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Date: 25/03/2015

Re: Service Agreement between Lufthansa German Ajrlines AG. and SN Airholding ("SN™)

On behalf of our clients: Lufthansa German Airlines AG. and SN , we hereby apply, pursuant to

Article 7(a) of the Restrictive Trade Practices Law, 1988 for an approval of a proposed arrangement
between LH and SN, as set forth herein.

1. General — The Lufthansa Airline Group

a.  The Lufthansa Group is comprised of several airlines which are affiliated companies:
Lufthansa German Airlines AG ("LH"), Swiss International Airlines Ltd. ("Swiss", fully
owned by LH), Austrian Airlines ("Austrian", fully owned by LH) and SN, which is

under the effective control of LH as specified below.
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b.  Headquartered in Germany, The Lufthansa Group is an aviation group with global
operations and a total of almost 500 subsidiaries and affiliated companies. It consists of
several business segments, which encompass the areas of carriage by air of passengers,
cargo and mail, providing various services related to the carriage by air: Technical
Services, Logistics, MRO, Catering and IT Services. All of the business segments occupy

a leading position in their sectors and in some cases are the global market leaders.

c. The airlines operations constitute the core business of the Lufthansa Group. LH
(Passenger Airlines), SWISS and Austrian Airlines enjoy an outstanding reputation in the
market as quality airlines. The equity investments in Brussels Airlines and SunExpress

round off the airline portfolio.

d. The carriage by air of passengers is the Lufthansa Group’s core business segment. LH
(including GermanWings), SWISS and Austrian Airlines operate in Israel as a group and
realise important synergies by cooperating with each other. By developing its product
portfolio in a structured manner and continuing to harmonize its processes, the airline
group offers its customers a global network of 274 destinations in more than 106
countries. The group’s multi-hub strategy, which comprises the hubs of Frankfurt,
Munich, Zurich, Vienna and Brussels, offers passengers dependable choices for planning
their individual journey and making their travel wishes come true. In addition to the
airlines mentioned above, the Lufthansa Group also holds equity interests in Brussels

Airlines, JetBlue and SunExpress.

¢.  The stated goal of the Passenger Airline Group is to build profitably on its position as an
industry leader and a group of independent European quality carriers. In 2013, the LH
Airline group defended its leading role in Europe, again recording the greatest number of
passengers and the highest revenue of any European airline. The Logistics segment is also
a market leader in international airfreight. As well as standard freight, its product

portfolio covers express freight and special cargo.
About SN

Brussels Airlines is a leading Belgian air carrier that offers the widest choice of flights to and
from its base in Brussels Airport. As further described herein, as of June 2009 SN is part of the

LH Group in which LH has as described herein a controlling interest.
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The LH and SN Operations in the Israeli market

Both LH Airline and SN operate in the Israeli market and as such operate flights to and from
Israel to their hubs in Frankfurt, Munich, Zurich, Vienna and Brussels. Each of SN and LH

currently hold a local office in Israel responsible for the local business and operational

activities. Such activities include among other: Reservations and Ticketing, Miles & More,

Customer Relations, Online Check-in , Arrival and Departure Information, Baggage Tracing,

Internet Service Center and other related services,

The contemplated Service Agreement between LH and SN

a.

1AM

As part of the Lufthansa Group worldwide operations and as part of the ordinary course of
business, LH has entered into various service arrangements with the airlines in its group,
in order to harmonize the relevant services and manage its worldwide large scale business

efficiently.

Under these arrangements, LH is, providing the Airlines in its group with two types of
Service Packages: Basic Service Package & Premium Service Package. These Service

Packages are described in detail in attachment "A" hereto.
This application relates to both Basic Service Package and the Premium Service Package.

The Basic Service Package and the Premium Service Package to be provided by LH in

the Isracli market to SN, works for the benefit of the carriers involved.

Pursuant to this application, and subject to its approval, it is the intention of LH to
partially consolidate the LH and SN sales operations as further described in the relevant
Service Package. However, the aforementioned operational arrangement do not include
and do not cover any pricing aspect with respect to the prices of the products and services
offered by each of LH and SN or any other member of the LH group, which pursuant to
the LH current internal policy is independently determined by each of the group

member's own management based in its independent consideration and discretion.

Accordingly, with the intention to implement its aforementioned business strategy on all

of LH group's subsidiaries, LH is interested to affect an operational merger of SN
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operations in Israel with the LH operations focusing on performing all the LH group sales

activities in the Israeli market by a single sales force operated by LH Airlines,

Therefore, LH intends, subject to the approval of the Director, to enter into a services
agreement with SN whereby LH shall render SN with a Basic Service Package and the
Premium Service Package as detailed in Attachment A to this application. These services
as described in the said attachment are all of operational and service nature and as
aforementioned do not relate to any pricing aspect of the products and services offered by
SN in Israel, which shall continue to be offered based on prices independently determined
by SN.

Regulatory Approvals and Legal Analysis

The Prior regulatory approvals granted

a.

B

”C"'

On June 22, 2009 the Commission of the European Communities granted its approval for
a merger between LH and SN ("the Merger") (case no. COMP-M.5335). A copy of the
merger approval is attached hereto as attachment "B". Pursuant to the Merger and the

transaction contemplated thereby, LH currently holds 45% interest in SN.

As part of the Merger process, filings in relevant territories worldwide were performed
including in the State of Israel. Following the Merger approval application filed in Israel,
The Merger was approved also by the Director of the Israeli Anti-Trust Authority, as per
the approval dated February 5, 2009 (attached hereto as attachment "C".

Lstablishing controlling interest in SN

a.

In view of the facts specified in this application, and notwithstanding the fact that LH
holds 45% of the issued share capital of SN, LH is in fact, for purpose of this application

and should be recognized as the controlling sharcholder in SN.

The SN shareholdings structure is fragmented between 35 shareholders, each holding a
small percentage in SN, whilst LH is holding 45% of such interest. This holding structure
clearly indicates that LH, is the single major shareholder in SN and as such, can carry out,
by the mere fact of its holdings, effective control over SN. This facts correspond with the
definition of "control” under the Israeli companies and securities laws which define

"Control" as the ability to direct the activity of a body corporate, apart from the power
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vested in a director or some other post in the body corporate, and it shall be presumed that
a person has control in a body corporate if he has half or more of a certain means of

control in the body corporate;

"means of control" in a body corporate — each of the following: (1) the right to vote in the
general meeting of a company, or in the corresponding body of another body corporate;

(2) the right to appoint Directors of the body corporate or its general manager,

In addition, LH is the only sharcholder in SN who has been granted with veto rights, and
no strategic business decision such as the approval of the budget, major investments or
appointment of senior management is possible without LH's affirmative vote. This fact, in
conjunction with the fact that the main minority shareholder in SN does not have any

special voting rights again suggest the existing of a controlling interests by LH in SN.

Finally, from corporate perspective, LH currently holds a call option for the purchase of
additional shares in SN, which, if exercised by L.H, will result in LH crossing the 50%
interests threshold in SN and becoming the strict controlling shareholder. The call option
which can be exercised at any time under the sole discretion of LH, is deemed by Israeli

securities laws as well as other sources to grant controlling interest of LH in SN

Antitrust legal considerations

a.

As described above, being the effective controlling shareholder in SN, the power vested in
LH concerning the control and conduct of SN business establishes that LH & SN should
be deem and treated as Affiliated Companies in terms of the block exemption issued by
the director in March 2011 even though LH holds less than 50% of the means of control.

In any event, the arrangement which is the subject matter of this application does not and
will not affect, negatively or otherwise, the competition between LH and SN in the Israeli
market. This ¢onclusion is supported by the facts described above and mainly due to the
fact that the arrangements contemplated are of operational nature and do not relate to any

pricing aspects.

The prices of the products and services offered by each of LH and SN in the Israeli
market will be independently determined by each party's own management based in its

independent consideration and discretion.
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6. In view of the foregoing, the Director is hereby requested to grant LH & SN with an approval
to enter into an agreement under which LH will provide SN the Basic Service Package and the

Premium Service Package, as these services are described in attachment A hereto.

Yours sincerely,

I. Winder, Adv.

Ce: Lufthansa German Airlines Ag.
37 Sheerit Israel St., Tel Aviv
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