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Introduction
The Company, Delta Galil Industries Ltd., hereby submits its corporate business

description report as of December 31, 2014, reviewing the corporation and the
development of its business in 2014 (“the Reported Period"). This report was prepared
in accordance with the Securities Regulations (Periodic and Immediate Reports) of
1970.

The materiality of the information included in this periodic report, including the
description of material transactions, was considered from the point of view of the
Company, with additional descriptions provided in some instances with an end to

provide a more comprehensive view of the subjects described.

Glossary

For the sake of convenience, use shall be made in this periodic report of the following
abbreviations, to be construed as follows:

"The Company" or "Delta”  Delta Galil Industries Ltd.

""The Group' or the "Delta Delta Galil Industries Ltd. and its subsidiaries
Group"

"Delta USA™ Delta Galil USA Inc.

"Schiesser " Schiesser Group

""The Companies Law"" The Companies Law of 1999
"The Authority" The Securities Authority

""The Stock Exchange™ The Tel Aviv Stock Exchange Ltd.
"The Securities Law"' The Securities Law of 1968
"Dollar" US Dollar

“The State” The State of Israel
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Description of the Corporate Business

Part A — Description of the General Development of the

Corporate Business

1. Corporate Operations and Business Development - Introduction

The following is information pertaining to the corporation's business as of
February 23 2015.

1.1.

1.2.

The Company was incorporated in Israel in 1975 as a private company in
accordance with the Companies Order. In 1982, the Company went public
on the Tel-Aviv Stock Exchange. On March 25, 1999, the Company issued
American Depositary Shares (hereinafter "ADS") where each ADS
represents a single ordinary 1 NIS par value Company share and which, as
of 2008, are only tradable on the US International Prime OTCQX or in the
Tel Aviv Stock Exchange (subject to their conversion into ordinary
Company shares).

The Company engages in the development, design, manufacture, marketing
and sale of undergarments, socks, children's wear, leisure wear and

activewear products.

Group’s customers include such leading retail chains as: Wal-Mart,
Marmaxx, Target, Victoria's Secret, Odlo, Marks & Spencer, Primark, Ross
Stores, Macy's, Kohl's, Hema, Lane Bryant, LuLulemon, Karstadt, Kaufhof,
as well as leading brands which include: Nike, Calvin Klein, Hugo Boss,
Maidenform, Tommy Hilfiger, Spanx, Under Armour, Triumph, J.C. Penney

and others.

The Group also sells its products under franchised brands. These include:
Maidenform, Converse, Wilson, Avia, MLB, Tommy Hilfiger, Kenneth Cole,
Columbia, Original Penguin and others, and also under the brands KN Karen

Neuburger and Little Miss Matched which it owns.
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Recently, the Company entered franchise agreements for the sale of Marc
O'Polo and Lacoste branded wear. Sales under these franchise agreements
began in 2015.

In Israel, the Company runs retail sale operations using the Delta retail chain,
as well as wholesale operations. The Company sells its products under such
franchised labels as Disney, NICI, Keds, Nike and Power Rangers, and also
under own labels which include "Machtonim"”, "Yodfat", "Comfort",

"Punch”, "Touch" and "Delta".

In Germany, the Company sells own products through Schiesser under the
Schiesser, Schiesser Revival and Uncover brand names it owns, and also

under the franchised brand Seidensticker.

In Germany and Western Europe (mostly in the Benelux countries), Schiesser
runs retail sale operations in own chain of stores, as well as wholesale

operations.

The Company develops and designs its products primarily in Israel, Germany
and the US, whereas production is mostly pursued by subcontractors and at

Group's own plants in the Middle East, in Eastern Europe and in the Far East.
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1.3. Presented below is the structure of Company (all 100%) holdings in own material subsidiaries as of December 31, 2014.

Delta Galil Industries Ltd.

\
Delta Textile Delta Galil Holland BV Delta Galil USA Inc.
London
y
~
Schiesser AG
J

Pleas SA Thai Progress Delta Textile Delta Textile
Garment Bulgaria Ltd Egypt SAE

[ | Companies engaging in manufacture.
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2. Corporate Segments of Operation

2.1. The Company runs four segments of operation which it reports as business sectors in its Consolidated Financial Statements as of
December 31, 2014: (a) Delta USA; (b) Global Upper Market; (c) Delta Israel; (d) Schiesser.

2.2. Group Management has established these operating segments based on the reports reviewed regularly by the Company CEO and Board of
Directors. The CEO and the Board of Directors have been identified jointly as the strategic steering committee, acting as the Company’s
Chief Operating Decision Maker (hereinafter "CODM").
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2.3. Following are brief descriptions of the individual segments of operations

listed above:

2.3.1. Delta USA Segment

In this segment, the Group engages in the development, design and
marketing of private label women's, men's and children's undergarments,
socks and activewear products purchased from subcontractors in the Far
East and sold to large retail chains in the US and also under labels
franchised or owned by the Company. This segment also runs all

undergarment and socks operations in the UK.
For further detail, see sections 7 through 16 hereunder.

2.3.2. Global Upper Market Segment

In this segment, the Group mostly engages in the development, design,
manufacture and marketing of men's and women's undergarments and
also socks and women's seamless wear as manufactured in the Company
plants and through Far Eastern subcontractors and sold to retail chains
and leading labels in Europe and in the USA. Most sales in this segment

are made to Private Labels.
For further detail, see sections 7 through 16 hereunder.
2.3.3. Delta Israel

In this segment, the Group engages in the development, design and
marketing of labeled women's and men's undergarments, socks and
activewear products, and also children's wear products, mostly under the
"Delta label” and mostly purchased form subcontractors in the Far East
and distributed through Company's own retail stores in Israel as well as

by other Israeli retail chains through wholesale purchases.
For further detail, see sections 17 through 26 hereunder.
2.3.4. Schiesser

In this segment, the Group engages in the development, design,

manufacture and marketing of labeled women's, men's and children's
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undergarments and also activewear products, mostly under the
"Schiesser” brand and sold mostly in Germany and in other West
European countries both by Schiesser's own retail stores and by other
retail chains through wholesale purchases. The Schiesser products are
mostly manufactured in two Group owned manufacturing plants in the
Czech Republic and in Slovakia; In addition, Schiesser runs a buying

office in Hong-Kong.

For further detail, see sections 17 through 26 hereunder.

3. Investments in the Corporation's Capital and Transactions with Its Shares

Following are details of material transactions made by Delta stakeholders over the

past two years (starting January 1, 2013):

Name of Stakeholder Date Number of Ordinary Share Price Sum of
Shares Purchased (In USD) Transaction
(Sold) (In USD)

Sterling Macro Fund 2013

S0l eeece b A April and total 1,000,000 14.64 14,640,000
Dabah

transactions in
*2013

Isaac Dabah 2013

April and total 320,000 14.07 4,502,400
transactions in
2013 **

2013

(Aot elEa s April and total  (1,000,000) 14.64 14,640,000
Isaac Dabah and wife BRil: sy

Yvette Dabah) 2013 *

* These shares were sold by Mr. Isaac Dabah through GMM Capital LLC and Sterling

Marco Fund, managed by Mr. Dabah. For detail, see immediate report of August 8, 2013,
Ref. 2013-01-030760.

** For options exercise to shares, see immediate report of April 14, 2013, Ref. 2013-01-
037696.

4. Dividend Distribution

4.1. As of the date of This Periodic Report, the Company has no dividend

distribution policy. From time to time, the Company’s Board of Directors
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4.2.

4.3.

44.

4.5.

studies the distribution of dividends in view of Company’s financial results
and against Company's financial and other needs, subject to the instructions

of the law.

In 2013, the Company, free of authorization by a court of law, distributed

dividends as follows:

Decision Date Amount Distributed (In Date Distributed

USD)
19/02/2013 2.5 million 12/03/2013
20/05/2013 2.5 million 11/06/2013
30/07/2013 2.5 million 22/08/2013
29/10/2013 3.0 million 07/11/2013

In 2014, the Company, free of authorization by a court of law, distributed

dividends as follows:

Decision Date  Amount Distributed (In USD) Date Distributed

18/02/2014 3.0 million 18/03/2014
07/05/2014 3.5 million 28/05/2014
28/07/2014 3.5 million 20/08/2014
04/11/2014 3.5 million 25/11/2014

As of the date of the report, the balance of profits eligible for distribution
(undesignated retained earnings less treasury shares), as defined under the

Companies Law, amounts to $186,202 thousands.

For details of the limitations imposed by the deeds of trust for Company
debentures (Series A, B and E) on Company's power to distribute dividends,

see note 11 to the Fiancial Statements in Part C of This periodic Report.
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Part B - Other Information

5. Financial Information Regarding the Corporate Segments of Operation

For financial information regarding the various corporate segments of operation,
see explanations in section 2.3.2 of the Board of Directors' Report in Chapter B

and note 5 to the Financial Statements in Chapter C of the Periodic Report.

6. General Environment and Impact of External Factors on the Company

6.1. Description of Market Risks the Group is Exposed to

Group operations are exposed to several market risks, including the financial
state of the target markets where the Company operates, fluctuations in the
prices of cotton and fluctuations in the exchange rates in these markets as
compared with the operating currency, i.e. the USD.

For details of the Group's policy with regard to management of market risks
as above, see section 4.3 of the Board of Directors' Report in Part B of the

Periodic Report.

Company operations are exposed to macroeconomic, industry related and also
specific risk factors as related to the nature of its operations. For full detail on

these risk factors to which the Group is exposed, see section 39 hereunder.
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Part C - Description of the Corporate Business by Segment

Following are detailed descriptions of the individual Company segments of
operations:

Delta USA and Global Upper Market Operating Segments

7. General Operating Segment Information: Delta US and Global Upper
Market

The description which follows covers similar business characteristics of segments
as distinguished from the other Company segments of operation (hereinafter in
sections 7 through 16: "the segments"). Specific concerns as apply to the

individual segments are explicitly noted.

7.1. Segment Structure and Changes Thereto

7.1.1. Delta USA Segment

Delta USA engages in the development, design and marketing of
women's, men's and children's undergarments, socks and activewear
products to large retail chains in the USA. Sales are intended for Private
Labels as well as brand names under franchise agreements entered (see
section 13.3 hereunder) and under Company owned brands such as Karen
Neuburger and Little Miss Matched.

Company operations in this segment are run in the USA and
accomplished through subsidiary Delta USA and also through Delta

Textile London which runs a sales office in the UK.

7.1.2. Global Upper Market Segment

This operating segment managed in Karmiel and engages in the
development, design, manufacture and marketing of men's and women's
undergarments and also women's socks and seamless wear products, half
of which are manufactured by Company plants and the other half by
subcontractors, all for retail chains and leading European and US labels

and also for franchised labels (see section 13.3 hereunder).
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7.2.

7.3.

7.4.

The majority sales of this segment are made to Private Labels in the

Upper Market.

Segment's Marketing and Distribution are accomplished by the
Company, whereas manufacturing is accomplished by the Company in
own Israeli plants and also through subsidiaries operating in Egypt,
Bulgaria, Thailand and Jordan, joint projects in China and Turkey, and

subcontractors in the Middle East and in the Far East.

Segments Scope of Operations and Profitability changes.

Changes in global trade laws have increased the competition facing the
segments and compelled the Company to restructure the Group. The
restructuring measures taken by the Group and all related expenses have
impacted the Company’s revenues and profitability as described under the
Board of Directors' Report in Chapter B of the Periodic Report.

Developments in Segment Markets or Changes to their Customer Characteristics

Target markets of the Company's products in these segments are the US and
Europe. Changes in the economic conditions in these markets in recent years
as have reflected in financial crisis and concerns of continued recession,
reduced consumption and constant pressure to reduce prices, may all impact
consumer consumption habits and volumes. In addition, the garment industry
is subject to changing consumer fashion preferences and trends which, by
their very nature, change more frequently than ever before and require an
increased number of product collections.

Critical Segment Success Factors and Changes Thereto

In Company's estimation, segments success relies on a number of key factors,

the most prominent of which are as follows:

7.4.1. Innovation — investment of resources in design and development
departments with a constant focus on local and global developments in
the undergarments category and in customer tastes, and on development

and design of fashion collections.

7.4.2. Customer relations — securing of long term relations with customers.
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7.4.3. Fabric development — the Company operates a special fabric
development center in Karmiel, which special fabrics provide an added

value to the product development core.

7.4.4. Adaptation of the products to changing fashions and to the needs of the

relevant consumers, with an eye to securing continual innovation.

7.4.5. Provision of a marketing and distribution system which allows

penetration and stronghold in new markets.

7.4.6. The use of a broad variety of suppliers who provide high quality raw

materials and finished products.

7.4.7. Provision of a sturdy, reliable and flexible autonomous and
subcontracted manufacturing infrastructure, which will also secure a

competitive edge.

7.4.8. Securing of product manufacturing quality and quality control in

compliance with specification, Company and customer requirements.

7.4.9. Leveraging of the Company’s size as reflected both in the volumes of
customer purchase orders and in the number of items ordered from each

model manufactured, to help reduce manufacturing costs.

7.4.10. Provision of cost effective operating system and supply chain to fully
support sale demands and meet supply schedules which have shortened

in recent years.
7.4.11. Entering of franchise agreements.

In Company's estimation, these success factors have been further reinforced
in light of the changes to its business environment as reflected in increased

competition, eroded sale prices and shorter supply times.

7.5. Main Segment Entry/Exit Barriers and Changes Thereto

In Company's estimation, the main entry barriers facing the segments are as

follows:

7.5.1. Acquaintance with and understanding of fashion market requirements

and end consumer tastes.
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7.5.2. Stable, long term relations with the larger customers (retail fashion

chains and fashion label companies).
7.5.3. Innovation in the development and design of fashion products.

7.5.4. Big customers normally require a commitment on the part of the
manufacturer to submit to a compliance process evaluating plant's
capability of meeting their needs. Also, during the contract period, these
customers often run periodic inspections of the production system.
Failure to meet customer's quality requirements and standards may lead

to termination of the contract.

7.5.5. Provision of efficient operating system, supply chain and distribution
setup which secure full support of sale needs and supply schedules which
have shortened in recent years

In Company's estimation, these operating segments are subject to no

significant exit barriers.

7.6. Alternatives to the Segment Products and Changes Thereto

Company’s products compete with numerous alternatives as offered both by
wholesalers and by manufacturers marketing products of comparable quality.
To reinforce and preserve the edge of own products over the competition, the
Company relies on differentiation and prominence of innovation, fashion
orientation and quality, on the development of special fabrics and on
increasing the market share of the labeled operation.

Segment Customers: Delta USA and Global Upper Market

8.1. A material customer of the Group, whose purchases constitute over 10% of
the Company's total consolidated sales, is the US retail chain of Wal-Mart
representing the Group’s largest customer for the Delta USA segment. The

Company has had a business relationship with Wal-Mart for over 40 years.

The Company provides Wal-Mart with a broad variety of products for the
various departments of its chain of stores, including products sold under the

chain’s house labels and products sold under franchise agreements.
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8.2.

8.3.

8.4.

8.5.

In 2014, sales to Wal-Mart amounted to a total of $175.4 million
(approximately 17% of all consolidated sales) as compared with $114.7
million in 2013 (approximately 12% of all consolidated sales) and $107.8
million in 2012 (approximately 13% of all consolidated sales).

The increase in sales in 2014 as compared with 2013 derived mostly from
increased sale of activewear products under the brand Avia (see section 2.3.2
in Part B of This Periodic Report).

The increase in sales in 2013 as compared with 2012 derived mostly from

increased sale of ladies undergarments.

Other important Group customers in the Delta US segment include
Marmaxx, Target, Kohl's, Lane Braynt, Ross Stores, Kmart-Sears, Macy's,
J.C. Penney, Marks & Spencer and Primark.

Important customers in the Global Upper Market segment include Victoria's
Secret, Calvin Klein, Hugo Boss, Tommy Hilfiger, LulLulemon,

Maidenform, Nike, Hema, Under Armour, Spanx, Odlo and Triumph.

For a breakdown of sales by geographical attribution, see note 5c to the
Company’s Financial Statements for December 31, 2014, in Chapter C of
This Periodic Report, and also section 2.3.1 of the Board of Directors'

Report in Part B of This Report.

Major Group Customer Contract Characteristics

The Group maintains long term relationships with its customers, normally
regulated under general blanket agreements and customer purchase orders
with the Group. The blanket agreements also provide general directives as
apply to customer relations with the Group and which include manufacturer's
commitment to meet compliance requirements covering plant's response to

customer needs, as well as periodic inspection and other requirements.

Product quantities and dates of supply to the customers are established under
the purchase orders, and vary from one order to another.

Company’s contracting with its customers is normally based on preparation

of a product collection for a specific season.
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10.

8.6. Dependence on a Single Customer

The Company believes that any reduction in the volume of purchases by Wal-

Mart may have a materially adverse impact on its financial results.

Segment Marketing and Distribution: Delta USA and Global Upper Market

The Company adapts its marketing and sales strategy to its customers based on
their respective geographic locations and the market segments they address. Thus,
for instance, one marketing and sales team is responsible for customers in the
European and US upper market segments while another is responsible for
customers in the US mass market segment. The Company has its sales offices set
according to the locations of its target markets in Europe, North America and
Israel, which establish their own marketing strategies in coordination with
Company's headquarters. The Company’s sales offices are operated by
professional staffs maintaining continual contact with their customers and
providing a direct and immediate response to their demands. The Company also

employs sales agents as the need arises.

In the US, the Company distributes its products through own distribution centers
as well as by direct supply from the various manufacturing facilities against
purchase orders. To its European customers, the Company mostly distributes its
products directly from its factories. The Company insists on securing sufficient
stock levels at its distribution centers so as to meet customer demands.

The Company is entirely non dependent on own marketing channels.

Segment Orders Backlog: Delta USA and Global Upper Market

The Company makes its sales by either one of two methods — against Ad Hoc
(specific) orders — mostly in the Global Upper Market segment, and by

Replenishment — mostly in the Delta US segment.

In replenishment sales, the Company holds a stock for its customers at its
distribution centers for a period of 8 to 12 weeks, and the customer normally Calls
Off the goods and issues purchase orders nearing the call-off date. The Company

recognizes the income on the date of shipment to the customer.
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Because of the structure of the industry and the contracting method which relies
on both Ad Hoc and Replenishment orders, Company's order backlog covers a
relatively short period of time. The Company therefore believes that the order

backlog does not provide full indication of the actual volume of orders.

The following is a breakdown of the Company's order backlog in its various
operating segments for the next quarter years when recognition of the income is

expected (in millions of US dollars):

10.1. Order Backlog in the Delta USA Segment

Accumulated Orders as Accumulated Orders as
of February 11, 2015 of December 31, 2014

First quarter year 29.1 37.3
Second quarter year 20.2 12.4
Third quarter year 6.0 0.8
Fourth quarter year 0.3 -

Total 55.6 50.5

10.2. Order Backlog in the Global Upper Market Segment

Accumulated Orders as of Accumulated Orders as

February 11, 2015 of December 31, 2014
First quarter year 31.5 57.7
Second quarter year 394 17.7
Third quarter year 4.1 1.2
Fourth quarter year 0.2 -
Total 75.2 76.6

11. Segment Competition: Delta USA and Global Upper Market

11.1. Overview
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Company lines of operation are considered competitive. In 2010, a trend
emerged of increasing manufacturing costs and gradually increased consumer
prices, which trend also continued over the past two years along with a
somewhat reduced level of competition as reflected in a reduced number of
Company competitors. Competition in the undergarments segment revolves
around three major parameters: product price, product quality, and level of
customer service. The Company believes that it has several advantages over
its competitors, for reasons which include the following:

11.1.1. Innovative and high quality product lines — the Company manufactures
a broad variety of fashionable, high quality product lines, and packs its
products attractively. The Company invests significant sums of money in
innovative design and in the development of fabrics and products. For

further detail, see section 31 hereunder.

11.1.2. Long term relations with retailers and leading label marketers — the
Company has cultivated long term relationships with its customers.
Although Company’s agreements with its customers are largely short
termed and unbound by minimum sale obligations, the Company
maintains business relations with most of its major customers over
periods longer than ten years. Company’s design, development and
expert technology teams work jointly with the customers so as to provide
a comprehensive service package which includes, among other things,
the design, development, manufacture and marketing of new product

lines.

11.1.3. Unique status of free trade zones — Company operations in Israel,

Jordan and Egypt allow it to enjoy beneficial trade agreements.

11.2. Segment Competitive Conditions

In recent years, retail chains have been trying to circumvent private label
undergarment design and development companies and contract directly with
manufacturing plants so as to reduce the product costs. For detail, see section
39.3.3 hereunder.
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11.3. Major Competitors by Segment

Operations in the US and in Europe are faced with dozens of competitors,

mostly private US and Far Eastern companies.

11.3.1. Delta USA Segment

To the best of Company’s knowledge and estimates, the size of the
market addressed by this segment — both in terms of customers and in
terms of product categories (undergarments and activewear), is estimated
at some $15 billion per year. In Management's estimation, Company's

share in this segment ranges between 2% and 3%.

Company’s most prominent competitors in this segment include Ariella
Intimates, Saramax Apparel Group Inc., Komar Company, Vanity Fair,
Jockey, Fruit of the Loom, MAS Holdings, Brandix Lanka Limited,

Richard Leeds and Gelmart.

11.3.2. Global Upper Market Segment

To the best of Company’s knowledge and estimates, the size of the
market where it operates — both in terms of customers and in terms of
product categories, ranges between $5 and $6 billion per year. In
Management's estimation, Company's share in this segment ranges
between 3% and 5% in the various categories and with customers of the

segment.

Company’s most prominent competitors in this segment include MAS
Holdings, Clover, Regina, Brandix Lanka Limited, Renfro Corporation,

Fillnet, Gildan Active Wear Inc., Tefron, Okamoto and Interloop.

11.4. Facing up to the Competition

The Company invests extensive resources in the design and development of
its products so as to secure innovation and fashionability for own customers,
with the understanding that it is this innovation which differentiates it from its
many competitors. For further detail, see also section 31 herein.
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Also, to stand out and secure a competitive edge, the Company invests
heavily in increasing the labeled segment of its operations through the
purchase of new franchise agreements, and it also seeks to increase its
activewear and brassiere operations vis-a-vis existing customers. The
Company also invests in the construction of new plants and joint ventures
with an end to strengthen own relationships with its customers and improve

own service level.

12. Segment Manufacturing Capacity: Delta USA and Global Upper Market

12.1. Following are details of the volume of sales generated by Company

subcontractors in 2014:

In the Delta US segment, some 98% of the sales were of products purchased

from subcontractors.

In the Global Upper Market segment, some 49% of the Company’s sales were

of products purchased from subcontractors.

When manufacturing needs increase, the process of contracting with and
qualification of existing and additional subcontractors requires preparations,
including attainment of end customer's approval of the new factory and
assurance of new factory’s compliance with quality standards as specified by
the Company to cover product quality, timetables and working conditions. In
Company's estimation, these preparations do not require such an extended
length of time which would limit any potential growth of own manufacturing

capacity.

12.2. The Company owns manufacturing plants in Egypt, Israel, Thailand, Jordan
and Bulgaria, which mostly serve the Global Upper Market segment. In
2014, the Company made investments in a number of joint ventures in
Turkey and in China. In Company's estimation, own power to increase the

manufacturing capacity of these plants is subject to no limitations.
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13. Segment Intangible Assets: Delta USA and Global Upper Market

The balance of intangible assets attributed to the various segments on December
31, 2014, mostly comprise $51.3 million in goodwill, $8.9 million in customer
relations, and $19.3 million in label usage right agreements.

13.1. Goodwill

Company’s intangible assets in its various segments of operation include
goodwill as has been established by the Company over the years and as was
mostly due to the purchase of three American companies in the period
between 2000 and 2004.

The remainder goodwill is not amortized. The company reviews the goodwill

value on a yearly basis based on estimation.

The Company did not amortize the balance of goodwill in 2014, 2013 or 2012
in view of the findings of its annual reviews, see note 9b to the Financial

Statements in Part C of This Report.

13.2. Customer Relations

Company's customer relations in its various segments of operation have been
established over the years since the 2004 acquisition of Burlen which forms a
part of Delta US segment and the 2009 acquisition of the Gibor operation
included under the Global Upper Market segment.

The balance of customer relations amounted to approximately $8.9 million as
of December 31, 2014, and is amortized over a period of 20 years. The

original cost amounted to approximately $16.9 million.

In Company's estimation, the balances of goodwill and customer relations

have no business impact on any of its segments.

13.3. Agreements to Attain Label Usage Rights

From time to time, the Company enters into agreements to be granted rights
to use such international labels as Avia, Columbia, Lacoste, Marc O'Polo,
Converse, Wilson, Tommy Hilfiger, Maidenform and Kenneth Cole in the
Delta USA segment.
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License agreements are normally made out for periods of 3 to 4 years, and
they include payment of royalties to the franchise owner at a rate between 5%
and 12% of the revenues. Normally, they also include a minimum royalties
payment condition set based on the minimum sales level in the agreement

period.

These agreements regulate the obligations of the Company as the recipient of
the franchise to manufacture labeled products (hereinafter in this section "the
products”), including in the matter of label usage, product design and

development, and forwarding of annual sale plans to the licenser.

The agreements normally include a Company obligation to provide the
licenser a prototype and manufacturing molds of the products prior to their
manufacture, and also an obligation to secure the quality, reputation and
image of the licenser's products at all times. The licenser has the right to audit

and supervise the product manufacturing plants.

In 2014, 2013 and 2012, segment royalty expenses amounted to $12.4
million, $10.1 million and $9.4 million, respectively.

None of the licenses granted to the Company have any material impact on its

operations.

In Company's estimation, label usage rights constitute one of the segment
factors of success, and they have a role in Company's strategy of growth in

the labeled segment of operation as shown in section 36.4 hereunder.
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14. Segment Raw Materials and Suppliers: Delta USA and Global Upper Market

14.1. Segment Major Raw Materials

As shown, most manufacturing operations are accomplished by the Upper
Market segment, with any raw and auxiliary materials as required for in-
house manufacturing by the Company purchased from subcontractors and

suppliers.

The raw materials used by the Group for in-house manufacture of the various
garment products are mostly cotton threads, cotton mixes, synthetic threads
(such as cotton-Spandex, cotton-Lycra, cotton-Viscose, nylon and polyester
threads) and other such materials as elastic bands, lace and other textile
ingredients, which are sold for widely ranged prices. The Group purchases
the raw materials from a number of international and local suppliers, and has
never encountered any difficulties in securing raw materials which meet own

manufacturing requirements.

Changing supply and demand conditions and other market factors over which
the Company has no control subject the price of raw materials to fluctuations.
The Company keeps track of price fluctuations as above and tries to adapt its

thread and finished product inventory levels to the sales projections.

With the exception of cotton threads, the Company only purchases the raw
materials it requires for the manufacture of its products against purchase
orders it receives from its customers. It does not normally hold a stock of raw
materials for periods longer than eight weeks. In purchasing basic cotton
threads, the Company normally contracts, from time to time and when market
conditions are in its favor, with a number of cotton thread suppliers for

periods between three and six months.

14.2. Supplier Contracts

The Company employs dozens of suppliers, mostly under regular accounts,
and, in some instances, under letters of credit. Normally, and as is a standard

practice of the industry, the Company does not enter into agreements with
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these suppliers. Some of the suppliers employed by the Company are subject

to approval by customers, and others are dictated by them.

14.3. Supplier Dependence and Supplier Dependent Products

The Company has no material dependence on the various suppliers of raw
materials or finished products since numerous suppliers and factories are
available. However, where a supplier requires replacement, the process of
locating a suitable supplier who meets Company and end customer standards
may take several months to complete.

14.4. In-House Manufacturing

The Company provides its customers with a broad array of high quality
products meeting their specific requirements, at competitive prices. The
Company manufactures some of the products in-house and purchases others

from subcontractors. Following are the stages of the manufacturing process:

14.4.1. Purchase of Raw Materials

The Group purchases the raw materials it employs in the manufacture of
its own products mostly from international supplies, and has never
encountered any difficulties in attainment of raw materials which meet

own manufacturing requirements.

14.4.2. Knitting

The Company knits most of the fabrics in-house and purchases from

suppliers other fabrics as it requires in manufacture of its products.

14.4.3. Sock Knitting

The Company operates sock knitting machines in its Israeli and
Bulgarian plants and also relies on joint ventures in China and Turkey as

well as on purchases from subcontractors.

14.4.4. Coloring and Finishing

The Company colors most of the products it manufactures using
Egyptian subcontractors. In Q4 of 2014, it started operations in an
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Egyptian dyeing plant which its purchased was completed during Q1 of
2015.

14.4.5. Cutting

The Company operates computerized cutting equipment in its Egyptian

and Thai plants.
14.4.6. Sewing

On completion of the cutting stage, products are sewed at Company
plants in Egypt, Jordan and Thailand, and, occasionally, also by

subcontractors.

14.4.7. Quality Assurance

The Company greatly emphasizes the quality of the garment items it
manufactures, and, to this end, it employs QA teams to inspect the
products throughout the process. Company’s QA procedures meet the

stringent standards demanded by its customers.

14.4.8. Manufacture of Seamless Garment ltems

The Company applies a special manufacturing technology through the
use of "Santoni" knitting machines in the manufacture of seamless

undergarments, shapewear and activewear products.

14.4.9. Outsourcing

The Company engages subcontractors for the manufacture of some of its
products. The company employs subcontractors in China, Turkey,
Pakistan and Bulgaria for the manufacture of socks, and in Egypt, Jordan
and some Far Eastern countries (mostly China and Bangladesh) — for the
manufacture of undergarments and seamless wear for its other segments
of operation. The Company is not dependent on any of these

subcontractors.
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15. Segment Working Capital: Delta USA and Global Upper Market

15.1. Delta USA Segment

Following are details of the average inventory used by the segment and of
inventory days for the years of 2014 and 2013:

Year 2014 Year 2013

Average inventory (in millions of dollars) 82.7 60.5

Inventory days (average) 89 72

The increase in the average inventory balance in 2014 as compared with 2013
derived from the expanded volume of operations.

15.2. Global Upper Market Segment

Following are details of the average inventory used by the segment and of

inventory days for the years of 2014 and 2013:

Year 2014 Year 2013 ‘

Average inventory (in millions of dollars) 25.0 30.2

Inventory days (average) 43 49

The reduced average inventory balance in 2014 as compared with 2013

derived from the reduced volume of operations

For further details on the working capital, see section 33 hereunder.

16. Restrictions and Regulations Governing Corporate Operations: Delta USA
and Global Upper Market

16.1. Local Laws in Countries of Operation

The Company is subject to relevant laws as are in effect in the countries
where it operates, including as generally apply to imports, customs, consumer
protection, product marking (as applicable), licensing, and labor in the

countries where it employs own personnel.
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16.2. Free Trade Agreements

The Company currently enjoys free trade agreements between Israel and the
US, Canada and the EU. The trade agreements allow the Company to sell the
products it manufactures in Israel to these countries (under contractual terms
and conditions as may apply) free of customs and import quotas. The US has
expanded the benefits covered under the US-Israel free trade agreement to
also include goods processed in the Company’s Jordanian facilities, thus also
relieving these products of customs and quotas.

Under the free trade agreement between the US and Jordan, Company
products as manufactured in Jordan are, regardless of any Israeli inputs as

may or may not be included, free of customs and quotas in the US.

Moreover, the US-Israel free trade agreement was also so expanded as to
relieve of US customs and quotas any products which are manufactured in the

Company’s Egyptian plants and which include a certain rate of Israeli input.

Pursuant to the free trade agreement between the EU and Egypt, Company
products as manufactured in Egypt are free of taxes and quotas for EU

member states.

Segment sales as included under the free trade agreements above constituted
approximately 12% of all of their total sales in 2014. The balance of sales
constituting approximately 88% of the total sales of these segments in 2014

and not included above is subject to customs and quotas.

16.3. Specific Laws/ Business Licenses/ Export Licenses as Apply to Company

Operations

The Company holds licenses as required and complies with any specific laws

as apply in the countries where it operates.
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Delta Israel and Schiesser Operating Segments

17. General Segment Information: Delta Israel and Schiesser

The description which follows covers similar business characteristics of segments
as distinguished from the other Company segments of operation (hereinafter in
sections 17 through 26 "the segments”). Specific concerns as apply to the

individual segments are explicitly noted and differentiated.

17.1. Segment Structure and Changes Thereto

In the undergarment and children's wear categories, Group operations in
Israel and in Germany are faced with numerous competitors, mostly importers
who own retail fashion chains. The garments industry — specifically the
undergarments category, has, in recent years, still been operating under
intense competition. In recent years, finished product prices have increased

with the cost of labor and other inputs in the Far East.
17.1.1. Delta Israel

In this segment, the Company runs retail operations to market a variety of
undergarment products, leisurewear and socks in Israel through the Delta
Stores chain, some of which it owns and some operated by franchise
holders, and also wholesale operations to sell these products to retail

chains and private stores as well as on the internet.

Most of the products marketed are purchased from Far Eastern suppliers.
The Company markets several labels in Israel, some owned and some
franchised. In Company's estimation, the labeled products it markets

under the Delta Israel segment provide it an edge in the Israeli market.

Over the course of 2014, the Company expanded its chain of stores with
9 new ones (vs. 5 stores which closed down), pursuant to the expansion
in 2013 with 14 new stores (Vvs. 6 stores which closed down). Thus, as on

the date of the report, 150 stores are operational.

In October 2013, the Company entered an agreement with public traded

company Argaman Industries Ltd. ("Argaman) and with Lodzia Rotex
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Chain Stores Ltd. ("Lodzia™), a private company formerly held by
Argaman, under which the Company purchased Argaman rights in the
labels Fix, Veto, Men Fix, Fixon-Men and Fixon-U as well as the full
issued and paid off share capital of Lodzia. The purchase transaction was
concluded in January 2014, at the cash price of $2.1 million (NIS 7.5

million).

As on the transaction completion date, 7 Lodzia stores (held by the
Company pursuant to the transaction) went into operation — 5 by own

operation and 2 under a franchise agreement.
17.1.2. Schiesser

In this segment, the Group markets branded women's, men's and
children's undergarments and also swimwear and specialized sports
undergarment products. Operations in this segment include collection
design and planning, purchasing, fabric manufacture and finishing,

garment manufacture, and distribution.

In this segment, the Group sells a large proportion of its products
specifically under the core label of the segment — Schiesser, mostly in
Germany, in other German speaking countries such as Switzerland and
Austria, and in the Benelux countries (Belgium, Holland and
Luxemburg). Segment operations also include the manufacture of a retro
line of undergarments (“Schiesser Revival™) and the positioning of a
young label ("Uncover™) in the undergarments category. The company
also manufactures and markets its undergarment products under the

"Seidensticker"” label, under a franchise agreement.

In the Schiesser segment, the Group supplies its products to some 5,000
wholesale customers in Germany and in other European countries,
including specialized undergarment and fashion retailers, chain store
operators and department store operators through its wholesale channel.
The Group employs its retail channel to sell its products in Germany and

in other European countries through 19 own retail stores and 66 factory
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outlet stores (as of December 31, 2014), and also on the internet through

own online store.

The Group sells the Schiesser undergarment products in the mid- to high-
end market segments, with an emphasis on a high level of comfort,

durability and quality side by side with innovative fashion.

Some 50% of the undergarment collections are manufactured in two
Group owned manufacturing plants in the Czech Republic and in
Slovakia; In addition, the Company runs, under the Schiesser segment, a

buying office in Hong-Kong.

17.2. Segment Scope of Operations and Profitability Changes

17.2.1. Delta Israel

In recent years, Company’s volume of operations in this segment have
increased partly thanks to the expansion of the chain — including the
deployment of the children's wear stores-within-stores (Delta Kids), and
also thanks to the growth in the Israeli economy. Segment's increased
volume of operations also reflected in expansion of the product lines

sold.
17.2.2. Schiesser

Most of the Schiesser sales are made to wholesale customers, focusing on
Germany and its European neighbors. Since the fashion market in
Germany and in other European countries has, in recent years, been
subject to increasing competition and fewer sale points, Schiesser has
developed a growth strategy whereby it expanded the chain of stores it
owned. This included the launch of 5 new factory outlet stores and 2
retail stores in 2014 as 3 stores closed down. In the course of 2013, it

opened 11 factory outlet stores and 5 retail stores.

The target market for Company products in the Schiesser segment is
Western Europe, mostly Germany. The continued financial crisis in these

markets and the concerns of continued recession, reduced consumption
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and constant pressure to reduce prices, may all impact consumer

consumption habits and volumes.

17.3. Critical Success Factors in the Segment and Changes Thereto

In Company's estimation, segments success relies on a number of key factors,

as detailed below:

17.3.1. Marketing and labeling of Company brands through continual
investment in advertising, and their reinforcement as required to
differentiate the labels and emphasize their advantages, innovation and
fashionability, as well as through the Company’s customers club and

website.

17.3.2. Investment of resources in design and development departments with a
continual focus on local and global developments in the undergarments
category and in customer tastes, and on development and design of

fashion collections with an emphasis on continual innovation.
17.3.3. Entering of label usage right agreements.
17.3.4. Nationwide deployment and location of stores.

17.3.5. Provision a steadfast, reliable, flexible and cost competitive overseas

subcontractors infrastructure.
17.3.6. Implementation of an effective product QC system.

17.3.7. Implementation of efficient operating system, supply chain and
distribution system providing full support of sale needs and supply

schedules which have shortened in recent years.

17.4. Main Segment Entry / Exit Barriers and Changes Thereto

In Company's estimation, the main entry barriers facing the segments are as

follows:

17.4.1. Construction and long term preservation of labels with significant
awareness in the fashion market through considerable financial

investments in marketing and advertising.
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17.4.2. Capital investments in the establishment of a retail chain and in store

maintenance.

17.4.3. The need to maintain a critical mass of sales which will allow for a

competitive operational costs structure.
17.4.4. Long term relationships with major wholesale customers.

In Company's estimation, the segments are subject to no exit barriers of

significance.

17.5. Alternatives for the Segment Products and Changes Thereto

In these segments, Company products compete with numerous alternatives as
offered by local manufacturers or by importers at numerous sale points. The
Company reinforces and preserves the edge of own products over the
competition by providing differentiation, prominent fashion orientation,
quality and added value through the insistence on leading design,

development, competitive pricing, variety and media advertising.

18. Segment Customers: Delta Israel and Schiesser

18.1. Delta Israel

Company customers in this segment are classified as either retail or wholesale
Israeli operations. Company’s retail customers are the consumers shopping at

the Company’s retail chain.

The Delta Israel segment targets its sales to the low- and medium-end

markets.

Company’s wholesale customers in Israel include department stores,
supermarkets and fashion chains. Total sales of this segment in Israel for
2014 and 2013 amounted to approximately $127 million and $111 million,
respectively, of which some 26% in 2014 (approximately $33 million) were
made through department stores, supermarkets and private stores, and some
74% (approximately $94 million) were made through the Company’s own
retail chain. In 2013, 26% of all segment sales were made through department

stores and supermarkets whereas 74% of the sales were made through
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Company's own retail chain. As of the date of this Report, the Company runs
150 stores, of which 125 it owns and 25 it operates through franchise holders.
Company's retail operations in this segment are of no material bearing within
the context of Group operations.

In Company's estimation, it is not dependent on any of its customers in this

segment.
18.2. Schiesser

Company customers in this segment include both wholesale and retail
operations, using own retail stores in Western Europe. This segment targets
its sales to the mid- and high-end markets. Segment sales in 2014 amounted
to €152.2 million or $201.7 million, as compared with €145.8 million or
$194.0 million in 2013. In 2014, 68% of all sales (approximately €103.9
million) were made through the wholesale channel by department stores,
supermarkets and direct mail, and 32% of the sales (approximately €48.3
million) by own retail stores. German sales constitute the largest market of
all sales by Schiesser, representing approximately 78% of the sales total in
2014 as compared with 77% of sales total in 2013. The remaining sales were
made in other Western European countries, mostly Switzerland, Belgium and
Holland. Company's retail operations in this segment are of no material
bearing within the context of Group operations.

19. Segment Marketing and Distribution: Delta Israel and Schiesser

The Company markets the products of these segments through the following two

marketing channels: wholesale marketing, and marketing through the retail chain.

19.1. Wholesale Marketing

19.1.1. Delta Israel

Company products are sold through a variety of marketing channels,
including HaMashbir Latzarchan, H&O, New-Pharm, Bril Fashion, food
store chains (Shufersal, Co-Op, Hatzi Hinam), and hundreds of private

stores throughout the country.
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For marketing purposes, the Company operates an array of sales agents,
account managers, sales stewards and shelving personnel, and employs
the consignment method for some of its customers. Alongside with
marketing of own labels, the Company also manages all manufacturing
and marketing efforts for private labels such as Life for Super-Pharm and

Cherokee for Shufersal.

The company enters into general blanket agreements with the retail
chains, where quantities and/or supply schedules are set under the

respective purchase orders and may vary from one order to another.
19.1.2. Schiesser

Wholesale is Schiesser's largest selling channel. Approximately 68% of
the sales in 2014 and in 2013 were made through the wholesale channel.
Wholesale customers are mostly specialized fashion stores, department
stores and direct mail operations offering the Schiesser products in own

businesses and among own varieties.

In Germany, Schiesser handles own distribution through the wholesale
channel. Overseas sales are mostly accomplished by Schiesser's seven

distribution companies and through external, commercial agents.

In support of wholesale potential control, Schiesser runs stores-within-

stores for major customers.

19.2. Retail Marketing

19.2.1. Delta Israel

Retail marketing for this segment is accomplished through the labeled
retail chain which currently, as of the date of This Periodic Report,
comprises 150 stores. The labeled stores are located within shopping
malls, at town centers and in Power Center establishments throughout the

country.

For details of sales in identical stores, see section 2.3.3 in the Board of

Directors' Report, Part B of This Periodic Report.
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19.2.2. Schiesser

The retail chain channel includes the direct sales of Schiesser products to
end consumers through company's own retail stores, factory outlets and
B2C online store.

In late 2014, Schiesser was operating 17 retail stores in Germany, located
in accessible spots at town centers, within shopping malls or on
traditional German sites, each occupying a selling space of some 120

square meters.

As reported, Schiesser was operating 66 factory outlets as of December
31 2014, of which 50 in Germany and 16 in other Western European
countries. The factory outlets are located on frequently visited sites such
as business parks or trade centers. Factory outlets normally offer selling
spaces as large as 350 square meters or so, which serve to sell a large
proportion of the comprehensive collection of the Schiesser Group as

well as inventory surplus items.

It is in Schiesser's intention to increase the number of its stores in the
next few years by launching additional selling spaces which it will

operate.

In addition to stationary retail sales, Schiesser has made the end
consumer one of its targets, to be addressed through the Group's online
store which currently markets a large proportion of the products variety

in Germany and in Austria.

For details of sales in identical stores, see section 2.3.3 in the Board of
Directors' Report, Part B of This Periodic Report.

19.3. Distribution
19.3.1. Delta Israel

Over the course of 2012, the segment completed construction of the new

logistics center in Caesarea where its inventory was subsequently moved.
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Company products are stored in the logistics center, from which they are
distributed to stores and to wholesale customers alike, with the orders
collected by the sales agents in private stores and supermarkets and by a
computerized system in the labeled store and department store chains.

The Caesarea logistics center employs some 120 persons, of whom 25 in

average are employed through assigning companies.
19.3.2. Schiesser

The Schiesser distribution center is located in the town of Radolfzell,
Germany, housing most of the segment'’s finished product. The logistics

center employs some 120 persons.

20. Segment Orders Backlog: Delta Israel and Schiesser

20.1. Delta Israel

The Company holds no significant backlog of wholesale customer orders in

this segment, and its sales are mostly made through own chain stores.
20.2. Schiesser

Segment sales through the wholesale channel are made by either one of two
methods — against Ad Hoc orders, mostly for fashion products, and by
Replenishment, mostly for basic (core) products. This is why the segment's
order backlog covers but a small proportion of the actual operation and is not
fully indicative of the actual volume of orders.

The following is a breakdown of the Schiesser order backlog, mostly orders
of fashion products to wholesale customers, for the next quarter years when

recognition of the income is expected (in millions of dollars):
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Accumulated Orders as of Accumulated Orders as of

February 11, 2015 December 31, 2014
First quarter year 9.0 28.3
Second quarter year 10.0 4.1
Third quarter year 9.3 0.2
Fourth quarter year 6.2 -
Total 34.5 32.6

21. Segment Competition: Delta Israel and Schiesser

21.1. Delta Israel

The undergarments category is subject to intense competition among the
various labeled chains and private retailers. In Company's estimation,
nationwide chains such as Jack Cuba, Aphrodita, Intima and Castro have
strengthened in recent years at the expense of private stores, as has the
penetration of such international chains as Aerie (American Eagle), H&M and
Etam. Other competitors of the Company in the undergarment category in the
regulated market are Triumph, Go Under, HaMashbir Latzarchan, H&O and
Srigamish.

The children's wear category is also characterized by intense competition and
multiple competitors such as Fox Kids, Golf, GAP, H&M, Shilav, Zara,
Carter's, Castro and others. In addition, hundreds of private stores in Israel
sell undergarments and socks.

To the best of Company’s knowledge and own estimates, the market it
addresses in Israel ranges between $900 million to $1 billion yearly. In
Company’s estimation, its share in the market ranges between 10% and 20%

in the undergarments and children's wear categories.
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Competition requires the Company to offer competitive prices and invest

heavily in marketing, advertising and special sales.
21.2. Schiesser

Schiesser mostly operates in the undergarments market where it competes
against various industry players. Its major competitors in the various men's,
women's and children's label categories are Hugo Boss, Mey, Triumph,
Calida, Sanetta, Hunkemaoller, Esprit, H&M and private department store and
purchasing group labels. Most competitors operate both in the wholesale

market and in the retail market.

To the best of Company’s knowledge and based on market surveys in
Germany, the labeled market it addresses in the men's, children's and
women's categories (except for brassieres) ranges around $1 billion yearly. In
Company’s estimation, its share in the market ranges in these categories

between 8% and 25%.

To compete, the Company is expanding its own retail chain as reported under
section 17.2.7 above.

22. Segment Manufacturing Capacity: Delta Israel and Schiesser

22.1. Delta Israel

Most of the segment's products are purchased through buyers operations from
Far Eastern suppliers. In Company's estimation, its manufacturing capacity in

this segment is subject to no limitations.
22.2. Schiesser

Approximately 60% of the segment's products are manufactured in the plants
it owns in the Czech Republic and in Slovakia. The other 40% are purchased

from various Asian sources.

In Company's estimation, own manufacturing capacity in these factories is

subject to no limitations.
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23. Segment Intangible Assets: Delta Israel and Schiesser

23.1. Delta Israel

The Company owns the "Delta", "Yodfat", "Machtonim™ and other labels
which are listed in the Israeli trademarks registry and which are attributed no

cost in Company's books.

In addition, the Company was licensed with usage rights for such labels as
NICI, Disney, Keds, Nike, Wilson and others, which it uses in the

undergarments, socks and children's wear categories.

Franchise agreements are normally made out for periods of 1 to 2 years, and
they include payment of royalties to the franchise owner at a rate between 4%
and 12% of the sales. Since the agreement period is relatively short, the
balance of the amortized cost of licensing agreements as above is not of

material bearing.

In Company's estimation, labels and franchise agreements are highly
important to the segment and they constitute both a significant success factor
and an entry barrier to be faced by the segment. Also in Company's
estimation, labels and franchise agreements provide it a relative edge in

support of its differentiation.

None of the licenses granted to the Company have any material impact on its
operations.

23.2. Schiesser

Schiesser holds intellectual property rights to the "Schiesser”, "Schiesser
Revival" and "Uncover" labels as well as to the Pleas label in the Czech
market; however it has no rights to the Schiesser label in China, Hong-Kong,
Taiwan or Macau since these rights were sold to a local company marketing

in these regions.

The balance of the Schiesser label in the Company's books as of December
31, 2014 amounts to $23.5 million.
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Label's life span is unspecified and subject to annual review for impairment,
(see note 2f in Part C of This Periodic Report). The Schiesser label is of
material importance to the segment and it constitutes both a major success
factor and an entry barrier. Also, in Company's estimation, the label generates

and preserves Company's business distinction.

In addition, the Group is licensed for the "Seidensticker” label as well as for
motifs in such Schiesser children's label programs as "Lilifee", "Capt’n
Sharky", "Rebella" and "Nici".

Schiesser's franchise agreements are made out for short periods of time, and

they include no minimum liability for payment of royalties.

23.3. In 2014, 2013 and 2012, royalty expenses for Delta Israel and Schiesser
amounted to $2.4 million, $2.5 million and $1.8 million, respectively. The
increase in the royalty expenses in 2013 as compared with 2012 derived
from consolidation of the Schiesser operation for a full year. In 2012, the

Schiesser operation was only consolidated over the second half year.

24. Segment Raw Materials and Suppliers: Delta Israel and Schiesser

Approximately 50% of the Schiesser sales are based on in-house manufacture.
Raw and auxiliary materials as employed in the manufacturing process are
purchased from subcontractors and suppliers (similarly to the report under section
14.1 above).
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25. Segment Working Capital: Delta Israel and Schiesser

25.1. Delta Israel

Following are details of the average inventory used by segment and of
inventory days for the years of 2014 and 2013 in the operational currency of

the division:
T
Average inventory (in millions of NIS) 111.8 97.2
Inventory days (average) 206 179

The increase in the average inventory of 2014 as compared with 2013 was
due to the expansion of segment's retail chain and volume of operations, to
the acquisition of the FIX Operation, to the expansion of its product
collection and to the increase in inventory days in 2014 as compared with

2013 following a planned increase to the inventory level of basic products
For further details on the working capital, see section 33 hereunder.
25.2. Schiesser

Following are details of the average inventory used by segment and of

inventory days for the years of 2014 and 2013, in the operational currency of

the division:
Year 2014 Year 2013 ‘
Average inventory (in millions of Euro) 40.1 39.6
Inventory days* (average) 201 193

* Including in the Czech and Slovakian manufacturing plants.

For further details on the working capital, see section 33 hereunder.
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26. Restrictions and Regulations Governing Corporate Operations: Delta Israel

and Schiesser
26.1. Delta Israel

Company operations in Israel are governed by general legislation as applies to
imports; customs, consumer protection (including the Consumer Protection
Regulations (Transaction Cancellation) of 2010), product marking, labor and
licensing laws (insomuch as these apply to the operation of the Company
stores); package handling regulations and regulations as apply to equal rights
for the handicapped (service accessibility adaptations), all for which the
Company is setting up to assimilate regulatory instructions under the

applicability provisions set therein.

Furthermore, all of the Company’s products are subject to legal restrictions
regarding marking of prices, composition and laundry instructions under the
Consumer Goods and Services Regulation of 1957 and resulting ordinances,
and also under the Consumer Protection Law of 1981 and resulting

ordinances.

he Company complies with all legal requirements as above and holds

adequate licenses to the extent required.
26.2. Schiesser

26.2.1. Since a large proportion of its business operations are run in Germany,
Schiesser is mostly affected by the German legal and tax environment,
including with regard to corporate affairs, trade restraints, product
liability, product marking, prohibition of unjust business transactions,
trademarks and consumer protection. The Schiesser organizational and

business pursuits are also governed by the EU laws.

26.2.2. Since Schiesser purchases approximately half of its products from non-
European countries, its operations are affected materially by the foreign
trade and customs regulations. All import and export within the European
economy are basically exempt of tax. Schiesser is also governed by any

anti-dumping measures which the EU may impose under own laws.
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26.2.3. The laws governing the product include criminal regulations which,

inter alia, forbid the use of specific chemical, e.g. in painting of textiles.

The Company complies with all legal requirements as above and holds
adequate licenses as required.
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Part D — Additional Information at the Corporate Level

The following is additional information at the corporate level, related to all of the

Company’s segments of operation:

27. General Segment Information

27.1. Technological Changes of Potentially Material Cross Company Impact

The Company keeps regular track of technological developments as relevant
to its segments of operation and applies these technologies, to the extent
possible, to its production processes. Technological developments pertaining
to the threads from which the fabric is woven affect operations indirectly
since they allow the manufacture of innovative finished products such as
those which allow more comfortable movement, high levels of ventilation and
other such benefits. Such technological developments in the field of threads
allow for manufacture of advanced textile products, secure them a distinct

competitive edge and help reduce customers' pressure to lower the prices.

27.2. Changes to the Array of Suppliers and Raw Materials

No material changes have occurred in recent years to the array of suppliers
from which the Company purchases the raw materials it uses in the
manufacture of its products, and, in any event, it can purchase these raw
materials and manufacture all of its products with numerous other suppliers or
subcontractors in the Far East at no significant increase to the manufacturing

costs.

The Company is constantly searching for new suppliers, evaluating current

suppliers and running workmanship inspections.
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28. Company Products

28.1. Ladies Intimate Apparel

The Company manufactures basic and designer intimate apparel for ladies,
including underpants, brassieres, sleepwear and seamless wear items such as

shapewear and activewear.

28.2. Men’s Undergarments

The Company manufactures basic and designer undergarments for men.
28.3. Socks

The Company manufactures a variety of socks for men, women and children
in formal, sports and casual styles, some of which feature prints of familiar

cartoon characters or other images as the Company is licensed to use.

28.4. Children's Wear

The Company manufactures a variety of sports and casual children's wear
products, some of which feature prints of familiar cartoon characters or other

images as the Company is licensed to use.

29. Seasonality

The Company’s revenues are characterized by fluctuations due, inter alia, to
seasonal purchasing by the consumers. The Company’s revenues in the second
half year generally exceed its revenues in the first half year thanks to increased

consumer purchases in the “back to school” and holidays periods.

Page 44 of 70



29.1. Following are the Group sales by quarter year in the past three years, in

thousands of dollars:

Q1 Q2 Q3 Q4 Total
2014 sales - USD 238,074 249,152 267,237 277,398 1,031,861
2014 sales - % 23.1% 24.1% 25.9% 26.9% 100%
2013 sales - USD 227,255 234,368 257,199 255,897 974,719
2013 sales - % 23.3% 24.0% 26.4% 26.3% 100%
2012 sales - USD 168,067 169,149 *233,996 *246,570 817,782
2012 sales - % 20.5% 20.7% *28.6% *30.2% 100%

* Including the Schiesser data first consolidated in the second half of 2012.

29.2. Following is the distribution of Group sales, pro-forma, by quarter year in

2012, including the Schiesser data over the full year (in thousands of

dollars):
Q1 Q2 Q3 Q4 Total
2012 sales - USD 214,703 199,649 233,996 246,570 894,918
2012 sales - % 24.0% 22.3% 26.1% 27.6% 100%

30. Fixed Assets, Real Estate and Facilities

30.1. Real Estate and Facilities

The Company owns manufacturing facilities in Israel, Jordan, Egypt,
Bulgaria, Thailand, the Czech Republic and Slovakia.

As of the date of This Periodic Report, the Company owns several real estate
properties in Israel and also rents additional properties in Israel serving for
warehouses, offices and shops. The rental agreements for the properties,
including extension option periods, are due to terminate over the period
between 2015 and 2033. The Company believes that it will be able to renew
these rental agreements under terms not inferior to those in effect today.

The Company rents offices in London for a period due to expire in 2017.
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The Company rents manufacturing and storage facilities in Egypt for a period

due to expire in 2020.

Company’s joint venture in Jordan is located in Irbid and includes a number

of rented sewing facilities and warehouses.

The Company rents warehouses and offices in the USA, in Europe and in
China, whose rental periods are due to expire in the course of 2015 through
2033. The Company believes that it will be capable of renewing these rental
agreements under terms not inferior to those in effect today.

The information above as related to Company’s estimates regarding the
extension of its rental agreements is forward-looking information as defined
under the Securities Law. No certainty may be attached to this estimate since,
inter alia, it is based on data as available at the date of This Periodic Report
and dependent on factors uncontrollable by the Company, such as market

conditions, agreements with landlords, and others.

The Company owns additional facilities in Bulgaria, the USA, Thailand, the
Czech Republic, Slovakia and Germany. Company Management believes that
these facilities are in good operational condition, properly maintained, and
sized appropriately to its current volume of operations. The Company also
believes that its operations and facilities meet current government safety,
health and environmental standards. As a rule, the Company has complied
with these rules with no material impact on own expenses, profitability or

competitiveness.

The Company owns a logistics center in Hungary, which has been evacuated
and is held for sale, however which, because of its low selling probability,

was included under fixed assets rather than under current assets held for sale.

30.2. Agreement to Sell Real Estate in Nahariya

For details of the sale of real estate in Nahariya, see note 8b to the Financial
Statements in Part C of This Periodic Report.
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30.3. Real Estate Assets Held for Sale

As of the date of This Report, Company's real estate assets held for sale
include two assets in Israel, whose historical cost amounts to approximately
$1.0 million.
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30.4. Company's Material Real Estate Assets Owned or Rented as of the Date of This Report

Israel

Area in Square
Meters

Building 14,014;
Land ~24,000

Major Usage
Fabric development and
coloring, knitting, and
warehouses

Rented/ Owned

Amortized Cost in Financial

Statements as of

December 31 2014
in Millions of USD

Annual Rental Fees
in Millions of USD

center and offices

Karmiel Approximately 7,500 Warehouses and offices Rented - 0.3
Buildings ~ 2,500; Held for sale, one rented  Leased from the state 1.0
Land ~4,700 to 3" party
Caesarea 9,440 Logistic center Rented 3.0 0.8
4,750 Offices Rented 2.1 oot
Rosh Ha'ayin Approximately 1,450 Offices Rented * 0.2
Chain of 132 stores ** Approximately 20,000 Delta shops — national Rented 5.5 8.3
retail chain
Tel Aviv Approximately 1,000 Offices Rented - 0.2
UK London 1,400 Offices Rented - partly leased to a - 0.3
3" party
Jordan Irbid 5,330 Sewing workshops and Some rented and some 0.3 *
warehouses, some rented  owned
to a 3" party
Egypt Cairo 35,300 Knitting plant, cutting Rented 3.7 0.4
plant, sewing workshops,
warehouses and offices
USA New Jersey 2,000 Offices Rented 1.2 0.4
New York *** 7,700 Offices Rented 2.1 2.9
Williamsport, Pennsylvania 22,480 Warehouse, logistic Owned 1.4
center and offices
Tifton, Georgia 46,000 Warehouse, logistic Owned 33
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Amortized Cost in Financial
Statements as of

Area in Square December 31 2014 Annual Rental Fees
Country Meters Major Usage Rented/ Owned in Millions of USD in Millions of USD
Chain of 7 stores 820 Retail chain Rented * 1.0
Little Miss Matched
China Guangzhou & Shanghai Approximately 1,870 Offices Rented - 0.1
Hungary Tizalok Approximately 12,000 Logistic center notinuse  Owned 1.9
and intended for sale
Bulgaria Rousse 8,640 Socks manufacturing Owned and rented 1.8 0.1
plant
Thailand Ayutaya 1,700 Cutting and sewing plant ~ Owned 0.8
Czech Havirska 148,000 Knitting, cutting and Owned 9.1
Republic sewing plant, warehouses
and offices
Slovakia Stitnicka 28,700 Sewing workshop Owned 2.0
Germany Radolfzell 61,675 Warehouse, logistic Owned and rented 0.9 1.5
center and offices
4,540 Real estate for Owned 4.1 -
investment
Chain of 82 self managed 33,340 Retail chain Rented 4.6 8.5
stores
Western Belgium/ Holland/ 7,679 Stores and offices Rented and owned 0.7 2.1
Europe Switzerland/ Italy/ Denmark

* Under $100,000.
** Excluding stores operated by franchise holders, which the Company does not rent.

*** |Including new offices to be occupied starting early 2015.
**** Rental fees to be paid starting 2015.
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31.

30.5. Equipment

The Company operates equipment and machines in its various plant, and, in
own estimation, none are subject to any limitations as may affect their

production volumes.

Research and Development

The Company engages a number of creative design teams covering fashion, textile
and graphic, knitting, cutting and finishing technologies, and also the very
products. These teams keep abreast with global market trends and relevant

technological innovations.

Company’s development and design teams mostly operate out of Israel, Germany
and the USA.

Development and design are accomplished by the Systematic Innovation Process
(SIP) method, structured for innovative thinking as required to secure such
groundbreaking products for the Company customers which would distinguish

and preserve Company's added value and competitive edge.

The process includes joint effort by all disciplines — design, marketing,
development and technology, from the search stage through research,

development and design to presentation to the end customer and lesson learning.

In addition, the Company embarks on cross organizational projects which rely on
the same method, with an emphasis on creative thinking to penetrate markets in

the Company’s product categories.

All efforts by the development and design teams are integrated in and run

concurrently with those of the Company’s sale and marketing systems.

In addition, the Company operates a special fabric development center in Karmiel
as an added value to the product development core, a socks development center
focusing on performance sports socks, a seamless products development center
specializing in men's and ladies shapewear and activewear, and a strategic socks

development center jointly with Nike, located on customer's site in the USA.
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Another strategic development center is currently in construction jointly with

Nike, which specializes in seamless knits for the activewear items category.

In 2014 and 2013, development and design costs amounted to approximately $36
million and $35 million, respectively.

In 2015, development and design costs are expected to amount to a level of

approximately $37 million, consisting some 3.5% of the total sales'.

! This information represents but an estimate and is forward-looking; it may not be realized or it may
be realized to a different extent as compared with Company's assessments and forecasts for reason

uncontrollable by the Company alone and since it is based on data as available on the date of the report
and includes Company assessments as of the date of the report.
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32. Human Capital

32.1. Organizational Structure

Following is a description of Group Management’s organizational structure

and segments of operation:

CEO
4 ) ( \ ( \ ( \ Head Office
Functions:
Segment Segment Segment Segment
4 )
Schiesser Delta Israel Global Upper Delta USA
Market Finance
g J J \_ VAN J y
4 )
Marketing and
Strategic
Development
\ J
Segments of Operations ’ N
Information
Systems
\
4 )
Human
Resources
. J
( N\
Business
Development
\_ J
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32.2. Workforce

As of December 31 2014, the Group employs approximately 8,500

employees.

32.3. Employee Breakdown by Country and by Segment

As of December 31 As of December 31

2014 2013
Egypt (Upper Market) 2,320 2,600
Israel (Upper Market, Delta Israel and head office) 1,620 1,450
Far East — mostly Thailand (Upper Market) 915 990
Bulgaria (Upper Market) 595 610
Czech Republic (Schiesser) 735 750
Germany (Schiesser) 820 650
USA 580 575
Jordan (Upper Market) 430 445
Slovakia (Schiesser) 275 300
Others (mostly Schiesser) 210 160
Total Employees 8,500 8,530

32.4. Of all employees as of December 31 of 2014, 5,050 or so are engaged in
manufacturing and 3,450 or so in development, logistics, marketing, sale

and administration.

32.5. Workforce Material Changes

As of December 31 of 2014, the Company's workforce remained unchanged
as compared with December 31 of 2013. In Egypt, it decreased as a result of
the reduced plant volume of operation. In Israel and in Germany, it increased
as a result of increased volumes of operation and the retail chains in the

Schiesser and Delta Israel segments.

32.6. Compensation Plans (Options and Restricted Share Units) for Company
Employees

For detail on the compensation plan for Company employees, see note 13b to

the Financial Statements in Chapter C of This Periodic Report.
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32.7. Human Capital Development Plans

The Company invests in development of its human capital by way of training
and education designed for technical and administrative development of
manager skills. The Company also holds various cross organizational
seminars on such various topics as "thinking outside the box™ and personal
growth, to encourage initiative and growth within the respective disciplines

and duties of the individual employees.

32.8. Benefits and the Nature of Employment Agreements

As of December 31, 2014, the Company employs some 8,500 employees, of
whom 1,620 in Israel. Most are employed under general collective
employment agreements as apply to the textile and garment industry and
under general expansion orders as also apply.

The German Schiesser employees are employed under a collective agreement
as the Company had signed with the Trade Sector Committee. Employees of
the Schiesser subsidiaries in the Czech Republic and in Slovakia are also

employed under similar agreements.
The Company complies with the instructions of these agreements.

193 employees in lIsrael, including senior executives and management

personnel, are employed under personal contracts.

Company's personal contracts with its Israeli employees regulate, inter alia,
the following matters: monthly salaries, social benefits such as annual
vacation pay, advance notices, and provisions to pension funds, executive
insurance funds and education funds. Each party may terminate the contract
by a prior, written notice of one to 2.5 days per month of employment and of
approximately one month after the first year of employment and

subsequently.
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32.9. Contracting of Senior Executives and Top Management (except for internal

auditor)

32.9.1. Contracting of Senior Executives (except for internal auditor)

Employment agreements with senior executives cover, among other
things, details of the senior executives' social benefits such as annual
vacation pay, convalescence pay, sick days, provisions to executive
insurance, education fund and other benefits to which senior executives
are entitled. In addition to salaries, senior executives are generally
entitled to annual bonuses at the rate of up to 50% of their annual pay,
subject to attainment of goals and by a formula as set under the
employment agreement, except where higher rates are set and authorized
by the Company. Also, to the extent that actual results exceed the goals,
the executives are entitled to additional benefits as will be set by the
Company from time to time. The Company makes available for use by
the senior executives company cars and mobile phones, and bears all
related costs. Senior Company executives undertake to keep in strict
confidence all issues pertaining to the Company’s business, and to make
no use of the confidential information both during and following the
period of their employment with the Company. Normally, the Company
may terminate a senior executive’s employment by providing a 90 days
written notice, to be extended by an additional 30 days for each year of
employment past the third year of employment with the Company and up
to six years, to a maximum ceiling of 180 days, except in predefined
exceptional cases. In most cases, senior executives may terminate their

employment with the Company by providing a 90 days written notice.

For further detail on the terms of office and employment of some
Company executives and stakeholders, see Additional Information
Regarding the Corporation in Chapter D of This Periodic Report.
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32.9.2. Group Executive Remuneration Plan — Payment for Performance

Starting 2006, the Company has been implementing a compensation plan
for some 370 Group executives, which comprises three compensation
elements: (a) compensation against personal goals achieved; (b)
compensation against goals achieved, as had been derived from the
budget of the respective division (sales and profitability); (c)
compensation against goals achieved, as had been derived from the

Company’s consolidated budget.

The composition of the compensation varies by the rank of the executive,
and may change from one year to the next. Also, the goals are changed
from one year to the next, at the beginning of every year, subject to

disposition by the Company Management.

Starting 2013, 25% of the annual compensation for some of Company's
executives are set for a long term evaluation and subject to attainment of

performance goals in 2015.

The rate of compensation under the plan generally ranges between 20%
and 50% of the executive’s annual salary, except where a higher rate was

set and authorized by Company organs.

32.9.3. Executives Compensation Policy

On September 1, 2013, the General Assembly of Shareholders approved
the Company executives and directors compensation policy, and on
December 15, 2014, it approved an amended version of this policy. For
further detail, see Company's immediate report of November 10, 2014
and General Assembly disposition report of December 15, 2014 (Ref.
2014-01-192105 and 2014-01-192105) as included herein by reference.

32.9.4. Severance Pay Liability

Group liabilities for terminating own employees in Israel are mostly
covered by provisions to executive insurance plans, comprehensive

pension funds and Company/ other provident funds.
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In other countries where the Company runs operations of significant
volumes, which mostly include Thailand, Bulgaria and Egypt, the
employees have no pension rights or other rights granting them severance
or other pay in the event of resignation.

The rights of Schiesser and subsidiary employees are covered by routine

provisions.

33. Working Capital

Following are details of working capital composition for December 31 of 2014

and of 2013, consolidated, in millions of dollars:

2014 2013

310.4

Current assets * 293.5

Current Liabilities ** 143.2 132.1
R 167.2

Current asset surplus over current liabilities 161.4

Percent from sales 16.2% 16.6%

* Including trade receivable balances, other receivables (excluding receivable for the
sale of real estate in Nahariya) income tax receivable and inventory.

** Including trade payables, other payables and income tax due.

33.1. Raw Material Inventory Holding Policy

The main raw materials used by the Company are cotton threads, mixed
cotton and synthetic threads, as well as other textile ingredients. Most raw
materials are purchased by the Company against production orders from
customers, therefore the Company does not generally hold raw material

inventories for extended periods of time.

33.2. Finished Products Inventory Holding Policy

Company sales are mostly conducted in two manners — either against specific
production orders or against replenishment orders, for detail, see section 10
above.
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The Company strongly emphasizes adequate inventory levels so as to secure

supply to customer demands.

34. Einancing

34.1. Average Interest Rate For Bank Credit

For details of the interest rate for bank credit, see note 19c to the Financial

Statements.

34.2. Financial Covenants

For details of financial covenants as related to agreements with banks, see

note 19c to the Financial Statements in Part C of This Periodic Report.

For details of financial covenants as included under trust deeds for (A, B and
E series) debentures, see note 11a(3) to the Financial Statements in Part C of
this Periodic Report.

34.3. Corporation’s Credit Facilities and Terms, and Unused Credit Facilities as
of the Date of the Report

For details of Group's credit facilities, see note 19c to the Financial
Statements in Part C of This Periodic Report.

34.4. Corporation’s Credit Rating

For details of Company's debenture credit rating, see Special Disclosure for
Debenture Holders under section 11 of the Board of Directors Report in Part
B of this Periodic Report

34.5. Corporation’s Estimated Need for Financing Fund Raising

The Company finances own operations by a cash flow as available from
current operations, from bank credit facilities and from the proceeds from the
issue of debentures. From time to time, based on market conditions and own
changing needs, the Company considers the option to diversify its various

sources of finance.
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34.6. Bank Liabilities

34.6.1. From time to time, the Company incurs bank liabilities as mostly
derive from the need to finance working capital and investments in fixed
assets. These liabilities are guaranteed by liens on assets of the Company

and of some of its subsidiaries.

Company's credit facilities permit short term loans, receipt of
documentary credit and extending of guarantees. Company’s short term
loans reach their redemption date within a period of up to one year. The
redemption period of some of the loans has been made shorter so as to

maintain flexibility of financial management.
As of the date of the report, these credit facilities are hardly used.

34.6.2. In Israel, the Company has been granted credit facilities by a number
of banks, renewable for periods of up to one year. The banks have current
liens on Company's assets, including its stock capital and goodwill.
Interest for the credit facilities is set from time to time by negotiations
between the Company and each of the banks separately. The banks have
entered into a pari passu agreement among themselves regarding the

manner by which these collaterals would be realized.

34.7. Liabilities to Debentures Holders

For details of liabilities to debenture holders and swap transactions to
exchange cash flows as related to debentures, see note 11 to the Financial
Statements in Part C of This Periodic Report.

35. Taxes

For details of tax laws as apply to the Company, see note 14 to the Financial

Statements in Part C of This Periodic Report.
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36. Goals and Business Strategy

This section, covering Company goals, strategy and expectations with regard
to continued growth and expansion in the coming year, represents forward-
looking information. Forward-looking information is defined as uncertain
information regarding the future, based on information as available to the
Company on the periodic report date and including Company estimates or
intents as of the date of the periodic report considering past experience,
various estimates with regard to the state of the economies where the
Company operates, and dependent on a large number of external factors
uncontrollable by the Company. The actual results may therefore be
materially different from the results estimated or implied from this
information, e.g. in the event of new or additional deterioration in the state of
the economies where the Company and to the extent that relevant risk factors

are realized.
36.1. Overview

Attainment of business operation growth is the Company's main strategic
goal, to be attained by expanded business operations with current and new

customers, offering then a broad range of products and new categories.

To attain these goals, the Company invests in innovation, research and
development, streamlining of production processes and the chain of supply,
and branding. The Company also considers strategic acquisitions to

supplement its product lines and customer relations.

36.2. Strategic Acquisitions

To secure growth, the Company considers strategic acquisitions to
supplement its product lines and customer relations, and to allow its

penetration on new markets and customer operations.

In considering these acquisitions, the Company focuses on increasing the

volume of its labeled operations.

Because of its size, the Company has marked the North American market as a

strategic target which may contribute significantly to own growth and
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profitability. Thanks to a series of acquisitions made by the Group in North
America, its presence in this market has increased significantly thus that the
volume of sales to North America increased dramatically from a total of
approximately $47 million in 1998, which represented some 16% of all
Company sales in that year, to approximately $570 million in 2014,

representing some 55% of all Company sales.

The Company has also marked the European market as one with a major
expansion potential, and followed with the acquisition of the Schiesser
operation which mostly sells to Germany and other Western Europe

countries.
36.3. Customers

One of the Company’s major assets is its customers. The Company
emphasizes the level of service and innovation provided to customers and acts
on several levels to develop its business vis-a-vis the customers as described

below:

36.3.1. Increasing of the VVolume of Sales to Existing Customers

The Company is interested in increasing the volume of sales of existing
and newly introduced products to existing Company customers. The
Company believes that the broad selection of products it offers, with an
emphasis on customer service and reliability, provides it a competitive
edge since retailers generally prefer to contract with a small number of
suppliers. The Company intends to continue this trend by reinforcing and

expanding its relations with own customers.

36.3.2. Preservation of Relations with Company Customers

Company’s presence in the US and in Europe allows its design teams to
advise Company Management on marketing and sales in the European
and US markets. Although large proportions of the Company’s products
are sold under its customers’ private labels, Company's development and
design experts cooperate closely with Company's customers in the design

and development of the products. The development and design teams set
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up presentations for customers, which also include analysis of successes
and failures in previous seasons, and, jointly with the customers, they
develop the basic concept, the product and the package — all in response
to customer needs. The Company believes that the comprehensive
package of services it offers its customers is a significant factor in the

steadfastness of its relations with them.

36.3.3. Development of Relations with New Customers

In seeking sales under customers' private labels, the Company develops
relations with new customers who demand high quality products, who are
capable of making large scale orders, who demonstrate a significant
growth potential and who demand a high service level as offered by the
Company.

36.3.4. Innovation and Investment in Research and Development

The Company invests extensive resources in the development and design
of its products so as to secure groundbreaking products for its customers,

facilitate entry in new categories and preserve own competitive edge.

36.3.5. Streamlining of Production Processes and the Chain of Supply

The Company is constantly seeking to streamline its production
processes by continuing to transfer high manpower manufacturing
processes to countries offering a cheap workforce, by further automating

its manufacturing processes and by introducing new technologies.

The Company invests in the development of its chain of supply in
recognizing its importance in guaranteeing high standard service for its

customers.

36.4. Branding

The importance of branding is increasingly growing and playing a major role
in the end customer’s (consumer’s) decision to buy or not to buy a product.

Every brand represents a message generating an emotional connection to the
product on the part of the consumer. Having operated as a manufacturer for

private labels, the Company now inverts in the development of own labeled

Page 62 of 70



37.

operations both by making acquisitions as above and by strengthening the

labels it owns.

The Company also enters in franchise agreements to market men’s and
women’s undergarments, Socks and activewear products under leading brand

names (see section 1.2 above).

It is therefore in Company's intention to continue acquiring marketing
licenses for additional brand names and thereby strengthen its standing vis-a-

vis the end customer (the consumer).

36.5. Strengthening and Expansion of Labeled Retail Operations

The Company seeks to reinforce its labeled retail operations, whether by
expanding existing operations by Delta Israel and by Schiesser or by making

new strategic acquisitions in strengthening own competitive position.

Projected Developments in the Forthcoming Year

Provided hereunder is forward-looking information, which is uncertain
information regarding the future, based on information as available to the
Company on the periodic report date and including Company estimates or
intents as of the date of the periodic report considering past experience and
various estimates with regard to developments as expected in the economies
where the Company operates and in own customer operations. Hence, there
is no certainty that the projections presented herein will indeed prove
correct, and the actual results may be materially different from the results
estimated or implied from this information, e.g. in the event of changed

market conditions, inability to reach agreement with customers or suppliers,
non-realization of Company'’s financial assessments, or realization of relevant

risk factors, and more.

37.1. Company's Forecasts and Estimates for Its Operations in 2015

Following is the Company's forecast for the year of 2015, excluding the effect
of non-recurring items, based on current market conditions and on exchange
rates of USD 1.14 per 1 Euro and NIS 3.90 per 1 USD.
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In Company's estimation, changes to the exchange rates as expected in 2015,
compared with the average exchange rates in 2014, would affect the operating
profit and the EBITDA by approximately $8 million, the net income by
approximately $5.8 million and the diluted earnings per-share by
approximately $0.22.

The Company estimates that its total sales in 2015 will range between $1,065
million and $1,085 million, representing a growth rate in the range between
3% and 5% as compared with $1,031.9 million in 2014 and a growth rate in

the range between 7% and 9% in original currency.

The Company estimates that its total operating profit in 2015 will range
between $75 million and $79 million, representing a growth rate in the range
between 1% and 6% as compared with $74.4 million in 2014. Excluding the
exchange rate effect as described above, represents a growth of 12% to 17%

in original currency.

The Company estimates that its EBITDA in 2015 will range between $94 and
$99 million, representing a growth rate in the range between 1% and 6% as
compared with $93 million in 2014. Excluding the exchange rate effect as

described above, represents a growth of 10% to 15% in original currency

The Company estimates that its total net profit in 2015 will range between
$48.5 million and $51.5 million, representing a growth rate in the range
between 0% and 6% as compared with $48.4 million in 2014. Excluding the
exchange rate effect as described above, represents a growth of 12% to 18%

in original currency

The Company estimates that its diluted earnings per-share in 2015 will range
between $1.88 and $2.00, representing a growth rate in the range between 1%
and 8% as compared with $1.86 per share in 2014. Excluding the exchange
rate effect as described above, represents a growth of 13% to 19% in original

currency.
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38.

39.

37.2. Projected Material Acquisitions of Fixed Assets and Company's Subsequent

Manufacturing Capacity

From time to time, the Company invests in acquisitions of fixed asset items
such as knitting, coloring, sewing and other machines as requested and
required by the various production sites. The Company also makes occasional

investments in the expansion of own retail chains in Israel and in Germany.

In 2015, the Company will invest in the construction of a new knitting and
sewing plant in Vietnam at a rate of approximately $12 million. It will also

invest approximately $12 million in relocation of its US and Israeli offices.

37.3. Projected Material Changes to the Organizational Structure and Workforce

The Group does not forecast any material changes to its organizational
structure or workforce, except as included under the restructuring plans (see
section 2.3.1 of the Board of Directors Report in Part B of This Periodic
Report).

Financial Information by Geographical Segments

The Company does not operate by geographical segments.

For further detail on sales and balances of assets, see note 5c¢ to the Financial

Statements.

Discussion of Risk Factors

Described hereunder is the potential impact of various risk factors as relevant to
Company operations, based on Company Management estimates. It shall be noted
that these estimates with regard to the extent of impact by any risk factor rely on
the assumption that the risk factor will indeed be realized, implying no assessment

or measure of the probability of actual realization.

39.1. Macro-Economic Risk Factors

39.1.1. Increased Costs of Finished Product Purchases from Far Eastern

Manufacturers

Page 65 of 70



The Company purchases and manufactures a significant proportion of the
products it sells from subcontractors or from own plants in Far Eastern
countries. Increased costs of finished products and in-house manufacture,
as may result from increased raw material prices, wages and other inputs,
e.g. following strengthening of local currency against the US dollar, may

erode the Company’s gross profit.
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39.1.2. Exchange Rate Volatility

Since the Company operates in a variety of countries, it is exposed to
risks deriving from changes in exchange rates of the various currencies.

Fluctuations in the exchange rates of various currencies may have an
impact on the Company’s operating results, mainly in light of the fact
that the Company sales are made around the world in a variety of

currencies.

To limit Company’s exposure to fluctuations in exchange rates between
the various currencies, the Company considers, from time to time, taking
action to protect its currency exposure so that purchases and other costs
will be denominated in the sale currency, including by acquiring future
contracts to convert foreign currencies to the USD at a pre-fixed price,

and also by an effort to change the sale currency to the USD.

Such hedging transactions will, however, not protect the Company if the
depreciation of these currencies vs. the dollar continues after the future
contract periods expire. For further detail, see section 4.3 of the Board of

Directors Report in Part B of This Periodic Report.

39.1.3. Free Trade Agreements

The Company currently enjoys free trade agreements between Israel and
the US, Canada, the EU and the European Free Trade Association. The
trade agreements allow the Company to sell the products it manufactures
in Israel to the relevant countries free of customs and import quotas.

Changes to global free trade agreements may lead to changes in customs
and quotas procedures in the countries considered Company’s major

target and manufacturing markets.

Loss of the free trade advantages will lose the Company an important

competitive edge and may erode its profitability.

39.1.4. Target Market Economies

The economic situation in the target markets and the concerns of

continued recession in these markets may impact consumer habits and

Page 67 of 70



volumes of consumption in the various Company segments, and possibly

reduce Company sales.

39.1.5. Defense and Political Situation

The political, economic and defense situation of the State of Israel and
that in the countries where the Company operates directly effects the
Company whose Management, offices and some manufacturing facilities
are located in Israel. Since the establishment of the State of Israel in
1948, Israel and its Arab neighbors have been engaged in a number of
armed conflicts, the most recent one of which was a war in its southern
region in July and August of 2014. In spite of efforts to advance
peacemaking processes between the State of Israel, its neighboring Arab
states and the Palestinian people, the possibility of renewed and/or
escalated hostilities against Israel still exists. These hostilities may set
Israel’s international trading back and have a material impact on
Company operations. In addition, Israel practices an annual and/or ad-
hoc reserve duty which applies to Israeli citizens and permanent
residents. The Company cannot predict the full impact of this reserve
duty on own workforce in the event that some of its line workers and

executives are called up.

Since some of the Company operations are pursued in Jordan and Egypt,
the defense situation between Israel and the Arab states in general and
between Israel and Jordan and Egypt in particular may impact Company's
operations and manufacturing capacity in these countries. Also, in
January of 2011, protests broke out in Egypt in demand of a change to
their regime, which compelled the Company to shut down its plant for a
number of days and only reopen it on February 6 2011. In the past two
years, the political situation in Egypt has stabilized and no similar events

have occurred to interrupt routine plant operations.

Since the Egypt operations are responsible for the supply of some 4% of
all Company sales in 2014, any aggravation of the political, economic or

social instability in that country may impact Company operations. Also,
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since the change in the Egyptian regime, there has been uncertainty with
regard to the policy of the new regime and to the attitude Egypt may take
toward Israel in general and toward Israeli-identified companies in

particular.

In 2014, the products sewn in Jordan amounted to approximately 2% of
the Company sales. These products are mostly manufactured in Israel,

with only the sewing and finishing process accomplished in Jordan.

In May of 2010, heavy diplomatic tension evolved between Israel and
Turkey, and their relations deteriorated. Out of Company's sales in 2014,
approximately 3% were of goods manufactured in Turkey through a joint
venture to which the Company is a party and also through subcontractors.
Should the relations between Israel and Turkey deteriorate further to the

point of secession, Company operations may be adversely affected.

39.2. Industry Risk Factors

39.2.1. Competition

The Company might be unable to compete with various manufacturers
who operate under more advantageous economic, geographic and other
conditions. The Company competes directly with a number of garment
manufacturers who enjoy reduced manufacturing costs thanks to
economy of scale, cheaper workforce, geographic proximity to
consumers and suppliers, and also access to greater financial and
marketing resources. Increasing competition may lead to pressure to
reduce prices or to loss of market shares, and thereby adversely impact
the Company's revenues and profitability. There is no certainty that the
Company will successfully handle the competition against existing or

new competitors.

39.2.2. Seasonality

As a result of seasonal fluctuations, the quarterly results of Company
operations may not reflect its future performance. In light of seasonal

consumer purchases, Company revenues suffered fluctuations in its
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annual and quarterly operating results in certain years, thus that its
revenues in the last two quarters in some years exceeded those in the first
two quarter years thanks to holiday and back-to-school purchases. In
light of such inconsistency, the quarterly results of Company operations
may not reflect its future performance. This inconsistency may make it

harder for investors to properly estimate Company's future performance.

39.2.3. Changing Fashion Preferences

The garment industry is subject to changing consumer fashion
preferences. The Company’s sale rates may drop if the Company or its
customers misevaluate the current fashion. Company’s success relies
partly on its ability to design and manufacture products to own customers
liking and which would outlive changing fashion trends. The Company
may fail in its attempt to predict fashion trends. Should the Company or
its customers misread the fashion trends, product orders by Company
customers may be reduced, which may have an adverse impact on the
Company.

39.2.4. Changes to Raw Material Costs and Shipping Prices

The Company has no control over changes to the prices of the raw
materials it uses or to the shipping prices. Increased raw material or
shipping costs may reduce Company’s profitability. Most of the raw
materials used by the Company in the manufacture of its products are
cotton threads, Lycra, nylon threads and rubber. To a large extent,
Company’s financial results depend on the cost and availability of raw
materials. Raw material prices, as well as shipping prices, are unstable in
light of varying supply and demand conditions and other market factors
over which the Company has no control. The Company might not be able
to pass on such cost increases to its customers, which situation may have

an adverse impact on the Company and on its financial situation.
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39.2.5. Requlatory Developments

Since the Company operates in the international market, it is exposed to
changes in foreign laws, export restrictions, protective tariffs, trade
blocks, changes in tax laws, difficulties in hiring appropriate personnel
and in management of international operations, social, political and
economic changes, and also other risks as inherent to international
business operations, any of which may have a significant impact on
Company’s financial results. Any of these factors may have an adverse
impact on Company’s ability to provide or to receive goods under
competitive conditions and under reasonable timetables, and may also

adversely affect its operating results.

39.3. Company-Specific Risk Factors

39.3.1. Dependence on Large Customers

A large proportion of the Company revenues derive from sales to large
customers. A reduced volume of orders from such customers may have a
materially adverse impact on the Company revenues. Company’s
agreements with its customers, including the customers referenced
herein, are short term agreements which do not include minimum
purchase obligations. Company customers may, in future, decide not to
purchase Company products by the same volumes or under the same
terms as they used to. Any decrease in purchases by these customers or
by any other material customer may have an adverse impact on

Company's financial results.

39.3.2. Completion of Subsidiary Integration Processes

In recent years, the Group has purchased a number of companies with
which integration has not yet completed and requires administrative
resources. In July of 2012, the Company purchased the Schiesser
operation and it may not complete the integration process successfully,
however it still pursues it with an end to merge and integrate the

facilities, information systems and personnel of the purchased companies
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within its own. To this end, the Company allocates a considerable
proportion of top management time off their daily duties, thereby
imposing a heavy workload on the Management team. Completion of the
integration processes may be adversely affected by poor economic
conditions, by failure to integrate financial and operating systems, by
counter response by competitors or customers, or by any regulatory
developments as may occur. Failure on the part of the Company to
successfully complete integration may impact it adversely.

39.3.3. Direct Engagement by Retailers with Far Eastern Manufacturers

In recent years, a number of large retailers have been trying to
circumvent companies designing and developing undergarments, and
contract directly with manufacturing plants for direct supply of products.
The Company believes that this trend will also affect basic products
intended for the mass market where the design and innovation element is
less significant. Should this trend increase further, Company sales may
be adversely impacted.

39.3.4. Reduction in the Market Share of Company Customers

Company sales may be adversely impacted by any failure on the part of
its customers to compete successfully in the competitive markets where
they operate. Should the sales rate of a key customer drop for some
reason, whether or not in connection with the Company or its product,

Company’s rate of sales to that customer may also drop.
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39.4. Following are Company’s estimates of the extent of own impact by the risk

factors detailed above:

Major Impact

Extent of Impact by Risk Factor

Medium Impact Minor Impact

Macro Risks

Increased sale cost of finished products
purchased from Far Eastern manufacturers

Exchange rate fluctuations

Free trade agreements

Economic situation in target markets

Defense and political Situation

Industry Risks

Competition

Seasonality

Changing fashion preferences

Changes to raw material costs and shipping
prices

Regulatory developments

Company-specific risks

Dependence on large customers

Completion of integration with subsidiaries

Direct contracting by retailers with Far Eastern
manufacturers

Reduction in the market share of Company
customers
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