n"ya |non
("nMana”

9'7wn
¢ dMana T 7Y Yy apoan
;NN2NN 7¥ NNX 75 212 1 N"w 1 nna ow 72y nimiwn nizan ninn 2,400,000 Ty
vl

901 VIIND NINRNNY 9i922 72n) N"w 1 7w 211 1WA AN ¢ NNR 0720 NN winm? [N 0NN TRR 75 AWK ,0W 72v omiv (1 nnTo) n'voix and 1,200,000 Tv
ywa nrhue Tmy n"w 43.57 w102 winmin 'nn YW nima ni?wn 10 nx 2007 ki 9 o' Tvi no1na tnon? onivn Tvinn 7nn ,anon orr ‘21 ,(qpwn? 1.20.9
.("(1 AnTo) ArxoIxD TaANnd" :7n7) "W NDT 1 P TNNY Map' K71 702 R ,7702 Twi 2007 Wxia 9 017 T wnin' X7w (1 AnT0) nrxoix and L(9'pwn? 1.20.4 qwo 1x1) V72Tn

1707 12Xy D'YXIN WA NN
NITNN NN 7V1 710 NIDITNN an YaR'y NN 2070 2V 100 7 Tl 707 nivienn nisizn wirwa ("nirnta” (7n%) nimne 100,000 — 2 1iarx? nryxin wn NNt
.qpwn? 1.23 9'voa vII9Nd ,'a NBI7NA
NP7 ' AT NN
'X noIn

(n"w2) noi7znn ni7y (n"w1a) 7 1M nn nmd 1YA NNt a0
38.98 12 ninn
12 (1 "170) N'¥9IX 'And
467.76 38.98 24 >"no
'2 noI7N
(n"wa) noi7znn ni7y (n"w1a) 7n 1M nn nmd 1VA NNt a0
38.98 18 ninn
6 (1 "170) N'x9IX 'and
701.64 38.98 24 >"no
A NoI7n
(n"wa) noi7nn niy (n"w1a) 7wn 2™ 'nn nind 1V NNt Ao
n"w 935.52 myrm 1'nn n"w 38.98 myrn 1'Nn 24 nin
n"w 1,045.68 am 1'nn n"w 43.57 A 'nn

niTn' 100,000 nwoY7 NIYRA 1WAIN LMY 97 ,NINN NIDFTYN NISIZNN DY TN IX ,NTA7 DAY NNAN7 NI N9 TYA N9I7NA YIApn AT AN N'NNIYAR'Y NIT'AD 2070
NI N2IMIN NI9TTYN NN N7V NN 'R N9I7NIENNANN NI'NAN NI N9 TN N9I7NN NN A noi7n .('pwn? 1.23.4 o nxY) "N '97 ,NI9I7Nn [NIXN IX 917NN NNIRA
T NP9IN7 D'ANNN T 72V MWOIM ,N7RD NIYNN DX ,NIWIIN K7W NIT'RY

nYapw 2aw'nn nnon 7y ooian (1 NNT0) N'Y9IRN ANd 72 7w KN wn .n"w 6.63 11'n "2 191N IX 'R N917N 197 112x7 yximn (1 N1T0) NYOIX ANd 7 7w 907N mwin
.n"w 38.98 1'n nmn 1'nni 4.50% ' rmawn jirnn e ,6.88% n1tn niawn [Nn NOOWI NT'NM 1NN 97 ,n0112N NI'NINA

¢ qon 7y X7 ("myman nna” (70%) nTn "y 935.52 -n nno' K7W TN NN TR NN 7Y 100 7 1T 1Y niveim DN 2 nei7n niaona
‘2 no17m nTn? n"w 701.64-1 'k no17na nT'n'? n"w 467.76 7y Tavn T'NXK 1'NN2 1I2Y7 NIYXIN DITAD -1 'K 09170 naom .("aann 1'nna” (7n7) n"w 1,045.68
08:30 nywa ,Mdnn DIA NN9'N 127 NIYXYMN NIT'NY nimnnn N L("rdea o (7n%) 2006 X 5-2 ,'wnn o ntpnt TN N0 DTN 200 Y Tonn
.0nn¥a 15:00 nywa ni* IMIKa 1201

38.5% ,38.2% ,49.8% — Victorids Secret :nn 2005 7w niwxIn D'wTIND nywnai ,2004 -1 2003 ,2002 nuwa |02 NI W' NNaN7W NINE?? N1ann 7w nnonn vy
8.4%-19.2% ,10.9% ,8.8% — Cardina Healthcare .nnxnina 6.2%_-1 13.40% ,9.1% ,5.3% — Target .nnxnna ,23.0%-1 6.8% ,3.2% ,2.7% — Nike .nnxnna 33.7%-1
NN2NN XM DX WIDA7 1D'YN' K7 DM DINRD DR MIyNwn [9IKA 1T 22NN Niodn .anknn 4.5% — 1 6.3% ,5.6% ,8.3% — Gap/Banana Republic .nnxnna

1p'on "M M qpwn? 1.9 9o axY .0"ITa 0'9pNa

D N'V2NY7 D713 NI'R NNANN .0YITA D'9P'NA NNANN XN NI D'WIIN WK DR NINRY 7w (o 190n2 NIt (1) 2NN 7y ¥'swn? 15 DN W'Y [12'0N 'MIIA 'y |70
NNy 725 NNNNY IN1N DINN LTI NIKAIYARD DINNA D' NN2ANN 7Y DR NINE7D (2) .0'97'N DNIXA NNANN XN DX WIDA7 12'Un' INXR NIR? 72 IR 178 DINipY?
(3) .n92% nyann AXRXIND DY71TA 0'97'N2 NNANN XN DX WIDAY7 1D'wn' X7 D'V NINRZN DX 'MIyNYn [9IX2 ITIY 112NN NI0dN .NI7'YON NIThN2 D'NINA DY
125N ,2004-1 2003 pawn 170N NaNN 7Y N7IWONN NIZ'YI NN INMSN DIY D72 NN WIN'WNI NP D' DNXIN NIMD ,0'WTN DN 1R7 DNann nianinn
PN 1IYAT TWKX D'YTN DX IX™M N2 Active-wear -n DINNA TNIM2A ,D'WTN DAXIN 1R7 NN2NN NI7'WS NIaNNN (4) . T'Nya nNann 7w n'7iysnn Ni7'ya 0'a0 0wy
D'WOYIN NI'NY7 DMWY N1ann Poy (5) .n1ann 7w *T'NyN DAITN DATHA DT X'AN7 N71%Y NID0I NNDN MWD 0'902N NYPYWN .NISO0I NIIdA DYDY TNYA IWAT D
D PN '90N D'INITA DTN 12 X7 NN2ANN NIM7'WS DX .A'NRAIN DI7YNY DUNIYNYN D'AIDO D'WAT NNanY? (6) .70 W Nniv? NIfi 7pwn Mywa NTnni n'¥791'Kn
NN2NN NNMY DX 20V7 017V NNaNN NN (7) NN NIF90d NIRXIN NINT? IX 0'900 |In' NN 0127 ,AINN DX UTNN N7 21NN 'KIN7 ona n"m 7017 Y78 nnann
¢ NIMYNI NIMIWANN NI7'WoN NIRXIN (9) .0¥N AN'AY '93 R'poy DX 7n17 72IM X7 NNann D PN NNann v arizan 'ndon 'Kan 7w (8) .nnnnn n1'nan [non NIl
0N D'NIYNYNR NIINNM 020 NNANN NNAA 2701 NN DNNNA [U9IXNN 71Wa 1719 nnann (10) .n1ann nirm 'nna nT7 07 255 an Dnnwn? Nifvy nnann
7 NI720n ninn 12 Mpna (12) .07an nnin nrva nimn? asiwn nnann (11) T 1NN oy an¥na TTMNN X7 NNannl PRt N Jml Ny Nan v1eal ,NNanY?
,NdN {7902 NNaNN NIt 7wa (13) Mivnwn (91X 1T 0'901 1Y NN 29107 NNaNN 7w N7 NNann N 'nn ,nnann ni7n  NYSE -2 anonnn iznnt nnann
nynaxn NN N2 LNYY XD DYNN7 WA Mwn 1722 217N nnann (14) .07 xR nivnTa Ty nnann N7 viaet 0'17un Nison Ny IX 0n'y N
7V 207 21N X7 nann D Pt (15) .nnann ninE? Y nnntha nThRyal N7 TN NIYATa Tiny7 N0ann D707 2w NIson N7V IX DAID'Y 19N 1910 ARYIND NI
'NINN NySwin nann (18) .n1ana Py w2 nyswinn yann 0ty Tiaa oy TTMNN Anann D pnt (17) 202wyt armawn nnnnY aoiwn nnann (16) .annn namp
DV DMIYPN DY D'N2R0 D11D'01 D'ANAN 070719 D1I1D'0 771> ,001W 011>'07 N9IwN N1ann (19) .jna ''wn nwa? Nyswin Nirn% n71791 on NIALVNI NIM7YUNN NIdIN
DY NRN (21) 781w 22w wiad 0UTDINN NYW9N DX 7'woNnY7 DIN X7 NN2NN 12 NPna 'Mivawn 91X Y97 vy nnann nizwe (20) .nnann 7w 0rix7 0oy
S7xwn NNI7'wen 0'wann 01ix'07 N9IwN NN (22) .n12ann NI v npya7 y'own? nwy 71w nimamn

9'pwn? 1.9 gwo nx1 ,N1ann 7y nww'awni [13'00 'N1IA 12T X by

Item 10 Additional Information - 10B Memorandum and Articles of 1x1 0'019%7 .1999-0"1wnn ,nNann piIn% 307-1 259 0'o'wo ' 72y NIXIIN 771> NN YW NITARNNN [N
.20-F o910 7y 2004 niw 'miwn n1ann NiTa ,Association



NLVPN? NPOINN NINN 'Y YNWN INKd nyap? TV .Ny7 nyn nnann yapny '93 ,"Use of Proceeds” q'pun? 1.11 gvoa 011901 D'wim'y? nyim npoinn Ninn
¥ NI0Y 'RP2N 'RIYRD

"Related Party Transactions' q'pwn? 1.16 9'vo X1 0'0197 .N2A |2y 72 DY NIXPOY? T¥ NN NN2aNN

.11ann v 12'00 "2 12T 9'pwn? 1.9 9o IXY 0'U19Y7 .0TA IYAY MIN'W N1aNY 790100 Mwn (723l , NN 7902 NI7N NanY |

ndN ("W N7 nwna”) 7Rva Y DNt nvan T %Y nnant naw 1969 - 0N L (IMAIXI 1NN L9 YN '0019) 1 NNT NRPRNN 1097 DXNNA )W DT YN
Qwn? 1.2 9o I N1 |y . NN pin? 0335 Qo

.IndN NEnInY napnnt 1968 -n"wnin 7w NN in? 3'n 7192 0wiapn 71900 Diwnn 7737 DXNNA L, N72IRN N9WAI A"NIRA TR '9 72V D' NNaNn 7Y D'DLIvD DN |

":17n%7) U.S. Securities Act of 1933 - n nnn mpnInw Regulation S 2 IM1Tand U.S. Person -7 Ix/I N"2N NIXINA N'YUY1 NI'RI TA72 7RIW2 N'WYY AT 9PYn 9 7V nyxnn
VN NN DR WIDAY YA WY Ny N2 DR 0 K7 1 ULS. Person 2R D XN d aun' 0T 9'pwn o 7y oximn 1w NNt e won ', ("Securities Act
D'YXINN YN DN NYED 20107 9'PWN 7V .NNaN NI AT 9PN 'S 72V 0'WYIND 1IN NN DY 1WP2 N1DNY D'¥IRN Y¥27 JnoIN 1'K DTXR OX .0T 9'PWUN ' 7y D'Xinn
222 nFTINTDIE NFTY720 0I9'WN NIdNOIL,DNYYTD DMINK DT 17IN' X271, Ta%72 PRIW' N1 24T 17IN0,DNWDNAL I'D 2V 1V NN NYYNA L, 9'PYNA WP IR Yann 721 onwol

.T272 D71 7RIW DDNOoIMN VOYNN 'MAY P11 IR NIPIN DN DIYED IR/ DN D'YANRD "Y1 2T

' 70 7IWN NN WY 110K 2NN Securities Act-7 DXNNA D'RIYY DI DT Q'PWN '9 7Y D'WXINA 1WA DN .NNAN NIXIK 7 DNTM7 DIYA7 WA K7 DT 9'pwn
NI'K NN2aNn .Securities Act 7 DXNNA DIYNN NIWNT 1109 D7 DX IR Securities Act -7 DN Mt DX K78 ,"U.S. Persons™7 In/I 2"nIXa D07 IN/I DV'¥N7 DT 9'pwn
.Securities Act -7 DXNN2 ANONYT 7Y NN DX DIYAY? NAYNNN

(@"nIx 2T '97x2) NNann 7w il fven (To9n) NiNA 11T DM

2002 2003 2004 D'YUTINN NYUN
2005 7w naiwxIn
15,219 3,341 495 11,599 "2y9N NiN
(17,498) (4,453) (6,865) 5,512 ' (T090) NIN

199X 7,016 — 57 ,n"w '97x 5,262 — 57 ,n"w '9%x 3,508-37 y'an? NIy ,DIN'NN Dd0NA NIDINdN ,NNNKRN NIRXINNE N¥9NN DINNN NI7AY 75 10 .DIN'N2 NNLVAIN IT NY¥N
172NN NIAYANN 7Y . MNRNNA LM NN DY -1 YT NN 97 2,2 'K NoI7n 197 AT qfpwn 197 NN npoann ninnn 7.5%-> ninnn ,n"w '97x 7,843 — 51 ,n"v
.N"Y 1978 589 7w 11y'wa NID0N NP9IN NIXXINT NI9X X'N N1ANN NdWNY? 9001 .9'pwnY? 1.26.15 qwwo nx D'annn '1o'w?

NZ91NN NNA0Nd NIKAN NIT'N'N NIR |'YJT|'1'7 DN 7Y 1Y'TIN 'R DMNNN

mxy? 'nta"%? 2*NNAY NIT'N'A ‘on DnNn DY
15,000 n"ya DIN'n 0'011'0 7'
15,000 n"va (1993) nim'n nXIw1 01707R
15,000 n"ya NiEoIN 71Nl DIN'N 09X
15,000 n"ya Nipo1ni DIN'n VIIFO'T
60,000 >"no

"y N2p2 ,N7221n NISNIY 1277 AN¥En 21 NN7 22T 4 %9 'nna NI nim 661,765 ,nnana ay nba ,naam nisniv nonnt? nnann nnypn 5.4.2005 nim
-1 NN2NN NN NN NI DYDY MO0NA N7R DATTY DY 1IYA7IY 1'NN NNRNN 1122007 OXNNA DIRTENINY 22T 4 9w rnna nizan nirn 201,613 ,nannx v nnana
."Recent Sales of Unregistered Securities' 1.32 q'vo 1x1 0'0197 .2'7217 5.08 7w Ty 5.4.2005 -2 "nonn or* 9102 NY SE

. N1 DIN'N LARO'T - 1 N"Y2 NIFOIN 710121 DIN'N 09X ,N"va (1993) DIN'n AXIYVI 0170p7X ,N"y2 DIN'N D'012'D 77D :D'NNNA DI'YIICAIP 7N
www.magna.isa.gov.il = 7 ninmM niwn XA Qfpwnn ¥ X'na nona 1y [N

2005 ,nanxTa 29 9fpUnn RN




D'y pPIn

L S 1m0
G SRS o 11
D e —————————— W nNM7 nivanwe 1.2
. TS Generad 1.3
SRS RSR Forward-Looking Statement 1.4
O e ——— Summary Information Regarding the Company 1.5
L e Summary Terms of the Offer 1.6
PSRN The Offer and Listing 1.7
13— —— Summary Consolidated Financial Data 1.8
I SRS Risk Factors 1.9
24 .o e Capitalization 1.10
2 TR Use of Proceeds 1.11
25, Delivery of Notice to Exercise AlbaHeath Option 1.12
27 e Additional Information Regarding Financing Facilities 1.13
2 TSR Significant Accounting Policies 1.14
G Mgjor Shareholders 1.15
B Related Party Transactions 1.16
L TSP Additional Information 1.17
1 TR PRRRN Legal Proceedings 1.18
BB i ———————————— nxmn nrrmn x'n 1.19
BB s n'v¥mn (1 N1T0) N'x9IRN And k' 1.20
QA .o e e anaeenreeans n'mn nimyn 1.21
AD et e et et e e te e eaneeeate e e reeeanreenneean nom 122
A e re e nyxnn 'o1e  1.23
B4 o D'YNINN VN NINM %W noNiaa Wnon? niwn 1.24
B b [N 2177 nivamn 1.25
D e pin'n nbon 1.26
B2 et see e DYYTON NY'wyn nivain'n 1.27
2G2S Underwriting 1.28
B ..o e Expenses of the Offering 1.29
B4 .o Incorporation of Certain Documents by Reference 1.30
65 Exemption, Insurance and Indemnification of Directors and Officers 1.31
B7 e Recent Sales of Unregistered Securities 1.32
G SR Directors 1.33
70 Dilution 1.34
T2 e Where Can You Find More Information 1.35
47 Lega Matters 1.36
T2 ettt et b e b b nbe e sae e e e e Experts 1.37
T e e e e e e e ee e te bt e bt e aaeeaaeeaateate e te e te e teeateeaaeesaeeanteereenns 2 o
T ottt ae et [T Y NYT NN 2.1
£ [lAWN DX NNOoN 2.2
T ettt e et ettt aeeaeereaaan D'o>nona |I'v 2.3
£ TR nm'nn -3 ;e



Regulation Sa maTand U.S. Person -7 In/l n'™an NixaNa N'wyl NI'R AT 979N ' 7u ny¥nn
7Y ninm e woin ' L("Securities Act™ :1'1n7) U.S. Securities Act of 1933 - 2 nnn mpninw
NYa NN NIXINA A K7 1 ULS. Person na'x ' 1'Ax¥av md aWn' At 9'Pwn ' 7y nryxinn
NIN™M NYXA V1 AT QPYUN 7Y AT QYN 1D %Y D'XInD 1WA NINM DX WD nYpa wnang
,DNYUDMAL I'9 7y 1WA NN NYXNA L,9PYNA NwEa IN yann 721 DNy DYXImN wn
N'TIN'NI NTY720 VID'WA NIPDNOI ,DNYD DMINX DT 17IN' X71,TA% W narTn 2T 17Ine
XY DDNOINN VOYNN MAY7 P X NIAZIN 0N DNIYEA IN1 DNN D'Wann "Myl 1aT 'm

.Ta%a nn'n

DI'X DT 'PYN 'S 72V DYXIND YD NNT NN NIXANA )Y DM DIYAY wain X7 0T Qipun
IN/1 DY'¥AY DT 9'PYN 9 7Y W NINM WY A1oX81 A"NRa Securities Act -7 nxnna nmiwn
q1V9 D' DX IN Securities Act -7 kNN MY DX XX ,U.S. Persons-7 Ix a"aaxa nonY
- 0 '9%7 7VA NINM DX DIYYY? NATNNN Q'K ANaNN .Securities Act 7 oxNNA DIYIIN NIYATN

.Securities Act
yT'na 7y qunona i X 71 wroat 9pwn ' 7y n'yXinh YN DN DX UIdAY7 av'7nn
VY9N ATA MIY YT'N IonY? INWY ANX qia IXN DTN 797 A7'ND X7 2NaNn AT §'7Yna 1onan

MNAY NI YN NINN NN 792 1Y NN 7Y AYXD DN DR AT QYN AT 9Una



1P99
D"N'n
NN NY¥N7 |'T'9 72V D'WNTN DRYANE DNNDNL,DNIWKRD 70 DR N7 nnann
("D'wxma wa nnmM” 7)) ar gpwn ' 2y o'vximn (1 N1T0) NY9IRD NI

Q'7YUn DI01971 (1 NNTO) N'YDIXN "AND WIN'MN NIWVIINY NN NRYPNYT ,DNjPoINY

nis

D'VI9%) NIN'X_ DIYNA 9'PUNN_NX_DO0197 1YW N7 nivan v nan'na 'K

2v D'V 7V QYT NYan DIvNA 1A 'RIELDNINYY X DDA YN IN 12 D'NAIND

.0'VXINN yYn NN

onIvI? MIw'R N nam- ("nolnan™ (7n%) n"yva aax ma 1w iM% nonnn

AT QPWUN ' 2V DuXInn 1Wwn NN g non?

DNIN'AN YN IN 12 D'NAIND D'VI9N NIN'K DIYNA NoJIAN 7W 2K JIYIRA I'X

WA NN 7w DAY 7Y I DNaNn W YD AyT Nyan Divn 1A 'N1,DNINYY IR

.0NINN 7V IX 9'pwUna Dlyxinn

1Y NN nivaa 1iuo

nnnmM gin" :70%) 1968-n">wnn v NNt pin Y 3'n 197 0335 qvo 1.2
NIARN NIRIINNA 097 N'RYA W DNM v D N 2 g ("
VNN 7RIWR TARINY TARD L, NXPNA IR (71D LN 012N ,97wna D'019Y

X2"IN2 noNIAa ANoNn? DI 17W YN NN DX 1127 Y DNt

7V NN N 0335 'Y DXNNA IVD W NNYM NIYY NIXA A72% Dnann .1.2.2
onn ,1969-v">wnn (NI 1NN ,9'7YN '019) 1V NN NRPEN N7INNN
NIYIN 1109 .(NARNNA "NIwIN 109" "g'pwn 019 nngn” ;707) Nt qrpwny
) 2"NIXA DIYTM7 N7WI9 NN NN2ANN 12 NTPNRA 197 NNANN NNXNA NININ
1275 19 7y A1 Q'pwn ' 2y 12X yximn ai0nn Y it 7w (Registration
7V DIYM JNnon NIYXNKA NNT NIYY7? N'RWN NNann AN ,Securities Act -n

.("Form F-1" :7n"%7) F-1 o910

-0 NIYNT Y 002NN 0T Q'PYN NNANN DY L NIYAN 11097 DRNN .1.2.3
,oxnN .Form F-1-% n'xpnxn v nnm niwn 991 Securities Act
Form %w niwnTa Tay ,(n1190 0T 2V 12 079510 0'Dnonn 7713) Nt 'pwn

19 7V 1127 yximn ailonn Y NNt 7w 2"naNa oivn? nroann F-1

A

1.2



TMyn ¥ NIYNTA DA DAY DIRY) q'wnn NN (1) :ovn? At 9pwn
(1 m710) nxoixn and wrn" 1.20 gwo (2) ;(Form F-1 2w jwxan
(5) ;"DiIm'nn ndon" 1.26 qwo (4) ;"nyxnn '01o" 1.23 qwo (3) ;"n'wxmn
oyn? ,p1apwn? nin'nnn (6) ;"Expenses of the Offering" 1.29 qwo
7071 nrrirnnnnl 0'N901N ,nNNXNN 09901 ' Form F-1-2 ' nTawn
19'WY7 YA N'RPINRN W NNM NI DTy (K) 9'Pwna 007701 DR WWR
D'PNYN 1I0NY7 0'¥'9N1 NAIN? vana njpod (1) ;Securities Act-n '97 nian a2
wan'? 1MX NN DNIR D'RAN 0'N90IN (1) ;Securities Act-7 oknna g'pwninn
NN"2 0'P'TNNRN NIYIDT DX 2YTann jpon ,0im'n ndon :Form F-1 oy 10t
NN™M Y '0OYNN qRINYG YAl N'0OWN NYT NIIN ;NY9IX AN NIAN7 )N
7¥ NNd>0N 2Ndn ;0N NIFAI0Y YA NYT NN L9'7YNN 'S 7V D'XINn win
NN™M NYDI7 TdN QNNYNYT NIATH ;ONYT NIIN DX 9'PWN2A 71707 |*T D11y
y'xn 2% grpunnn pnyn 7yn? nartnnn (T) ;9Pwnn 'O 7Y 0'y¥inn N
axnnn Form F-1-% pj'n o197 nia'nnn (n) ;y's{ni bnn W NN widy
D LWATI JIYR YT D'NNN NIYYIRA N1 7W 0'RIN,NP9INN NIRXIN DX
D'9'WON .NT 7V 7T21 K71 N'RPINKN )Y NNM NIWAT7 wain X7 0T qfpwn
nn axn” 1.20 "7 nnm%? niwvan g 1.2 "oann” 1.1 :o'Ran
019" 1.23 "10'" 1.22 "n'an nimyn" 1.21 ,"owximn (1 n1T0) n'¥9IRn
1.25 ,"D'wxmn 7wn nnm 7w nolina wnon? oiwn' 1.24  "nuxnn
"DrTon ntwyn nwmq" 1.27 "oimn obon" 1.26 ,"pn 17T nvanra”

.9'7YUN '019 NRPN NIKINYT DXNNA NNV NOWA D)

" 1.5 ,"Forward-Looking Statement" 1.4 ,"General" 1.3 :n'xan n'9'won
Summary Terms " 1.6 ,"Summary Information Regarding the Company
Summary Consolidated " 1.8 ,"The Offer and Listing" 1.7 ,"of the Offer
Use of " 1.11 ,"Capitalization" 1.10 ,"Risk Factors" 1.9 ,"Financial Data
,"Delivery of Notice to Exercise AlbaHealth Option" 1.12 ,"Proceeds
" 1.14 ["Additional Information Regarding Financing Facilities" 1.13

" 1.16 ,"Major Shareholders" 1.15 ,"Significant Accounting Policies
Legal " 1.18 ,"Additional Information" 1.17 ,"Related Party Transactions
,"Expenses of the Offering" 1.29 ,"Underwriting" 1.28 ,"Proceedings
" 1.31 ,"Incorporation of Certain Documents by Reference" 1.30
,"Exemption, Insurance and Indemnification of Directors and Officers
,"Directors" 1.33 ," Recent Sales of Unregistered Securities" 1.32
" 1.36 ,"Where Can You Find More Information" 1.35 , "Dilution"1.34

DNINKRN D'9'WOoN .N'722axn nowa 1D "Experts" 1.37-1 "Legal Matters



09NN NPW? DRNNA DWW "jIAwnn AN nndon" 2.2 qwo P Y

e 1.2.2 9'yoa nnann nnxna

DXNNA 1D 3 P91 q'pwnn 2V nmmnn Pp1EPrT Y nvT nin” 2.1 9o

Y NNM IR NIRAINY

DIYMN 17707 DN ,N'720RD NO9WA D' NNaNn 7w D'DLIVA DTN .1.2.4
npniny nnpgnat ,1968-n">wnn 77w ninm pin% 3'n 7192 nwipn 7190
2V NUT? 7'wnn nNann ,NIYAN 1109 ' 7y 901 (71900 DIwnn *7'72) Indn

MK 71900 Divnn ' 1o

Incorporation of " 1.30 g'wo Ix1 D'VYDY .A19AN T 7 D'LIO 77D QpPYNN

."Certain Documents by Reference



1.3. Geneal

As used herein, references to “we” “our,” “us,” “Tefron,” “Tefron Ltd.” or the
“Company” are references to Tefron Ltd., except as the context otherwise requires. In addition,
references to our “financial statements’ are to our consolidated financial statements except as the
context otherwise requires.

In this prospectus, references to “$,” “USS$,” “US dollars’ and “dollars’ are to United
States dollars and referencesto “NIS” and “shekels’ areto New Isragli Shekels.

1.4. Forward L ooking Statements

Our disclosure in this prospectus (including documents incorporated by reference herein)
contains "forward-looking statements." Forward-looking statements are our current expectations
or forecasts of future events. You can identify these statements by the fact that they do not relate
strictly to historic or current facts. They use words such as "anticipate,” "estimate,” "expect,”
"project,” "intend,” "plan,” "believe," and other words and terms of similar meaning. These
include statements, among others, relating to our planned future actions, our prospective products
or product approvals, our beliefs with respect to the sufficiency of our cash and cash equivalents,
plans with respect to funding operations, projected expense levels and the outcome of

contingencies, such as future financia results.

Any or al of our forward-looking statements in this prospectus may turn out to be wrong.
They can be affected by inaccurate assumptions we might make or by known or unknown risks
and uncertainties. Consequently, no forward-looking statement can be guaranteed. Actual results
may vary materialy. The uncertainties that may cause differences include, but are not limited to:

e our customers continued purchase of our productsin the same volumes or on the
same terms,

e thecyclical nature of the clothing retail industry;

e thepotential adverse effect on our future operating efficiency resulting from our new
product lines with more complicated products and different raw materials;

e the purchase of new equipment that may be necessary as aresult of our expansion into
new product lines;

e fluctuationsin inflation and currency rates;
e our failure to generate sufficient cash from our operations to pay our debt;
e thelimitations and restrictionsimposed by our substantial debt obligations;

e the competitive nature of the markets in which we operate, including the ability of our
competitors to enter into and compete in the seamless market in which we operate;

e thefluctuating costs of raw materials; and

e thepotential adverse effect on our business resulting from increased custom duties
and import quotas (e.g., China, where we manufacture for our swimwear division).



as well as the risks discussed in Section 1.9 below (Risk Factors) and in “Item 4.
Information on the Company” and “Item 5. Operating and Financial Review and Prospects’ in our
Annual Report on Form 20-F for the fiscal year ended December 31, 2004 filed with the Securities
and Exchange Commission on April 21, 2005 (the “2004 20-F") incorporated by reference into
this Prospectus. In addition, you should note that our past financial and operational performance
is not necessarily indicative of future financial and operational performance.

We undertake no obligation to update any forward-looking statements, whether as a result
of new information, future events or otherwise.

1.5. Summary Information Regarding the Company

You should read the following summary together with the more detailed information
regarding us and the Ordinary Shares being sold in this offering, including the risks discussed
under the heading “Risk Factors,” contained in this prospectus. Y ou should also read carefully the
consolidated financial statements and notes thereto and the other information about us that is
incorporated by reference in this prospectus, including our 2004 20-F and our Form 6-K’s
regarding our 2005 financia results through September 30, 2005, all incorporated by reference
into this Prospectus.

Tefron Ltd. was incorporated under the laws of the State of Israel on March 10, 1977. We
are subject to the provisions of the Israeli Companies Law, 5759-1999. The mailing address of our
principal executive offices is Industrial Center Teradyon, P.O. Box 1365, Misgav, 20179, Isradl,
and our telephone number is 972-4-990-0881.

We manufacture intimate apparel, active-wear and swimwear sold throughout the world by
such name-brand marketers as Victorias Secret, Nike, Target, Warnaco/Calvin Klein, The Gap,
Banana Republic, Mervyn's, Puma, Patagonia, Adidas, Reebok and other well known American
retailers and designer labels. Through the utilization of manufacturing technologies and
techniques developed or refined by us, we are able to mass-produce quality garments featuring
unique designs tailored to our customers' individual specifications. Our product line includes
knitted briefs, bras, tank tops, boxers, leggings, crop, T-shirts, nightwear, bodysuits, swim wear,
beach wear, active-wear and accessories. Our Healthcare Division manufactures and sells a range
of textile healthcare products. These products include: dlip resistant footwear; anti-embolism
stockings and compression therapy systems, an intermittent pneumatic compression device; sterile
wound dressings; and XX-Span® dressing retainers, an extensible net tubing designed to hold
dressings in place without the use of adhesive tape.

We are known for the technological innovation of our Hi-Tex manufacturing process. Our
Hi-Tex manufacturing process was implemented as part of our strategy to streamline our
manufacturing process and improve the design and quality of our products. The Hi-Tex
manufacturing process involves the utilization of a single machine that transforms yarn directly
into a nearly complete garment, replacing the knitting, cutting, and significant sewing functions
which, in traditional manufacturing, are performed sequentially on separate machines at separate
workstations. Following this single-machine operation, all the Hi-Tex manufacturing process
reguires to complete the garment is dyeing and a reduced amount of sewing and finishing. Our
Hi-Tex manufacturing process enables us to produce a substantially wider range of fabrics, styles
and product lines, resulting in a consistently high level of comfort, quality and durability. Our
fabric engineering, product design and the comfort of our products provide us with an opportunity
to expand our sales of active-wear products.

We believe that our collaboration with our customers in the design and devel opment of our
products strengthens our relationships with our customers and improves the quality of our
products. We began our relationship with Victoria's Secret in 1991, with Banana Republic and
The Gap in 1993, with Warnaco/Calvin Klein in 1994 and with Nike in 2000. In 2000, we aso



began our relationship with Target, which was an existing customer of Alba Waldensian, Inc.,
which name was changed to Tefron USA, Inc. (“Alba’). These customers accounted for
approximately 69.7% and 70.8% of our total sales in 2004 and in the first nine months of 2005,
respectively.

Below isasummary of significant eventsin our development:

1990 First bodysize cotton panty with applicated elastics.

1997 Formation of “Hi-Tex Founded by Tefron Ltd.” (“Hi-Tex") and
production of first seamless panty.
Initial public offering of our shares on the NY SE.

1998 Acquisition of a dyeing and finishing facility to achieve greater
vertical integration of our business.

1999 Acquisition of Alba, a manufacturer of seamless apparel and
healthcare products. The main purpose of the acquisition of Alba
was to acquire additional production capacity, a presence in the
United States, direct store distribution capacity, a broader customer
base and incremental revenues.

2001 Initial significant shifting of sewing production to Jordan.

2001 Launch of a turn around program, including significant cost
reduction, downsizing and consolidation of operations.

2002 Reorganization of Alba, including a spin off of the Health Product
Division and the formation of the AlbaHealth LLC (“ AlbaHealth”)
joint venture with a strategic investor, and the initial consolidation
of the seamless production activity in Hi-Tex in Isragl, was
completed in the second quarter of 2003.

2003 Acquisition of al of the outstanding ordinary shares of Macro
Clothing Ltd., an entity that manufactures, markets and sells
swimsuits and beachwear.

Implementation of strategic steps to expand our product line,
including active-wear products, to diversify our product line and

client base.
March-April Closing of equity investments with two groups of investors in the
2004 aggregate amount of $20 million.
October 2004 Launch of a new business division, Sports Innovation Division

("SID"), which is devoted to our growing U.S. customer base in the
sport active wear market.

September Registration of our shares for trade on the Tel Aviv Stock Exchange
2005 (in addition to the listing on NY SE).

December Our delivery of a notice to exercise our option to require
2005 AlbaHealth to purchase our ownership interest in AlbaHealth. See

section 1.12 below, “Delivery of Notice to Exercise AlbaHealth
Option.”
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We enjoy severa strategic advantages by reason of our location in Israel and Jordan.
Israel is one of the few countries in the world that has free trade agreements with the United
States, Canada, the European Union, or EU, and the European Free Trade Association, or EFTA.
These agreements permit us to sell our products in the United States, Canada and the member
countries of the EU and the EFTA free of customs duties and import quotas. Due to our locations
in Jordan and due to the Qualified Industrial Zone ("QIZ") Agreement between the United States,
Jordan and lsrael, we benefit from exemptions from United States customs duties and import
guotas on textiles manufactured in several areas in the Jordan QIZ. We aso currently benefit
from substantial investment grants and tax incentives provided by the Government of Israel and
from the availability in Israel of skilled engineers.

1.6. Summary Terms of the Offer

The following summary is not intended to be complete. For a more detailed description of
the offering, please read this entire Prospectus.

ST < SRR Tefron Ltd.

SecuritieSOffered ....cccvvveeeeeeeeeeeeee e Alternative A
1,200,000 Ordinary Shares and
.......................................................................... 1,200,000 Option Certificates (Series 1)

Alternative B
1,800,000 Ordinary Shares and
600,000 Option Certificates (Series 1)

Alternative C

2,400,000 Ordinary Shares
Ordinary Shares to be outstanding
after thisoffering® ..o Alternative A

19,191,976 Ordinary Shares and
.......................................................................... 1,200,000 Option Certificates (Series 1)

Alternative B

19,791,976 Ordinary Shares and
.......................................................................... 600,000 Option Certificates (Series 1)
Alternative C
20,391,976 Ordinary Shares

Use of Proceeds We intend to use the net proceeds for working
capital, general corporate purposes, investments
or acquisitions, as we shall determine from time
to time. Pending our doing so, we intend to use

* Based on the actual Ordinary Shares as of November 30, 2005, as if the offering was completed on
November 30, 2005. Does not take into account 997,400 Ordinary Shares held by a wholly owned
subsidiary of the Company.
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the net proceeds to reduce our short-term bank
credit.

GOoVernNiNg Law........cccovveeereneer e Isradl.

1.7. TheOffer and Listing

For a description of the manner of determination of the offering price for the units offered
by this prospectus, please see section 1.23 (Hebrew).

Since the initial public offering of our ordinary shares on September 24, 1997, our
ordinary shares have been traded on the New Y ork Stock Exchange, or NY SE, under the symbol
"TFR." Prior to the offering, there was no market for our ordinary shares. Since September 28,
2005, our shares have also been traded in the Tel Aviv Stock Exchange, or TASE, under the
symbol “TEFRON”.

The high and low sales prices for our ordinary shares as reported on the NY SE during the
first, second and third quarters of 2005 as well as for May through December 2005 (through
December 28, 2005), and the high and low sales prices for our ordinary shares as reported on the
Tel Aviv Stock Exchange for October through December 2005 (through December 28, 2005) are
set forth below. The closing price per share as reported on the NY SE on December 28, 2005 was
$8.49. Other information regarding the market price of our ordinary sharesis located in our Form
20-F for the year ended December 31, 2004 filed with the SEC on April 21, 2005.

2005
High L ow
T 0 V7 1 (= G TSRS $5.35 $3.84
SECONA QUAIET .....eceeveieeeee et $5.93 $4.93
THIrd QUAIEN ...t e $7.04 $4.96
Y $5.93 $5.25
N 1T T $5.65 $5.14
JUIY ettt $5.6 $4.96
AUGUSE <ottt bbb bbb bees $6.29 $5.45
SEPLEMDET ..ottt ettt rebeaas $7.04 $5.90
(@0 (0 o/ SO $6.86 $6.20
NOVEMDET ....ovieiiiiiistetete et ees $8.00 $6.77
December (through December 28, 2005) .........ccccovvveveereireeerennns $8.75 $7.61

The high and low sales prices for our ordinary shares as reported on the TASE for October
through December 2005 (through December 28, 2005) are set forth below. The closing price per
share as reported on the TASE on December 28, 2005 was NIS 39.61.
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2005

(@0 (0] o< (R

NOVEMDET .ttt e et e s s ae s s san s s ebaeeeanns

December (through December 28, 2005)

1.8. Summary Consolidated Financial Data

High
NIS 32.92

NIS 38.42

NIS42.12

Low

NIS 29.64

NIS32.18

NIS 34.85

The following summary consolidated statement of income data for the years ended and as
at December 31, 2002, 2003 and 2004 and the selected consolidated balance sheet data as of
December 31, 2003 and 2004, have been derived from our audited financial statements set forth in
our 2004 20-F. These financial statements have been prepared in accordance with US GAAP and
audited by Kost, Forer Gabbay & Kasierer, a member of Ernst & Young Global. The summary
consolidated statement of income data for the years ended and as at December 31, 2000 and 2001
and the selected consolidated balance sheet data as of December 31, 2000, 2001 and 2002, have
been derived from our audited financia statements not included in our 2004 20-F and have aso
been prepared in accordance with US GAAP. You should read this summary financial data
together with our consolidated financial statements and the notes to those statements, together
with “Item 5. Operating and Financial Review and Prospects’ included in our 2004 20-F.

Statement of Income
Data:

Sdes

Cost of sales

Restructuring costs

Gross profit

Selling, genera and
administrative
expenses

Restructuring costs

Operating income
(loss)

Financing expenses, net

Other expenses
(income), net.......

Income (loss) before
taxes on income

Taxes on income (tax
benefit)...

Income (loss) after
income Taxes

Equity in losses of an
affiliate
company...............

Minority interest in

Y ear Ended December 31,

Nine Months Ended

September 30,
2000 2001 2002 2003 2004 2004 2005
(unaudited)
(in thousands, except per share data)
$223,602 $188,949 $190,305 $163,086 $182,819 $138,165  $150,496
199,186 169,173 151, 385 139,422 159,937 118,694 123,982
— — 1,550 — — — —
24,416 19, 776 37,370 23,664 22,882 19,471 26,514
20,574 20,140 18,358 20,323 22,387 16,940 14,915
— — 3,793 — — — —
3,842 (364) 15,219 3,341 495 2,531 11,599
10,292 9,396 5,457 5,628 5,212 3,040 2,998
— 843 2,293 (228) — (612) (399)
(6,450)  (10,603) 7,469 (2,059) (4,717) (448) 9,000
(2,142) (837) 4,979 (424) 203 711 2,499
(4,308) (9,766) 2,490 (1,635) (4,920) (1,159) 6,501
— (240) (1,172) (183) — — —
— — (822) (2,550) (1,945) 1,569 989
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earnings of a
subsidiary

Pre-acquisition loss of
subsidiary since April
1, 2003

Income (loss) before
cumulative effect of
change in accounting
principles...............

Cumulative effect of
change in accounting
principle

Net loss

Basic net earnings (10ss)
per share

Earnings (loss) per
share before
cumulative effect of
change in accounting
principles

Loss per share from
cumulative effect of
change in accounting
principle

Earnings (loss)  per
share basic

Earnings (loss)  per
share diluted

Weighted average
number of shares used
for computing basic
earnings (loss) per
share

Weighted average
number of shares used
for computing diluted
earnings (loss) per
share

Dividends declared per
share

(85)

(4,308)

(10,006) 496

— (17,994)

(4,453)

(6,865)

(4,3_08)

(0.35)

(10,006)

(17,498)

(0.81) 0.04

(4,453)

(0.36)

(6.8_65)

(0.44)

(2,728) 5,512

(2,728) 5,512

(0.18) 0.31

— (1.45)

(0.35)

(0.81) (1.41)

(0. 36)

(0.44)

(0.18) 0.31

(0.35)

(0.81) (1.41)

(0. 36)

(0.44)

(0.18) 0.30

12,412

12,412 12,410

12,412

15,604

15,118 17,626

12,412

12,412 12,410

12,412

15,604

15,118 18,395

Cash and cash equivalents

Working capital (deficit)

Total asSatS.....ovvveeeveeceieeeeenn.
Total debt® oo,

Shareholders' equity ...............

At December 31,

2000

2001 2002

2003

2004

Nine Months Ended
September 30,
2004 2005

$4,419
$14,404
$258,571  $229,065
$143,918 $131,609

$67,697

$5,078

$(6,959)

$58,588

(in thousands)

$6,742
$(6,167)
$197,743
$ 98,890

$41,108

$5,747
$(14,524)
$201,591
$99,124

$36,655

$3,558
$(8,441)
$191,531
$78,507

$46,744

(unaudited)

$5,249 $7,847

$(11,684) $3,101
$194,502  $188,635
$78,799 $69,411

$50,529 $56,198

(1) Total debt consists of total bank debt, other 1oans received and capital lease obligations.
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1.9. Risk Factors

You should carefully consider all of the information contained in and incorporated by
reference into this prospectus and, in particular, the following risk factors when deciding whether
to invest in the Ordinary Shares. The risks and uncertainties described in the risk factors below
are not the only ones we face. Additional risks and uncertainties that we are not aware of or that
we currently believe are immaterial may also adversely affect our business, financial condition,
results of operations and our liquidity.

We depend on a small number of principal customers who have in the past bought our
products in large volumes. We cannot assure that these customers or any other customer will
continue to buy our products in the same volumes or on the same terms.

Our sales to Victoria's Secret accounted for approximately 49.8% of our total salesin 2002,
38.2% of our total salesin 2003, 38.5% of our total salesin 2004 and 33.7% of our total salesin the
first nine months of 2005. Our sales to Nike accounted for approximately 2.7% of our total salesin
2002, 3.2% of our total salesin 2003, 6.8% of our total salesin 2004 and 23.0% of our total salesin
the first nine-months of 2005. Our sales to Target, Banana Republic and The Gap, Calvin Klein
and Cardinal Healthcare accounted in the aggregate for approximately 26.3% of our total salesin
2002, 31.4% of our total salesin 2003, 33.7% of our total salesin 2004 and 22.5% of our total sales
in the first nine months of 2005. We do not have long-term purchase contracts with our customers,
and our sales arrangements with our customers do not have minimum purchase requirements. We
cannot assure that Victorias Secret, Nike, Target, Banana Republic and The Gap, Calvin Klein and
Cardinal Healthcare or any other customer will continue to buy our products at al or in the same
volumes or on the same terms as they have in the past. Their failure to do so may significantly
reduce our sales. In addition, we cannot assure that we will be able to attract new customers.

Cardinal Healthcare is a customer of our subsidiary, AlbaHeath. We have delivered a
notice to exercise our option to require AlbaHealth to purchase our ownership interest in
AlbaHealth. Upon the completion of this transaction, Cardinal Healthcare shall no longer be
deemed a customer of ours. See section 1.12 below, “Delivery of Notice to Exercise AlbaHealth
Option.”

A material decrease in the quantity of sales made to our principal customers, a materia
adverse change in the terms of such sales or a material adverse change in the financial conditions of
our principal customers could significantly reduce our sales.

Our principal customers are in the clothing retail industry, which is subject to substantial
cyclical variations. Our revenues will decline significantly if our principal customers do not
continue to buy our productsin large volumes due to an economic downturn.

Our customers are in the clothing retail industry, which is subject to substantial cyclical
variations and is affected strongly by any downturn in the general economy. A downturn in the
general economy, a change in consumer purchasing habits or any other events or uncertainties that
discourage consumers from spending, could have a significant effect on our customers' sales and
profitability. Such downturns, changes, events or uncertainties could result in our customers
having larger inventories of our products than expected. These events could result in decreased
purchase orders from us in the future, which would significantly reduce our sales and profitability.
For example, the difficult global economic environment and the continuing soft retail market
conditions in the world and specifically in the U.S. both before and especially after the events of
September 11, 2001 were reflected in disappointing clothing retail salesin the year 2001 compared
to the same period in the year 2000, and consequently decreased our order backlog and production
levels. A prolonged economic downturn could harm our financial condition.
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Our expansion into new product lines with more complicated products and different raw
materials reduced our operating efficiency during 2003 and 2004, and we may also face operating
efficiency difficultiesin the future.

During 2003, 2004 and the first nine months of 2005, we invested significant efforts to
develop and expand new product lines, including active-wear products and swimwear, to diversify
our product line and our client base. The manufacturing of new, more complicated products with
different raw materials reduced our operating efficiency in 2003 and 2004. Although our operating
efficiency was not reduced in the first nine months of 2005, our continued significant efforts to
develop and expand new product lines may result in additional reductions in operating efficiency.
Although we believe that our efficiency is improving as we continue to manufacture our new
product lines, we cannot assure that we will be able to avoid any efficiency problemsin the future.

Our expansion into new product lines, in particular active-wear business products,
involves the manufacture of new products, which has and may require us to purchase additional
machinery adapted to manufacture such products. The additional capital expenditures incurred
in connection with these purchases may reduce our future cash flow.

During 2003, 2004 and the first nine months of 2005 we invested significant efforts to
develop and expand our new product lines, in particular active-wear products, to diversify our
product line and our client base. Active-wear products that we manufacture are made in bigger
sizes than intimate apparel, both because our active-wear products are intended for both men and
women, and because our active-wear products involve the manufacture of more tops, we have
purchased and may need to purchase additional knitting machines and other equipment adapted to
manufacture our new product lines. In addition, the manufacture of active-wear products at times
requires equipment with new technologies. The additional capital expenditures that may be
incurred in connection with these purchases may reduce our future cash flow.

Our business may be impacted by inflation and NI S exchange rate fluctuations.

Exchange rate fluctuations between the United States dollar and the NIS and inflation in
Israel may negatively affect our earnings. A substantial majority of our revenues and a substantial
portion of our expenses are denominated in U.S. dollars. However, a significant portion of the
expenses associated with our Isragli operations, including personnel and facilities-related expenses,
are incurred in NIS. Consequently, inflation in Israel will have the effect of increasing the dollar
cost of our operations in Isradl, unless it is offset on a timely basis by a devaluation of the NIS
relative to the U.S. dollar. We cannot predict any future trends in the rate of inflation in Israel or
the rate of devaluation of the NIS against the U.S. dollar. In addition, we are exposed to the risk of
appreciation of the NIS vis-avisthe U.S. dollar. This appreciation would cause an increase in our
NIS expenses as recorded in our U.S. dollar denominated financia reports even though the
expenses denominated in NIS will remain unchanged. In addition, exchange rate fluctuations in
currency exchange rates in countries other than Israel where we operate and do business may also
negatively affect our earnings.

We require a significant amount of cash to pay our debt. If we fail to generate sufficient
cash flow from operations, we may need to renegotiate or refinance our debt, obtain additional
financing or postpone capital expenditures

We depend mainly on our cash generated by operating activities to make payments on our
debts. The cash generated by operating activities was approximately $6.9 million and $16.8 million
in 2004 and in the first nine months of 2005, respectively. We cannot assure that we will generate
sufficient cash flow from operations to make the scheduled payments on our debt. We have
repayment obligations on our long-term debt of approximately $1.5 million due in the fourth
quarter of 2005, $7.6 million in 2006 and $11.4 million in 2007 and the balance of $29.7 million
from 2008 until 2012. These amounts do not include any repayment obligations under our short-
term bank credit and revolving credit facility in the amount of approximately $19.2 million as of
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September 30, 2005. Our ability to meet our debt obligations will depend on whether we can
successfully implement our strategy, as well as on economic, financial, competitive and technical
factors. Some of the factors are beyond our control, such as economic conditions in the markets
where we operate or intend to operate, changes in our customers demand for our products, and
pressure from existing and new competitors.

If we cannot generate sufficient cash flow from operations to make scheduled payments on
our debt obligations, we may need to renegotiate the terms of our debt, refinance our debt, obtain
additional financing, delay planned capital expenditures or sell assets. Our ability to renegotiate
the terms of our debt, refinance our debt or obtain additional financing will depend on, among other
things:

e our financia condition at the time;
e restrictions in agreements governing our debt; and
e other factors, including market conditions.

If our lenders decline to renegotiate the terms of our debt, the lenders could declare al
amounts borrowed and all amounts due to them under the agreements due and payable. If we are
unable to repay the debt, the lenders could foreclose on our assets that are subject to liens and sell
our assets to satisfy the debt.

Our debt obligations may hinder our growth and put us at a competitive disadvantage.

We have a considerable amount of bank debt mainly as a result of our acquisition of Alba
in December 1999 and the investments made in our Hi-Tex Division. As of September 30, 2005,
we had approximately $50.2 million of long term loans outstanding (including current maturities of
$6.9 million) and approximately $19.2 million in short-term bank credit. Our substantial debt
obligations could have important consequences. For example, they could:

e require us to use a substantial portion of our operating cash flow to repay
the principal and interest on our loans, which would reduce funds available
to grow and expand our business, invest in machinery and equipment and
for other purposes;

e place us at a competitive disadvantage compared to our competitors that
have less debt;

e make us more vulnerable to economic and industry downturns and reduce
our flexibility in responding to changing business and economic
conditions;

e limit our ahility to pursue business opportunities; and
e limit our ability to borrow money for operations or capital in the future.

Because a significant portion of our loans bear interest at floating rates, an increase in
interest rates could reduce our profitability. A ten percent interest rate change on our floating
interest rate long-term loans outstanding at September 30, 2005, would have an annual impact of
approximately $0.3 million on our interest cost.

Due to restrictions in our loan agreements, we may not be able to operate our business as
we desire.

Our loan agreements contain a number of conditions and limitations on the way in which
we can operate our business, including limitations on our ability to raise debt, sell or acquire assets
and pay dividends. Our loan agreements also contain various covenants which require that we
maintain certain financial ratios related to shareholder's equity and operating results that are
customary for companies comparable in size. These limitations and covenants may force us to
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pursue less than optimal business strategies or forgo business arrangements which could have been
financially advantageous to us or our shareholders.

Our failure to comply with the covenants and restrictions contained in our loan agreements
could lead to a default under the terms of these agreements. For instance, during 2004, our
subsidiary, AlbaHealth, failed to comply with certain financial covenants contained in its credit
facility with GE Capital, including a minimum EBITDA requirement. However, GE Capital
agreed to waive certain financial covenant defaults that occurred during 2004 and to amend certain
of the financial covenant provisions of the AlbaHealth credit facility. During the second quarter of
2005, AlbaHealth again failed to comply with a certain financial covenant in the credit facility. On
October 10, 2005, AlbaHealth signed an amendment to its credit facility, under which the covenant
defaults were waived and the Company was provided with more favorable credit facility terms.
See section 1.13 “Additional Information Regarding Financing Facilities’ for a description of the
revised terms of the AlbaHealth credit facility. We have delivered a notice to exercise our option
to require AlbaHealth to purchase our ownership interest in AlbaHealth. See section 1.12 below,
“Delivery of Notice to Exercise AlbaHealth Option.”

If adefault occurs and we are unable to renegotiate the terms of the debt, the lenders could
declare all amounts borrowed and al amounts due to them under the agreements due and payable.
If we are unable to repay the debt, the lenders could foreclose on our assets that are subject to liens
and sell our assets to satisfy the debt.

Our annual and quarterly operating results may vary which may cause the market price of
our Ordinary Sharesto decline.

We may experience significant fluctuations in our annual and quarterly operating results
which may be caused by, among other factors:

¢ thetiming, size and composition of orders from customers;
e varying levels of market acceptance of our products;

e the timing of new product introductions by us, our customers or their
competitors,

e economic conditions in the geographical areas in which we operate or sell
products; and

e operating efficiencies.

When we establish a relationship with a new customer, initial sales to such customer are
often in larger quantities of goods (to build its initial inventory) than may be required to replenish
such inventory from time to time afterwards. As a result, after a customer builds its initia
inventory, our sales to such customer may decrease. We cannot assure that our sales to any of our
customers will continue at the current rate.

Our operations are affected by our principal customers businesses, which businesses are
subject to substantial cyclical variations. |f demand for our products is significantly reduced, our
profits will be reduced, and we may experience slower production, lower plant and equipment
utilization and lower fixed operating cost absorption.

Additiondly, if, in any year, there is a significant number of Christian, Druse, Jewish or
Muslim holidays in a particular quarter, we will have fewer days of operation which will result in
lower levels of production and sales during such quarter. In certain years, a significant number of
such holidays have occurred during the second quarter, but the dates of many of those holidays are
based on the lunar calendar and vary from year to year.

Our markets are highly competitive and some of our competitors have numerous
advantages over us; we may not be able to compete successfully.
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We compete directly with a number of manufacturers of intimate apparel, swimwear and
active-wear, many of which have a lower cost-base than Tefron, longer operating histories, larger
customer bases; greater geographical proximity to customers and significantly greater financial and
marketing resources than we do. Increased competition, direct or indirect, could reduce our
revenues and profitability through pricing pressure, loss of market share and other factors. We
cannot assure that we will be able to compete successfully against existing or new competitors, as
the market for our products evolves and the level of competition increases. Moreover, our
competitors, especially those from the Far East, have established relationships with our customers,
which has caused an erosion of prices of some of the products of our Cut & Sew Division; current
or future relationships between our existing and prospective competitors, especially from the Far
East, with existing or potentia customers, could materially affect our ability to compete. In
addition, we cannot assure that our customers will not seek to manufacture our products through
aternative sources and thereby eliminate the need to purchase our products.

Our customers operate in an intensely competitive retail environment. In the event that any
of our customers' sales decline for any reason, whether or not related to us or to our products, our
salesto such customers could be materially reduced.

In addition, our competitors may be able to purchase seamless knitting machines and other
equipment similar to, but less expensive than, the Santoni knitting machines we use to knit
garmentsin our Hi-Tex manufacturing process. By reducing their production cost, our competitors
may lower their selling prices. If we are forced to reduce our prices and we cannot reduce our
production costs, it will cause areduction in our profitability. Furthermore, if there is aweak retail
market or a downturn in the general economy, competitors may be pressured to sell their inventory
at substantially depressed prices. A surplus of intimate apparel at significantly reduced prices in
the marketplace would significantly reduce our sales.

We are subject to fluctuating costs of raw materials.

We use cotton yarn, lycra, spandex, various polymeric yarn and elastic as primary materials
for manufacturing our products. Our financia performance depends, to a substantial extent, on the
cost and availability of these raw materials. The capacity, supply and demand for such raw
materials are subject to cyclical and other market factors and may fluctuate significantly. As a
result, our cost in securing raw materials is subject to substantial increases and decreases over
which we have no control except by seeking to time our purchases of cotton and polymeric yarns,
which are our principal raw material, to take advantage of favorable market conditions. For
example, in 2004 and 2005 the cost of synthetic fibers increased due to rising energy costs, and
there may be a similar increase in 2006. We cannot assure that we will be able to pass on to
customers the increased costs associated with the procurement of raw materials. Moreover, there
has in the past been, and there may in the future be, a time lag between the incurrence of such
increased costs and the transfer of such increases to customers. To the extent that increases in the
cost of raw materials cannot be passed on to customers or there is a delay in passing on the
increased costs to customers, we are likely to experience an increase in the cost of raw materials
which may materially reduce our margin of profitability.

If our ordinary shares are delisted from The New York Sock Exchange, the liquidity and
price of our ordinary shares and our ability to issue additional securities may be significantly
reduced.

In order to maintain the listing of our ordinary shares on The New York Stock Exchange,
or NY SE, we are required to meet specified maintenance standards. In addition, the NY SE has
amended its continued listing criteria to require, among other things, either a minimum
stockholders' equity of $75 million or a minimum market capitalization of $75 million. As of
November 15, 2005, our market capitalization was $135 million, and as of September 30, 2005, we
had stockholders’ equity of $56.2 million.
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In the event we fail to meet any current or revised listing criteria of the NY SE, our ordinary
shares may be delisted from trading on NY SE. We cannot assure that we will meet all NY SE
criteriain the future. Delisting of our ordinary shares would result in limited availability of market
price information and limited news coverage. In addition, delisting could diminish investors
interest in our ordinary shares as well as significantly reduce the liquidity and price of our ordinary
shares. Delisting may also make it more difficult for us to issue additional securities or secure
additional financing.

On September 28, 2005, our shares began trading also on the Tel Aviv Stock Exchange, or
TASE. Under the Israeli Securities Law of 1968, in the event that within 12 months after we were
initially listed for trading on TASE, we are delisted from trading on NY SE, then within two months
of such delisting, we will also be delisted from trading on TASE. If, however, prior to the
expiration of such two months period we register our shares for trading on TASE by publishing a
prospectus, our shares will not be delisted for trading on TASE. In the event our shares are delisted
from trading on TASE, as mentioned above, we will nonetheless be required to comply with the
reporting rules under Chapter Six of the Israeli Securities Law of 1968.

We depend on our suppliers for machinery and their maintenance. We may experience
delays or additional costs satisfying our production requirements due to our reliance on these
suppliers.

We purchase machinery and equipment used in our Hi-Tex manufacturing process, from a
sole supplier. If our supplier is not able to provide us with maintenance, additional machinery or
equipment as needed, we might not be able to maintain or increase our production to meet any
demand for our products.

We depend on subcontractors in connection with our manufacturing process, in particular
the dyeing and finishing process;, we may experience delays or additional costs satisfying our
production requirements and we may be prevented from meeting our customers’ orders due to our
reliance on these subcontractors.

We depend on subcontractors who render to us services that are an integral part of our
manufacturing process, and in particular sewing services. If such subcontractors do not render the
required services, we may experience delays or additional costs to satisfy our production
requirements. We depend on a subcontractor who performs a major part of the dyeing and
finishing of our Hi-Tex manufacturing process, which is an essential part of our manufacturing
process. If that subcontractor breaches its commitments toward us or is not otherwise able to supply
the required services, we would have difficulty meeting our customer orders until we find an
aternative solution.

We may not be able to protect our intellectual property.

Our success is substantially dependent upon the adaptations and configurations we make to
the machinery and equipment that we purchase and upon the manufacturing technol ogies, methods
and techniques that we have developed for our exclusive use. Only a part of the adaptations,
configurations, technologies or techniques used in our manufacturing process is patented.
Moreover, we purchase our machinery and equipment from third parties and we cannot assure that
a competitor will not adapt, configure or otherwise utilize machinery or equipment in substantially
the same manner as we do. In addition, our subcontractors have access to proprietary information,
including regarding our manufacturing processes, and from time to time we also lend machinery
and equipment to subcontractors, and there is a chance that subcontractors may breach their
confidentiality undertakings toward us. Any replication of our manufacturing process by an
existing or future competitor would significantly reduce our sales.

We face potential competition by our former employees.

Our trade secrets are well known to some of our employees. In the event one or more of
our current or former employees exploit our trade secrets in violation of their non-competition and
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confidentiality obligations, we may be adversely affected in the competitive market and in our
relationships with our customers and suppliers.

We face potential conflicts of interest caused by investor influence.

Our principal shareholders have a great deal of influence over the constitution of our Board
of Directors and over matters submitted to a vote of the shareholders. As of November 15, 2005,
Norfet, Limited Partnership had voting power over approximately 31.5% of the outstanding
ordinary shares of Tefron. In addition, as of November 15, 2005 and based on available public
information, Meir Shamir, one of our directors, owned approximately 40% in Mivtach-Shamir,
which at such date was an approximately 35.5% holder in Norfet. Asaresult, the corporate actions
of Tefron may be significantly influenced by Mr. Shamir. Furthermore, as of November 15, 2005,
Ishay Davidi, the Chairman of our Board of Directors, served as CEO and a senior partner of FIMI
Israel, Opportunity Fund, Limited Partnership, which at such date was an approximately 51.9%
holder in Norfet. As a result, the corporate actions of Tefron may be significantly influenced by
Mr. Davidi.

As of November 15, 2005, Arie Wolfson, one of our directors, had direct voting power
(through Arwol Holdings Ltd. an Israeli company wholly owned by Mr. Wolfson) over
approximately 5.4% of the outstanding ordinary shares of Tefron, not including options to acquire
150,000 ordinary shares of Tefron that have already vested. Mr. Wolfson is also the Chairman and
a significant shareholder of Macpell Industries Ltd., an Israeli company that owned approximately
20.6% of the outstanding ordinary shares of Tefron as of November 15, 2005. Mr. Wolfson and our
former president, Mr. Sigi Rabinowicz, another Macpell shareholder, collectively own a controlling
interest in Macpell and have entered into a shareholders' agreement regarding corporate actions of
Macpell, including the process by which Macpell votes its ordinary shares of Tefron to elect our
Directors. As a result, the corporate actions of Tefron may be influenced significantly by Mr.
Wolfson.

In connection with the acquisition of Tefron ordinary shares by Norfet, Limited Partnership
from the Company and from Arwol Holdings Ltd., and from Macpell, each of Norfet, Arwol and
Macpell agreed to vote al of the Tefron ordinary shares owned or controlled by each of them for
the election to the Company’s nine-member Board of Directors of: (i) two members plus one
independent director and one external director nominated by Norfet, Limited Partnership, (ii) two
members plus one independent director and one external director nominated by Arwol and
Macpell, and (iii) the Company’s chief executive officer.

We are party to a consulting and management services agreement with Mr. Wolfson and a
company controlled by him, as well as with Norfet pursuant to which the company controlled by
Mr. Wolfson and Norfet have agreed to provide consultancy and management services to Tefron.
We also lease various properties from affiliates of Macpell.

Israeli companies law imposes procedures, including, for certain material transactions, a
requirement of shareholder approval, as a precondition to entering into interested party
transactions. These procedures may apply to transactions between Macpell and us and between
Norfet and us. However, we cannot assure that we will be able to avoid the possible detrimental
effects of any such conflicts of interest by complying with the procedures mandated by Israeli law.

We are affected by conditions to, and possible reduction of, government programs and tax
benefits

We benefit from certain Israeli Government programs and tax benefits, particularly as a
result of the "Approved Enterprise” status of substantially all of our existing production facilitiesin
Israel. As aresult of our "Approved Enterprise” status, we have been able to receive significant
investment grants with respect to our capital expenditures. In addition, following our exhaustion of
our net operating loss carry forwards, we have been able to benefit from a reduced tax rate of 25%
on earnings derived from these investments for which the benefit period has not expired. To
maintain eligibility for these programs and tax benefits, we must continue to meet certain
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conditions, including making certain specified investments in fixed assets and conducting our
operations in specified "Approved Enterprise" zones. If we fail to meet such conditions in the
future, we could be required to refund tax benefits and grants already received, in whole or in part,
with interest linked to the Consumer Price Index in Isragl from the date of receipt. We have
granted a security interest over all of our assets to secure our obligations to fulfill these conditions.

The Government of Israel has reduced the available amount of investment grants from up
to 38% of eligible capital expenditures in 1996 to up to 24% of eligible capital expenditures (for
projects not exceeding investments of 140 million shekels that are submitted in any year) and up to
20% of eligible capital expenditures (for projects exceeding investments of 140 million shekels that
are submitted in any year) since 1997. There can be no assurance that the Israeli Government will
not further reduce the availability of investment grants. The termination or reduction of certain
programs and tax benefits, particularly benefits available to us as a result of the "Approved
Enterprise” status of some of our existing facilities in Israel, would increase the costs of acquiring
machinery and equipment for our production facilities and increase our effective tax rate which, in
the aggregate, could significantly reduce our profitability. In addition, income attributed to certain
programs is tax exempt for a period of two years and is subject to a reduced corporate tax rate of
10% - 25% for an additional period of five to eight years, based on the percentage of foreign
investment in the Company. We cannot assure that we will obtain approval for additional
Approved Enterprises, or that the provisions of the Law for the Encouragement of Capital
Investments, 1959, as amended, will not change or that the 25% foreign investment percentage will
be reached for any subsequent year.

We aso benefit from exemptions from customs duties and import quotas due to our
locations in Isragl and Jordan (Qualified Industrial Zone) and the free trade agreements Israel
maintains with the United States, Canada, the European Union and the European Free Trade
Association. If there is a change in such benefits or if other countries enter into similar agreements
and obtain similar benefits or if any such agreements were terminated, our profitability may be
reduced.

We face several risks, including political, economic, social, climatic risks, associated with
international business.

Approximately 92% and 91% of our sales in 2004 and in the first nine months of 2005,
respectively, were made to customers in North America, and we intend to continue to expand our
sales to customers in the United States and Europe.  In addition, a substantial majority of our raw
materials are purchased outside of Israel. Furthermore, a substantial majority of our sewing
operation is performed in Jordan and products, equipment and machinery of ours are situated in
Jordan for that purpose. Our international sales and purchases are affected by costs associated with
shipping goods and risks inherent in doing business in international markets, including:

e changesin regulatory requirements;
e export restrictions, tariffs and other trade barriers;

e quotas imposed by international agreements between the United States and certain
foreign countries;

e currency fluctuations;

¢ longer payment cycles;

e difficultiesin collecting accounts receivable;

¢ political instability, hostility and seasonal reductionsin business activities; and
¢ strikes and general economic problems.

Any of these risks could have a material adverse effect on our ability to deliver or receive
goods on a competitive and timely basis and on our results of operations. We cannot assure that we
will not encounter significant difficulties in connection with the sale or procurement of goods in
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international markets in the future or that one or more of these factors will not significantly reduce
our sales and profitability.

In addition, we may enter into joint ventures with third parties or establish operations
outside of Israel that will subject us to additional operating risks. These risks may include
diversion of management time and resources and the loss of management control over such
operations and may subject usto the laws of such jurisdiction.

In addition to our production facilities in Israel, we currently have production facilities in
Jordan, we have relationships with manufacturers in China and Cambodia and we are in the process
of shifting additional sewing production out of Israel to take advantage of lower labor costs. Due
to commercial disputes that arose between us and the other shareholder of our joint subsidiary that
managed operations in Madagascar, we no longer have production activities in Madagascar. In the
context of our commercial disputes, the other shareholder of our joint subsidiary is endeavoring to
dissolve our joint subsidiary by court order and third party creditors have made claims in court on
account of amounts due to them by our subsidiary. At thistime, we do not know what will be the
impact of these claims.Our ability to benefit from the lower labor costs will depend on the political,
social and economic stability of these countries and in the Middle East and Africain general. We
cannot assure that the political, economic or social situation in these countries or in the Middle East
and Africain genera will not have a material adverse effect on our operations, especialy in light of
the potential for hostilities in the Middle East. The success of the production facilities also will
depend on the quality of the workmanship of laborers and our ability to maintain good relations
with such laborers, in these countries. We cannot guarantee that our operations in China or Jordan
will be cost-efficient or successful.

Our results of operations would be materially and adversely affected in the event we are
unable to operate our principal production facilitiesin Segev, Isra€l.

All of our manufacturing with respect to our Seamless Division, which includes the major
portion of our manufacture of all of our active-wear products, is located in a complex of production
facilities located in Segev, Israel. These facilities also contain a significant portion of our
machinery and equipment, including Santoni machines and adaptations and configurations that we
have made to the machinery and equipment, as well as infrastructure that we have built tailored to
our needs. We have no effective back up for these operations and, in the event that we are unable
to use the production facilities located in Segev, Isragl as a result of damage or for any other
reason, our ability to manufacture a major portion our products and our relationships with
customers could be significantly impaired and this would materially and adversely affect our
results of operation.

An increase in the minimumwage in Israel may adversely affect our operating results.

Many of our employees earn the minimum wage payable under law. The current
minimum monthly wage is approximately NIS 3,300. Recently, the leader of a major opposition
party in Israel has advocated increasing the minimum wage. An increase in the minimum wage
will increase our labor costs, and unless we can obtain alternative labor in lower cost locations, this
increase could adversely affect our operating results.

We are subject to variousrisks relating to operationsin Israel

We are incorporated under the laws of, and our main offices and manufacturing facilities
are located in, the State of Israel. We are directly influenced by the political, economic and
security conditions in Isragl. Since the establishment of the State of Israel in 1948, a number of
armed conflicts have taken place between Isragl and its Arab neighbors and a state of hostility,
varying in degree and intensity, has led to security and economic problems for Israel. Any major
hostilities involving Israel, the interruption or curtailment of trade between Israel and its trading
partners or a significant downturn in the economic or financial condition of Israel could have a
material adverse effect on our operations. Since October 2000, there has been a deterioration in
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the relationship between Israel and the Palestinians which has resulted in increased violence. The
future effect of this deterioration and violence on the Israeli economy and our operations is unclear.
We cannot assure that ongoing or revived hostilities or other factors related to Israel will not have a
material adverse effect on us or our business.

Generdly, al male adult citizens and permanent residents of Israel under the age of 54,
unless exempt, are obligated to perform up to 36 days of annual military reserve duty. Additionally,
al such residents are subject to being called to active duty at any time under emergency
circumstances. Some of our officers and employees are currently obligated to perform annual
reserve duty. No assessment can be made as to the full impact of such requirements on our
workforce or business if conditionsin Israel should change, and no prediction can be made asto the
effect of any expansion or reduction of such military obligations on us.

During 2004, a general strike at Israel’s ports caused a shortage of raw materials and
resulted in a loss of sales to the Company of approximately $2.5 million. This shortage also
resulted in a decrease in production volume and an increase in operating costs, which affected our
ability to achieve greater operating efficiencies. Although Israel’s Ministry of Finance, the
Histadrut (General Federation of Labor in Israel), and the Israel Ports Authority signed an
agreement in February 2005 which is intended to ensure five (5) years without labor strikes, a
further strike or labor disruption at Israel’ s ports may occur and have an adverse effect on us or our
business.

1.10. Capitalization

The following table sets forth our consolidated unaudited capitalization as of September
30, 2005. Our consolidated unaudited capitalization is presented: (i) on an actual basis and (ii) as
adjusted to give effect to the three alternative issuances contemplated by this prospectus: (A) under
Alternative A, each unit sold by us will consist of 12 ordinary shares and 12 Option Certificates
(Series 1); (B) under Alternative B, each unit sold by us will consist of 18 ordinary shares and 6
Option Certificates (Series 1); and (C) under Alternative C, each unit sold by us will consist of 24
ordinary shares. For more information about these alternatives, please see section 1.23, “The Offer
of Shares to the Public” (Hebrew). We expect each unit sold under Alternative A to be sold at a
price of NIS 467.76 per unit and each unit sold under Alternative B to be sold at a price of NIS
701.64 per unit; for purposes of this table, we have assumed that each unit sold under Alternative C
will be sold at the minimum price of NIS 935.52 per unit. In each case, we have deducted
underwriting discounts and commissions and estimated offering expenses. The table below does
not take into account any proceeds we may receive in connection with any exercise of the Option
Certificates (Series 1). The table below reflects our intended use of the net proceeds of the offering
to reduce our short term bank credit immediately following the offering pending our use of the net
proceeds for other purposes as we shall determine from time to timeg. See Section 1.11 below,
"Use of Proceeds.” The financial data in the following table should be read in conjunction with the
Company’s consolidated financial data and notes thereto incorporated by reference herein. The
calculations below are based on the representative exchange rate as of December 28, 2005 of NIS
4.591 per USS$1.

As of September 30, 2005
Unaudited

(in thousands of US dollars)

Actual Asadjusted Asadjusted Asadjusted
Alternative Alternative  Alternative
A B C
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Short term bank Credit .........oooeeeeeeeeeeeeeeeeeeeeeeeeeeen $19,221 $9,925 $5,213 $500
Current maturities of long term debt:

Bank® ... 6,875 6,875 6,875 6,875
Capital Leases.......cccoeveeveeveesee e 23 23 23 23
Long term bank debt, net of current maturities® 43,292 43,292 43,292 43,292

Shareholder’ s equity:

Share Capital@...........ccooveveeeeeeceeseesee e 6,804 7,065 7,196 7,327
Additional paid-in capital 82,798 91,833 96,414 100,996
Deferred stock-based compensation (240) (240) (240) (240)
Treasury shares (7,408) (7,408) (7,408) (7,408)
Other comprehensiveloss..............ccoeeenee. (80) (80) (80) (80)
Accumulated deficit ...........ooeieiinnin, (25,676) (25,676) (25,676) (25,676)
Total shareholders’ equity................... 56,198 65,494 70,206 74,919

1) All bank debt is collateralized by a floating charge (a continuing charge on the Company’s present and
future assets but permitting the Company to dispose of such assets in the ordinary course of business) on
al of the assets of the Company and its subsidiaries.

2) Consisting of 49,995,500 Ordinary Shares, par value NIS 1 per share, authorized and 4,500 Deferred
Shares, par value NIS 1 per share authorized and 17,972,381 Ordinary Shares issued and outstanding (not
including 997,400 ordinary shares held in treasury) as of September 30, 2005.

1.11. Use of Proceeds

The net proceeds that we will receive from this offering are estimated to be (i) NIS 42,679
thousand in the event ordinary shares and Options Certificates (Series 1) are issued in accordance
with Alternative A, (ii) NIS 64,313 thousand in the event ordinary shares and Options Certificates
(Series 1) are issued in accordance with Alternative B, and (iii) NIS 85,947 thousand in the event
ordinary shares are issued in accordance with Alternative C, in each case after deduction of the
underwriters’ fees and commissions and the estimated expenses of the offering. We expect each
unit sold under Alternative A to be sold at a price of NIS 467.76 per unit and each unit sold under
Alternative B to be sold at a price of NIS 701.64 per unit; for purposes of estimating net proceeds,
we have assumed that each unit sold under Alternative C will be sold at the minimum price of NIS
935.52 per unit. The estimated net proceeds described above does not take into account any
proceeds we may receive in connection with any exercise of the Option Certificates (Series 1).

We intend to use the net proceeds from this offering for working capital, general corporate
purposes, investments or acquisitions, as we shall determine from time to time. Pending our doing
so, we intend to use the net proceeds to reduce our short-term bank credit. We believe that the
proceeds from the offering will provide us with more financial flexibility.

The interest rate on the indebtedness that we intend to reduce range from LIBOR plus 1.5%
to LIBOR plus 2.0%. Our short-term bank credit, which is used for general corporate purposes,
expires at various times within one year.

1.12. Dedlivery of Noticeto Exercise AlbaHealth Option

On December 22, 2005, we, through our subsidiary, Alba, delivered a notice of exercise to
AlbaHealth and the other parties to the Put Option Agreement, pursuant to which we were granted
an option to require AlbaHealth to purchase our ownership interest in AlbaHealth. Under the terms

25



of the Put Option Agreement, the net proceeds payable to us from the sale of the interest are
expected to be approximately $11.9 million in cash payable over three years, subject to the
satisfaction of the conditions set forth below, and we expect to record a loss of approximately $6.5
million in the fourth quarter of 2005, most of which is non-cash.

Upon completion of the transaction, we will cease to consolidate the financial statements of
AlbaHealth, which include net debt of approximately $9.4 million. AlbaHealth generated 19.7% of
our total consolidated sales in 2002, 23.5% of our total consolidated sales in 2003, 18.7% of our
total consolidated salesin 2004 and 16.7% of our total consolidated sales in the first nine months of
2005. AlbaHedlth’s largest customer, Cardinal Healthcare, accounted for approximately 8.8% of
our total salesin 2002, 10.9% of our total salesin 2003, 9.2% of our total salesin 2004 and 8.4% of
our total salesin the first nine months of 2005.

Upon completion of the transaction, we will fully utilize our aggregate available carry
forward tax losses of approximately $18 million, which could have been utilized to offset against
future taxable profitsin the United States.

Conditions to Closing of Purchase of Tefron’s Ownership Interest in AlbaHealth

AlbaHealth's abligation to purchase our ownership interest, and the receipt of payment by
us for our interest, are subject to the satisfaction of the following conditions: (i) after giving effect
to the initial payment to us on account of our exercise of the option (the “Initial Put Payment”), the
fair value of AlbaHealth's assets exceeds all of its liabilities (subject to certain exceptions); (ii)
both before and after giving effect to a payment of the consideration to be paid to us on account of
our exercise of the option, there shall not have occurred or be continuing any default or event of
default under the AlbaHealth credit agreement and (iii) financing in an amount sufficient to fund
the Initial Put Payment shall be available (provided that no more than 30% of the outstanding
principal amount of AlbaHealth's bank debt, inclusive of any new debt to be incurred by
AlbaHealth to fund the Initial Put Payment, shall be subject to interest rates in excess of LIBOR
plus 4.5%). There is no assurance that these conditions will be satisfied. If they are not satisfied,
the option exercise period under the option agreement will be extended accordingly.

Under the terms of the Put Option Agreement, while AlbaHealth is unable to satisfy the
conditions of its obligation to purchase our ownership interest, AlbaHealth shall be prohibited from
making any payments or other distributions of cash or cash equivalents to any of its members, other
than tax distributions to members in respect of tax obligations of such members as a result of their
ownership of membership interests in AlbaHealth, or the put consideration. Under the terms of an
existing agreement, our subsidiary, Alba, provides certain management services to AlbaHealth in
return for a current annual fee of approximately $832,000. While AlbaHealth is unable to satisfy
the conditions of its obligation to purchase our ownership interest, Alba will no longer receive
these management fees from AlbaHealth.

Application of Proceeds from Exercise of AlbaHealth Option
Proceeds to Be Used to Pay Bank Loan

Pursuant to an Obligation Letter, dated April 22, 2004, Tefron, Hi-Tex and Alba undertook
to Bank Hapoalim B.M. and Israel Discount Bank Ltd. that if and when our subsidiary, Alba, either
(i) exercises its right under its Put Option Agreement with AlbaHealth, Encompass Group, L.L.C.
and General Electric Capital Corporation (“GECC”), to require AlbaHealth to purchase all of
Alba s ownership interest in AlbaHealth or (ii) otherwise sellsits interest in AlbaHealth, then 50%
of the net proceeds from such sale would be paid to Bank Hapoalim B.M. and Israel Discount Bank
Ltd. on account of their loansto Tefron, Hi -Tex and Alba.

Proceeds to GE Capital Corporation
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Pursuant to an amendment to the Put Option Agreement, dated December 13, 2004 (the
“Put Option Amendment”), AlbaHealth and GECC agreed that in the event Alba delivered a "Put
Notice" between July 1, 2005 and December 31, 2005, then for purposes of determining the fair
value of AlbaHealth, AlbaHealth's EBITDA will be deemed to be not less than US$6,434,000,
which provided a floor price for the consideration to be paid to Alba. Pursuant to an agreement
with GECC, we agreed to pay GECC an amount in order that it would benefit from this floor price
as well (calculated as the amount, if any, by which the put consideration paid to GECC under the
Put Option Agreement is less than it would have been had GECC's put consideration also been
calculated in the manner as set forth in the Put Option Amendment). We agreed to pay this amount
to GECC only in the event that (i) Albareceives put consideration from AlbaHealth and (ii) GECC
delivers its own exercise notice within 30 days of the receipt of Alba's exercise notice. The
maximum amount payable by us under this agreement with GECC is approximately $370,000.

1.13. Additional I nformation Regarding Financing Facilities

Loan Facilities

AlbaHealth Credit Agreement, including Recent Amendment

In October 2005, our subsidiary, AlbaHealth, entered into an amendment to its credit
facility with GE Capital. Under this amendment, the balance of the term loan facility now
amortizes as follows: (A) four (4) consecutive quarterly installments on the first day of January,
April, July and October, from January 1, 2006 through October 1, 2006, each in the amount of
$312,500, and (B) three (3) consecutive quarterly installments on January 1, 2007, April 1, 2007
and July 1, 2007, each in the amount of $375,000. The final installment will be due on September
6, 2007 and be in the amount of $4,375,000 or, if different, the remaining principa balance of the
term loan.

In addition, according to the amended terms, the interest on the revolving credit facility and
the term loan facility shall be paid, at the election of AlbaHealth, at one of the following rates:

. afloating rate equa to the higher of (i) a base rate quoted by 75% of the
largest banks in the U.S. and (ii) the federal funds rate plus 50 basis
points, in each case plus a margin per annum of 1.5%; or

« theLIBOR rate plusamargin per annum initially of 2.75%.

We have delivered a notice to exercise our option to require AlbaHealth to purchase our
ownership interest in AlbaHealth. See section 1.12 above, “Delivery of Notice to Exercise
AlbaHealth Option.”

Other Existing Long Term Loan Facilities

In addition, the Company is party to aloan agreement dated October 12, 2004, with |srael
Discount Bank Ltd. providing for a term loan of $450,000 at an interest rate of LIBOR plus 1.5%
(interest payable monthly) until maturity in December 2006. The loan agreement provides Israel
Discount Bank with the option at any time during the term of the loan to convert all or any portion
of the unpaid principal amount of the loan into up to 75,000 Tefron ordinary shares at a price of $6
per share.

These long-term loans are in addition to the long-term facility of our wholly owned
subsidiary, Alba (now called Tefron USA Inc.) with Bank Hapoalim B.M. and Israel Discount
Bank of New York entered into in connection with the acquisition of Alba, in the outstanding
amount of $25.6 million payable in 32 quarterly installments commencing March 15, 2005 through
December 15, 2012. The principal balance of this loan as of September 30, 2005 was
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approximately $23.2 million. The term loan facility bears interest of LIBOR plus 2%, and the
related short-term revolving credit facility, in the amount of $6 million, bears interest at LIBOR
plus 1.50%.

These long-term loans are also in addition to the long-term loan facilities between us and
Bank Hapoalim B.M. and Israel Discount Bank Ltd. in the aggregate outstanding amount of $21.8
million payable in 32 quarterly installments commencing March 31, 2005 and terminating on
December 31, 2012. The principal balance of this loan as of September 30, 2005 was
approximately $19.8 million. These loans bear interest of LIBOR plus 2%, and the related short-
term loans in the amount of $10.2 million bear interest at LIBOR plus 1.50%.

Interest on Short-Term Loans
Our short-term loans bear interest at LIBOR plus 1.5% to LIBOR plus 3.0%.

For more information about our long-term and short-term loan obligations, please see
“Item 5. Operating and Financial Review and Prospects — Liquidity and Capital Resources’ and
“Item 10. Additional Information — 10C. Material Contracts’ in our 2004 20-F.

Equity Line of Credit

On March 9, 2004, we entered into an equity line credit facility with Brittany Capital
Management Ltd. ("Brittany™), an entity advised by Southridge Capital Management LLC . Under
the agreement, we have an option to cal funds of up to the lesser of $15 million or 2,470,021
Ordinary Shares (19.9% of our outstanding share capital on the day we signed the agreement) over
a three-year period expiring a the end of October, 2007. Under the financing facility, we are
entitled to issue shares to Brittany from time to time, a our own election, subject to certain
minimum and maximum limitations, but in no event will Brittany be obligated to own more than
4.99% of our ordinary shares at any one time. The price to be paid by Brittany will be at a discount
of 6% to the market price of our ordinary shares (as calculated under the agreement) during a
period prior to the issuance of the shares. The "market price" under the agreement is calculated to
be the average of the lowest closing prices for any four trading days (not necessarily consecutive)
during the ten trading day period immediately following the date on which we deliver a written
notice to Brittany setting forth the dollar amount with respect to which we will require Brittany to
purchase our Ordinary Shares.

Before drawing on the equity line, we must satisfy certain closing conditions. We have
filed a registration statement relating to the shares to be issued to Brittany and such registration
statement has been declared effective by the SEC. In addition, under our agreement with Norfet,
Limited Partnership, we require the consent of Norfet for the issuance of shares under an equity
line of credit if such issuanceis at a price of less than $4.6 per share unless the issuance is required
in order for usto satisfy covenants relating to shareholders equity under company loan agreements
or to satisfy certain NY SE listing requirements. Notwithstanding the foregoing, the issuance under
the equity line of an aggregate sum of more than 12% of our issued capital will also require the
consent of Norfet.

To date, we have elected not to draw on our equity line. To the extent we draw on the
equity line, we expect that we will apply any proceeds from the equity line credit facility for
investments in equipment and for working capital.

1.14. Significant Accounting Policies

We prepare our consolidated financial statements in conformity with accounting principles
generaly accepted in the U.S. As such, we are required to make certain estimates, judgments and
assumptions that we believe are reasonable based upon the information available at the time they
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are made. These estimates, judgments and assumptions affect the reported amounts of assets and
liabilities as of the date of the financial statements, as well as the reported amounts of expenses
during the periods presented.

Our management believes the significant accounting policies which affect management’s
more significant estimates, judgments, and assumptions used in the preparation of the Company’s
consolidated financial statements and which are the most critical to aid in fully understanding and
evaluating the Company’ s reported financial results include the following:

Inventory valuation

Property, plant and equipment
Goodwill

Income taxes and valuation allowance

Inventory valuation

At each balance sheet date, we evaluate our inventory balance for excess quantities and
obsolescence. We estimate the excess inventory of products and raw materials which are not
designated for existing or projected orders as well as inventory that is not of saleable quality,
estimate their market value and reduce their carrying value accordingly. Misjudgement in planning
inventory level or in the assessment of the market value of the excess raw materials and products
may require usto record inventory mark downs that would be reflected in cost of salesin the period
therevision is made.

Property, Plant And Equipment

Our property, plant and equipment are reviewed for impairment in accordance with
Statement of Financial Accounting Standard No. 144 "Accounting for the Impairment or Disposal
of Long-Lived Assets', whenever events or changes in circumstances indicate that the carrying
amount of an asset may not be recoverable. Recoverability of assets to be held and used is
measured by a comparison of the carrying amount of an asset to the future undiscounted cash flows
expected to be generated by the assets. If such assets are considered to be impaired, the impai rment
to be recognized is measured by the amount by which the carrying amount of the assets exceeds the
fair value of the assets. Assets to be disposed of are reported at the lower of the carrying amount or
fair value less costs to sell.

Goodwill

Goodwill represents excess of the costs over the net assets of businesses acquired.
Goodwill that arose from acquisitions prior to July 1, 2001 was amortized until December 31, 2001
on a straight-line basis over forty years. Under Statement of Financial Accounting Standard No.
142, goodwill acquired in a business combination for which date is on or after July 1, 2001 shall
not be amortized.

SFAS No. 142 requires goodwill to be tested for impairment on adoption and at least
annually thereafter or between annual tests in certain circumstances, and written down when
impaired, rather than being amortized as previous accounting standards required. Goodwiill
attributable to each of the reporting units is tested for impairment by comparing the fair value of
each reporting unit with its carrying value.

The carrying value of goodwill recorded in our financial statement is related to the
AlbaHedlth reporting unit. In preparation of the financial statements for the year 2004, we
completed our most recent review performed by an independent expert of this reporting unit, which
determined that its fair value is greater than its carrying value, and therefore no impairment was
required in the recorded goodwill for this period. The review process uses the income method and
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is based on a discounted future cash flow approach that uses estimates for cash flow, growth of
sales, taxes, profits and cost of capital, among others, for the AlbaHealth reporting unit. We may
incur charges for the impairment of goodwill in the future if AlbaHealth fails to meet our assumed
cash flow, growth of sales and profits, or if interest rates significantly increase. We have delivered
a notice to exercise our option to require AlbaHealth to purchase our ownership interest in
AlbaHealth. See section 1.12 above, “Delivery of Notice to Exercise AlbaHealth Option.”

Income Taxes and valuation allowance

The Company and its subsidiaries account for income taxes in accordance with Statement
of Financial Accounting Standards No.109, "Accounting for Income Taxes' ("SFAS No0.109").
This Statement prescribes the use of the liability method whereby deferred tax assets and liability
account balances are determined based on differences between financial reporting and tax bases of
assets and liabilities and are measured using the enacted tax rates and laws that will be in effect
when the differences are expected to reverse. The Company and its subsidiaries provide a valuation
alowance, if necessary, to reduce deferred tax assetsto their estimated realizable value.

We must assess the likelihood that we will be able to recover our deferred tax assets. We
review the balance of deferred taxesin relation to our anticipated profits and if we estimatethat it is
not likely that our anticipated profits will materialize, we record a valuation allowance against the
deferred tax assets accordingly. A future decrease in our profits or anticipated profits may result in
an additional adjustment to the carrying amount of our deferred taxes.

In addition, the calculation of our tax liabilities involves dealing with uncertainties in the
application of complex tax regulations, particularly under the Law for Encouragement of Capital
Investments, 1959, or the Investments Law. We estimate our tax liabilities under the various
investment programs under the Investments Law based on a complex mix of factors, including our
estimates of our future growth of revenues, the particular investment program under which revenue
will be generated and the location where such revenues will be generated. We may need to record a
charge for tax if our estimates are inaccurate or if we experience changes due to off-shoring certain
of our production processes.

1.15. Major Shareholders

Except as noted herein, to our knowledge, we are not directly or indirectly owned or
controlled by another corporation or by any foreign government or any other natural person(s) and
no arrangements exist the operation of which may at a subsequent date result in a change in control
of the company.

The following table provides information about:

(i) the ownership of our ordinary shares by any person known to us to be the beneficial owner
of 5% or more of our Ordinary Shares as of November 30, 2005. The information in this
table is based on 17,991,976 Ordinary Shares outstanding as of such date. The number of
Ordinary Shares beneficially owned by a person includes Ordinary Shares subject to
options held by that person that were currently exercisable at, or exercisable within 60 days
of, November 30, 2005; and

(i)as adjusted ownership of our Ordinary Shares by our major shareholders described in
clause (i) above as of November 30, 2005, after giving effect to the three aternative
issuances contemplated by this prospectus. (A) under Alternative A, each unit sold by us
will consist of 12 ordinary shares and 12 options; (B) under Alternative B, each unit sold
by us will consist of 18 ordinary shares and 6 options; and (C) under Alternative C, each
unit sold by us will consist of 24 ordinary shares. For more information about these
aternatives, please see section 1.23 (Hebrew). We expect each unit sold under Alternative
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A to be sold at a price of NIS 467.76 per unit and each unit sold under Alternative B to be
sold at aprice of NIS 701.64 per unit; for purposes of this table, we have assumed that each
unit sold under Alternative C will be sold at the minimum price of NIS 935.52 per unit. In
each case, we have deducted underwriting discounts and commissions and estimated
offering expenses.

The Ordinary Shares issuable under options held by these shareholders are treated asif they
were outstanding for purposes of computing the percentage ownership of the person holding these
options but are not treated asif they were outstanding for the purposes of computing the percentage
ownership outstanding for any other person. None of the holders of the Ordinary Shares listed in
this table have voting rights different from other holders of the Ordinary Shares.

Name and Address
of Major
Shareholder

Actual Ordinary
Shares Beneficially
Owned

Per centage
Owner ship
of Shares*

Adjusted
Per centage
Owner ship***

Adjusted
Per centage
Owner ship***

Adjusted
Per centage
Owner ship***

Following
Alternative A
Offering*

Following
Alternative B
Offering*

Following
Alternative C
Offering*

Norfet, Limited
Partnership

C/o Fimi 2001 Ltd.
Rubinstein House
37 Begin Rd.

Tel Aviv, |sragl

5,663,085 (1) 31.4% 29.5% 28.6% 27.7%

Macpell Industries
Ltd.
28 Chida Street

Bnei Brak, |sragl

3,700,810 (2) 20.5% 19.3% 18.7% 18.1%

Discount
Investment
Corporation Ltd.
Azrieli Center 3,
Triangular Building
Tel Aviv, Isradl

1,916,866 (3) 10.7% 10.0% 9.7% 9.4%

Arie Wolfson
28 Chida Street
Bnei Brak, |sragl

4,897,192 (4) 26.9% 25.2% 24.5% 23.8%

Sigi Rabinowicz
28 Chida Street
Bnei Brak, Israel

4,092,322 (5) 22.3% 20.9% 20.3% 19.7%

L eber Partners, L.P.
* %

Zvi Limon

c/o Walkers SPV
Ltd.
Walker House,
Mary

Street.

P.O.B 908GT
Georgetown, Grand
Cayman

Cayman Islands

1,276,882 7.1% 6.7% 6.5% 6.3%
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* Does not take into account 997,400 Ordinary Shares held by a wholly owned subsidiary of
the Company.

** On December 27, 2005, Leber Partners, L.P. filed a Schedule 13G in which they reported
disposal of al their holdingsin Tefron.

*k* As adjusted as if the offering had been completed on November 30, 2005.

@ Norfet L.P is an Israeli partnership. As of November 30, 2005, 8.82% of Norfet
was held by FIMI Opportunity Fund, LP, 45.61% of Norfet was held by FIMI
Israel Opportunity Fund, Limited Partnership, 34.45% was held by Mivtach
Shamir Holdings Ltd..3.45% was held by Migdal Insurance Company, 6.89% was
held by First International Bank of Israel and 0.786% was held by Zaleznick and
Butler. Pursuant to Rule 13d-5 of the U.S Exchange Act, Norfet may also be
deemed to beneficially own the shares held by Macpell and Arwol due to the
sharehol ders agreement between Arwol, Macpell and Norfet. In addition, pursuant
to Rule 13d-5, (i) Mr. Ishay Davidi, the Chairman of the Board of the Company,
may be deemed to beneficially own the shares held by Norfet due to his position as
CEO and senior partner of FIMI Israel, Opportunity Fund, Limited Partnership,
which held an approximately 51.9% interest in Norfet as of November 15, 2005
and (ii) Mr. Meir Shamir, a director in the Company, may be deemed to
beneficialy own the shares held by Norfet due to his 40% interest in Mivtah-
Shamir.

(2 Macpell isan Israeli corporation. As of November 30, 2005, Arwol Holdings Ltd.,
an Israeli company wholly-owned by Arie Wolfson, held 27.8% of Macpell; Riza
Holdings Ltd., an Israeli company wholly-owned by Sigi Rabinowicz, held 25.0%
of Macpell; and Condo Overseas Inc., a Panamanian company wholly-owned by
Avi Ruimi, held 25.8% of Macpell, representing 78.7% of Macpell's sharesin the
aggregate. Pursuant to Rule 13d-5 of the U.S Exchange Act, Macpell may aso be
deemed to beneficially own the shares held by Norfet due to the shareholders
agreement between Arwol, Macpell and Norfet. See “Shareholders Agreement”
below.

3 Consists of 958,433 shares held by Discount Investment Corporation Ltd. (“DIC”)
and 958,433 shares held by PEC Israel Economic Corporation (“PEC”), a wholly
owned subsidiary of DIC. DIC is controlled by IDB Development Corporation Ltd.
(“IDB Development”). IDB Development is controlled by IDB Holding
Corporation Ltd. (“IDBH"). DIC, IDB Development and IDBH are public
companies traded on the Tel Aviv Stock Exchange.

IDBH is controlled by a group comprised of: (i) Ganden Investments I.D.B. Ltd.
(*Ganden Investments’), a wholly owned Israeli subsidiary of Ganden Holdings
Ltd. (“Ganden Holdings’), a private Israeli company controlled by Nochi Dankner
and his sister, Shelly Bergman, which holds 31.02% of the equity of and voting
power in IDBH; (ii) Manor Investments-IDB Ltd. (“Manor Investments’), a
majority owned Isragli subsidiary of Manor Holdings B.A. Ltd. (“Manor
Holdings’), a private Israeli company controlled by Ruth Manor, which holds
10.34% of the equity of and voting power in IDBH; and (iii) Avraham Livnat
Investments (2002) Ltd. (“Livnat Investments’), a wholly owned Israeli subsidiary
of Avraham Livnat Ltd. (“Livnat Ltd.”), a private Isragli company controlled by
Avraham Livnat, which holds 10.34% of the equity of and voting power in IDBH.
Ganden Investments, Manor Investments and Livnat Investments, owning in the
aggregate approximately 51.7% of the equity of and voting power in IDBH,
entered into a Shareholders Agreement relating, among other things, to their joint
control of IDBH, the term of which isuntil May 19, 2023.
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In addition to the above-mentioned shares of IDBH owned by Ganden
Investments, Manor Holdings and Livnat Holdings, as at November .30, 2005: (i)
Ganden Holdings itself owned directly approximately 7.07% of the outstanding
shares of IDBH, (ii) Ganden Investments owned directly approximately 6.59% of
the outstanding shares of IDBH, (iii) Shelly Bergman owned, through a private
Israeli company wholly owned by her, approximately 7.23% of the outstanding
shares of IDBH, (iv) Manor Holdings owned directly approximately 0.03% of the
outstanding shares of IDBH and (v) Livnat Ltd. owned directly approximately
0.04% of the outstanding shares of IDBH. These additional holdings of shares of
IDBH are not subject to the Shareholders Agreement referred to above.

Nochi Dankner is Chairman and CEO of IDBH, and charman of IDB
Development and DIC. Shelly Bergman, Isaac Manor (the husband of Ruth
Manor), Dori Manor (a son of Isaac and Ruth Manor) and Zvi Livnat (a son of
Avraham Livnat) are directors of each of IDBH, IDB Development and DIC. Shai
Livnat (ason of Avraham Livnat) is adirector of IDB Development.

4 Includes (@) 3,700,810 Ordinary Shares held by Macpell, (b) 971,282 Ordinary
Shares held by Arwol, (c) 225,000 Ordinary Shares subject to options exercisable
at $3.50 per share (which expire in 2012) and (d) 100 Ordinary Shares held by Mr.
Wolfson. Pursuant to Rule 13d-5 of the Securities Exchange Act of 1934, as
amended, Mr. Wolfson may be deemed to beneficially own the 3,700,810 Ordinary
Shares held by Macpell due to his beneficial interest in Macpell and the Macpell
Shareholders' Agreement.

5) Consists of (i) 3,700,810 Ordinary Shares held by Macpell, and (ii) exercisable
options to purchase 391,512 Ordinary Shares at prices that are between $3.50 and
$9.50 per share (which expire between 2009 and 2012). Pursuant to Rule 13d-5 of
the U.S. Securities Exchange Act of 1934, as amended, Mr. Rabinowicz may be
deemed to beneficially own the 3,700,810 Ordinary Shares held by Macpell due to
his beneficial interest in Macpell and the Macpell Shareholders' Agreement.

1.16. Related Party Transactions

The following discussion includes summaries of the significant terms of various
agreements and transactions. Because these are summaries, they are qualified by reference to the
actual agreements, which are attached as exhibits to our 2004 20-F.

The Companies Law requires that certain related party transactions be approved as
provided for in a company's articles of association and, in certain circumstances, by a company's
audit committee or its shareholders. Our Audit Committee is responsible for reviewing potential
conflicts of interest situations where appropriate.

Relationships and Transactions with Norfet

Norfet is an Isragli limited partnership that as of November 30, 2005, owned 5,663,085
Ordinary Shares, which represented approximately 31.5% of Tefron’s outstanding Ordinary Shares.
Norfet is wholly owned by (i) N.D.M.S. Ltd., a company wholly owned by FIMI Opportunity
Fund, L.P., (ii) FIMI Israel Opportunity Fund, Limited Partnership and (iii) Migdal Insurance
Company and Mivtach Shamir Holdings Ltd.

Agreements with FIMI/Norfet
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Pursuant to a Share Purchase Agreement, dated February 17, 2004, Tefron issued to Norfet
in April 2004, 3,529,412 Tefron ordinary shares for a base price of $4.25 per share and a base
aggregate consideration of $15 million. Norfet also acquired an additional 1,365,000 Tefron
ordinary shares in the aggregate from Arwol and Macpell pursuant to a separate agreement.
Immediately following the closing of these agreements, Norfet held 4,894,412, or approximately
28.8% of the outstanding share capital of Tefron, without taking into account Tefron ordinary
shares held by a wholly owned subsidiary of Tefron. In April 2005, due to a purchase price
adjustment agreed to with Norfet instead of the purchase price adjustment mechanism agreed to in
the Share Purchase Agreement, Tefron issued to Norfet an additional 661,765 ordinary shares, and
Arwol transferred 106,908 additional ordinary sharesto Norfet.

Under the Share Purchase Agreement, we also agreed to pay Norfet a management fee of
approximately $172,000 plus VAT per annum until our first annual meeting in 2005 (which took
place on June 28, 2005), and $120,000 plus VAT thereafter.

Agreements among Norfet, Macpell and Arwol

Under an agreement among Norfet, Macpell and Arwol, the parties agreed to vote all of
Tefron ordinary shares owned or controlled by each of them for the election to Tefron’s Board of
Directors of: (i) three members (of whom at least one will qualify as an “independent director”
under the NYSE rules) plus, subject to applicable law - one external director, that shall be
nominated by Norfet (one of whom shall be a woman), (ii) three members (of whom at least one
will qualify as an independent director and a financial expert under the NY SE rules) plus, subject
to applicable law, one external director, that shall be nominated by Arwol and Macpell, and (iii)
Tefron’'s chief executive officer. Please see our 2004 20-F in “Item 10. Additional Information-
10C. Materia Contracts— FIMI Agreements’ for a more complete description of this agreement.

The Company, Norfet, Arwol and Macpell, together with Leber Partners L.P., are aso
party to a Registration Rights Agreement, dated April 22, 2004, which replaced the previous
Registration Rights Agreements to which some of the Company and certain of these shareholders
had been a party. Under the terms of the agreement, one or more of the shareholders party to the
agreement (the "Principal Holders") holding in the aggregate at least 25% of the shares held by the
Principal Holders, may request that the Company register under the U.S. Securities Act of 1933, as
amended (the “Securities Act”), a minimum of 5% of the share capita of the Company then
outstanding (but not less than 500,000 Ordinary Shares of the Company). Leber Partners also has
the right to request a registration of all, but not less than all, of the ordinary shares then held by it,
but in any event not less than 500,000 ordinary shares. If the Principal Holders intend to distribute
the ordinary shares by means of an underwriting, the underwriter will be selected by the Company
and be reasonably acceptable to Principal Holders of a majority of the ordinary shares to be
registered. Under certain conditions, the Company may defer registering such ordinary shares for a
period not exceeding 180 days. In addition, the Company would have no obligation to register
these shares pursuant to requests once it has effected three effective registrations pursuant to
requests of Principal Holders.

The Principal Holders also have the right, once every 18 months, to request a registration
on Form F-3 (short form registration statement) when the aggregate net proceeds from the sale of
such holders' securities are at least $3,000,000. In addition, the Principal Holders also have certain
rights to register their ordinary shares for sale at the time the Company registers for its own account
any of its securitiesin connection with a public offering for cash (called “piggyback registration”).

Under the agreement, the first $50,000 of expenses in connection with registrations made
at the request of one or more Principal Holders will be borne by the Company, and all expensesin
excess of $50,000 will be divided equally between the Company, on the one hand, and the selling
shareholders, on the other hand. All expenses incurred in connection with *“piggyback
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registrations” will be borne by the Company, other than underwriting discounts and commissions
and other fees relating to the ordinary sharesto be sold for the account of the Principal Holders.

On November 29, 2005, the Securities and Exchange Commission declared effective a
Registration Statement on Form F-3 covering the resale of 11,521,259 ordinary shares held by the
Principal Holders.

Relationships and Transactions with M acpell

As of November 30, 2005, Macpell owned 3,700,810 Ordinary Shares, which represented
approximately 20.6% of Tefron’s outstanding Ordinary Shares. Macpell is mainly a holding
company that owns various companies, including Tefron and a partnership that mainly trades in
various clothing and apparel products. Macpell was also engaged in the construction of industrial
buildings mainly intended for the use of the Macpell group.

As of November 15, 2005, Arwol Holdings Ltd., an Israeli company wholly-owned by Arie
Wolfson, one of our directors;, Riza Holdings Ltd., an Israeli company wholly-owned by Sigi
Rabinowicz; and Condo Overseas Inc., a Panamanian company wholly-owned by Avi Ruimi, a
former Director of Tefron, held approximately 78.6% of Macpell's shares in the aggregate. The
ordinary shares of Macpell are listed and traded on the Tel Aviv Stock Exchange.

Macpell Shareholders' Agreement

Arwol Holdings Ltd., Riza Holdings Ltd. and Condo Overseas Inc. are parties to the
Macpell Shareholders Agreement. The agreement provides, among other things, that subject to
the agreement of the shareholders in Tefron, the distribution of the directors on Tefron’s Board will
reflect the direct and indirect holdings in Tefron (including through Macpell) of the parties to the
agreement, subject to certain exceptions. For more information about this agreement, please see
“Item 7. Mgjor Shareholders and Related Party Transactions — 7B. Related Party Transaction” of
our 2004 20-F.

Agreement with Arie Wolfson

We are party to a consulting and management services agreement with Mr. Arie Wolfson,
one of our directors and, as of November 15, 2005, an indirect holder of 27.8% of Macpell, and
with a company controlled by him. For more information about this agreement, please see “Item 6.
Directors, Senior Management and Employees — 6B. Compensation” on our 2004 20-F.

Relationships between Sgi Rabinowicz and suppliers

We have recently learned that Sigi Rabinowicz, our former president, who also owns a
significant interest in Macpell (see Section 1.15 “Major Shareholders’) began to serve as an agent
of some of the suppliers from whom we regularly purchase materials, and hence may be paid a
commission with respect to such purchases. We believe that all of these transactions are conducted
at arms-length and in the ordinary course of business.

Lease Arrangement

On August 12, 1997, we entered into an agreement to lease until 2011 approximately
143,000 square feet of industrial space in a facility (the Hi-Tex 1 facility) adjacent to its current
facilities in Segev from a wholly-owned subsidiary of Macpell for a current monthly rent of
approximately $73,000. The first rental payment was made upon entrance into the facility on
October 1, 1999. On December 21, 1998, we entered into an agreement to lease until 2012
approximately 180,000 square feet of industrial space in a second facility (the Hi-Tex 2 facility)
adjacent to our existing facilities in Segev from a wholly-owned subsidiary of Macpell for a
monthly rent of approximately $89,000. The first rental payment was made upon entrance into the
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facility on March 1, 2000. We conduct our Hi-Tex manufacturing operations in these facilities. In
Segev, we also lease from Macpell's subsidiary, according to an agreement we entered into on
August 16, 1995, a 83,000 square foot facility under alease that expiresin 2006 for a monthly rent
of approximately $48,000 and according to an agreement we entered into on December 10, 1999 - a
65,000 square foot warehouse under a lease that expires in 2012 for a monthly rent of
approximately $28,000. The rent payable under these leases is 50% linked to the Israeli and U.S.
consumer product index and 50% to the exchange rate between the NIS and the dollar. These
agreements provide for a 5% increase in monthly rent every 3-5 years. According to the terms of
the lease agreements, we pay the property insurance premiums on these facilities. There has been
adebate whether these agreements were approved as required by the Companies Law. We are
considering our course of action in this matter. We have had discussions with Macpell in an effort
to reduce our annual payments under these lease agreements. We cannot assure that we will be
successful in this effort to reduce our annual payments.

All of these facilities are subject to a long-term lease agreement between Macpell's
subsidiary and the Israel Land Authority. Under the terms of such lease agreement, Macpell's
affiliate was granted a 49-year |ease over such property.

Purchases by Macpell from Tefron

An affiliate of Macpell purchases from us various products and sells them in the local
Israeli market and abroad. In 2002, our sales to this affiliate were approximately $1 million, in
2003 approximately $1.2 million, in 2004 approximately $0.8 million and in the first nine months
of 2005 approximately $24 thousands. We believe that the prices of the products sold to Macpell
were no less favorable than those were available to us from unaffiliated third parties. See Note 16
of the Notes to the Consolidated Financial Statements.

Macro Share Purchase Agreement

On March 24, 2003, we entered into a share purchase agreement with Macpell, and with
Mr. Ron Grundland, pursuant to which we agreed to acquire 100% of the outstanding ordinary
shares of Macro Clothing Ltd., upon the satisfaction of certain conditions, in consideration for the
assumption by Tefron of certain guarantees granted by the sellers in favor of Macro in the
aggregate amount of approximately $530,000, subject to adjustments. Pursuant to the terms of the
agreement, Macpell agreed to pay to us the amount of $300,000 to assume Macpell’ s guarantees to
the bank. In addition, Macpell agreed to assign to usits rights to aloan to Macro in the amount of
approximately NIS 2.4 million. Macro manufactures, markets and sells of swimsuits and
beachwear.

1.17. Additional Information

The Company is authorized to issue 49,995,500 Ordinary Shares, par value NIS 1.0 per
share, and 4,500 Deferred Shares, par value NIS 1.0 per share. As of September 30, 2005,
17,972,381 Ordinary Shares and no Deferred Shares were outstanding, and as of November 30,
2005, there were outstanding 17,991,976 Ordinary Shares and no outstanding Deferred Shares.
These shares do not include 997,400 Ordinary Shares held by a subsidiary of the Company. All
outstanding Ordinary Shares are validly issued, fully paid and nonassessable.

As of November 30, 2005, we also have outstanding 2,498,054 options issued to

directors, officers, employees and consultants to purchase ordinary shares under our 1997 Share
Option Plan asfollows:
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Number of Options Exercise Price Per Share Expiration Date

1,018,887 $3.500 Oct. 2011 — July
2013

300,000 $3.563 January 2011
15, 000 $3.590 August 2012
10,000 $3.680 January 2014
650,000 $4.250 April 2014
11,667 $4.310 January 2014
115,000 $5.820 May 2015
35,000 $5.850 August 2015
60,000 $7.630 November 2015
123,500 $8.125 April 2009
100,000 $9.500 May 2009
59,000 $15.00 June 2010

In addition, pursuant to a loan agreement dated October 12, 2004, the Israel Discount
Bank Ltd. has an option, terminating on December 2006, to convert al or any portion of the unpaid
principal amount of its $450,000 loan to the Company into up to 75,000 Tefron ordinary shares at a
price of $6 per share.

History of Share Capital

The following is a summary of the changes in Tefron's share capital in the last three years
preceding the date of this prospectus.

On March 31, 2004, the shareholders of Tefron approved Purchase Agreement between
Tefron and Norfet, including the issuance of sharesto Norfet. Under this agreement, Tefron issued
to Norfet in April 2004 an aggregate of 3,529,412 Tefron Ordinary Shares for a base price of $4.25
per share and a base aggregate consideration of $15 million.

On April 22, 2004, Tefron issued to Leber Partners, L.P., a group of investors represented
by Mr. Zvi Limon, 1,075,269 million Ordinary Shares at a base price of $4.65 per share, and a base
aggregate consideration of $5 million.

On April 5, 2005, due to a purchase price adjustment agreed to with Norfet and Leber,
instead of the purchase price adjustment mechanisms agreed to in the share purchase agreements
with those parties, Tefron issued to Norfet an additional 661,765 Ordinary Shares and issued to
Leber an additional 201,613 Ordinary Shares.

Since January 1, 2005, Tefron has also issued ordinary shares as a result of exercise of
options granted to employees and directors.
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1.18. Legal Proceedings

In the last few months there have been several meetings and conversations between the
Company and a former employee who had been imprisoned in Egypt for several years. The former
employee and his family demand that the Company pay them compensation for his imprisonment
in a yet unknown amount. The Company has asked the former employee to submit the amount
demanded and the bases for such demand.

There are no material pending legal proceedings, other than ordinary routine litigation

incidental to the business, to which we or any of our subsidiaries or which any of its properties are
subject.
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1.28. Underwriting

This offering is being underwritten by the following leading underwriters:

Name of Underwriter Address

CLAL FINANCE UNDERWRITING LTD | Rubinstein House, 37 Menachem Begin
Road, Tel Aviv 65220

APEX UNDERWRITING & ISSUE | 2 Kaufman St. Tel Aviv 68012
MANAGEMENT LTD
EXCELLENCE NESSUAH | Shaar Halir Tower, Jaboutinski 7a, Ramat
UNDERWRITING (1993) LTD gan 52520

ISRAEL DISCOUNT CAPITAL | Levinshtein House, 23 Menachem Begin
MARKETS & INVESTMENTSLTD Road, Tel Aviv 66182

To the extent known to us, mgjor shareholders, directors or members of our management
do not intend to subscribe in the offering at all, and to the extent known to us, no person intends to
subscribe for more than 5% of the offering, other than the Underwriters listed above. See Section
1.26.21 above for more information.

The terms of the Underwriting Agreement are specified in Section 1.26. Each of the
underwriters undertakes to guarantee the purchase of units, severally, as provided in that section.

The underwriters are committed to take and pay for any securities not purchased by the
public under the offering.

Information regarding the plan of distribution of the units can be found in Section 1.23.
The ordinary shares and option certificates (series 1) being offered by this Prospectus have

not been registered under the U.S. Securities Act of 1933 and may not be offered or sold in the
United States or to U.S. Persons (as defined in Regulation S promulgated under the U.S. Securities
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Act) unless the securities are registered under the U.S. Securities Act, or an exemption from the
registration requirements of the U.S. Securities Act is available.

1.29. Expenses of the Offering

The aggregate amount that we expect to pay for consulting fees, distribution fees and
commitment fees in connection with this offering is (i) approximately NIS 3,508 thousand in the
event ordinary shares and options are issued in accordance with Alternative A, (ii) approximately
NIS 5,262 thousand in the event ordinary shares and options are issued in accordance with
Alternative B, and (iii) NIS 7,016 thousand in the event ordinary shares are issued in accordance
with Alternative C at the minimum price, and (iv) NIS 7,843 thousand in the event ordinary shares
are issued in accordance with Alternative C at the maximum price. We estimate that our other
expenses will be approximately NIS 589 thousand.

1.30. Incorporation of Certain Documents by Reference

We are allowed to “incorporate by reference” the information we file with the Israel
Securities Authority (ISA) on the Magna system, which means that we can disclose important
information to you by referring to those documents. The information incorporated by reference is
considered to be part of this prospectus. We incorporate by reference the documents listed below:

(1) Our Annual Report on Form 20-F, as filed with the SEC on April 21, 2005,
and included within our Registration Document filed with the ISA on
September 25, 2005; and

(2) Our Current Reports on Form 6-K as filed with the Commission on May 25,
June 22, August 17, September 1, September 29, October 6, October 7,
November 25, December 22 and December 28, 2005.

All information appearing in this prospectus is qualified in its entirety by the information
and financial statements, including the notes thereto, contained in the documents incorporated by
reference herein.

As you read the above documents, you may find inconsistencies in information from one
document to another. If you find inconsistencies between the documents and this prospectus, you
should rely on the statements made in the most recent document. All information appearing in this
prospectus is qualified in its entirety by the information and financia statements, including the
notes thereto, contained in the documents incorporated by reference herein.

Y ou may abtain a copy of any or al of these filings at no cost, by writing or telephoning us
at the following address: ¢/o Tefron Ltd., 94 Derech Em Hamoshavot, Petach Tikva 49527; +972-
3- 9230215, e-mail: Bomichal @tefron.com, Attention: Michal Baumwald Oron, Adv. These filings
can aso be found on our web site, “www.tefron.com”, under the tab "Investor Relations” (see
"Company's Filings with the Securities and Exchange Commisssion").

Our ordinary shares are listed on the Tel Aviv Stock Exchange. However, because our
ordinary shares are aso listed on the New York Stock Exchange (NY SE), we are exempt from
certain of the reporting obligations specified in Chapter Six of the Israel Securities Law, 1968, that
would otherwise by applicable to a company traded on the Tel Aviv Stock Exchange, provided that
a copy of each report submitted in accordance with applicable United States law or NY SE rulesis
filed with the Israel Securities Authority, the Tel Aviv Stock Exchange and the Israeli Companies
Registrar within the time specified under Isragli law.
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1.31. Exemption, |nsurance and |ndemnification of Directorsand Officers

Exemption of Office Holders

The Israeli Companies Law of 1999 provides that an Israeli company cannot exculpate an
office holder from liability with respect to a breach of his duty of loyalty, but may exculpate in
advance an office holder from his liability to the company, in whole or in part, with respect to a
breach of his duty of care (except in connection with distributions), provided the articles of
association of the company allow it to do so. Our articles of association allow usto do so.

Office Holder Insurance

Our Articles of Association provide that subject to any restrictions imposed by the
Companies Law, we may enter into a contract for the insurance of the liability of any of our
directors and office holders with respect to:

e abreach of hisduty of care to us or to another person;

e abreach of his duty of loyalty to us, provided that the office holder acted
in good faith and had reasonable cause to assume that his act would not
prejudice our interests; or

¢ afinancid liability imposed upon him in favor of another person in respect
of an act performed by him in his capacity as an office holder.

We have obtained directors and officers’ liability insurance covering our officers and
directors and those of our subsidiaries for claims arising from wrongful acts they committed in
their capacity as an officer or adirector. The total aggregate insurance may not exceed the higher of
$15 million or an amount equal to 25% of Tefron’s capital.

Indemnification of Office Holders
Our Articles of Association also include the following provisions:

e aprovision authorizing us to grant in advance an undertaking to indemnify
an office holder, provided that the undertaking is limited to types of events
that the board of directors deems to be anticipated and limited to an
amount determined by the board of directors to be reasonable under the
circumstances,

e aprovision authorizing usto retroactively indemnify an office holder;

e aprovision authorizing us to indemnify an office holder against a financial
liability imposed on him in favor of another person by any judgment,
including a settlement or an arbitrator's award approved by a court in
respect of an act performed in his capacity as an office holder;

e aprovision authorizing us to indemnify an office holder against reasonable
litigation expenses, including attorneys fees, expended by such office
holder or charged to him by a court, in proceedings we institute against
him, or instituted on our behalf or by another person, or in a criminal
charge from which he was acquitted, all in respect of an act performed in
his capacity as an office holder; and
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e a provision stating that our articles shall not limit us in any way from
entering into a contract for the insurance, or the granting of exemptions or
indemnification, to the extent that the insurance, exemption or
indemnification are not forbidden by any applicable law.

The Companies Law was recently amended to aso permit indemnification of reasonable
litigation expenses, including attorneys fees, expended by the office holder as a result of an
investigation or proceeding instituted against him by a competent authority, provided that such
investigation or proceeding concluded without the filing of an indictment against him and either (i)
concluded without the imposition of any financia liability in lieu of criminal proceedings or (ii)
concluded with the imposition of afinancial liability in lieu of criminal proceedings but relatesto a
criminal offense that does not require proof of criminal intent.

The recent amendment to the Companies Law aso provides that an undertaking by a
company to indemnify an office holder must be limited to events which its board of directors
deems to be foreseeable in light of the company’s actual operations at the time of the undertaking
and limited to a sum or criterion that the board of directors determines to be reasonable under the
circumstances, and the undertaking must delineate those events and such sum or criterion which the
board determined to be reasonable. This amendment to the Companies Law imposes these
conditions only on undertakings to indemnify an office holder for financial liabilities imposed by
judgments but not for litigation expenses.

Limitation on Exemption, Insurance and Indemnification

The Companies Law provides that a company may not exempt an office holder from
liability for, indemnify an office holder for, or enter into an insurance contract that would provide
coverage for, any monetary liability incurred as aresult of any of the following:

e a breach by the office holder of his duty of loyalty; provided that a
company may indemnify an office holder for, or enter into an insurance
contract that would provide coverage for, any monetary liability incurred
as aresult of a breach by the office holder of his duty of loyalty in the
event the office holder acted in good faith and had a reasonable basis to
believe that the act would not prejudice the company;

e abreach by the office holder of his duty of care if such breach was done
intentionally or in disregard of the circumstances of the breach or its
conseguences;

e any act or omission done with the intent to derive an illegal personal
benefit; or

e any finelevied against the office holder as aresult of a criminal offense.
Required Approvals

In addition, pursuant to the Companies Law, indemnification of and procurement of
insurance coverage for our office holders must be approved by its audit committee and board of
directors and, for indemnification and insurance for directors and controlling shareholders, aso by
its shareholders.

Indemnification and Exemption Letters

We have granted indemnification and exemption letters to our directors and officers. The
aggregate amount of the indemnification under such letters may not exceed the higher of (i) US$5
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million or (ii) the sum of all insurance proceeds received by the Company from time to time within
the scope any company officers insurance, in either case plus 25% of Tefron's shareholders
equity as stated in our consolidated financial statements for the year ended December 31, 2001 (and
adjusted from time to time in accordance to the increase of the CPI since that date).

Under the indemnification and exemption letters, we agreed to indemnify these directors
and officers, in connection with the following issues, among others:

e Acts with regard to investments (whether or not implemented) performed by
the Company, its subsidiaries or affiliates (whether before or after the
investment is made);.

e Theoffering of securities, including public and private offerings;
e A credit, sale or purchase of assets or liabilities transaction;

e The filing of a report or announcement required by the Israeli Companies
Law, Israeli Securities Law and related regulations or by any similar law or
regulation;

e Actsrelating to employment of employees.

e Civil or criminal actions within the ordinary course of business of the
Company, extraordinary transaction of the Company.

e Acts or decisions in connection with drafting or approval of financia
statements, business plans or forecasts in connection with the Company, a
subsidiary or an affiliate; and

e Derivate or class actions in connection with the Company, a subsidiary or an
affiliate.

We agreed to indemnify our directors and officers for reasonable litigation expenses,
including legal fees, in proceedings the Company or any other company institute against him or
instituted on their behalf or by another person, or in a criminal charge from which he was acquitted,
or acriminal charge in which he was convicted for a criminal offense that does not require finding
of criminal intent. We further agreed to exempt in advance these directors and officers from any
liability towards us with respect to any damage that will be caused to the Company by its directors
and officers if such damage is caused due to a breach of the duty of care towards the Company;
provided however that the action was taken in good faith and in their capacity as directors and
officers of the Company.

1.32. Recent Sales of Unregistered Securities

During the past three years, we issued securities without registration under the Securities
Act of 1933 asfollows:

In February 2004, we entered into a Share Purchase Agreement with Norfet. Under this
agreement, we issued to Norfet in April 2004 an aggregate of 3,529,412 Tefron Ordinary Shares for
abase price of $4.25 per share and a base aggregate consideration of $15 million. On April 5, 2005,
due to a purchase price adjustment agreed to with Norfet instead of the purchase price adjustment
mechanism agreed to in the Share Purchase Agreement, Tefron issued to Norfet an additional
661,765 Ordinary Shares. We believe that these issuances of our Ordinary Shares were exempt
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from registration under the Securities Act because they were made pursuant to exemptions from
registration provided under Section 4(2) of the Securities Act.

Pursuant to a Share Purchase Agreement, dated as of March 3, 2004, with Leber Partners,
L.P., agroup of investors represented by Mr. Zvi Limon, we issued, on April 22, 2004, 1,075,269
Ordinary Shares at a base price of $4.65 per share, and a base aggregate consideration of $5
million. On April 5, 2005, due to a purchase price adjustment agreed to with Leber instead of the
purchase price adjustment mechanism agreed to in the Share Purchase Agreement, Tefron issued to
Leber an additional 201,613 Ordinary Shares. We believe that these issuances of our Ordinary
Shares were exempt from registration under the Securities Act because they were made pursuant to
exemptions from registration provided under Section 4(2) of the Securities Act.

No underwriter or underwriting discount or commission was involved in any of the
transactions set forth in this section.

1.33. Directors

The directors of the Company are listed below. The following information supplied with
respect to each director is based upon the records of the Company and information furnished to it
by the directors.

Name Age Current Position with Company
Ishay Davidi .............. 43 Chairman of the Board

Yosef Shiran ............... 43 Chief Executive Officer and Director
Arie Wolfson............... 43 Director

Meir Shamir ............... 53 Director

MichaKorman............ 50 Director

Shirith Kasher ............. 38 Director

Avi Zigelman............. 49 Director

ArieAriei ...l 53 External Director

Yacov Elinav............. 60 Externa Director

Ishay Davidi has served as Chairman of the Board of Directors since November 2005 and
served as a director of the Company since June 2005. Mr. Davidi serves as a CEO of each of First
Israel Mezzanine Investors Ltd. and FIMI 2001 Ltd., the managing genera partners of the
partnerships constituting the FIMI Private Equity Funds. Mr. Davidi also serves as a chairman of
Tadir (Precision Products) 1993 Ltd, and as a director at Lipman Electronic Engineering Ltd,
Caesarea Creation Industries Ltd, Medtechnica Ltd, Tedea Development & Automation Ltd, TAT
Technologies Ltd and Formula Systems, Ltd. Mr. Davidi was aso the former CEO of the Tikvah
VC Fund. Mr. Davidi holds a B.Sc in Industrial and Management Engineering from Tel Aviv
University and an MBA from Bar llan University.

Y osef Shiran has served as Chief Executive Officer and a Director of Tefron since January
2001. Prior to joining Tefron, Mr. Shiran was the general manager of Technoplast Industries, an
injection molding and extrusion company, from 1995 to 2000. Mr. Shiran has over 14 years of
management experience. Mr. Shiran holds a B.Sc. degree in Industrial Engineering from Ben-
Gurion University and a masters degree in Business Administration from Bar llan University.

Arie Wolfson joined Tefron in 1987 and served as Chairman of the Board of Directors
from August 2002 until November 2005. He aso served as Chairman of the Board of Directors
from 1997 to 2000, and as President from 1993 to 2000. Mr. Wolfson served as Chief Financial
Officer from 1988 to 1990 and Assistant to the Chief Executive Officer from 1990 to 1993. Mr.
Wolfson has also served as Chairman of Macpell Industries Ltd., a principal shareholder in Tefron,

68



since 1998 and served as Chief Executive Officer of Macpell from 1998 until March 2003. Mr.
Wolfson is a graduate of High Talmudical Collegesin the United States and in Israel.

Meir Shamir was elected as a director of the Company on March 31, 2004 and has been
the Chairman of Mivtach Shamir Holdings Ltd., an investment company traded on the Tel-Aviv
Stock Exchange, since 1992. Mr. Shamir also serves as a director of each of the following
companies, as well as of other private companies. Lipman Electronic Engineering Ltd, a
manufacturer of electronic clearance systems; Wizcom Technologies Ltd. which is engaged in the
field of electronics and is traded on the Deutsche Borse A.G.; Digal Investments and Holdings Ltd,
areal estate holding company traded on the Tel-Aviv Stock Exchange.

Micha K orman has served as a director of the Company since October 2002. Mr. Korman
leads the recovery and rehabilitation process for companies. Mr. Korman held various senior
management positions in the Company from 1991 until 2003. From October 2000, he served as the
Executive Vice President of the Company. Prior to that, Mr. Korman was Chief Financial Officer
of the Company from 1991 to September 2000. Prior to joining the Company, Mr. Korman held
various senior financial and management positions with companies in the hi-tech, beverage and
food and communication industries. Mr. Korman holds a Bachelor’'s degree in Economics and
Business Administration from Bar-I1lan University.

Shirith Kasher was elected as a director of the Company on March 31, 2004 and is the
CEO of Shefa Yamim Finance Ltd. From 2001 to March 31, 2005, Ms. Kasher was the General
Counsel and Secretary of The Israel Phoenix Assurance Company Ltd. and the Genera Counsel
of Atara Investment Company Ltd. and Atara Technology Ventures Limited (both from the
Phoenix Group). From 1997 to 2000, Ms. Kasher worked at S. Horowitz & Co., first asan Articled
Clerk and then as an Advocate. Ms. Kasher holds a B.Sc. and an LLB, from Tel Aviv University
and is admitted to practice law in Isragl.

Avi Zigelman was elected as a director of the Company on June 28, 2005 Mr. Zigelman is
a financial advisor and serves as a director in the following companies: Plastro Irrigation 1971
Ltd., Phoenix Gemel Ltd., Fox Vizel Ltd., DCL Technologies Ltd.,.Bram Industries Ltd and Abe
Trans Ltd. Between 1996 and 2003 Mr. Zigelman served as a Partner, Head of Professional
Practice Department of KPMG Somekh Chaikin accounting firm, and Mr. Zigelman holds an M.A.
in Business Economics, specialization in Finance, with honors, B.A in Accounting and Economics,
Economics with honors, and Post degree Accounting Studies, with honors, — all from Tel Aviv
University. Mr. Zigelman is a Certified Public Accountant.

Arie Aridli has served as an External Director of Tefron since July 2000. Since 1988, Mr.
Arieli has been the legal counsel for the Israel Phoenix Insurance Company. Mr. Arieli has served
as Director of the Public for Offer Commercial Centers Ltd. between 1993 and 1998 and is
currently serving as an External Director for Amit Profitable Company for the Management of
Pensions and Compensation Ltd. and for Master-Bit, the Isragli Students Insurance Agency Ltd.

Y acov Elinav has served as an Externa Director of Tefron since 2004. Between 1991 and
July 2003, Mr. Elinav was a member of the Board of Management of Bank Hapoalim B.M. Mr.
Elinav also serves as Chairman of the Board of Diur B.P. Ltd. and as a Chairman of the Board of
DS Securities Investment Ltd. and is adirector of Mivnei TaasialLtd., Middle East Tube Ltd. and
other entities and is an externa director of Office Textile Ltd. Mr. Elinav formerly served as a
director of other prominent Israeli companies.

Quialification of Directors
We are subject to the provisions of the Isragli Companies Law, 1999 which requires that

we have at least two External Directors. Under a March 2005 amendment to the Companies Law,
at least one of the External Directors is required to have Financial and Accounting Expertise and
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the other External Directors are required to have Professional Expertise. This amendment does not
apply to External Directors who were appointed before January 19, 2006 (such as our External
Directors). Recently, regulations have been promulgated in which the terms Financial and
Accounting Expertise and Professional Expertise are defined. “Financia and Accounting
Expertise” is generally defined to mean a person with high skill in understanding business
accounting issues and financial statements due to his/her educational background, experience and
qualification. “Professional Expertise” is generaly defined to mean a person with an academic
degree in one of a specified range of disciplines relevant to performance as a director or a person
with five years' experience in a specified range of positions relevant to performance as a director.

In addition, pursuant to regulations promulgated under the Israeli Companies Law, 1999,
prior to April 19, 2006, our Board is required to determine the minimal number of board members
that would be required to have Financial and Accounting Experience.

1.34. Dilution

Our net tangible book value as of September 30, 2005 was $ 42.1 million, or $2.34 per
share. Pro forma net tangible book value per share represents the amount of our total consolidated
tangible assets less our total consolidated liabilities, plus the proceeds to us from this offering,
minus the estimated consulting fees, distribution fees, commitment fees and other expenses payable
by us in connection with this offering, divided by the pro forma number of ordinary shares
outstanding upon the consummation of this offering in the event ordinary shares and Options
Certificates (Series 1) (“Offering Options’) are issued in accordance with Alternative A, B or C, as
the case may be. Pro forma net tangible book value dilution per share represents the difference
between the amount per share paid by purchasers of unitsin this offering and the net tangible book
value per share immediately after the completion of this offering on a pro forma basis. Proceeds
from the offering will be in NIS, and the calculations below are based on the representative
exchange rate as of December 28, 2005 of NIS 4.591 per US$1.

Our pro forma net tangible book value as of September 30, 2005 would have been:

1. Alternative A: $51.4 million, or approximately $ 2.68 per share, after giving effect to
the sale of 100,000 units (consisting of 1,200,000 shares and 1,200,000 Offering Options, or 12
shares and 12 Offering Options per unit) by us in this offering under Alternative A at an assumed
public offering price of NIS 467.76 per unit. This represents an immediate increase in pro forma
net tangible book value of $0.34 per share (excluding the Offering Options) to existing
shareholders and an immediate dilution of $5.81 per share to new investors in this offering. The
following tableillustrates this per share dilution:

Assumed public offering price Per SNar€........oceeevereerereeeese e $8.49
Net tangible book value per share as of September 30, 2005..................... $ 234
Increase in net tangible book value per share attributable

TO thiS OFfEIING ... $0.34
Pro forma net tangible book value per share after this offering.........ccccc........ $2.68
Dilution per share t0 NEW INVESLOrS. .........coceeiereeeeeese et $5.81

If al 1,200,000 Offering Options issued in connection with Alternative A were exercised,
pro forma net tangible book value per share would be $3.08 and dilution to new investors would be
$5.41 per share. If, in addition, al options outstanding were exercised, pro forma net tangible book
value per share would be $3.25 and dilution to new investors would be $5.24 per share.

2. Alternative B: $ 56.1 million, or approximately $ 2.84 per share, after giving effect to
the sale of 100,000 units (consisting of 1,800,000 shares and 600,000 Offering Options, or 18
shares and 6 Offering Options per unit) by us in this offering under Alternative B at an assumed
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public offering price of NIS 701.64 per unit. This represents an immediate increase in pro forma
net tangible book value of $ 0.50 per share to existing shareholders and an immediate dilution of
$5.65 per share to new investors in this offering. The following table illustrates this per share
dilution:

Assumed public offering price per Share...........ccoeevreeiernceienseeeseseeees $8.49
Net tangible book value per share as of September 30, 2005..................... $2.34
Increase in net tangible book value per share attributable
tO thiS OFfErING.....ceeiceecece e $0.50
Pro forma net tangible book value per share after this offering..........cc.ccccee.... $2.84
Dilution per share to NEW INVESIOIS. ........ccccereririeriesienee e $5.65

If all Offering Options issued in connection with Alternative B were exercised, pro forma
net tangible book value per share would be $3.03 and dilution to new investors would be $5.46 per
share. If, in addition, all options outstanding were exercised, pro forma net tangible book value per
share would be $ 3.20 and dilution to new investors would be $ 5.29 per share.

3. Alternative C: $ 60.8 million, or approximately $2.99 per share, after giving effect to
the sale of 100,000 units (consisting of 2,400,000 shares, or 24 shares per unit) by us in this
offering under Alternative C at an assumed public offering price of NIS 935.52 per unit (assuming
minimum price per share in the bid process in the case of Alternative C). This represents an
immediate increase in pro forma net tangible book vaue of $ 0.64 per share to existing
shareholders and an immediate dilution of $5.51 per share to new investors in this offering. The
following tableillustrates this per share dilution:

Assumed public offering price per Share..........cccoeevreeiensceienss s $8.49
Net tangible book value per share as of September 30, 2005..................... $2.34
Increase in net tangible book value per share attributable
tO thiS OffErING.....cecicece e $0.64
Pro forma net tangible book value per share after this offering.........ccccc........ $2.98
Dilution per share to NEW INVESLOIS..........ccoireririerieieieeeie e $5.51

If all options outstanding were exercised, pro forma net tangible book value per share
would be $ 3.16 and dilution to new investors would be $ 5.33 per share.

The following table presents, on a pro forma basis, as of September 30, 2005, the
differences between the number of ordinary shares purchased from us, the total consideration paid
to us, and the average price per share paid (i) by directors, senior management or affiliated persons
during the last five years and for shares they have the right to acquire under options and (ii) by new
investors (assuming minimum price per share in the bid process in the case of Alternative C):

Number of Ordinary

Shares Purchased or Total Average Price
Subject to Purchase  Consideration Per Share
Directors, senior management or 4,191,177 $15,000,000 $3.58
affiliated persons during the last
fiveyears—shares (1)............
Directors, senior management or 2,151,709 $9,582,000 $4.45

affiliated persons - options....
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New investors (Alternative A) 1,200,000 $10,188,630 $8.49
New investors (Alternative A — 2,400,000 $21,577,260 $8.99
assuming conversion of al
Option Certificates (Series 1))
New investors (Alternative B) 1,800,000 $15,282,945 $8.49
New investors (Alternative B —
assuming conversion of all 2,400,000 $20,977,260 $8.74
Option Certificates (Series 1))

New investors (Alternative C) 2,400,000 $20,377,260 $8.49
(1) Does not include shares acquired in the public market.

1.35. WhereCan You Find Morelnformation

We are subject to the reporting requirements of the Exchange Act of 1934, as amended,
that are applicable to a foreign private issuer. In accordance with the Exchange Act, we file with
the Commission reports, including annual reports on Form 20-F by June 30 of each year, and other
information. In addition, we file interim financial information on Form 6-K on a quarterly basis.
We also furnish to the Commission under cover of Form 6-K certain other material information.
Registration statements, including the exhibits thereto, and reports and other information filed by
us with the Commission can be inspected and copied at the Public Reference Room maintained by
the Commission at 100 F Street, N.E., Washington, D.C. 20549. The public may obtain
information on the operation of the Public Reference Room by calling the Commission at 1-800-
SEC-0330. Copies of that material can also be obtained from the Public Reference Section of the
Commission at 100 F Street, N.E., Washington, D.C. 20549, at prescribed rates. In addition, the
Commission maintains aweb site that contains reports, proxy and information statements and other
information regarding issuers that file electronically with the Commission at http://www.sec.gov.
Our Internet address is http://www.tefron.com.

1.36. Legal Matters

The validity of the securities offered under this registration statement will be passed upon
for us by Gross, Kleinhendler, Hodak, Halevy, Greenberg & Co. See Chapter 2.

1.37. Experts

Kost Forer Gabbay & Kasierer, a member of Ernst & Young Global, independent auditors,
have audited our consolidated financial statements included in our Annual Report on Form 20-F for
the year ended December 31, 2004, as set forth in their report which is incorporated by reference in
this prospectus and elsewhere in the registration statement. Our financia statements are incorporated
by reference in reliance on such firm's report given on their authority as experts in accounting and
auditing. Kost Forer Gabbay & Kasierer (together with Luboshitz & Kasierer, one of its
predecessors), located at 3 Aminadav Street, Tel Aviv, have been our auditors for the last three
years. Certain of the individual statutory auditors are members of the Institute of Certified Public
Accountants in Israel. Persona membership in such Institute is not mandatory for individual
Israeli accountants. Individual statutory auditors are however required to be licensed by the Isragli
Ministry of Justice.

You should rely only on the information contained or incorporated by reference in this

prospectus. We have not, and the consultants have not, authorized any other person to provide you
with different information. If anyone provides you with different or inconsistent information, you

72



should not rely on it. We are not, and the consultants are not, making an offer to sell these
securities in any jurisdiction where the offer or sale is not permitted. The information in this
prospectus is accurate only as of the date on the front cover of this prospectus. Our business,
financial condition, results of operations and prospects may have change.
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CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in this Prospectus, to be submitted to the
Securities Authority, of Tefron Ltd. of our report, dated February 3, 2005, except as to the
first paragraph, last three sentences of Note 4 and first paragraph, last three sentences of
Note 5 as to which the date is March 31, 2005, with respect to the financial statements of
AlbaHeatlh LLC, included in the Annual Report (Form 20-F) of Tefron Ltd. for the year
ended December 31, 2004.

McGladrey & Pullen, LLP
Charlotte, North Carolina
December 13, 2005
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