 1for the yea
ended December 31, 2005, and those described fnogrtd time in our future reports filed with thectdties and Exchange Commission.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
MARKET RISKS AND SENSITIVITY ANALYSIS

The Company is exposed to various market riskdidtieg changes in interest rates, foreign curreatgs and equity price changes. The
following analysis presents the hypothetical lasearnings, cash flows and fair values of the fai@rninstruments which were held by the
Company at June 30, 2006, and are sensitive taltbee market risks.

During the six months ended June 30, 2006, there haen no material changes in the market risk ®x@gs facing the Company as comp.
to those the Company faced in the fiscal year efimmbmber 31, 2005.

Interest Rate Risks

At June 30, 2006, the Company had financial asetng $34.7 million and financial liabilitiestaling $46.0 million. For fixed rate
financial instruments, interest rate changes affeeffair market value but do not impact earningsash flows. Conversely, for variable rate
financial instruments, interest rate changes gélgeata not affect the fair market value but do imp&uture earnings and cash flows, assun
other factors are held constant.

At June 30, 2006, the Company had fixed rate firmssets of $0.4 million and had variable rataficial assets of $34.3 million. A ten
percent decrease in interest rates would incrémseartrealized fair value of the fixed rate assgtapproximately $0.1 million.

At June 30, 2006, the Company had fixed rate de$#® million and variable rate debt of $41.1 roifl. A ten percent decrease in interest
rates would increase the unrealized fair valudeffinancial debts in the form of the fixed ratéutley approximately $0.1 million.

The net decrease in earnings for the next yealtirg@rom a ten percent interest rate increaseldvbe approximately $0.1 million, holding
other variables constant.
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Exchange Rate Sensitivity Analysis

The Companys exchange rate exposure on its financial instrasnersults from its investments and ongoing openatin Israel. During 200
the Company didn’t enter into foreign exchange fimdvpurchase contracts to partially hedge this suqmo At June 30, 2006, the Company
didn’t have any open foreign exchange forward pasehcontracts. Holding other variables constatiteife were a ten percent devaluation of
the foreign currency, the Company’s cumulative $hation loss reflected in the Company’s accumulatbeér comprehensive loss would
increase by $1.2 million, and regarding the statemef income (loss) a ten percent devaluatiomefforeign currency would be reflected i
net increase in earnings and would be $0.8 million.

Equity Price Risk

The Company’s investments at June 30, 2006, indimdarketable securities which are recorded atwflire of $18.1 million, including a net
unrealized gain of $0.8 million. Those securitiasdexposure to price risk. The estimated potelatssl in fair value resulting from a
hypothetical ten percent decrease in prices qumestock exchanges is approximately $1.8 million.

ITEM 4. CONTROLS AND PROCEDURES
Disclosure Controls and Procedures

The Company’s management with the participatiothefCompany’s Chief Executive Officer and Chiefdfinial Officer, has evaluated the
effectiveness of the Company’s disclosure contiols procedures (as such term is defined in Rulaslb8) and 15d-15(e) under the
Securities Exchange Act of 1934, as amended (tichdhge Act)) as of the end of the period coverethlsyreport. Based on such evaluation,
the Company’s Chief Executive Officer and Chiefdfinial Officer have concluded that, as of the einglioh period, the Company’s
disclosure controls and procedures are effectiggwithstanding the foregoing, a control systempraiter how well designed and operated,
can provide only reasonable, not absolute, asserdnat it will detect or uncover failures withiretiCompany to disclose material information
otherwise required to be set forth in the Compapg'sodic reports.

Internal Control Over Financial Reporting

There have not been any changes in the Compartgisial control over financial reporting (as suatmtés defined in Rules 13a-15(f) and
15d15(f) under the Exchange Act) during the fiscalrtgrato which this report relates that have maligrietfected, or are reasonably likely
materially affect the Company’s internal controko¥inancial reporting.
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Part Il

Iltem 1.

Iltem 1A.

Iltem 2.

Iltem 3.

Iltem 4.

OTHER INFORMATION
Legal Proceeding:

None

RISK FACTORS

In addition to the other information set forth imstreport, you should carefully consider the feziscussed in Part I, “ltem
1A. Risk Factors” in our Annual Report on Form 1@ef the year ended December 31, 2005, which codterially affect
our business, financial condition or future resulise risks described in our Annual Report on F&O¥K are not the only
risks facing our Company. Additional risks and uteiaties not currently known to us or that we eatly deem to be
immaterial also may materially adversely affect business, financial condition and/or operatingiitas

Unregistered Sales of Equity Securities dad of Proceeds.

None.

Defaults upon Senior Securiti

None.

Submission of Matters to a Vote of Security Hold

At a special meeting of shareholders called andeoaed on June 20, 2006, and adjourned to and ctedpda July 18, 200
the following proposals were approved by the margidicated below

1. Proposal to approve an amendment to the ResCartificate of Incorporation of the Company low for the
redemption of each outstanding share of 4% Cunwal&@ionvertible Preferred Stock in exchange for filiares of
Class A Stock and $2.5

For Against Abstain
Class A Stocl 12,995,38 50,72« 6,007
4% Cumulative Convertible Preferred Stc 55,90¢ 971 3,551
2. Proposal to approve an amendment to the Restartificate of Incorporation of the Company low for the

redemption of each outstanding share of 6 1/2% Catima Convertible Preferred Stock in exchangetifioee shares
of Class A Stock and $4.0

For Against Abstain
Class A Stocl 13,000,48 44 56¢ 7,107
6 1/2% Cumulative Convertible Preferred St 271,29: 14,57: 7,25¢
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Item 5. Other Information.
None.
Item 6. Exhibits.
€) Exhibits:
111 Schedule Setting Forth Computation of Gain (Logs)$hare of Class A Stoc
31.1 Certification of Jack Bigio pursuant to Section 32he Sarban-Oxley Act of 200z
31.2 Certification of Irit Eluz pursuant to Section 362the Sarban«-Oxley Act of 2002

32.1 Certification of Jack Bigio and Irit Eluziguant to 18 U.S.C. Section 1350, as adopted putrsoi&ection 906 of the
Sarbane-Oxley Act of 2002
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AMPAL -AMERICAN ISRAEL CORPORATION AND SUBSIDIARIES

SIGNATURES

Pursuant to the requirements of the Securities &xgé Act of 1934, the registrant has duly causisdréport to be signed on its behalf by the
undersigned thereunto duly authorized.

AMPAL-AMERICAN ISRAEL CORPORATION

By: /s/ Jack Bigio

Jack Bigio
Chief Executive Officer
(Principal Executive Officer

By: /s/ Irit Eluz

Irit Eluz

CFO and Senior Vice President,
Finance and Treasurer
(Principal Financial Officer

By: /s/ Giora Bar-Nir

Giora Bar-Nir
VP Accounting and Controller
(Principal Accounting Officer

Date: August 7, 2006
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AMPAL -AMERICAN ISRAEL CORPORATION AND SUBSIDIARIES

Exhibit Index
Exhibit No. Description
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Exhibit 11.1
AMPAL -AMERICAN ISRAEL CORPORATION AND SUBSIDIARIES
SCHEDULE SETTING FORTH COMPUTATION OF LOSS PER SHARF CLASS A STOCK

SIX MONTHS ENDED JUNE 30, 2006 2005
(Dollars in thousands, except per share amounts) (Unaudited) (Unaudited)
BASIC EPS

Net Gair $ 80€ $ 4,217

Gain per Class A Shdfe $ 0.0z $ 0.2¢

Shares used in calculat 20,70: 19,93;
DILUTED EPS

Net Gair $ 80€ $ 4,217

Gain per Class A She $ 004 $ 0.1¢

Shares used in calculat 22,54¢ 22,34¢

@ After deduction of accrued preferred stock dividenfl$90 thousands and $100 thousands respectively.




Exhibit 31.1
CERTIFICATION
I, Jack Bigio, certify that:
1. | have reviewed this quarterly report on Forn-Q of Ampal- American Israel Corporatiol
2. Based on my knowledge, this report does notatominy untrue statement of a material fact or don#ttate a material fact necessary to

make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the
period covered by this repo

3. Based on my knowledge, the financial statememtd,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this rep

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintaimdisglosure controls and procedures (as
defined in Exchange Act Rules -15(e) and 15-15(e)) for the registrant and ha

a) Designed such disclosure controls and proesdor caused such disclosure controls and proeedoibe designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidh®ubsidiaries, is made known
to us by others within those entities, particulahlying the period in which this report is beingmared

b) Evaluated the effectiveness of the registsagisclosure controls and procedures and preséntbis report our conclusions
about the effectiveness of the disclosure conaintsprocedures, as of the end of the period coumyeldis report based on su
evaluation; ant

C) Disclosed in this report any change in thaéstegnt's internal control over financial reportititgat occurred during the
registrant’s most recent fiscal quarter (the regidts fourth fiscal quarter in the case of an aimeport) that has materially
affected, or is reasonably likely to materiallyeaft, the registra’s internal control over financial reporting; &

5. The registrant’s other certifying officer(s) anldve disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant’s auditors and theitte@mmittee of the registrastboard of directors (or persons performing thewvedent
functions):

a) All significant deficiencies and material weakses in the design or operation of internal obotrer financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information;
and

b) Any fraud, whether or not material, that inxed management or other employees who have ais@mtifole in the registrant’s
internal control over financial reportin

/sl Jack Bigio

Date: August 7, 2006 Jack Bigio
President and Chief Executive Offic




Exhibit 31.2

CERTIFICATION

I, Irit Eluz, certify that:

Date:

| have reviewed this quarterly report on Forn-Q of Ampal- American Israel Corporatiol

Based on my knowledge, this report does notatominy untrue statement of a material fact or don#ttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the
period covered by this repo

Based on my knowledge, the financial statememtd,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this rep

The registrant’s other certifying officer(s) anare responsible for establishing and maintaimdisglosure controls and procedures (as
defined in Exchange Act Rules -15(e) and 15-15(e)) for the registrant and ha

a) Designed such disclosure controls and proesdor caused such disclosure controls and proeedoibe designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidh®ubsidiaries, is made known
to us by others within those entities, particulahlying the period in which this report is beingmared

b) Evaluated the effectiveness of the registsagisclosure controls and procedures and preséntbis report our conclusions
about the effectiveness of the disclosure conaintsprocedures, as of the end of the period coumyeldis report based on su
evaluation; ant

C) Disclosed in this report any change in thaéstegnt's internal control over financial reportititgat occurred during the
registrant’s most recent fiscal quarter (the regidts fourth fiscal quarter in the case of an aimeport) that has materially
affected, or is reasonably likely to materiallyeaft, the registra’s internal control over financial reporting; &

The registrant’s other certifying officer(s) anldve disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant’s auditors and theitte@mmittee of the registrastboard of directors (or persons performing thewvedent
functions):

a) All significant deficiencies and material weakses in the design or operation of internal obotrer financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information;
and

b) Any fraud, whether or not material, that inxed management or other employees who have ais@mtifole in the registrant’s
internal control over financial reportin

/s/ Irit Eluz

August 7, 2006 Irit Eluz
CFO and Senior Vice President -
Finance and Treasur




Exhibit 32.1

CERTIFICATION PURSUANT TO
RULE 13a-14(b) UNDER THE SECURITIES EXCHANGE ACT QB34
AND 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the quarterly report of Ampal-Aritan Israel Corporation (the “Company”) on FortaQ@ for the period ending March :
2006, as filed with the Securities and Exchange @@sion on the date hereof (the “Report”), eacthefundersigned executive officers of
the Company certifies, to the best of such exeeutificer's knowledge, pursuant to Rule 13a-14(fjer the Securities Exchange Act of
1934 and 18 U.S.C. Section 1350, as adopted pursu&ection 906 of the Sarbanes-Oxley Act of 2@bat;

(1)  The report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeoh 1934; anc

(2)  The information contained in the Report fapresents, in all material respects, the finanmaldition and results of operations
of the Company

/sl Jack Bigio /sl Irit Eluz

Jack Bigio Irit Eluz

President and CEO CFO and Senior Vice President
Ampal-American Israel Corporation Finance and Treasurer

August 7, 2006 Ampal-American Israel Corporation

August 7, 200¢

A signed original of this written statement reqdit®y Section 906, or other document authenticatiegnowledging, or otherwise adopting
the signature that appears in typed form withingleetronic version of this written statement reediby Section 906, has been provided to
the Company and will be retained by the Companyfardshed to the Securities and Exchange Commissidts staff upon request.




