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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

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(dy ®HE SECURITIES EXCHANGE ACT OF 1934.
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Indicate by check mark whether the regigt(a) has filed all reports required to be filed®ection 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofdh$or such shorter period that the registrans wemuired to file such reports) , and (2)
has been subject to such filing requirements ferphst 90 days.

YesXI No[O

Indicate by check mark whether the regigtima large accelerated filer, an accelerated, fir a non-accelerated filer. See definition of
“accelerated filer and large accelerated filerRinle 12b-2 of the Exchange Act (Check one):

Large accelerated fild] Accelerated fileEd Non-accelerated fildX]
Indicate by check mark whether the regigtima shell company (as defined in Rule 12b-thefExchange Act).
YesO No
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ITEM 1. FINANCIAL STATEMENTS

AMPAL -AMERICAN ISRAEL CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

NINE MONTHS ENDED SEPTEMBER 30, 2006 2005
(U.S. Dollars in thousands, except per share amousjt (Unaudited) (Unaudited)
REVENUES
Equity in earnings of affiliate $ 1,38: % 6,011
Real estate incorr 7,17¢ 6,94¢
Realized gain on fixed ass 2,491 -
Realized gains on investmel 5,397 4,96¢
Realized and unrealized gains on market
Securities 1,131 2,76%

Interest incom 1,014 981
Other income 1,901 9,13¢

Total revenue 20,49: 30,81(
EXPENSES
Interest expense 2,542 4,58(
Real estate expens 6,70¢ 6,53¢
Realized loss on investmer 1,01¢ 7,641
Loss from impairment of investmer - 13,91«
Translation los! 34z 1,76(
Other (mainly general and administrati 8,38¢ 6,44¢

Total expense 18,99¢ 40,87¢
Income (loss) before income tax 1,49t (10,069
Provision for income taxe 2,46¢ 807

Loss after income te (9749) (10,87%)
Minority interest 15 (4,462

Net loss $ 989 $ (6,417
Basic and diluted EP

Loss per Class A She $ (0.1¢) $ (0.39)

Weighted average number of shares used in

calculation (in thousand 21,02: 19,95(

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
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

THREE MONTHS ENDED SEPTEMBER 30, 2006 2005
(U.S. Dollars in thousands, except per share amousjt (Unaudited) (Unaudited)
REVENUES
Equity in loss of affiliate: $ (100) $ (16€)
Real estate incorr 2,47( 2,29¢
Realized gain on fixed ass 2,491 -
Realized gains on investmel 20 1,442
Realized and unrealized gains on market
Securities 42¢ 1,20¢

Interest incom 507 28¢€
Other income 60¢ 4,28

Total revenue 6,42¢ 9,34¢
EXPENSES
Interest expense 84¢€ 1,42¢
Real estate expens 2,292 2,18¢
Realized loss on investmer - 7,641
Loss from impairment of investmer - 13,31«
Translation los! 612 17¢
Other (mainly general and administrati 3,63¢ 2,08:

Total expense 7,38¢ 26,82¢
Loss before income tax (965) (17,479
Provision (benefit) for income tax 80t (1,710
Loss after income ta (1,770 (15,769
Minority interest 25 (5,139

Net Loss $ (1,795 $ (10,630
Basic and diluted EP

Loss per Class A She $ (0.1¢) $ (0.59)

Weighted average number of shares used in

calculation (in thousand 22,76¢ 19,97t

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

September 30, December 31,

ASSETS AS OF 2006 2005
(U.S. Dollars in thousands) (Unaudited) (Audited)
Cash and cash equivalel $ 2169 $ 24,31«
Loans receivabl 37¢€ 3432
Marketable Securitie 37¢ 38,57t
Other investment 137,01° 54,90:
Total Investment 137,39t 93,47¢
Real estate property, less accumuli

depreciation of $13,612 and $13,¢ 68,94¢ 70,98¢
Other asset 25,78¢ 21,78(
Total Assets $ 254,190 $ 210,90

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

September 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 $ 46,11¢ $  50,36¢
Deposits from tenan 53,98( 52,88(
Accounts payable, accrued expense and o 16,50¢ 18,66¢

Total Liabilities 116,60¢ 121,91!
Minority interests 26C 12C
SHAREHOLDERS EQUITY
4% Cumulative Convertible Preferred Stock,

par value; authorized zero and 189,287 shissed zero and 114,1

shares; outstanding zero and 110,848 si - 571
6-1/2% Cumulative Convertible Preferred Stock,

$5 par value; authorized zero and 988,055 sh&asued zero and

641,423 shares; outstanding zero and 518,88%s - 3,207
Class A Stock; $1 par value; authori:

60,000,000 shares; issued 27,937,722

25,826,821 shares; outstanding 22,212

and 20,075,782 shar 27,93¢ 25,821
Receipt on account of shares to be allo 48,96¢ -
Additional paic-in capital 59,89: 58,25:
Retained earning 46,54¢ 51,22:
Accumulated other comprehensive | (17,389 (19,519
Treasury Stock, at co (28,629 (30,697
Total shareholders' equi 137,33: 88,86¢
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY $ 254,190 $ 210,90«

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

NINE MONTHS ENDED SEPTEMBER 30, 2006 2005
(U.S. Dollars in thousands) (Unaudited) (Unaudited)
Cash flows from operating activitie
Net loss $ (989 (6,419
Adjustments to reconcile net loss to
cash provided by operating activiti
Equity in earnings of affiliate (1,389 (6,017
Realized and unrealized gains on investmeet: (5,519 (92)
Gain from sale of fixed ass (2,497 -
Depreciation expen: 1,52¢ 1,45¢
Amortization income from tenants deposits, (1,289 (1,426
Impairment of investmen - 13,91«
Compensation expenses recognized u
SFAS 123F 60z -
Translation los 34z 1,76(
Minority interests 15 (4,462)
Decrease (increase) in other as 13 (7,939
Increase in accounts payable, acci
expenses and oth 4,92¢ 8,26¢
Investments made in trading securi (49,999 (12,877
Proceeds from sale of trading securi 89,62: 25,96«
Dividends received from affiliate 217 2,461
Net cash provided by operating activil 35,61( 14,61
Cash flows from investing activitie
Deposits, notes and loans receivable colle - 2,724
Deposits, notes and loans receivable grs - (73%)
Investments made in affiliates and ott (54,41Y (661)
Proceeds from sale of investme 23,125 4,44
Proceeds from sale of fixed as 92C -
Capital improvement (860) (9,370
Net cash used in investi
activities (31,229 (3,599

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

NINE MONTHS ENDED SEPTEMBER 30 2006 2005
(U.S. Dollars in thousands) (Unaudited) (Unaudited)
Cash flows from financing activitie

Notes and loans payable recei $ 73: 8% 6,29¢
Notes and loans payable rep (5,98)) (2,989
Debentures repai - (2,029
Contribution to partnership by minori 87 2,03¢
Proceeds from exercise of stock opti 82 24
Dividend paid to the shareholders of the PrefeBtxtk (2,339 -
Net cash (used in) provided by financ

activities (7,417 3,351
Effect of exchange rate changes on cash

cash equivalent 407 (20
Net increase in cash and c:

equivalents (2,627 14,34«
Cash and cash equivalents at beginnin

Period 24,31 17,61¢
Cash and cash equivalents at end of pe $ 2169 $  31,96:
Supplemental Disclosure of Cash Fl

Information

Cash paid during the peria

Interest $ 2,59 $ 2,14:
Income taxes pai $ 59 $ 9
Supplemental Disclosure of N-cash

Investing Activities;

Consideration for sale of an investment of

against other asse 397 -
Consideration for sale of fixed asset off

against other asse 3,68( -
Capital improvement offset against acco

payable (677) -
Investment in investee offset against issu

shares capite (48,965 -
Marketable securities received

consideration for sale of an investm - 3,31¢

Supplemental Disclosure of N-Cash




Operating Activities
Dividend in kind from an affiliat - 7,08¢

Dividend from an equity investme
offset against payable accou 5,06( -

The accompanying notes are an integral part of¢insolidated financial statement.
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AMPAL-AMERICAN ISRAEL CORPORATION AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY

BALANCE AT
JANUARY 1, 2006
CHANGES DURING
2006:

Net loss

Other comprehensive
income (loss)
Foreign currency
translation adjustmen
Unrealized gain on
marketable securitie
Sale of available for sal
securities

Total comprehensive
gain
Conversion of 110,848
4% preferred stock and
518,887 6.5% preferrec
stock into Class A stoc
Elimination of treasury
stock
Shares issued accordin
to EMG Agreemen
Compensation expense
recognized under SFAS
123R
Reissuance of 26,250
treasury stock for
exercise
of stock option:
Dividend - 4% Preferred
stock

- 6.5% Preferred
stock

BALANCE AT
SEPTEMBER 30, 200

(U.S. Dollars in thousands)

(Unaudited)
6.5 % preferred
Class A stock 4 % preferred stock stock
Receipt
on
account Accumulated
Number of shares Additional other Total
of Number Number of to be paid in Treasury comprehensive Retained shareholders
shares Amount of shares Amount shares Amount allotted capital stock income (loss) earnings equity
25,827 25,827 114 571 641 3,201 - 58,25 (30,699 (19,51 51,22: 88,86¢
(98S) (989
2,351 2,351
10¢ 10¢
(326) (326)
1,14¢
2,111 2,111 (111) (554 (519 (2,599 1,037
R (17 (@122 (619 1,93¢ (1,30¢)
48,96¢ 48,96¢
60z 60z
131 (49) 82
(285)  (285)
(2,047 (2,047
27,93¢ 27,93¢ - - - - 48,96: 59,89 (28,62:) (17,38) 46,54¢ 137,33

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

(U.S. Dollars in thousands)

( Audited )
6.5 % preferred
Class A stock 4 % preferred stock stock
Accumulated
Number Number of Number of Additional other Total
of paid in Treasury comprehensive Retained shareholders
shares Amount shares Amount shares Amount  capital stock income (loss) earnings equity

BALANCE AT JANUARY 1, 2005 25,71t 25,71t 124 62C 66z 3,311 58,21! (31,09¢ (14,27) 57,52« 100,01
CHANGES DURING 2005
Net loss (5,959 (5,95¢)
Other comprehensive income (los

Foreign currency translation

adjustment: 34¢ 34¢
Unrealized loss on marketable

securities (1,4772) (1,4772)
Sale of available for sale

securities (4,127) (4,127)

Total comprehensive ot (11,20¢)

Conversion of 9,826 4% preferred
stock and 20,796
6.5% preferred stock into Cla:
A stock 11z 11z (10 (49 (21) (109 41
Reissuance of 80,625 treasury stock
for exercise o

stock options 40z (152) 251
Dividends:
4% preferred stock, $0.2 per
share (22 (22
6.5% preferred stock, $0.325 |
share (169) (169)

BALANCE AT DECEMBER 31,
2005 25,827 25,827 114 571 641 3,207 58,25. (30,697 (19,51¢ 51,22¢ 88,86¢

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

(U.S. Dollars in thousands)

(Unaudited)
6.5 % preferred
Class A stock 4 % preferred stock stock
Accumulated
Number Number of Number of Additional other Total
of paid in Treasury comprehensive Retained shareholders
shares Amount shares Amount shares Amount capital stock income (loss) earnings equity

BALANCE AT JANUARY 1, 2005 25,71t 25,71f 124 62C 662 3,311 58,21! (31,09¢ (14,27:) 57,52¢ 100,01:
CHANGES DURING 2005
Net loss (6,419 (6,419
Other comprehensive income (los

Foreign currency translation

adjustment: 40¢ 40¢
Unrealized loss on marketable
securities (617) (617)
Sale of available for sale securit (4,127) (4,127)
Total comprehensive ot (10,744
Conversion of 8,172 4% preferred
stock and
20,564 6.5% preferred stock into
Class A stocl 108 10z (8) (42) (21) (109 41
Reissuance of 7,500 treasury stock for
exercise o
stock optior 38 (14) 24

BALANCE AT SEPTEMBER 30,
2005 25,81¢ 25,81¢ 11¢€ 57¢ 641 3,20¢ 58,25: (31,059 (18,609 51,097 89,29

The accompanying notes are an integral part ofdmsolidated 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 (“GAAR)the United States of America, for interim finaldénformation and with the
instructions to Form 10-Q and Article 10 of RegidatS-X. Accordingly, they do not include all ofetinformation and notes required
by GAAP for complete financial statements. In tipin@on 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 y¥au should read these interim condensed conselidaiancial statements in
conjunction with the audited consolidated finansiatements in the Annual Report on Form 10-K fieryear ended December 31,
2005, filed with the Securities and Exchange Corsiois

Reference should be made to the Company’s consatidenancial 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 Compasytonsolidated financial condition, result:
operations and cash flows. The details in thosesbave not changed except as a result of noraradactions in the interir

Recently Issued Accounting Pronouncem

SFAS No. 155 — Accounting for Certain Hybrid Finan@l Instruments — an Amendment of FASBS tatements &l 133 and 140.

In February 2006, the Financial Accounting Standd@dard (“FASB”) issued SFAS No. 155, “Accountiry Certain Hybrid
Financial Instruments — an Amendment of FASB Stat@siNo. 133 and 140" (“SFAS No. 155"). SFAS Na5 Hilows financial
instruments that contain an embedded derivativetlzaidotherwise would require bifurcation to be@oted for as a whole on a fair
value basis, at the holders’ election. SFAS No. 4ISb clarifies and amends certain other provis@fSFAS No. 133 and SFAS
No. 140. This statement is effective for all finehénstruments acquired or issued in fiscal ydmginning after September 15, 2(
(January 1, 2007 for the Company). The adoptioBFAS No. 155 will not have a material impact on@wempany’s consolidated
financial condition or results of operatiol

ASB Interpretation No. 48 — Accounting for Uncertanty in Income Taxes — an Interpretation of FASB Steement No. 109

In July 2006, the FASB issued FIN 48, “Accounting Encertainty in Income Taxes —an interpretatibR ASB Statement

No. 10¢" (“FIN 48"). FIN 48 clarifies the recognition thsbold and measurement of a tax position takentaw eeturn. FIN 48 is
effective for fiscal years beginning after Decembgy 2006 (January 1, 2007 for the Company). FINI48 requires expanded
disclosure with respect to the uncertainty in inedglaxes. The Company is currently evaluating theaich, if any, the adoption of FIN
48 will have on its financial statemen
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SFAS No. 157 —Fair Value Measurements

In September 2006, the FASB issued SFAS No. 1540y Walue Measurements”(“SFAS 157”), which providggdance on how to
measure assets and liabilities that use fair v&@&&S 157 will apply whenever another US GAAP staddequires (or permits) assets
or liabilities to be measured at fair value butsloet expand the use of fair value to any new aoistances. This standard also will
require additional disclosures in both annual amargprly reports. SFAS 157 will be effective fasdal years beginning after Novem
15, 2007 (January 1, 2008 for the Company). The@@my is currently evaluating the impact, if anyg #doption of SFAS 157 will
have on its financial statemen

Staff Accounting Bulletin No. 108 — Considering thé=ffects of Prior Year Misstatements when Quantifyng Misstatements in
Current Year Financial Statements

In September 2006, the SEC staff issued Staff Actiog Bulletin (SAB) No. 108, “Considering the Efts of Prior Year
Misstatements when Quantifying Misstatements inr€ntrYear Financial Statements” (SAB 108). SAB ¥ issued in order to
eliminate the diversity of practice in how publ@nepanies quantify misstatements of financial stat@s) including misstatements that
were not material to prior years’financial statetselVe will initially apply the provisions of SABO8 in connection with the
preparation of our annual financial statementgteryear ending December 31, 2006. The adopti@A& 108 will not have a

material impact on the Compé's consolidated financial condition or results oé@tions.

Cash and cash equivalel

Cash equal to $9.0 million has already been pledgeskcurity for various loans provided to the Canypand would therefore be
unavailable if the Company wished to pledge themwrder to provide an additional source of c:

Mediterranean Gas Compa

On December 1, 2005 the Company, through Merhavaipergy, Ltd., a wholly-owned subsidiary of then@pany, acquired a 2%
interest in East Mediterranean Gas Co. S.A.E.,gypftan joint stock company (“"EMG”) from Merhav M.N Ltd. (“Merhav”). The
Company paid $29,960 thousand in cash, represethtanfair value of the interest purchased at thne tihis transaction close

On August 1, the Company entered into a new agrege(tie “Agreement”) with Merhav for the purchageagortion of its interest in
EMG.

Under the terms of the transaction, the Companyiead) the beneficial ownership of 4.6% of the catsting shares of EMG'’s capital
stock. The purchase price for the shares was $10illion, of which, $50.0 million was paid in caghd the balance was paid in
10,248,002 shares of the Company’s Class A Stakatcounted at a fair value of 49.0 million. Tssuiance of the shares of Class A
Stock received the approval of the shareholdete@Company as required by the marketplace ruléseoNASDAQ Stock Market. /

a result of this transaction, the Company bendfc@avns 6.6% of the total outstanding shares ofEMhe purchase price may be
adjusted downward should Merhav sell any of itsaimg shares of EMG to a third-party purchasex ptirchase price per share
lower than the purchase price per share paid bZtmpany pursuant to the Agreement. Additionallyrspant to the Agreement, the
Company was granted up to two years the right tmiae up to an additional 5.9% of the total outdiag shares of EMG stoc
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Yosef A. Maiman, the chairman of the Company’s Blaair Directors (the “Board”) and the Company'’s cotling shareholder, is the
sole owner of Merhay

On August 22,2006 EMG called for additional capitam all its shareholders. As a result, the Comypgaaid additional $2.7 million i
order to maintain its beneficial interest in thedatment

The investment, at a total amount of $131,594 thndsis carried on the Company’s financial stateémahcost, subject to periodic
tests for impairmen

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 st of all share-based
payments to employees, including grants of emplayeek options, to be recognized in the finandiaiesnents 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 disclosuredted to options vesting after the
date of initial adoption to be recognized in theaficial statements over the remaining requisiteiceperiod.

Under the Modified Prospective Approach, the amafmompensation cost recognized includes: (i) cemsation cost for all share-
based payments granted prior to, but not yet vessteaf January 1, 2006, based on the grant datedfiaie estimated in accordance
with the provisions of SFAS No. 123 and (ii) compation cost for all share-based payments thathsijranted subsequent to
January 1, 2006, based on the grant date fair \wdtimated in accordance with the provisions of Sfo. 123R. Upon adoption, the
Company recognizes the stock based compensatirewibusly granted share-based options and nevediased options under the
straigh-line method over the requisite service peri

Prior to January 1, 2006, the Company accountethfostock-based compensation plans in accordaiticghe 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 fttiree months and nine
months ended September 30, 2005 would have beaneéds follows
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Nine Months endec  Three Months
ended
September 30, 200September 30, 200

(In thousands, (In thousands,
except except
per share data)  per share data)

Net loss, as reportec $ (6,419 $ (10,630
Less- stock based compensation expe

determined under fair value meth (657) (219
Pro forma, net los (7,070 (120,849

Basic and diluted EPS:
As reported)(@ $ (039 $ (0.53)
Pro forma@) $ (0.3 $ (0.55)

(@ After deduction of accrued Preferred Stock Dividefi®150 thousands and $50 thousands for the norehs and the three months,
respectively

() The effect of the conversion of the 4% and 6.5%ePred Stock was excluded from the basic and dlI®ES calculation due to its
antidilutive effect.

Stock Options Plans

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, 1898)al meeting of
shareholders. The plan remains in effect for aggleof ten years. As of September 30, 2006, 30,@didms of the 1998 Plan are fully
vested and outstandin

On February 15, 2000, the Stock Option Committgg@ped a new Incentive Plan (2000 Plan”), underclttihe Company has
reserved 4 million shares of Class A Stock, pemgtthe granting of options to all employees, aficand 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 meaststtareholders. The plan remains in effect foeidgga of ten year:
As of September 30, 2006, 1,964,500 options urfde2000 Plan are outstandi

The option term is for a period of five years frtime grant date for the options granted under 188 Fdan and ten years from the gr

date for the options granted under the 2000 Pfaheloptions are not exercised and the sharepaidtfor by such date, all interests
and rights of any grantee shall expire. These aptigere granted for no considerati
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The options granted under the 1998 Plan and th@ PGih (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 aditgrant, or non-incentive stock options, at anreise price to be determined by the
Committee. The Committee may also grant, at itsrdigon, “restricted stock”, “dividend equivalenards”,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

Under each of the Plans, all granted but unvespéidris become immediately exercisable upon theroeooe of a change in control
the Company

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

Weighted-
Weighted- Average
Average Remaining Aggregate
Options Exercise Contractual Intrinsic Value
(in Price Term (U.S. Dollars
thousands) (U.S. Dollars) (in years) in thousands)
Outstanding at January 1, 20 2,02¢ $ 3.37
Grantec - $ -
Exercisec (26) $ 3.12
Forfeited 4 3 3.12
Expired - 5 =
Outstanding at September 30, 2( 199 % 3.3¢ 6.9¢ 2,67
Exercisable at September 30, 2( 1,38 $ 3.31 6.44 1,95¢

Valuation and Expenses under 123R

The fair value of each stock option is estimatedhendate of grant using the Black-Scholes optidciqg model that uses the
assumptions noted below. Expected life is baseth@Company’s management estimate for future behalgkpected volatility is
based on the historical volatility of the Class@non stock. The risk free rate is based on the Tr&asury yield curve for a term
consistent with the expected life of the awardefiiect at the date of grar

No options were granted during the three monthstlaadine months ended September 30, 2006. Thedhie of options grante
during the year ended December 31, 2005 was esfilneing the following weighted average assumptifiysexpected life of optior
of 5 years; (2) dividend yield of 0%; (3) volatfiof 46.07%; and (4) risk free interest of 4.0¢

Total stock-based compensation expense recognimber BFAS No. 123R, was approximately $602 and $1G@sand for the nine
month and three month periods ended Septembei086, Pespectively. No share-based compensatiorcagtalized in the
consolidated financial statemer

The total intrinsic value (market value on datexércise less exercise price) of options exeraisimd the nine months ended
September 30, 2006 was $33 thousa
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Cash received from option exercises for the ninath®ended September 30, 2006 was $82 thousand.

At September 30, 2006, there was $1.05 milliorotdltunrecognized, pre-tax compensation cost rblateon-vested stock options.
This cost is expected to be recognized over a iei-average period of approximately three ye

Segment information presented below, results pilyntom operations in Israe

NINE MONTHS ENDED SEPTEMBER 30, 2006 2005

(Dollars in thousands)

Revenues
Finance $ 3,77:  $ 16,23
Real Estatt 9,66¢ 6,94¢
Leisure-time 5,721 1,667
Intercompany adjustmen (50 (50
19,10¢ 24,79¢
Equity 1,38: 6,011
Total consolidated revenu $ 20,49. $ 30,81(

Pretax Operating Income (los

Finance (5,419 $ (16,409
Real Estat 1,297 18€
Leisure-time 4,22¢ 144

112 (16,079
Equity 1,38: 6,011
Total consolidated pretax income (lo $ 1,49t $ (10,069

Total Assets

Finance $ 183,29 $ 211,96¢
Energy 131,59 -
Real Estatt 74,88¢ 72,45¢
Leisure-Time 3,14¢ 17,83¢
Intercompany adjustmen (138,719 (4,945

Total consolidated assi $ 254,190 $ 297,31t

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 energy segment consists of the investment iGEAMh Egyptian Joint Stock Company, which holdsritjet to supply natural gas
to Israel through a pipe line to be constructedhfiegypt to Israel

The real estate rental segment consists of rentpkpty 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 arourelworld) and Country Club Hod

Hasharon Sport Center and Kfar Saba, the Comp&idysowned subsidiary located in Israel. During June&2® Company sold ¢
of its interest in Coral World International Limite(See Item — Investment’
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10.

The following table summarizes securities thatemot included in the calculations of dilutednéags per Class A share for the nine-
month periods ended September 30, 2006 and 20@u®esuch shares are -dilutive.

(Shares in thousands) SEPTEMBER 30,

2006 2005
Options and Right 1,994 2,051
6-1/2% Preferred Stoc - 642
4% Preferred Stoc - 11¢€

LEGAL PROCEEDINGS

None

SUBSEQUENT EVENT

Effective October 1, 2006, the Chairman of the Bddr. Yosef A. Maiman became the President and {Giiecutive Officer of the

Company. The appointment followed Jack Bigidecision to resign as President and Chief Exex@ificer. Mr. Bigio remains on tl
Board of Directors of the Compar
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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 and judgments. To the extent thattm@&hy is not correct in its conclusiol
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 (as of September 30,
2006, no marketable securities were classifiedsadadble for sale securities).

SFAS 115, “Accounting for Certain Investments irbDand Equity Securities”, and Securities and ErgleaCommission (SEC) Staff
Accounting Bulletin (SAB) 59, “Accounting for Nonment 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 ctie;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/@rinvestee conditions deteriorate, we may ifiature 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. During the nine theended September 30, 2006, the Company dicenognize any impairment related to
our assets and investments.

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 processimes estimating our current tax exposure togethtr assessing temporary different
resulting from differing treatment of items for tard accounting purposes. These differences riesdéiferred tax assets and liabilities, which
are included in our consolidated balance sheetmivgt then assess the likelihood that our defeme@dssets will be recovered from future
taxable income, and, to the extent we believerdaivery is not likely, we must establish a valuatallowance. To the extent we establish a
valuation allowance or increase this allowance jiedod, we must include an expense within theptaxision in the statement of operations.
A valuation allowance is currently set againstaiertax assets because management believes itréslikely than not that these deferred tax
assets will not be realized through the generaifdature taxable income. We also do not providetéxes on undistributed earnings of our
foreign subsidiaries, as it is our intention towast undistributed earnings indefinitely outside United States.

Significant management judgment is required in mheil@ng 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 dakd 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
SFAS No. 155 — Accounting for Certain Hybrid Finan@l Instruments — an Amendment of FASB Statements 8l 133 and 140.

In February 2006, the Financial Accounting Stangd@dard (“FASB”) issued SFAS No. 155, “Accountiry Certain Hybrid Financial
Instruments — an Amendment of FASB Statements R8.ahd 140" (“SFAS No. 155”). SFAS No. 155 allowsahcial instruments that
contain an embedded derivative and that otherwmddwequire bifurcation to be accounted for aswale on a fair value basis, at the
holders’ election. SFAS No. 155 also clarifies antgends certain other provisions of SFAS No. 133%RAS No. 140. This statement is
effective for all financial instruments acquiredigsued in fiscal years beginning after Septembe006 (January 1, 2007 for the Company).
The adoption of SFAS No. 155 will not have a mataérmpact on the Company’s consolidated finanotadition or results of operations.

ASB Interpretation No. 48 - Accounting for Uncertainty in Income Taxes - an Interpretation of FASB Stéement No. 109

In July 2006, the FASB issued FIN 48, “Accounting Uncertainty in Income Taxes —an interpretatibRASB Statement No. 109" (“FIN
48"). FIN 48 clarifies the recognition thresholddameasurement of a tax position taken on a taxmekIN 48 is effective for fiscal years
beginning after December 15, 2006 (January 1, 200the Company). FIN 48 also requires expandedatsire with respect to the
uncertainty in income taxes. The Company is culyentaluating the impact, if any, the adoption &XlE8 will have on its financial
statements.
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SFAS No. 157 — Fair Value Measurements

In September 2006, the FASB issued SFAS No. 158ir Value Measurements”(“SFAS 157”), which providgsdance on how to measure
assets and liabilities that use fair value. SFAB W8I apply whenever another US GAAP standard negpu(or permits) assets or liabilities to
be measured at fair value but does not expandsheisfair value to any new circumstances. Thisddad also will require additional
disclosures in both annual and quarterly repoRAS$157 will be effective for fiscal years begingiafter November 15, 2007 (January 1,
2008 for the Company). The Company is currentijeating the impact, if any, the adoption of SFAS 14&ll have on its financial
statements.

Staff Accounting Bulletin No. 108 — Considering thé=ffects of Prior Year Misstatements when Quantifymg Misstatements in Current
Year Financial Statements

In September 2006, the SEC staff issued Staff Acttog Bulletin (SAB) No. 108, Considering the Effects of Prior Year Misstatemevien
Quantifying Misstatements in Current Year FinanS8tdtements” (SAB 108). SAB 108 was issued in otd@liminate the diversity of
practice in how public companies quantify misstatata of financial statements, including misstateisiémat were not material to prior
yeardfinancial statements. We will initially apply thgrovisions of SAB 108 in connection with the pregiam of our annual financial
statements for the year ending December 31, 20@® atoption of SAB 108 will not have a material aopon the Company’s consolidated
financial condition or results of operations.

Results of Operations

Nine months ended September 30, 2006 comparecéonmdnths ended September 30, 2

Ampal-American Israel Corporation (“Ampal”) and gabsidiaries (the “Company”) recorded a consadidatet loss of $1.0 million for the
nine months ended September 30, 2006 as compagedebloss of $6.4 million for the same perio@@05. The decrease in losses is
primarily attributable to a decrease in losses froypairment of investments, a decrease in intenggénse, a decrease in translation loss and
an increase in net realized gains from investmandsfixed asset for the nine months ended SepteBth&006 as compared to the same
period in 2005. The decrease in losses was partffiet by a decrease in earning of affiliates arttbcrease of other income in the nine
months ended September 30, 2006 as compared $arte period in 2005.

In the nine month period ended September 30, 20@5Company recorded $13.9 million of losses framimpairment of its investment in
MIRS ($13.3 million) and Shiron Ltd. ($0.6 millionin the same period in 2006, the Company recongesuch impairments.

In the nine month period ended September 30, 20@6Company recorded $2.5 million of interest exggerms compared to $4.6 million for
the same period in 2005. The decrease in intexpstnse is primarily attributable to a decreaseoites payable relating to the MIRS
investment, which were fully paid in October 2005.

In the nine month period ended September 30, 20@6Company recorded a $0.3 million translatios|@s compared to $1.8 million
translation loss for the same period in 2005. Térehse in translation loss is related to revalnaif the New Israeli Shekel compared to the
American Dollar.
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In the nine month period ended September 30, 2A0f/al recorded $4.4 million of net realized gainiovestments, as compared to $2.7
million of net realized loss in the same perio@@95. The gain recorded in 2006 was primarily latiiéble to the sale of Coral World
International (“CWI")($4.2 million gain), additiom@roceeds from the sale of Modem Art Ltd. ($0.8lioni gain), the sale of certain assets by
PSINet Europe, one of the holdings of Ampal’s ingescompany, Telecom Partners (“TP”)($0.4 milli@injand the sale of certain assets by
FIMI opportunity Fund L.P ($0.2 million gain). Theegains were partially offset by a loss from thie sdé Ophir Holding Ltd. ($1.0 million
loss).

In the nine month period ended September 30, 280fHal recorded $2.5 million on the sale of its fepaatter building in Tel-Aviv (proceed
of $4.6 million).

The Company recorded realized and unrealized gansmarketable securities in the amount of $1.lioni in the nine month period ended
September 30, 2006 as compared to $2.8 milliohersme period in 2005.

Equity in earnings of affiliates decreased to agzéh of $1.4 million for the nine months ended t8apher 30, 2006, as compared to a gain of
$6.0 million for the same period in 2005. The daskeis primarily attributable to a decrease inetfimings of Ophir Holdings Ltd. which did
not record any earnings in the nine months endete8wer 30, 2006, as compared to a gain of $5lmilecorded by Ophir Holdings, Ltd.
in the same period in 2005.

In the nine month period ended September 30, 20@6Company recorded $1.9 million in other incoasecompared to $9.1 million for the
same period in 2005. The decrease in other incermpamarily related to the committed dividend f@03 which had been fully paid on
October 3, 2005 by Motorola Israel Ltd. as parthef sale of the MIRS investment last year.

Three months ended September 30, 2006 comparbdce® ihonths ended September 30, 2005

The Company recorded a consolidated net loss &fr@illion for the three months ended Septembe2B06 as compared to a net loss of
$10.6 million for the same period in 2005. The dase in losses is primarily attributable to a desean loss from impairment of investme!
a decrease in net realized losses from investmemiscrease in interest expense and an increaselized gain on fixed asset for the three
months ended September 30, 2006 as compared santhe period in 2005. The decrease in losses whallyanffset by a decrease of other
income in the three months ended September 30, 20@86mpared to the same period in 2005.

In the three month period ended September 30, 2085ompany recorded $13.3 million of losses fthmimpairment of its investment in
MIRS. In the same period in 2006, the Company m@dmno such impairments.

In the three month period ended September 30, 200@al recorded $20,000 of realized gain on investts, as compared to $6.2 million of
net realized losses in the same period in 2005.

In the three month period ended September 30, 2009al recorded $2.5 million on the sale of itsdmarters building in Tel-Aviv
(proceed $4.6 millions).

The Company recorded realized and unrealized gens marketable securities in the amount of $0.4ioniin the three month period ended
September 30, 2006 as compared to $1.2 millior0652

In the three month period ended September 30, 2886Company recorded a $0.8 million interest egpeas compared to a $1.4 million
interest expense for the same period in 2005. Eleeedse in interest expense is primarily attridetéda decrease in notes payable relating to
the MIRS investment, which was fully paid in OctoB805.
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In the three month period ended September 30, 2066Zompany recorded $0.6 million in other incoasecompared to $4.3 million for the
same period in 2005. The decrease in other incerpamarily related to the committed dividend f&03 which had been fully paid on
October 3, 2005 by Motorola Israel Ltd. as parthaf sale of the MIRS investment last year

Liquidity and Capital Resources
Cash Flows

The Company'’s sources of cash include cash andezpsialents and marketable securities, which armntmu$22.1 million as of September
30, 2006 as compared to $62.9 million in Decemide”B05. The decrease in cash, cash equivalentarictable securities is primarily
attributable to the Company’s investments in EM@ugust 2006 as described below. The Company ascsburces of cash from operations
and cash from investing activities. The Companyebek that these sources are sufficient to funatineent requirements of operations,
capital expenditures, investing activities and offrancial commitments of the Company for the nEXtmonths. However, to the extent that
contingencies and payment obligations describeoWbahd in other parts of this Report require thenBany to make unanticipated payme
the Company would need to further utilize thesa@maiof cash. In the event of a decline in the etgokice of its marketable securities, the
Company may need to draw upon its other sourceasif, which may include additional borrowing, refining of its existing indebtedness
liquidating other assets, the value of which map alecline.

In addition, cash equal to $9 million has alreadgrbpledged as security for various loans providetle Company and would therefore be
unavailable if the Company wished to pledge themrder to provide an additional source of cash.

Cash flows from operating activities

Net cash provided by operating activities totalpdraximately $35.6 million for the nine months eddgeptember 30, 2006, as compare
approximately $14.6 million at the same period®2. The increase is primarily attributable to $#38.6 million of net proceeds from
marketable securities ($89.6 million proceeds offige$50.0 million invested) as compared to $13illian net proceeds in the same perioc
2005, which was partially offset by a $0.2 millidividend received from affiliates as compared tcb$8illion in the same period in 2005.

Cash flows from investing activities

Net cash used in investing activities totaled agipnately $31.2 million for the nine months endegt®enber 30, 2006, as compare(
approximately $3.6 million used in investing adies$ for the same period in 2005. The increaseimsapily attributable to the Company’s
investments in EMG ($52.7 million), Bay-Heart ($1llion) and Fimi ($0.4 million). This increase waartially offset by proceeds in the
amount of $23.1 million from the sale of our intteein Coral World International, Ophir, Modem Aggrtain assets of TP and other
investments.

Cash flows from financing activities

Net cash used in financing activities was approxatyab7.4 million for the nine months ended Septen80, 2006, as compared
approximately $3.4 million of net cash providedfimancing activities for the nine months period ed&eptember 30, 2005.

In the nine months ended September 30, 2006, thg@oy paid down its existing notes payable in theunt of $6.0 million and a dividend
to the Preferred Stock shareholders in the amdu$2.8 million while using its own cash and borragian additional $0.7 million. In the ni
months ended September 30, 2005, Aal-Ltd. and its minority partner borrowed $6.3lioit and $2.0 million, respectively to finance aw
project and Ampal used its own cash to pay dowsiisting notes payable and debentures in the anod®b.0 million.
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Investments

On September 30, 2006, the aggregate fair valtrading and available-for-sale securities was agprately $0.4 million, as compared to
$38.6 million at December 31, 2005. The decreag0@®6 is mainly attributable to the sale of variowarketable securities in order to finance
the purchase of EMG.

In the nine months ended September 30 2006, thep@aymade an additional investment of $101.6 mmilitEMG, $0.4 million in Fimi
Opportunity Fund, L.P. (“Fimi”) and $1.4 milliondm to Bay Heart Ltd.

On August 1, 2006, the Company, through Merhav Arpergy, Ltd., a whollyewned subsidiary of the Company, entered into aaeagen
(the “Agreement”) with Merhav M.N.F. Ltd. (“Merhayfor the purchase from Merhav of a portion ofiitierest in East Mediterranean Gas
Co. S.A.E., an Egyptian joint stock company (“EMG")

Under the terms of the transaction, the Companyiead) the beneficial ownership of 4.6% of the cartsling shares of EMG’s capital stock.
The purchase price for the shares was $100.0 milibwhich, $50.0 million was paid in cash and Ilaéance was paid in 10,248,002 shares
of the Company’s Class A Stock that accountedfairavalue of 49.0 million. The issuance of thergsaof Class A Stock received the
approval of the shareholders of the Company adnextjby the marketplace rules of the NASDAQ Stockrkét. As a result of this
transaction, the Company beneficially owns 6.6%heftotal outstanding shares of EMG. The purchase pay be adjusted downward
should Merhav sell any of its remaining sharesMf&to a third-party purchaser at a purchase praespare lower than the purchase price
per share paid by the Company pursuant to the Aggae Additionally, pursuant to the Agreement, @@mpany was granted up to two years
the right to acquire up to an additional 5.9% @ thtal outstanding shares of EMG stock.

Yosef A. Maiman, the chairman of the Company’s Bloafr Directors (the “Board”) and the Company’s @otling shareholder, is the sole
owner of Merhav.

On August 22,2006 EMG called for additional capitam all its shareholders. As a result, the Comnygaaid additional $2,7 million in order
to maintain its beneficial interest in the investre

During the nine months ended September 30, 200GaAmade the 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 antaf $ 0.6 million.

— On April, 2006 the Company received an additigrateeds In the amount of $ 0.4 million from thie s 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 imi®plolding Ltd. for $1.1 million and recorded asfoof $1.0 million

Debt

Notes and loans payable consist primarily of bamikdwings either in U.S. dollars, linked to the Gomer Price Index in Israel or in unlink
Israel Shekels, with interest rates varying depampdipon their linkage provision and mature betw2@d6-2010.
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The Company financed a portion of the developméaina-Hal, a wholly-owned subsidiary of the Compamhich develops and operates
luxury retirement centers for senior citizens, tigb a revolving credit facility from Bank Hapoalind., Phoenix Insurance Company and
others. On December 1, 2005, a loan agreemeniredht facility was signed between Am-Hal, Phodnsurance Company and others.
Pursuant to the loan agreement, the lenders grédmte@ompany a revolving credit facility in Isra8hekels equal to $12.5 million. The
annual interest rate on the loan, which maturd®igears, is 7.5%. The interest rate and the pataf the loan will be adjusted based on the
changes in the Israeli Consumer Price Index. ASegtember 30, 2006 the Company had drawn $2.5omiltom the facility. As of
September 30, 2006 and December 31, 2005 the ammbAm-Hal's outstanding debt under the loans filBank Hapoalim Ltd., Phoenix
Insurance Company and others, were $14.5 milli@h%l8.5 million, respectively. The loans, excludthg Phoenix loan, mature in up to one
year and have interest rates ranging between 6r6b# £%. The Company generally repays these loéhglve proceeds received frc
deposits and other payments from the apartmemisiHal facilities. The loans are secured by a berAm-Hal's properties. The Company
also issued guarantees in the amount of $3.0 milidavor of tenants of Am-Hal in order to sectheir deposits.

The Company finances its general operations argt éithancial commitments through bank loans frormiBBlapoalim. 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 $1.8iam are linked to the Israeli C.P.I and maturéaeen 2006 and 2010, of which an
amount of $1.5 million bears no interest. The rermg $0.3 million bears an annual interest of 5.7%.

The weighted average interest rates and the baaidhese short-term borrowings at September @06 2nd December 31, 2005 were 6.5%
on $20.8 million and 6.0% on $15.0 million, respesly.

As of September 30, 2006, the Company had issuadhgtees on certain outstanding loans to its iressand subsidiaries in the aggregate
principal amount of $9.9 million. This includes:

1. $5.9 million guarantee on indebtedness inculbyeBay Heart ($2.9 million of which is recordeslaliability in the Company’s
financial statements as of September 30, 2006)mmection with the development of the property, Biart recorded losses in
2006, in management’s belief, primarily as a restittecreased rental revenues. There can be nargearthat Bay Heart will
become profitable or that it will generate suffidtieash to repay its outstanding indebtedness wifitredying on the Company’s
guarantee

2. $3.0 million guarantee to A-Hal tenants as described abc

3. $1.0 million guarantee to Galha 1960 L

CHANGES IN SHAREHOLDERS EQUITY

During the third quarter of 2006 the shares holéeusty was change as follows:

On July 31, 2006, all outstanding 4% Cumulative ¥zotible Preferred Stock and 6-1/2% Cumulative Gutible Preferred Stock were
converted as follows:

Each share of Ampal’s 4% Cumulative Convertibleféred Stock was converted to five shares of Amspalass A Stock plus an additional
$2.58 per share paid in cash and each share of lm@&/2% Cumulative Convertible Preferred Stocksweonverted to three shares of
Ampal's Class A Stock plus an additional $4.09gbe&re paid in cash.
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Holders of Ampal’s 4% Cumulative Convertible Preéer Stock and 8/2% Cumulative Convertible Preferred Stock whaedan favor of th
amendments to Ampal’'s Restated Certificate of Ipomation as described in Part Il Item 4 below atsteived $0.15 per share voted in favor
of the amendments.

From July 31, 2006, the only class of shares Arhpaloutstanding is its Class A Stock.

On October 9, 2006, as part of the investment irGEhe Company issued to Merhav (m.n.f.)Ltd. 10,888 shares of the Company’s Class
A Stock. The issuance of these shares receiveappmval of the shareholders of the Company oneBaper 19, 2006, as required by the
marketplace rules of the NASDAQ Stock Market. ASSeptember 30, 2006, the Company classified thiss of the shares as “receipt on
account of shares to be allotted”.

FOREIGN CURRENCY CONTRACTS

The Company’s derivative financial instruments ¢sinsf foreign currency forward exchange contra€tsee Company utilizes these contracts
from time to time, to manage risk exposure to mosetsi 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 paceealer quotes, where available, or based ompgrimodels. Changes in fair value are
recognized currently in earnings. As of Septemie2@06, the Company did not have any open foreigrency forward exchange contrac
purchase or to sell U.S. dollars, in payment of Nenaeli Shekel.

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 basethe beliefs of management of the Company asagefissumptions made by and
information currently available to the managemdrnthe Company. When used in this Quarterly Regbé&,words “anticipate”, “believe”,
“estimate”, “expect”, “intend”, “plan”, and similaxpressions, as they relate to the Company antreagement of the Company, identify
forward-looking statements. Such statements reftecturrent views of the Company with respecutare events or future financial
performance of the Company, the outcome of whidulgect to certain risks and other factors whichld cause actual results to differ
materially from those anticipated by the forwardiing statements, including among others, the emimand political conditions in Israel
and the Middle East and the global business andossiz conditions in the different sectors and merkehere the Company’s portfolio
companies operate.

Should any of those risks or uncertainties mategabr should underlying assumptions prove inairr@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 regarRart Il, Item 1A. Risk Factors and elsewhereun Annual Report on Form 10-K for the
year ended December 31, 2005, and those descritmedifne to time in our future reports filed withet Securities and Exchan
Commission. The Company assumes no obligation datepor revise any forward-looking statements.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
MARKET RISKS AND SENSITIVITY ANALYSIS

The Company is exposed to various market riskdudtieg changes in interest rates, foreign curraladgs and equity price changes. The
following analysis presents the hypothetical lssgarnings, cash flows and fair values of the faf@rinstruments which were held by the
Company at September 30, 2006, and are sensitihe tabove market risks.

During the nine months ended September 30, 2086 thave been no material changes in the markegxgosures facing the Company as
compared to those the Company faced in the fiseal gnded December 31, 2005.

Interest Rate Risks

At September 30, 2006, the Company had financidtagotaling $15.6 million and financial liab#ig totaling $46.1 million. For fixed rate
financial instruments, interest rate changes affeefair market value but do not impact earningsash flows. Conversely, for variable rate
financial instruments, interest rate changes gdigata not affect the fair market value but do impfuture earnings and cash flows, assun
other factors are held constant.

At September 30, 2006, the Company had fixed iatn€ial assets of $0.4 million and had variabte fmancial assets of $15.2 million. A
ten percent decrease in interest rates would inerthee unrealized fair value of the fixed rate sk approximately $0.1 million.

At September 30, 2006, the Company had fixed ralbe df $5.1 million and variable rate debt of $4tillion. A ten percent decrease in
interest rates would increase the unrealized fines of the financial debts in the form of the fixate debt by approximately $0.1 million.

The net decrease in earnings for the next yealtimgdrom a ten percent interest rate increaselavbe approximately $0.2 million, holding
other variables constant.

Exchange Rate Sensitivity Analysis

The Companys exchange rate exposure on its financial instrasnersults from its investments and ongoing openatin Israel. During 200
the Company did not enter into foreign exchange/émd purchase contracts to partially hedge thiosupe. At September 30, 2006, the
Company didn’t have any open foreign exchange faivpairchase contracts. Holding other variables teonsif there were a ten percent
devaluation of the foreign currency, the Comparmyisulative translation loss reflected in the Cony@accumulated other comprehensive
loss would increase by $1.3 million, and regardhmgstatements of income (loss) a ten percent datiah of the foreign currency would be
reflected in a net increase in earnings and woal@20 million.

Equity Price Risk

The Company’s investments at September 30, 200kidad marketable securities, which are recordddiavalue of $0.4 million, including
a net unrealized gain of $0.1 million. Those se®gihave exposure to price risk. The estimatedrgiat loss in fair value resulting from a
hypothetical ten percent decrease in prices qumestock exchanges is approximately $0.1 million.
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ITEM 4. CONTROLS AND PROCEDURES
Disclosure Controls and Procedures

The Company’s management, with the participatiothefCompany’s Chief Executive Officer and Chiafdticial Officer, has evaluated the
effectiveness of the Company’s disclosure contald procedures (as such term is defined in Rulaslb8) and 15d-15(e) under the
Securities Exchange Act of 1934, as amended (tlkeH&nge Act”)) as of the end of the period covdrgdhis report. Based on such
evaluation, the Company’s Chief Executive Officed &hief Financial Officer have concluded thatpfthe end of such period, the
Companys disclosure controls and procedures are effediletwithstanding the foregoing, a control systemnmatter how well designed a
operated, can provide only reasonable, not absalssirance that it will detect or uncover failuréthin the Company to disclose material
information otherwise required to be set forthtia Company’s periodic 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 fezdiscussed 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 utaiaties not currently known to us or that we euatty deem to be
immaterial also may materially adversely affect business, financial condition and/or operatingilitss

Unregistered Sales of Equity Securities and Udero€eeds

None.

Defaults upon Senior Securiti

None.

Submission of Matters to a Vote of Security Hold

The Annual Meeting of Shareholders was held one3eper 19, 2006. The following proposals were apgidwy the
margins indicated belov

To elect eight (8) directors to the Board of Dimgstof the Company to hold office for one year teiand until their
respective successors shall be elected and qda

Withheld
Names For Authority
Yosef A. Maimar 17,658,11 402,09
Jack Bigio 17,657,24 402,96:
Leo Malamuc 17,982,51 77,681
Dr. Joseph Yerushalr 17,984,12 76,07¢
Dr. Nimrod Novik 17,984,28 75,91
Yehuda Karn 17,594,68 465,52:
Eitan Habel 17,596,83 463,37
Menahem Moray 17,597,03 463,17
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Item 5.

Item 6.
@)
111
31.1
31.2

32.1

To ratify the appointment of Kesselman & Kesselmeamember firm of PricewaterhouseCoopers Internatibimited, as
the independent registered public accounting fifithe Company for the fiscal year ending Decemtier2B06:

For Against Abstain

17,572,27¢ 481,02t 6,901

To approve the proposed issuance of 10,248,002slodClass A Stock of the Company to Merhav (m).htfl. (“Merhav”)
in connection with the Company’s purchase from Merbf a portion of its interest in East Mediterrané&as Co. S.A.E., an
Egyptian joint stock compar

For Against Abstain

12,339,48¢ 514,67( 14,37¢
Other Information

None.

Exhibits.

Exhibits:

Schedule Setting Forth Computation of Earnings3terre of Class A Stoc

Certification of Yosef A. Maiman pursuant to Senti802 of the Sarban-Oxley Act of 2002

Certification of Irit Eluz pursuant to Section 36Rthe Sarban«~Oxley Act of 2002

Certification of Yosef A. Maiman and Iritlz pursuant to 18 U.S.C. Section 1350, as adoptesignt to Section 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/ Yosef A. Maiman

Yosef A. Maiman

Chairman of the Board

President & 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: November 13, 2006
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AMPAL -AMERICAN ISRAEL CORPORATION AND SUBSIDIARIES

Exhibit Index
Exhibit No. Description
11.1 Schedule Setting Forth Computation of Earnings3tere of Class A Stoc
31.1 Certification of Yosef A. Maiman pursuant to Senti802 of the Sarban-Oxley Act of 2002
31.2 Certification of Irit Eluz pursuant to Section 36Rthe Sarban«~Oxley Act of 2002
32.1 Certification of Yosef A. Maiman and Irit Elpnrsuant to 18 U.S.C. Section 1350, as adopteslipat to Section 906 of the

Sarbane-Oxley Act of 2002
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Exhibit 11.1

AMPAL -AMERICAN ISRAEL CORPORATION AND SUBSIDIARIES

SCHEDULE SETTING FORTH COMPUTATION OF LOSS PER SHABRF CLASS A STOCK

NINE MONTHS ENDED SEPTEMBER 30,

2006 2005
(Dollars in thousands, except per share amounts) (Unaudited) (Unaudited)
BASIC AND DILUTED EPS
Net Loss as report $ (989 $  (6,41)
Loss per Class A Shate $ (0.1 $ (0.39
Weighted average number of shares us
calculation (in thousanc 21,02: 19,95(@

(Y After deduction of accrued preferred stock dividenfl$2,438 thousands and $150 thousands respgctive

@ The effect of the conversion of the 4% and the 6pB&terred stock was excluded from the basic ahdedi EPS calculation
due to its antidilutive effec




Exhibit 31.1

CERTIFICATION

I, Yosef A. Maiman, 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

/sl Yosef A. Maiman

November 13, 200 Yosef A. Maiman
Chairman of the Board
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 a@imeport) 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

November 13, 200 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 Sarba-Oxley Act of 2002, that

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

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

/s/ Yosef A. Maiman /s/ Irit Eluz

Yosef A. Maiman Irit Eluz

Chairman of the Board, CFO and Senior Vice President
President and CEO Finance and Treasurer
Ampal-American Israel Corporation Ampal-American Israel Corporation
November 13, 200 November 13, 200

A signed original of this written statement reqdit®y Section 906, or other document authenticatisgnowledging, 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 Companyfamished to the Securities and Exchange Commissiats staff upon reques




