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Introduction
This publication of the Report on Risks serves as a supplement and expansion of information accompanying the 

financial reporting of Bank Hapoalim B.M. on the subjects of risk and capital management. The information presented 

below in the Report on Risks, as required by the reporting directives of the Bank of Israel, includes disclosure 

requirements issued by the Basel Committee and risk disclosure requirements based on other sources, including 

disclosure requirements issued by the Financial Stability Forum (FSF) and disclosure requirements issued by a task 

force established by the Financial Stability Board (FSB) in order to improve risk disclosure at banking corporations. 

Additional information concerning risks, as specified in the reporting directives, which is not based on the disclosure 

requirements published by the Basel Committee is marked “AI” at the beginning of the paragraph.

Forward-Looking Information
Most of the information in this report that does not refer to historical facts (even if it is based on processing of 

historical data) constitutes forward-looking information, as defined in the Securities Law, 1968. The actual results of 

the Bank may differ materially from those included in forward-looking information, including, among other factors, as a 

result of changes in capital markets in Israel and globally, macro-economic changes, changes in geopolitical conditions, 

regulatory changes, accounting changes, changes in taxation rules, and other changes not under the Bank's control, 

which may lead to the failure of estimates to materialize and/or changes in the Bank's business plans. Forward-looking 

information is marked by words or phrases such as “forecast,” “plan,” “objective,” “risk estimate,” “scenario,” “extreme 

scenario,” “risk assessment,” “correlation,” “distribution,” "we believe,” “expect,” "predict," "estimate," "intend," "plan," 

"aim," "may change," "should," "can," "will," or similar expressions. Such forward-looking expressions involve risk and 

uncertainty, because they are based on management's estimates regarding future events, which include changes in 

the following parameters, among others: economic conditions, public tastes, interest rates in Israel and overseas, 

inflation rates, new legislation and regulation in the area of banking and the capital market, exposure to financial risks, 

the financial stability of borrowers, the behavior of competitors, aspects related to the Bank's image, technological 

developments, manpower-related matters, and other areas that affect the activity of the Bank and the environment 

in which it operates, the materialization of which is uncertain by nature. The information presented below is based, 

among other things, on information known to the Bank and based, among other things, on publications by various 

entities, such as the Central Bureau of Statistics, the Ministry of Finance, the Bank of Israel, the Ministry of Housing, 

and other entities that publish data and estimates regarding the capital markets in Israel and globally.

This information reflects the Bank’s current viewpoint with regard to future events, which is based on estimates, and is 

therefore subject to risks and uncertainty, as well as to the possibility that expected events or developments may not 

materialize at all or may only partially materialize, or that actual developments may be the opposite of expectations.

A. General Disclosure Principle 
Pursuant to the instructions of the Bank of Israel, the disclosure declarations in the annual financial report of the Bank 

are also valid for the Report on Risks – Pillar 3 Disclosure and Additional Information Regarding Risks. 

This report includes new disclosures required for the first time, some of which are presented this year without 

comparative figures.



Report on Risks – Pillar 3 Disclosure and Additional Information Regarding Risks as at December 31, 20156

B. Applicability of Implementation
The applicability of implementation refers to the working framework for the capital measurement and adequacy of 

Bank Hapoalim. 

In general, the capital requirements of the Bank are based on its consolidated financial statements, which are prepared 

according to Israeli GAAP and the directives and guidelines of the Supervisor of Banks.

According to Israeli GAAP, subsidiaries controlled directly or indirectly by the Bank are consolidated in the financial 

statements, but different consolidation rules sometimes apply for the purposes of the supervision of capital. However, 

as at December 31, 2015, there are no differences between the consolidation base according to GAAP and the 

supervisory consolidation base for the purposes of capital adequacy. 

There are no significant prohibitions or restrictions on the transfer of supervisory capital within the Group, with the 

exception of Bank Pozitif, for which any capital beyond the Pillar 1 requirements is not available at the level of the 

Group, and against which capital is therefore allocated within Pillar 2 calculations. With regard to the limits established 

in the Bank of Israel’s permit for the acquisition of control of the Bank in connection with the distribution of retained 

earnings, see Note 25 to the Financial Statements for 2015.

For further details regarding the principal subsidiary and affiliated companies of the Bank, see Note 15C to the 

Financial Statements for 2015.

C. Capital – Structure and Capital Adequacy
Structure of Supervisory Capital and Composition of Capital
Capital measurement is based on the division of capital into Tier 1 capital (which includes common equity Tier 1 

capital and additional Tier 1 capital) and Tier 2 capital.

Common equity Tier 1 capital includes the components of shareholders’ equity and minority interests in the capital of 

consolidated companies, net of surplus capital in respect thereof. The main supervisory adjustments and deductions 

from common equity Tier 1 capital are intangible assets and goodwill; net deferred taxes receivable, the realization 

of which is based on future profitability of the banking corporation; net deferred taxes receivable in respect of timing 

differences; unrealized profits and losses resulting from changes in the fair value of liabilities, arising from changes in 

the own credit risk of the banking corporation; investment in own ordinary shares, including commitment to acquire 

own shares subject to contractual agreements; and investments in the share capital of financial corporations not 

consolidated in the public reports of the banking corporation.

Additional Tier 1 capital includes innovative hybrid capital instruments not eligible for recognition in supervisory capital 

under the Basel 3 directives, which are therefore deducted gradually, in accordance with the transitional directives. 

Non-innovative hybrid capital instruments have characteristics such as: a maturity date of no less than 49 years; not 

secured by any form of collateral; rights under the instruments are subordinated relative to all creditors of the Bank; 

the instruments include mechanisms for the absorption of losses on a current basis (suspension of interest and 

principal payments, and forced conversion into shares under circumstances established for those instruments); and 

they do not accrue interest and principal not paid on time, in any way (except in the case of payment in the form of 

shares), including in cases in which interest and principal payments are suspended. Innovative hybrid capital instruments 

are those that meet the definition of non-innovative capital instruments but also include an incentive for the Bank 

to carry out redemptions, such as a mechanism for an increase in the interest rate after a certain number of years. 
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Tier 2 capital includes the collective allowance for credit losses, innovative hybrid capital instruments, and subordinated 

notes. The capital instruments and subordinated notes are not eligible for recognition in supervisory capital under 

the Basel 3 directives, and are therefore being deducted gradually, in accordance with the transitional directives. The 

innovative hybrid capital instruments have the characteristics of innovative capital instruments included in additional 

Tier 1 capital, with the following exceptions: they can be cumulative; there is no requirement to convert them into 

shares; and the rights arising from the instruments are subordinated to all creditors of the Bank except holders of 

additional Tier 1 capital instruments. 

The main characteristics of the subordinated notes are: a term to maturity of no less than five years; issued without 

collateral; rights under the instruments are subordinated to the claims of other creditors of the Bank, except creditors 

holding Tier 1 capital and Tier 2 capital instruments; and of the amount thereof recognized as Tier 2 capital, as noted, 

20% shall be deducted at the beginning of each year in the last five years before their maturity date (in the case of a 

subordinated note settled in installments, such a deduction shall be made from each installment). 

The capital instruments and subordinated notes that are no longer eligible as supervisory capital are recognized as 

of January 1, 2014, up to a ceiling of 80% of the balance thereof in supervisory capital as at December 31, 2013. In 

each subsequent year, this ceiling shall be lowered by an additional 10%, up to January 1, 2022. In 2015, the capital 

instruments and subordinated notes are recognized up to a ceiling of 70% of the balance thereof in supervisory 

capital as at December 31, 2013.

Limits on the Structure of Capital

Proper Conduct of Banking Business Directive 202 sets limits on the structure of capital:

1.	 Tier 2 capital shall not exceed 100% of Tier 1 capital, after the required deductions from this capital.

2.	� Capital instruments eligible for inclusion in Tier 2 capital shall not exceed 50% of Tier 1 capital, after the required 

deductions from this capital. This limit does not include capital instruments included in Upper Tier 2 capital prior 

to the inception of this directive, in the amount of the balance of such instruments as at December 31, 2013, and 

in accordance with the transitional directives established in Proper Conduct of Banking Business Directive 299 

(Supervisory Capital – Transitional Directives). 

Hybrid capital instruments recognized as Tier 1 capital are issued by the Bank. Capital instruments recognized as 

Tier 2 capital are issued by the Bank and through its wholly-owned subsidiaries Hapoalim Hanpakot and Hapoalim 

International N.V.

For details regarding subordinated notes, see Note 21 to the Financial Statements.
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Calculation of the Capital Ratio
Table C.1: Calculation of the ratio of capital to risk-adjusted assets

December 31, 
2015

December 31, 
2014

NIS millions

1.	 Capital for the calculation of the capital ratio after supervisory 
adjustments and deductions

Common equity Tier 1 capital 33,246 )1(31,482

Additional Tier 1 capital 1,709 1,954

Total Tier 1 capital 34,955  )1(33,436

Tier 2 capital 14,593 16,041

Total overall capital 49,548  )1(49,477

2.	 Weighted balances of risk-adjusted assets

Credit risk 317,891 )1(311,329

Market risks 4,562 5,269

Operational risk 22,671 22,275

Total weighted balances of risk-adjusted assets 345,124 )1(338,873

3.	 Ratio of capital to risk-adjusted assets

Ratio of common equity Tier 1 capital to risk-adjusted assets 9.63% (1)9.29%

Ratio of Tier 1 capital to risk-adjusted assets 10.13% (1)9.87%

Ratio of total capital to risk-adjusted assets 14.36% (1)14.60%

Minimum common equity Tier 1 capital ratio required by the Supervisor of Banks (2)9.07% (2)9.00%

Minimum total capital ratio required by the Supervisor of Banks (2)12.57% (2)12.50%

(1)	 As reported excluding the effect of the adoption of US GAAP regarding employee benefits, which took effect on January 1, 2015. 
See Note 1D(1) to the Annual Financial Statements for 2015. If the adoption had been carried out in 2014, the common equity 
Tier 1 capital ratio would have been 9.25% as at December 31, 2014, and the total capital ratio would have been 14.56%.

(2)	 The minimum required common equity Tier 1 capital ratio and the minimum required total capital ratio are 9% and 12.5%, 
respectively, from January 1, 2015, to December 31, 2016; and 10% and 13.5%, respectively, beginning January 1, 2017. Beginning 
January 1, 2015, a capital requirement is added to these ratios at a rate representing 1% of the balance of housing loans at 
the reporting date. This requirement is being implemented gradually, over the course of eight quarters, up to January 1, 2017. 
Accordingly, the minimum common equity Tier 1 capital ratio and the minimum total capital ratio required by the Supervisor 
of Banks as of January 1, 2017, on a consolidated basis, according to data at the reporting date, will be 10.2% and 13.7%, 
respectively. With regard to the balance of housing loans, see Note 30A(2) to the Annual Financial Statements for 2015.



Bank Hapoalim B.M. and its Consolidated Subsidiaries9

Table C.1: Calculation of the ratio of capital to risk-adjusted assets (continued)

December 31, 
2015

December 31, 
2014

%

4.	 Significant subsidiaries

Isracard

Ratio of common equity Tier 1 capital to risk-adjusted assets 19.94% *18.85%

Ratio of Tier 1 capital to risk-adjusted assets 19.94% *18.85%

Ratio of total capital to risk-adjusted assets 20.96% *19.79%

Minimum common equity Tier 1 capital ratio required by the Supervisor of Banks (1)9.00% (1)9.00%

Minimum total capital ratio required by the Supervisor of Banks (1)12.50% (1)12.50%

Bank Hapoalim Switzerland

Ratio of common equity Tier 1 capital to risk-adjusted assets 24.11% 21.09%

Ratio of Tier 1 capital to risk-adjusted assets 24.11% 21.09%

Ratio of total capital to risk-adjusted assets 24.20% 21.17%

Minimum common equity Tier 1 capital ratio required by local regulation 8.00% 8.00%

Minimum total capital ratio required by local regulation 11.20% 11.20%

Bank Pozitif Basel 2(2)

Ratio of Tier 1 capital to risk-adjusted assets 16.34% 17.51%

Ratio of total capital to risk-adjusted assets 17.10% 18.15%

Minimum total capital ratio required by local regulation 12.00% 12.00%

*	 Retrospective implementation of guidelines of the Supervisor of Banks concerning capitalization of software costs.
(1)	 Minimum capital ratio required according to the directives of the Supervisor of Banks as of January 1, 2015.
(2)	 Bank Pozitif has not implemented the Basel 3 directives; the data are therefore presented according to the Basel 2 directives.
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Table C.2: Composition of capital for the purpose of calculating the ratio of capital to risk-adjusted assets

December 31, 
2015

December 31, 
2014

NIS millions

Tier 1 capital

Paid-up common share capital and premium 8,094 8,004

Retained earnings 24,720 *22,243

Non-controlling interests in equity of consolidated subsidiaries 148 224

Unrealized profits from adjustments of securities available for sale to fair value 451 961

Other capital instruments )34( *153

Amounts deducted from Tier 1 capital )133( )103(

Total common equity Tier 1 capital 33,246 *31,482

Innovative hybrid instruments 1,709 1,954

Total Tier 1 capital 34,955 *33,436

Tier 2 capital

Hybrid capital instruments and subordinated notes 1,150 1,331

Collective allowances for credit losses before the effect of related tax 3,915 3,837

Tier 2 capital instruments issued by subsidiaries of the banking corporation 
to third-party investors 9,528 10,873

Amounts deducted from Tier 2 capital - -

Total Tier 2 capital 14,593 16,041

Total eligible capital 49,548 *49,477

*	 As reported excluding the effect of the adoption of US GAAP regarding employee benefits, which took effect on January 1, 2015. 
See Note 1D(1) to the Financial Statements for 2015. 

For further details, see Note 25 to the Financial Statements for 2015.
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Table C.3: Composition of supervisory capital, by components, with references to the supervisory balance sheet

December 31, 2015 December 31, 2014 References

Balance Amounts not deducted 
from capital which 
are subject to the 

requirements prior to the 
adoption of Directive 202, 
in accordance with Basel 3

Balance Amounts not deducted 
from capital which 
are subject to the 

requirements prior 
to the adoption of 

Directive 202, in 
accordance with Basel 3

NIS millions

Common equity Tier 1 capital

Common equity Tier 1 capital – 
instruments and retained earnings

Ordinary share capital issued by the banking 
corporation and premium on ordinary 
shares included in common equity Tier 1 
capital 8,094 8,004 1+2

Retained earnings, including dividends 
proposed or declared after the balance 
sheet date 24,720 4 *22,243 3

Cumulative other comprehensive income 
and disclosed retained earnings 417 )203( *1,114 4A+4B

Common equity Tier 1 capital instruments 
issued by the corporation, which are eligible 
for inclusion in supervisory capital during the 
transitional period - -

Ordinary shares issued by subsidiaries 
of the banking corporation which were 
consolidated and are held by a third party 
(non-controlling interests) 148 58 224 103 5

Common equity Tier 1 capital before 
supervisory adjustments and deductions 33,379 *31,585

Common equity Tier 1 capital – 
supervisory adjustments and deductions

Stabilization adjustments of valuations - - - -

Goodwill, net of deferred taxes payable - - - -

Other intangible assets, excluding mortgage 
service rights, net of deferred taxes payable - - 7 - 6+7

Deferred tax assets, realization of which 
depends on future profitability of the banking 
corporation, excluding deferred tax assets 
arising from timing differences 19 29 11 45 8

Total cumulative other comprehensive 
income in respect of cash flow hedges of 
items not presented in the balance sheet at 
fair value )2( )2( )1( )5( 9

Negative difference between provisions and 
expected losses - - - -

*	 As reported excluding the effect of the adoption of US GAAP regarding employee benefits, which took effect on January 1, 2015. 
See Note 1D(1) to the Financial Statements for 2015.
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Table C.3: Composition of supervisory capital, by components, with references to the supervisory balance sheet 

(continued)

December 31, 2015 December 31, 2014 References

Balance Amounts not deducted 
from capital which 
are subject to the 

requirements prior to the 
adoption of Directive 202, 
in accordance with Basel 3

Balance Amounts not deducted 
from capital which 
are subject to the 

requirements prior 
to the adoption of 

Directive 202, in 
accordance with Basel 3

NIS millions

Increase in equity capital due to 
securitization transactions - - - -

Unrealized profits and losses resulting from 
changes in the fair value of liabilities due to 
changes in the own credit risk of the banking 
corporation 7 10 - - 10

Surplus of amount funded over provision, 
net of deferred taxes payable to be 
extinguished if the asset becomes impaired 
or is deducted, in accordance with the Public 
Reporting Directives - - - -

Investment in own ordinary shares held 
directly or indirectly (including commitments 
to purchase shares under contractual 
agreements) 20 31 9 37

Mutual cross-holdings in ordinary shares of 
financial corporations - - - -

Investments in capital of financial 
corporations not consolidated in the banking 
corporation's reports to the public, where 
the banking corporation's holding does not 
exceed 10% of the ordinary share capital 
issued by the financial corporation (in an 
amount greater than 10% of common equity 
Tier 1 capital) - - - -

Investments in capital of financial 
corporations not consolidated in the banking 
corporation's reports to the public, where 
the banking corporation's holding exceeds 
10% of the ordinary share capital issued by 
the financial corporation - - - -

Mortgage service rights in amounts 
exceeding 10% of common equity Tier 1 
capital - - - -

Deferred tax assets arising from timing 
differences in amounts exceeding 10% of 
common equity Tier 1 capital 89 134 *77 *310 13

*	 As reported excluding the effect of the adoption of US GAAP regarding employee benefits, which took effect on January 1, 2015. 
See Note 1D(1) to the Financial Statements for 2015.
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Table C.3: Composition of supervisory capital, by components, with references to the supervisory balance sheet 

(continued)

December 31, 2015 December 31, 2014 References

Balance Amounts not deducted 
from capital which 
are subject to the 

requirements prior to the 
adoption of Directive 202, 
in accordance with Basel 3

Balance Amounts not deducted 
from capital which 
are subject to the 

requirements prior 
to the adoption of 

Directive 202, in 
accordance with Basel 3

NIS millions

Amounts of mortgage service rights, 
deferred taxes receivable arising from 
timing differences, and investments at a rate 
greater than 10% of the ordinary share 
capital issued by financial corporations, 
exceeding 15% of the common equity Tier 
1 capital of the banking corporation - - - -

Of which: in respect of investments 
at a rate greater than 10% of the 
ordinary share capital issued by financial 
corporations - - - -

Of which: in respect of mortgage service 
rights - - - -

Of which: deferred taxes receivable arising 
from timing differences - - - -

Additional supervisory adjustments and 
deductions established by the Supervisor 
of Banks - - - -

Of which: in respect of investments in the 
capital of financial corporations - - - -

Of which: in respect of mortgage service 
rights - - - -

Of which: additional supervisory 
adjustments to common equity Tier 1 
capital - - - -

Supervisory adjustments to common 
equity Tier 1 capital subject to the 
requirements prior to the adoption of 
Directive 202, in accordance with Basel 3 - - - -

Deductions applicable to common equity 
Tier 1 capital because the additional Tier 1 
capital and Tier 2 capital are insufficient to 
cover the deductions - - - -

Total supervisory adjustments and 
deductions in common equity Tier 1 capital 133 202 *103 *387

Common equity Tier 1 capital 33,246 *31,482

*	 As reported excluding the effect of the adoption of US GAAP regarding employee benefits, which took effect on January 1, 2015. 
See Note 1D(1) to the Financial Statements for 2015.
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Table C.3: Composition of supervisory capital, by components, with references to the supervisory balance sheet 

(continued)

December 31, 2015 December 31, 2014 References

Balance Amounts not deducted 
from capital which 
are subject to the 

requirements prior to the 
adoption of Directive 202, 
in accordance with Basel 3

Balance Amounts not deducted 
from capital which 
are subject to the 

requirements prior 
to the adoption of 

Directive 202, in 
accordance with Basel 3

NIS millions

Additional Tier 1 capital

Additional Tier 1 capital – 
instruments

Additional Tier 1 share capital instruments 
issued by the banking corporation, and 
premium on such instruments - -

Of which: classified as equity in accordance 
with the Public Reporting Directives - -

Of which: classified as a liability in 
accordance with the Public Reporting 
Directives - -

Additional Tier 1 capital instruments issued 
by the corporation, which are eligible for 
inclusion in supervisory capital during the 
transitional period 1,709 1,954 11B

Additional Tier 1 capital instruments issued 
by subsidiaries of the banking corporation 
and held by third-party investors - -

Of which: additional Tier 1 capital 
instruments issued by subsidiaries of 
the banking corporation and held by 
third-party investors, which are gradually 
deducted from additional Tier 1 capital - -

Additional Tier 1 capital before deductions 1,709 1,954

*	 As reported excluding the effect of the adoption of US GAAP regarding employee benefits, which took effect on January 1, 2015. 
See Note 1D(1) to the Financial Statements for 2015.
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Table C.3: Composition of supervisory capital, by components, with references to the supervisory balance sheet 

(continued)

December 31, 2015 December 31, 2014 References

Balance Amounts not deducted 
from capital which 
are subject to the 

requirements prior to 
the adoption of Directive 

202, in accordance with 
Basel 3

Balance Amounts not deducted 
from capital which 
are subject to the 

requirements prior 
to the adoption of 

Directive 202, in 
accordance with Basel 3

NIS millions

Additional Tier 1 capital – 
deductions

Own investment in capital instruments 
included in additional Tier 1 capital, 
held directly or indirectly (including 
commitments to purchase instruments 
under contractual agreements) - - - -

Mutual cross-holdings in capital instruments 
included in additional Tier 1 capital - - - -

Investments in capital of financial 
corporations not consolidated in the 
banking corporation's reports to the 
public, where the banking corporation's 
holding does not exceed 10% of the 
ordinary share capital issued by the 
financial corporation - - - -

Investments in capital of financial 
corporations not consolidated in the 
banking corporation's reports to the 
public, where the banking corporation's 
holding exceeds 10% of the ordinary share 
capital issued by the financial corporation - - - -

Additional deductions established by the 
Supervisor of Banks - - - -

Of which: in respect of investments in the 
capital of financial corporations - - - -

Of which: additional deductions from Tier 1 
capital - - - -

Deductions from additional Tier 1 capital 
which are subject to the requirements 
prior to the adoption of Directive 202, in 
accordance with Basel 3 - - - -

Deductions applicable to additional Tier 1 
capital because Tier 2 capital is insufficient 
to cover the deductions - - - -

Total deductions from additional Tier 1 capital - - - -

Additional Tier 1 capital 1,709 1,954

Tier 1 capital 34,955 *33,436

*	 As reported excluding the effect of the adoption of US GAAP regarding employee benefits, which took effect on January 1, 2015. 
See Note 1D(1) to the Financial Statements for 2015.
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Table C.3: Composition of supervisory capital, by components, with references to the supervisory balance sheet 

(continued)

December 31, 2015 December 31, 2014 References

Balance Amounts not deducted 
from capital which 
are subject to the 

requirements prior to 
the adoption of Directive 

202, in accordance with 
Basel 3

Balance Amounts not deducted 
from capital which 
are subject to the 

requirements prior 
to the adoption of 

Directive 202, in 
accordance with Basel 3

NIS millions

Tier 2 capital

Tier 2 capital – instruments and 
provisions

Instruments issued by the banking 
corporation (not included in Tier 1 capital) 
and premium on such instruments - - 11A

Tier 2 capital instruments issued by 
the corporation, which are eligible for 
inclusion in supervisory capital during the 
transitional period 1,150 1,331 11B

Tier 2 capital instruments issued by 
subsidiaries of the banking corporation to 
third-party investors 9,528 10,873

Of which: Tier 2 capital instruments issued 
by subsidiaries of the banking corporation 
and held by third-party investors, which are 
gradually deducted from Tier 2 capital 9,528 10,873 11B

Collective allowances for credit losses 
before the effect of related tax 3,915 3,837 12

Tier 2 capital before deductions 14,593 16,041

Tier 2 capital – deductions

Own investment in Tier 2 capital 
instruments, held directly or indirectly 
(including commitments to purchase 
instruments under contractual agreements) - - - -

Mutual cross-holdings in Tier 2 capital 
instruments of financial corporations - - - -

Investments in capital of financial 
corporations not consolidated in the 
banking corporation's reports to the 
public, where the banking corporation's 
holding does not exceed 10% of the 
ordinary share capital issued by the 
financial corporation - - - -

Investments in capital of financial 
corporations not consolidated in the 
banking corporation's reports to the 
public, where the banking corporation's 
holding exceeds 10% of the ordinary share 
capital issued by the financial corporation - - - -

*	 As reported excluding the effect of the adoption of US GAAP regarding employee benefits, which took effect on January 1, 2015. 
See Note 1D(1) to the Financial Statements for 2015.
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Table C.3: Composition of supervisory capital, by components, with references to the supervisory balance sheet 

(continued)

December 31, 2015 December 31, 2014 References

Balance/ 
percent

Amounts not deducted 
from capital which 
are subject to the 

requirements prior to 
the adoption of Directive 

202, in accordance with 
Basel 3

Balance/ 
percent

Amounts not deducted 
from capital which 
are subject to the 

requirements prior 
to the adoption of 

Directive 202, in 
accordance with Basel 3

NIS millions/percent

Additional deductions established by the 
Supervisor of Banks - - - -

Of which: investments in the capital of 
financial corporations - - - -

Of which: additional deductions from Tier 
2 capital - - - -

Supervisory adjustments to Tier 2 capital 
subject to the requirements prior to the 
adoption of Directive 202, in accordance 
with Basel 3 - - - -

Total supervisory adjustments to Tier 2 
capital - - - -

Tier 2 capital 14,593 16,041

Total capital 49,548 *49,477

Weighted risk-adjusted assets

Total weighted risk-adjusted assets 
according to the requirements prior to the 
adoption of Directive 202, in accordance 
with Basel 3 344,152 *337,705

Of which: credit risk assets 316,919 *310,161

Of which: market risk assets 4,562 5,269

Of which: operational risk assets 22,671 22,275

Total weighted risk-adjusted assets 345,124  *338,873

*	 As reported excluding the effect of the adoption of US GAAP regarding employee benefits, which took effect on January 1, 2015. 
See Note 1D(1) to the Financial Statements for 2015.
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Table C.3: Composition of supervisory capital, by components, with references to the supervisory balance sheet 

(continued)

December 31, 2015 December 31, 2014 References

Balance/ 
percent

Amounts not deducted 
from capital which 
are subject to the 

requirements prior to the 
adoption of Directive 202, 
in accordance with Basel 3

Balance/ 
percent

Amounts not deducted 
from capital which 
are subject to the 

requirements prior 
to the adoption of 

Directive 202, in 
accordance with Basel 3

NIS millions/percent

Capital ratios and capital 
preservation cushions

Common equity Tier 1 capital 9.63% *9.29%

Tier 1 capital 10.13% *9.87%

Total capital 14.36% *14.60%

Minimum requirements established 
by the Supervisor of Banks

The minimum required common equity 
Tier 1 capital ratio is 9% from January 1, 
2015, to December 31, 2016, and 10% 
beginning January 1, 2017. Beginning 
January 1, 2015, a capital requirement is 
added to this ratio at a rate representing 
1% of the balance of housing loans at 
the reporting date. This requirement is 
being implemented gradually, over the 
course of eight quarters, up to January 1, 
2017. Accordingly, the minimum common 
equity Tier 1 capital ratio required by the 
Supervisor of Banks as of January 1, 2017, 
on a consolidated basis, according to data 
at the reporting date, will be 10.2%. 9.07% 9.00%

The minimum required total capital ratio is 
12.5% from January 1, 2015, to December 
31, 2016, and 13.5% beginning January 1, 
2017. Beginning January 1, 2015, a capital 
requirement is added to this ratio at 
a rate representing 1% of the balance 
of housing loans at the reporting date. 
This requirement is being implemented 
gradually, over the course of eight quarters, 
up to January 1, 2017. Accordingly, the 
minimum total capital ratio required by the 
Supervisor of Banks as of January 1, 2017, 
on a consolidated basis, according to data 
at the reporting date, will be 13.7%. 12.57% 12.50%

Amounts below the deduction 
threshold (before risk weighting)

Investments in the capital of financial 
corporations which do not exceed 10% 
of the ordinary share capital issued by the 
financial corporation and which are below 
the deduction threshold 1,437 1,417

*	 As reported excluding the effect of the adoption of US GAAP regarding employee benefits, which took effect on January 1, 2015. 
See Note 1D(1) to the Financial Statements for 2015.
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Table C.3: Composition of supervisory capital, by components, with references to the supervisory balance sheet 

(continued)

December 31, 2015 December 31, 2014 References

Balance/ 
percent

Amounts not deducted 
from capital which 
are subject to the 

requirements prior to the 
adoption of Directive 202, 
in accordance with Basel 3

Balance/ 
percent

Amounts not deducted 
from capital which 
are subject to the 

requirements prior 
to the adoption of 

Directive 202, in 
accordance with Basel 3

NIS millions/percent

Investments in the capital of financial 
corporations which exceed 10% of the 
ordinary share capital issued by the 
financial corporation and which are below 
the deduction threshold 553 130

Mortgage service rights (net of deferred 
taxes payable) - -

Deferred tax assets arising from timing 
differences, below the deduction threshold 3,333 *3,156

Ceiling for inclusion of provisions
�in Tier 2

Provision eligible for inclusion in Tier 2, 
with reference to exposures under the 
standardized approach, before application 
of the ceiling 3,915 3,837

Ceiling for inclusion of provision in Tier 2 
under the standardized approach 3,974 3,892

Provision eligible for inclusion in Tier 2, 
with reference to exposures based on 
the internal ratings approach, before 
application of the ceiling - -

Ceiling for inclusion of provision in Tier 2 
based on the internal ratings approach - -

Capital instruments not eligible 
as supervisory capital, which are 
subject to the transitional directives

Current ceiling amount for instruments 
included in common equity Tier 1 capital 
subject to the transitional directives - -

Amount deducted from common equity 
Tier 1 capital due to the ceiling - -

Current ceiling amount for instruments 
included in additional Tier 1 capital subject 
to the transitional directives 1,709 1,954

Amount deducted from additional Tier 1 
capital due to the ceiling 708 485

Current ceiling amount for instruments 
included in Tier 2 capital subject to the 
transitional directives 10,678 12,204

Amount deducted from Tier 2 capital 
due to the ceiling 426 1,021

*	 As reported excluding the effect of the adoption of US GAAP regarding employee benefits, which took effect on January 1, 2015. 
See Note 1D(1) to the Financial Statements for 2015.
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Table C.4: Composition of the supervisory balance sheet, with references to the components of supervisory capital

December 31, 
2015

December 31, 
2014*

References to 
components 

of supervisory 
capital

Consolidated supervisory 
balance sheet

NIS millions

Assets

Cash and deposits with banks* 64,976 54,974

* Of which: collective allowance for credit losses included in Tier 2 capital )3( )4( 12

Securities* 62,884 58,778

* Of which: investments in capital of financial corporations that do not 
exceed 10% of the share capital of the financial corporation 1,437 1,417

* Of which: other securities 61,447 57,361

Securities borrowed or purchased under agreements to resell 119 476

Credit to the public 282,911 268,160

* Of which: investments in capital of financial corporations that exceed 10% 
of the share capital of the financial corporation, and do not exceed the 
deduction threshold 421 -

Allowance for credit losses* )4,414( )4,180(

* Of which: collective allowance for credit losses included in Tier 2 capital )3,318( )3,247( 12

* Of which: allowance for credit losses not included in supervisory capital )1,096( )933(

Net credit to the public 278,497 263,980

Credit to governments 2,564 1,861

Investment in equity-basis investees* 143 135

* Of which: investments in capital of financial corporations that exceed 
10% of the share capital of the financial corporation, and do not exceed 
the deduction threshold 132 130

Buildings and equipment 3,409 3,475

Intangible assets and goodwill* - 7

* Of which: goodwill - -

* Of which: other intangible assets - 7 6

Assets in respect of derivative instruments 12,789 16,244

Other assets* 6,257 7,864

* Of which: deferred tax assets** 3,604 3,599

** Of which: deferred tax assets attributed to timing differences, 
over 10% of common equity Tier 1 capital 223 387 13

** Of which: deferred tax assets excluding those 
attributed to timing differences 48 56 8

** Of which: other deferred tax assets 3,333 3,156

* Of which: surplus of amount funded over provision - -

* Of which: additional other assets 2,653 4,265

Total assets 431,638 407,794

*	 As reported excluding the effect of the adoption of US GAAP regarding employee benefits, which took effect on January 1, 2015. 
See Note 1D(1) to the Financial Statements for 2015.
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Table C.4: Composition of the supervisory balance sheet, with references to the components of supervisory 

capital (continued)

December 31, 
2015

December 31, 
2014*

References to 
components 

of supervisory 
capital

Consolidated supervisory 
balance sheet

NIS millions

Liabilities and Capital

Deposits from the public 321,727 297,230

Deposits from banks 4,773 4,322

Government deposits 354 455

Securities lent or sold under agreements to repurchase 83 42

Bonds and subordinated notes* 34,475 33,671

* Of which: subordinated notes not recognized as supervisory capital 7,498 7,719

* Of which: subordinated notes recognized as supervisory capital** 12,387 14,158

** Of which: eligible as supervisory capital components - - 11A

** Of which: ineligible as supervisory capital components 
and subject to transitional directives 12,387 14,158 11B

Liabilities in respect of derivative instruments* 13,806 16,777

* Of which: in respect of own credit risk 17 - 10

Other liabilities 23,201 23,686

* Of which: collective allowance for credit losses included in Tier 2 capital 594 586 12

* Of which: liability in respect of deferred tax attributed to pensions - -

* Of which: liability in respect of deferred tax on intangible assets - - 7

Total liabilities 398,419 376,183

*	 As reported excluding the effect of the adoption of US GAAP regarding employee benefits, which took effect on January 1, 2015. 
See Note 1D(1) to the Financial Statements for 2015.
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Table C.4: Composition of the supervisory balance sheet, with references to the components of supervisory 

capital (continued)

December 31, 
2015

December 31, 
2014*

References to 
components 

of supervisory 
capital

Consolidated supervisory 
 balance sheet

NIS millions

Shareholders' equity* 33,032 31,361

* Of which: ordinary share capital and premium, retained earnings, 
other comprehensive income, and capital reserves** 33,032 31,361

** Of which: ordinary share capital 1,329 1,323 1

** Of which: premium on ordinary shares 6,765 6,681 2

** Of which: retained earnings 24,724 22,243 3

** Of which: cumulative other comprehensive income*** 101 945 4A

*** Of which: adjustments for presentation of securities 
available for sale at fair value 451 961

*** Of which: net losses in respect of cash-flow hedges )4( )6( 9

*** Of which: net adjustments from translation, after hedge effects )8( )10(

** Of which: capital reserves from a benefit 
due to share-based payment transactions 113 169 4B

* Of which: senior share capital - -

** Of which: eligible as supervisory capital components - -

** Of which: ineligible as supervisory capital components and subject to 
transitional directives - -

* Of which: other capital instruments - -

** Of which: eligible as supervisory capital components - -

** Of which: ineligible as supervisory capital components and subject to 
transitional directives - -

Non-controlling interests* 187 250

* Of which: non-controlling interests attributable to common equity 
Tier 1 capital 148 224 5

* Of which: non-controlling interests attributable to additional Tier 1 capital - -

* Of which: non-controlling interests attributable to Tier 2 capital - -

* Of which: non-controlling interests not attributable to supervisory capital 39 26

Total capital 33,219 31,611

Total liabilities and capital 431,638 407,794

*	 As reported excluding the effect of the adoption of US GAAP regarding employee benefits, which took effect on January 1, 2015. 
See Note 1D(1) to the Financial Statements for 2015.
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Table C.5: Statement of Flow of Changes in Components of Supervisory Capital

For the year ended December 31, 2015

Common 
equity Tier 1 

capital

Additional Tier 
1 capital

Total Tier 1 
capital

Tier 2 
 capital

Total  
capital

NIS millions

Balance as at December 31, 2014* 31,482 1,954 33,436 16,041 49,477

Changes in capital components:

Ordinary share capital 6 - 6 - 6

Premium on ordinary shares 84 - 84 - 84

Net profit for the period attributed 
to shareholders of the Bank 3,082 - 3,082 - 3,082

Dividend )569( - )569( - )569(

Effect of adoption of new accounting rules 
concerning employee benefits, included 
in retained earnings** )36( - )36( - )36(

Unrealized losses from adjustments of 
securities available for sale to fair value )510( - )510( - )510(

Unrealized gains in respect of cash-flow 
hedges 2 - 2 - 2

Translation adjustments of autonomous 
affiliated units overseas 2 - 2 - 2

Benefit due to share-based 
payment transactions )56( - )56( - )56(

Proceeds on shares and amounts received in 
consideration for options to purchase shares - - - - -

Effect of adoption of new accounting rules 
concerning employee benefits, included 
in other comprehensive income** )135( - )135( - )135(

Non-controlling interests in share capital 
of consolidated subsidiaries** )76( - )76( - )76(

Other - - - - -

Total change before supervisory adjustments 
and deductions 1,794 - 1,794 - 1,794

*	 As reported excluding the effect of the adoption of US GAAP regarding employee benefits, which took effect on January 1, 2015. 
See Note 1D(1) to the Financial Statements for 2015.

**	 After adjustments, as required in the transitional directives in Directive 299.
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Table C.5: Statement of Flow of Changes in Components of Supervisory Capital* (continued)

For the year ended December 31, 2015

Common 
equity Tier 1 

capital

Additional Tier 
1 capital

Total Tier 1 
capital

Tier 2 
 capital

Total  
capital

NIS millions

Change with the effect of supervisory  
adjustments and deductions:

Goodwill and intangible assets )7( - )7( - )7(

Deferred taxes, realization of which is based 
on the future profitability of the banking 
corporation** 8 - 8 - 8

Deferred tax assets attributed to timing 
differences (over 10% of common equity 
 Tier 1 capital)** 12 - 12 - 12

Pension fund with defined benefits recorded 
in the balance sheet as an asset - - - - -

Total cumulative other comprehensive 
income in respect of cash flows of items not 
presented in the balance sheet at fair value** )1( - )1( - )1(

Increase in capital due to securitization 
exposures - - - - -

Unrealized gains and losses resulting from 
changes in the fair value of liabilities due to 
changes in the own credit risk of the Bank** 7 - 7 - 7

Self-investment in ordinary shares 
(held directly or indirectly)** 11 - 11 - 11

Mutual cross-holdings in ordinary shares of 
financial corporations - - - - -

Investments in share capital of financial 
corporations, where the investment does 
not exceed 10% of the capital of the financial 
corporation - - - - -

Investments in share capital of financial 
corporations, where the investment exceeds 
10% of the capital of the financial corporation - - - - -

Threshold deduction – amount in excess of 
15% of common equity Tier 1 capital - - - - -

Total change in supervisory adjustments 
and deductions 30 - 30 - 30

Decrease in supervisory capital instruments - )245( )245( )1,526( )1,771(

Capital instruments issued - - - - -

Change in collective allowances for credit 
losses before the effect of related tax - - - 78 78

Other - - - - -

Balance as at December 31, 2015 33,246 1,709 34,955 14,593 49,548

*	 As reported excluding the effect of the adoption of US GAAP regarding employee benefits, which took effect on January 1, 2015. 
See Note 1D(1) to the Financial Statements for 2015.

**	 After adjustments, as required in the transitional directives in Directive 299.

Most of the changes in the components of supervisory capital in 2015 resulted primarily from net profit for the period, 

in the amount of NIS 3,082 million, which was offset by dividend distribution in the amount of NIS 569 million and 

unrealized losses from securities available for sale in the amount of NIS 510 million. 
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Capital Adequacy
The Bank's Approach to Capital Adequacy Assessment

The Bank applies the capital measurement and adequacy directives based on the Basel 2 and 3 directives, as published 

by the Supervisor of Banks and as integrated into Proper Conduct of Banking Business Directives 201-211 and the 

file of questions and answers.

The Basel 2 directives are based on three pillars:

•	� Pillar 1 – Includes the manner of calculation of the supervisory minimum capital requirements in respect of credit 

risks, operational risk, and market risk. 

•	� Pillar 2 – Sets forth internal processes (ICAAP – Internal Capital Adequacy Assessment Process) to be used by 

banks to assess the required capital in respect of risks in aggregate, including those not covered by Pillar 1 (such 

as credit concentration, interest-rate risk in the banking book, liquidity risks, settlement risks, and strategic risks), 

as well as a review process to be performed by the Supervisor of Banks. 

•	� Pillar 3 – Market discipline; establishes the type and extent of information to be presented in reporting to the public 

on the risks to which banks are exposed. This pillar requires the disclosure of both quantitative and qualitative 

information, in order to enable the market to estimate the extent of the bank’s exposure to risk factors.

Basel 3 Directives

The Basel 3 directives took effect on January 1, 2014. Implementation is gradual, in accordance with the transitional 

directives established in Proper Conduct of Banking Business Directive 299, Capital Measurement and Adequacy – 

Supervisory Capital – Transitional Directives, in order to make it possible to comply with the new requirements 

regarding supervisory capital within the process of implementation of Basel 3 and establish a transitional period until 

full implementation. Among other matters, the transitional directives concern supervisory adjustments and deductions 

from capital, as well as capital instruments ineligible for inclusion in supervisory capital according to the new criteria 

established in the Basel directives. Specifically, pursuant to the transitional directives, the supervisory adjustments and 

deductions from capital as well as minority interests ineligible for inclusion in supervisory capital shall be deducted 

from capital gradually, at a rate of 20% per annum, from January 1, 2014 to January 1, 2018. Capital instruments that 

no longer qualify as supervisory capital are recognized as of January 1, 2014, up to a ceiling of 80% of their balance in 

the supervisory capital as at December 31, 2013; this ceiling will be lowered by an additional 10% in each subsequent 

year, until January 1, 2022. From January 1, 2015, to December 31, 2015, deductions as a percentage of supervisory 

capital stand at 40%, and the ceiling for instruments eligible as supervisory capital is 70%.

Within the implementation of the Basel directives, on April 28, 2015, the Supervisor of Banks issued Proper Conduct 

of Banking Business Directive 218, Leverage Ratio (hereinafter : the “Directive”). The Directive establishes a simple, 

transparent, non-risk-based leverage ratio, which will serve as a reliable measurement complementary to risk-based 

capital requirements, and which is designed to limit the accumulation of leverage at banking corporations.
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Implementation and Effect of New Regulatory Directives Regarding Capital Measurement and 

Adequacy

Housing Loans

Proper Conduct of Banking Business Directive 329, Limits on Housing Loans (hereinafter: the "Directive"), consolidates 

the guidelines and limits concerning housing loans into a single binding document. The Directive redefines the term 

"payment as a percentage of income." The Directive states that housing loans with payment as a percentage of income 

exceeding 50% shall not be approved or executed. In cases in which payment as a percentage of income exceeds 

40%, the loan shall be assigned a risk weight of 100%. In addition, the Directive limits the amount of loans for which a 

reduced risk weight may be assigned, pursuant to Section 72 of Proper Conduct of Banking Business Directive 203, 

to NIS 5 million. Loans in an amount greater than NIS 5 million shall be weighted at 100%. When the amount of a 

loan is lower than NIS 5 million, the risk weight may be reduced, in accordance with Section 72 of Directive 203, 

based on the LTV ratio as calculated when the loan was granted.

A capital requirement at a rate representing 1% of the balance of housing loans at the reporting date has been added 

to minimum capital ratios as of January 1, 2015, as detailed in the capital-adequacy target.

In addition, beginning January 1, 2015, banking corporations are permitted to reduce the risk weight for floating-rate 

leveraged loans granted between October 26, 2010 and December 31, 2012, from 100% to 75%. The effect is a 

reduction of risk-adjusted assets as at December 31, 2015, by a total of approximately NIS 463 million, an increase 

of approximately 0.01% in the common equity Tier 1 capital ratio, and an increase of approximately 0.02% in the 

total capital ratio.

Implementation and Effect of New Regulatory Directives Concerning Capital Measurement and 

Adequacy to be Applied in the Future

Capital requirements in respect of exposures to central counterparties (inception July 1, 2016)

On October 22, 2015, the Supervisor of Banks issued the circular, Capital Requirements in Respect of Exposure 

to Central Counterparties (hereinafter : the “Circular”). The Circular amends Proper Conduct of Banking Business 

Directives 203 and 204, with the aim of adjusting these directives to the recommendations of the Basel Committee, in 

all matters related to capital requirements in respect of exposures of banking corporations to central counterparties. 

The Circular details the new guidelines that will apply to exposures to central counterparties caused by OTC 

derivatives, transactions in marketable derivatives on the stock exchange, and securities financing transactions. The 

guidelines draw a distinction between unqualified central counterparties and qualified central counterparties, and 

set reduced capital requirements for the latter. Among other matters, the guidelines address the following types of 

exposures:

•	� Exposures of a banking corporation that is a member of a clearing house to a central counterparty. In general, these 

exposures should be assigned a risk weight of 2% (versus an exposure value of zero prior to the amendment). 

•	� Exposures of a banking corporation to a client active on the stock exchange. Pursuant to the amendment, the 

capital requirement for such exposures should be calculated as though referring to a bilateral transaction, including 

an allocation of capital in respect of CVA risk. The calculation method used pursuant to the directive up to this 

point – calculation according to the rules of the stock exchange – will be discontinued.

•	 Exposures of a banking corporation to a client operating through a clearing-house member. 

•	 Transfers by a banking corporation that is a clearing-house member to a risk fund.  

•	 Collateral deposited by a banking corporation with a clearing-house member or with a central counterparty.  

•	� Exposures to an unqualified central counterparty shall be weighted according to the relevant risk weight for the 

counterparty, while transfers to a risk fund shall be weighted at 1,250%. 

The Circular will apply as of July 1, 2016. The Tel Aviv Stock Exchange can be treated as a qualified central counterparty 

until June 30, 2017.
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The Bank is working to update its method of calculating capital ratios and the leverage ratio in accordance with the 

aforesaid update of the directive. The Bank is also examining the effect of this update on its capital planning, capital 

targets, and leverage target.

These directives may raise the Bank’s capital requirements in respect of such exposures, although at this stage the 

Bank is preparing for the implementation of the directive and examining the effect of the implementation thereof. 

Improving Operational Efficiency

In January 2016, the Supervisor of Banks issued a letter on the subject, “Improving the operational efficiency of 

the banking system in Israel” (hereinafter : the “Letter”). Pursuant to the Letter, the board of directors of banking 

corporations shall formulate a multi-year plan to improve efficiency. Banking corporations that meet the conditions 

established in the Letter will be granted a concession allowing them to spread the effects of the plan over five years 

in a straight line, for the purposes of the calculation of capital adequacy.

Implementation of the Basel Directives

Implementation of Pillar 1

The implementation of the directives of Pillar 1 includes measurement of the risk exposures used to calculate the 

required allocation of supervisory capital for these risks.

Table C.6: Methods used by the Bank to calculate supervisory capital for each of the major risk categories

Category Method used by the Bank

Credit risks  Standardized approach

Market risks  Standardized approach

Operational risk  Standardized approach

Counterparty credit risk Current exposure approach

Securitization exposures  Standardized approach

Other assets Based on risk weighting set forth in the Proper Conduct of Banking Business Directives

Implementation of Pillar 2 and the Bank’s Approach to the Assessment of its Capital Adequacy

Within the second pillar, the Bank is required to carry out an internal process to assess capital adequacy and establish 

strategy for ensuring capital adequacy: the Internal Capital Adequacy Assessment Process (hereinafter : “ICAAP”). 

This process is aimed at ensuring an adequate level of capital in order to support all risks inherent in the Bank’s 

activity, in accordance with the risk appetite policy established and approved by the Board of Directors of the 

Bank, and in accordance with future plans for development and growth, while developing and applying appropriate 

risk-management processes. Elements of the process include establishing risk appetite, capital objectives, and capital 

planning and management processes under a variety of scenarios, including extreme scenarios. 

Concurrently, the Supervisor of Banks is required to review and evaluate the ICAAP of the banking corporations, 

within the Supervisory Review and Evaluation Process (SREP), in order to determine whether the capital and capital 

objectives are adequate and to require corrective measures where necessary, including through strengthening of 

corporate governance, risk management, and internal controls. Within this review, the Supervisor may also require 

corporations to add capital. The supervisory minimum capital ratio required of the bank is established as part of the 

SREP. The examination of the ICAAP by the Supervisor of Banks constitutes part of the Risk Based Supervision (RBS) 

working framework, in which the risk profile and quality of risk management at banking corporations are assessed, 

among other matters.
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The Bank submitted its ICAAP document for 2015 to the Bank of Israel at the end of December 2015. In this 

document, the Bank evaluated risks and the potential effect of its asset mix on its risk profile, and set internal capital 

objectives based on these evaluations, taking into consideration the supervisory requirements received within the SREP.

AI Capital Adequacy Target

On May 30, 2013, the Supervisor of Banks issued a circular to all banking corporations regarding minimum capital 

ratios, as part of the preparation for the implementation of the Basel 3 directives. Pursuant to the circular, all banking 

corporations are required to maintain a minimum common equity Tier 1 capital ratio of 9% by January 1, 2015. In 

addition, banking corporations of significant importance whose total balance sheet assets on a consolidated basis 

constitute at least 20% of the total balance sheet assets of the banking system in Israel will be required to maintain 

a minimum common equity Tier 1 capital ratio of 10%, by January 1, 2017. 

The Supervisor also determined that minimum total capital ratios of all banking corporations shall stand at 12.5% 

beginning January 1, 2015, and that in addition, minimum total capital ratios of banking corporations of significant 

importance shall stand at 13.5% beginning January 1, 2017. The Bank meets the conditions for the definition of a 

banking corporation of significant importance.

The Supervisor of Banks issued an additional directive on September 28, 2014; pursuant to this directive and the 

transitional directives for 2014, a capital requirement at a rate representing 1% of the balance of housing loans at 

the reporting date is added to minimum capital ratios as of January 1, 2015. This requirement is being implemented 

gradually, over eight quarters, until January 1, 2017. The total effect of this directive, based on the balance of housing 

loans as at the date of the financial statements, is estimated at approximately 0.2%. Accordingly, the minimum common 

equity Tier 1 capital ratio and the minimum total capital ratio required by the Supervisor of Banks as of January 1, 2017, 

on a consolidated basis, according to data at the reporting date, will be 10.2% and 13.7%, respectively.

Internal capital target: On April 20, 2015, the Board of Directors of the Bank resolved to increase the planned common 

equity Tier 1 capital ratio of the Bank, such that it will stand at 10.75% beginning December 31, 2017. This objective is 

congruent with the risk appetite, risk profile, and development and growth plans, as approved for the planned range.

AI Capital Planning and Management 

Capital planning is an annual process with a rolling planning horizon of three years. Capital management is performed 

routinely. Capital planning and management are considered an integral part of the Bank's strategic and financial plan. 

Capital planning and management are  based on the growth plans of the various business units, with the aim of assessing 

capital requirements during the period of the plan, and are used in the strategic planning process, in connection with 

feasibility and capital allocation to units, and in alignment with the detailed risk appetite definitions (see Section D 

below), as established by the Board of Directors of the Bank, subject to regulatory directives.   Accordingly, effective 

capital management shall ensure:

•	� Efficient allocation of capital during the ordinary course of business of the Bank. 

•	� A robust capital base serving as a cushion against unexpected risks to which the Bank is exposed, supporting 

business strategy, and allowing compliance at all times with the regulatory minimum capital requirement. For this 

purpose, the Bank takes into account not only the current status of capital but also future developments in the 

capital base and in capital requirements. 
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•	� The Bank routinely examines its ability to meet the minimum regulatory capital and leverage targets, as well as 

the internal objectives that have been set while planning and developing its business. Towards that end, planning 

of balances of risk-adjusted assets and capital movements (including a net profit forecast, a dividend distribution 

forecast, changes in capital reserves and deductions from capital, the effect of changes in regulation on the capital 

base, and a plan for the issuance of various capital instruments, among other matters) is performed each year, 

for a three-year range. This planning takes the business objectives of the Bank into consideration, and includes 

an examination of the business environment, including several economic scenarios (extreme scenarios and 

single-factor scenarios). To the best of the Bank's judgment, the Bank is capable of meeting the capital targets that 

have been established. Each quarter, the Bank performs an evaluation of the changes in the various parameters 

that affect its ability to comply with its capital targets in the long term, and carries out changes as necessary.

AI Capital Management Committee

Capital is managed via a senior management committee, headed by the CFO, with the participation of the heads of the 

Financial Markets, Corporate Banking, Strategy, Comptrolling, and Risk Management Areas, and other senior officers. 

Objectives of the committee: 

A.	 To supervise the definition of methodology and construction of infrastructure for advanced capital management 

at the Bank. The committee formulates methodology and methods of action, and serves as a steering committee for 

the various initiatives involved in the Bank’s transition to advanced capital management. The committee also receives 

routine updates on the progress of these initiatives and resolves decisions regarding the manner of implementation 

of advanced capital management concepts at the Bank. Pursuant to the advanced capital management approach, the 

Bank will: 

•	� Plan for the long term and formulate recommendations regarding the quantity of capital, structure of capital, and 

manner of capital allocation and usage. 

•	� Maximize economic profit and return on equity over time, subject to its strategy, business needs, and risk appetite, 

taking into consideration the requirements of the various stakeholders. 

B.	 To routinely monitor the capital-adequacy status of the Bank and formulate recommendations for action as 

necessary. The committee holds regular discussions of the capital-adequacy status and the outlook for the coming 

months. Periodically, the committee also discusses long-term forecasts. In view of current and long-term needs, the 

committee formulates recommendations for courses of action for the Board of Management and the Board of 

Directors in the area of capital raising, optimization of capital usage, and adjustment of the quantity of risk-adjusted 

assets due to capital limits.

In order to maintain a thorough and effective capital-management process at the Bank, a specialized department 

manages the Bank’s capital, reporting to the CFO. The department oversees routine administration and control 

of all matters related to the management and planning of capital at the Bank. Within this role, the department’s 

responsibilities include capital planning, control over capital adequacy and compliance with risk-adjusted asset 

objectives, contingency plans for extreme scenarios, and proactive capital management according to needs. For 

that purpose, the department is responsible for monitoring developments in regulation in connection with capital 

management, in Israel and globally, and advanced capital-management methods at banks worldwide. The unit is also 

responsible for the implementation of methodologies for the measurement of economic capital and economic 

profitability. These methodologies are used to make decisions according to risk-adjusted returns at the various levels 

of management at the Bank.
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Measurement of Risk Exposures and Capital Requirements

The measurement of exposures to the various risks may change, according to the volume and quality of the portfolio, 

methodological and regulatory changes, and changes in exchange rates, among other factors, and depending on the 

definition of the exposure: financial reporting according to GAAP, establishment of supervisory capital, or the Bank’s 

internal exposure management needs. Risk exposures presented below are based on the rules defined for the 

calculation of the supervisory capital required in order to support these risks. 
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Table C.7: Information regarding risk-adjusted assets and regulatory capital requirements in respect of credit risk, 

market risk, and operational risk (as noted in Proper Conduct of Banking Business Directives 201-209) 

December 31, 2015 December 31, 2014

Risk-adjusted 
assets

Capital 
requirements(1)

Risk-adjusted 
assets

Capital 
requirements(2)

NIS millions

Credit risk

Sovereign debt 2,115 266 2,593 324

Debts of public-sector entities 3,138 394 3,105 388

Debts of banking corporations 5,535 696 7,341 918

Debts of corporations 131,054 16,473 137,059 17,132

Debts secured by commercial real estate 63,500 7,982 56,300 7,038

Retail exposures to individuals 45,427 5,710 40,665 5,083

Loans to small businesses 7,219 907 6,387 798

Housing loans 35,849 4,506 33,092 4,137

Securitization 98 12 97 12

Other assets 19,431 2,442 (3)19,715 (3)2,464

CVA risk 4,525 569 4,975 622

Total in respect of credit risk 317,891 39,957 (3)311,329 (3)38,916

Market risks 4,562 573 5,269 659

Operational risk 22,671 2,850 22,275 2,784

Total risk-adjusted assets in respect of the various risks 345,124 43,380 (3)338,873 (3)42,359

Common equity Tier 1 capital 33,246 (3)31,482

Tier 1 capital 34,955 (3)33,436

Total capital 49,548 (3)49,477

%

Ratio of common equity Tier 1 capital to risk-adjusted assets 9.63% (3)9.29%

Ratio of Tier 1 capital to risk-adjusted assets 10.13% (3)9.87%

Ratio of total capital to risk-adjusted assets 14.36% (3)14.60%

Minimum common equity Tier 1 capital ratio required by the 
Supervisor of Banks  )4(9.07% )4(9.00%

Minimum total capital ratio required by the Supervisor of 
Banks  )4(12.57% )4(12.50%

(1)	 The capital requirements were calculated in accordance with the minimum total capital ratio of 12.57% required by the 
Supervisor of Banks.

(2)	 The capital requirements were calculated in accordance with the minimum total capital ratio of 12.5% required by the Supervisor 
of Banks.

(3)	 As reported excluding the effect of the adoption of US GAAP regarding employee benefits, which took effect on January 1, 2015. 
See Note 1D(1) to the Financial Statements for 2015.

(4)	 The minimum required common equity Tier 1 capital ratio and the minimum required total capital ratio are 9% and 12.5%, 
respectively, from January 1, 2015, to December 31, 2016; and 10% and 13.5%, respectively, beginning January 1, 2017. Beginning 
January 1, 2015, a capital requirement is added to these ratios at a rate representing 1% of the balance of housing loans at 
the reporting date. This requirement is being implemented gradually, over the course of eight quarters, up to January 1, 2017. 
Accordingly, the minimum common equity Tier 1 capital ratio and the minimum total capital ratio required by the Supervisor 
of Banks as of January 1, 2017, on a consolidated basis, according to data at the reporting date, will be 10.2% and 13.7%, 
respectively. With regard to the balance of housing loans, see Note 30A(2) to the Annual Financial Statements for 2015.
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AI �Table C.8: Risk-Adjusted Assets by Segment of Activity

December 31, 2015

Households Private 
banking

Small 
businesses

Commercial Corporate Financial 
management

Other Total

NIS millions

Credit risk

Activity in Israel 56,617 27,541 28,526 45,396 111,449 - - 269,529

Activity overseas 383 5,880 - 11,284 10,527 - - 28,074

Total credit risk assets 57,000 33,421 28,526 56,680 121,976 16,494 3,794 317,891

Market risk - - - - - 4,562 - 4,562

Operational risk 4,994 3,699 1,983 2,596 4,687 4,637 75 22,671

Total risk-adjusted assets 61,994 37,120 30,509 59,276 126,663 25,693 3,869 345,124

AI Change in Risk-Weighted Assets During the Period

Table C.9: Statement of Changes in Risk-Weighted Assets During the Period

Credit risk Market risk Operational�� risk Total 
risk-adjusted 

assets

NIS millions

Balance as at December 31, 2014* 311,329 5,269 22,275 338,873

Changes in volume of portfolio(1) 8,933 )707( 396 8,622

Changes in quality of portfolio(2) )284( - - )284(

Changes in methodology and policy(3) )1,364( - - )1,364(

Sales(4) )349( - - )349(

Effect of changes in exchange rates )374( - - )374(

Balance as at December 31, 2015 317,891 4,562 22,671 345,124

*	 As reported excluding the effect of the adoption of US GAAP regarding employee benefits, which took effect on January 1, 2015. 
See Note 1D(1) to the Financial Statements for 2015.

(1)	 The category “changes in volume of portfolio” refers to change in the size of the portfolio, excluding changes that resulted 
from a change in the quality of the portfolio.

(2)	 The category “changes in quality of portfolio” mainly refers to changes in the risk weight of transactions and customers, as a 
result of changes in credit rating or classification. 

(3)	 The category “changes in methodology and policy” mainly refers to the effect of changes in regulatory directives and changes 
in methodology. 

(4)	 The category “sales” refers to the effect of the sale of 100% of the share capital of JSC Bank Pozitiv Kazakhstan, which was a 
fully consolidated subsidiary until December 30, 2015.
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Leverage Ratio
On April 28, 2015, the Supervisor of Banks issued Proper Conduct of Banking Business Directive 218, Leverage Ratio 

(hereinafter : the “Directive”). The Directive establishes a simple, transparent, non-risk-based leverage ratio, which will 

serve as a reliable measurement complementary to risk-based capital requirements, and which is designed to limit 

the accumulation of leverage at banking corporations. 

The leverage ratio is expressed as a percentage, and is defined as the ratio of the capital measurement to the 

exposure measurement. Capital, for the purpose of measurement of the leverage ratio, is Tier 1 capital, as defined in 

Proper Conduct of Banking Business Directive 202, taking into consideration the transitional arrangements that have 

been established. The total exposure measurement is the total of balance sheet exposures, exposures to derivatives 

and to securities financing transactions, and off-balance sheet items. In general, the measurement is consistent with 

accounting values, and risk weights are not taken into account. In addition, physical or financial collateral, guarantees, or 

other credit risk mitigation techniques cannot be used to reduce the exposure measurement, unless otherwise noted 

in the Directive. Balance sheet assets deducted from Tier 1 capital (in accordance with Proper Conduct of Banking 

Business Directive 202) are deducted from the exposure measurement. Pursuant to the Directive, exposure in respect 

of derivatives is calculated in accordance with Appendix C to Proper Conduct of Banking Business Directive 203; 

exposures in respect of off-balance sheet items are calculated by converting the notional amount of the items using 

credit conversion coefficients, as established in Proper Conduct of Banking Business Directive 203. 

Pursuant to the Directive, banking corporations shall comply with a leverage ratio of no less than 5% on a consolidated 

basis. Banking corporations whose total balance sheet assets on a consolidated basis constitute 20% or more of the 

total balance sheet assets in the banking system shall comply with a leverage ratio of no less than 6%. Based on the 

foregoing, the minimum required leverage ratio for the Bank will be 6%. 

Banking corporations are required to maintain this leverage ratio as of January 1, 2018. Banking corporations that 

comply with the applicable minimum leverage ratio requirement at the date of publication of the Directive shall not 

lower the ratio below the threshold established in the Directive.

The leverage ratio of the Bank and of its significant subsidiaries in Israel is calculated according to Proper Conduct 

of Banking Business Directive 218, Leverage Ratio. The leverage ratio of banking subsidiaries overseas is presented 

according to the regulatory directives and required ratios in each jurisdiction, if any. 
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Table C.10: Leverage Ratio

December 31, 
2015

NIS millions

A.	Consolidated data

Tier 1 capital 34,955

Total exposures 492,192

%

Leverage ratio 7.10%

Minimum leverage ratio required by the Supervisor of Banks 6.00%

B.	 Significant subsidiaries

Isracard

Leverage ratio 12.11%

Minimum leverage ratio required by the Supervisor of Banks 5.00%

Bank Hapoalim Switzerland*

Leverage ratio 10.00%

Bank Pozitif

Leverage ratio 12.60%

Minimum required leverage ratio according to local regulation 3.00%

*	 Local regulation in Switzerland does not impose a minimum leverage ratio requirement.

Table C.11: Comparison of balance sheet assets to exposure measurement, for the purposes of the leverage ratio

December 31, 
2015

NIS millions

Total consolidated assets as per published financial statements 431,638

Adjustment for investments in banking, financial, insurance, or commercial entities that are consolidated for 
accounting purposes but outside the scope of regulatory consolidation -

Adjustment for fiduciary assets recognized on the balance sheet pursuant to the Public Reporting Directives, 
but excluded from the leverage ratio exposure measurement -

Adjustments for derivative financial instruments )5,454(

Adjustments for securities financing transactions -

Adjustments for off-balance sheet items 62,798

Other adjustments 3,210

Exposure for the purposes of the leverage ratio 492,192
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Table C.12: Leverage Ratio Disclosure

December 31, 
2015

NIS millions/ 
percent

On-balance sheet exposures

On-balance sheet items (excluding derivatives and securities financing transactions, but including collateral) 422,040

Asset amounts deducted in determining Tier 1 capital )108(

Total on-balance sheet exposures (excluding derivatives and securities financing transactions) 421,932

Derivative exposures

Replacement cost associated with all derivatives transactions 3,578

Add-on amounts for potential future exposure associated with all derivatives transactions 5,813

Gross-up for derivatives collateral provided where deducted from the balance sheet assets pursuant to the 
Public Reporting Directives -

Deductions of receivables assets for cash variation margin provided in derivatives transactions )2,185(

Exempted central counterparty leg of client-cleared trade exposures -

Adjusted effective notional amount of written credit derivatives 137

Adjusted effective notional offsets and add-on deductions for written credit derivatives -

Total derivative exposures 7,343

Securities financing transaction exposures

Gross securities financing transaction assets (with no recognition of netting), after adjusting for sale accounting 
transactions 119

Netted amounts of cash payables and cash receivables of gross securities financing transaction assets -

Central counterparty credit risk exposure for securities financing transaction assets -

Agent transaction exposures -

Total securities financing transaction exposures 119

Other off-balance sheet exposures

Off-balance sheet exposure at gross notional amount 191,347

Adjustments for conversion to credit equivalent amounts )128,549(

Off-balance sheet items 62,798

Capital and total exposures

Tier 1 capital 34,955

Total exposures 492,192

Leverage ratio

Leverage ratio pursuant to Proper Conduct of Banking Business Directive 218 7.10%
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D. Risk Assessment and Management
The Bank’s activity is accompanied by the following financial risks: credit risks (including concentration risk and 

counterparty risk), market risks (including exchange-rate risk and interest-rate risk in the banking book), investment 

risk (share and credit spread risk), and liquidity risk (including financing risk).

Other non-financial risks are mainly compliance risk, legal risk, and operational risks. Additional risks to which the Bank 

is exposed are handled directly as part of the management of its business: reputation risk, competitive risk, regulatory 

and legislative risk, economic risk, strategic risk, and environmental risk. The risk management strategy of the Bank 

Group is designed to support the achievement of the strategic objectives of the Group as a whole, while identifying 

and quantifying risks, establishing risk ownership, and maximizing business value, taking into consideration costs in 

terms of risk, by every responsible function at all levels of the organization. Risk management at the Bank is based 

on a uniform methodology, from a comprehensive perspective, adapted to regulatory requirements, with the aim of 

supporting rational risk-taking in order to maximize the Group’s profitability at a risk level aligned with its risk appetite. 

The Bank has defined the following risks as material risks: credit risk, market risk, investment risk, compliance risk, 

operational risk, concentration risk, counterparty risk, interest-rate risk in the banking book, liquidity risk, reputation 

risk, strategic risk, and regulatory risk. 

Pursuant to the directive of the Bank of Israel, the principal risk factors to which the Group is exposed have been 

mapped, taking the possible effects into account. The risk factors and the Board of Management’s estimates regarding 

the risk level of each factor are listed in the following table. The scale for levels of severity of the risk factors is 

determined with reference to the risk appetite defined by the Bank. This scale consists of five levels of severity for 

each risk factor. Quantitative metrics have been established for three of the levels (low, medium, and high): 

Low severity level – The damage to annual profit due to an extreme event would be smaller than the average 

annual profit before tax in the ordinary course of business; in other words, the extreme event would not cause the 

Bank a shift to a loss. 

Medium severity level – The damage to annual profit due to an extreme event would be larger than the average 

annual profit before tax in the ordinary course of business, and would therefore cause the Bank a shift to a loss in 

at least one of the years of occurrence of the event, and would cause a decrease in the Tier 1 capital ratio; however, 

the capital ratio would not fall below the Bank’s risk capacity (6.5%). 

High severity level – The damage to profit due to an extreme event would cause the Tier 1 capital ratio to fall 

below the risk capacity. 

In order to quantify the effect of the risk factors on the Bank’s profit and capital ratio, systemic extreme scenarios 

and single-factor scenarios were examined for most of the risk factors, and the scenario with the more severe effect 

was used in the risk-factor table. 

Note that this quantification refers to the effect on the capital of the Bank. Possible scenarios may involve a decrease 

in profit, or losses, with a non-negligible effect on the profitability of the Bank; however, the effect of these scenarios on 

capital adequacy is low, and they are therefore classified at a low level of severity. Also, the opinion of a team of experts is 

taken into consideration, if the team estimates that the quantitative indices do not sufficiently express the severity of the 

risk factor, or if it is not possible to determine the risk level of a particular risk factor using reliable quantitative methods.

Each risk factor listed in the table below was tested in its own right, under an assumption of independence of each 

risk factor relative to the other risk factors listed in the table. However, for the risk factors “condition of the global 

economy” and “condition of the Israeli economy” in the table, systemic scenarios were tested to estimate the effect 

on profit and on the capital ratio of the combination of a number of risk factors. Note that the risk scenarios simulate 

a situation in which unexpected damages materialize beyond the expected level of damage events in the regular 

course of the Group’s business. 
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The Bank also assesses the level of risk using another method, based on expert evaluations of the inherent risk 

level and of the quality of risk management and the effectiveness of controls. The inherent risk is the aggregate risk 

inherent in the activity in which the Bank engages, and is defined as the potential loss from this activity. Inherent risk 

is evaluated from a forward-looking perspective as well as in view of the past, but without taking management and 

control processes into consideration. Inherent risk is affected by the following factors, among others: 

•	� Past losses and estimated future losses; 

•	� Strategic and business plans, including new products; 

•	� Credit portfolio mix and composition; 

•	� Complexity of the activity; 

•	� Effect of external factors, including the economy, industry, legislation, and technology.

In order to estimate the residual risk, taking into account management and control processes, evaluations by content 

experts from the second line of defense were added to the model, addressing the quality of risk management and 

the effectiveness of controls. 

The combined estimate using the two methods for the overall assessment of residual risk is presented in the table below, 

on a scale of five levels of severity. The estimate is performed as an expert evaluation, reflecting the input of the content 

experts in the various areas, and is subject to all of the qualifications noted with respect to forward-looking information. 

AI Table D.1: Severity of Risk Factors 

Number Risk factor Risk effect

Financial risks

1. Credit risk Medium

	 1.1. Risk in respect of the quality of borrowers and/or collateral Medium

	 1.2. Risk in respect of sectoral concentration Medium

	 1.3.
Risk in respect of concentration of borrowers/borrower 
groups Medium

2. Market risk Low-Medium

	 2.1. Interest-rate risk Low-Medium

	 2.2. Inflation risk / exchange-rate risk Low

	 2.3. Share price and credit spread risk Low-Medium

3. Liquidity risk Low-Medium

Operational and legal risks

4. Operational risk Low-Medium

5. Legal risk Low

Other risks

6. Reputational risk Low-Medium

7. Strategic and competitive risk Medium

8. Regulatory and legislative risk Medium

9. Economic risk – condition of the Israeli economy Medium

10. Economic risk – condition of the global economy Medium

11. Compliance risk* Medium

*	 Compliance risk also includes risks arising from the investigation by US authorities, as noted in Note 26E to the Financial 
Statements. At this stage, the US authorities have not addressed any concrete claims at the Bank; it is therefore not possible 
to estimate the exposure in this matter reliably. 
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Risk Management System Structure and Organization 
Risk management is performed based on a global view of the Bank’s activity in Israel and of activity at the Bank’s 

branches abroad, with due attention to the activity of subsidiaries with significant exposure for the Group. Risks are 

managed separately by each subsidiary in the Bank Group, according to policy formulated by each company’s board 

of directors and presented to the Board of Directors of the Bank. The Bank manages the various risks, using hedges 

for some risks, as detailed below. Risk control and the assessment of financial risks and operational risks are performed 

based on a uniform methodology at the Group level, under the direction of the Risk Management Area, taking into 

account the unique characteristics of the activity of each subsidiary.

The Supervisor of Banks has set forth guidelines concerning risk management in the Proper Conduct of Banking 

Business Directives. The directives detail the requirements of the Supervisor for the management of the various risks 

to which a banking corporation is exposed, and stipulate basic principles for the management and control of risks, 

including suitable involvement in and thorough understanding of risk management by the board of directors of the 

banking corporation, the management of risks by a risk manager who is a member of the board of management, the 

employment of tools for the identification and measurement of risks, and the creation of means for supervision and 

control, including the existence of an independent risk-review function. The Bank operates in accordance with the 

guidelines of the Supervisor of Banks. 

The approach taken with regard to control of all financial and operational risks at the Bank involves identification and 

assessment of the risks, and control of compliance with risk-appetite limits and with additional limits stipulated in the 

various internal regulations, through three lines of defense: 

1.	� The first line of defense includes the business units within the Areas, including supporting and operational units, 

that create or take risks, as well as the internal control units within the Areas that provide internal control over 

the risk creators and risk takers. The management of the business line bears the initial responsibility for routine risk 

management, aimed at managing risks while striving to achieve strategic goals and business objectives, within the 

established risk appetite and in accordance with the internal risk regulations and regulatory directives. Controls 

in the first line of defense are formalized in working procedures. 

2.	� The second line of defense consists of the control units at the Risk Management Area, which is independent of 

the business Areas. This line is also responsible for presenting an overview of risks; formulating methodologies 

for risk assessment and for economic capital allocation; independent risk assessment; analysis of the congruence 

of products and activities with the level of risk appetite and risk capacity established by the Board of Directors; 

and validating models. The second line of defense contains additional independent control functions, such as 

accountancy, legal counsel, the secretariat of the Bank, and human resources. 

3.	� The third line of defense consists of the Internal Audit system. Internal Audit operates independently and 

objectively. Its goals include assisting the organization in achieving its goals through supervision and through 

ensuring that the instructions of the Board of Management and of the Board of Directors are implemented, and 

making recommendations for the reduction of risks through improved controls. 

The Board of Directors of the Bank is responsible for delineating the overarching risk strategy and supervising the 

risk-management framework of the Group, directly or through the Risk Management and Control Committee.  Main 

duties of the Board of Directors in the area of risk management:  

•	� Setting limits for the risk appetite and risk capacity of the Group.  

•	� Approving a risk-management policy consistent with the risk appetite limit, including the establishment of risk 

limits in the various areas of activity and main risk areas. 

•	� Approving the control philosophy structure for the Group and ensuring that it meets risk-management needs. 
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•	� Providing clear guidance to senior management with regard to risk management, based on the recommendations 

of the Board of Management Risk Management Committee, headed by the CEO, and ensuring that senior 

management takes the necessary actions in order to identify, measure, monitor, and control risks.

•	� Approving methodologies for risk assessment and control, and for the allocation of economic capital in respect 

of risks. 

•	� Supervising and monitoring the implementation of the established risk management policy, examining the actual risk 

profile, and examining the processes and actions that the Bank must apply in order to comply with all regulatory 

directives concerning risk management. 

The Board of Management is responsible for formulating, instilling, and implementing the risk management framework 

of the Group, directly or through committees acting on its behalf. Main duties of the Board of Management in the 

area of risk management:  

•	� Designing a risk-management policy consistent with the risk appetite framework established by the Board of 

Directors, including risk limits in the various areas of activity and key risk areas, and submitting this policy to the 

Board of Directors for approval. 

•	� Establishing procedures and risk limits aligned with the policy, appropriate working methods for risk assessment and 

decision-making processes based on an analysis of return / business benefit and risk, and receiving the appropriate 

reports, while ensuring compliance with risk-management policy objectives. 

•	� Ensuring the existence of an internal process for capital assessment and for setting capital targets consistent with 

the risk profile of the corporation and with its control environment. 

•	� Ensuring the existence of adequate resources for risk management in the corporation, including a framework of 

internal controls, and the existence of comprehensive, effective, independent control and reporting systems for 

risks. 

The Chief Risk Officer and the member of the Board of Management responsible for the Risk Management Area is 

Mr. T. Cohen.

Financial risks are managed by designated members of the Board of Management and under their responsibility. The 

members of the Board of Management responsible for managing credit risks are Mr. J. Orbach, Head of Corporate 

Banking, and Mr. A. Pinto, who served as Head of Retail Banking until February 14, 2016; as of that date, the Retail 

Banking Area is headed by Mr. R. Stein. The member of the Board of Management responsible for managing market, 

investment, and liquidity risks is Mr. D. Koller.

Legal risk is managed by the Chief Legal Advisor, Attorney I. Mazur. Technological risk was managed by Mr. A. Kochva, as 

Head of Information Technology, until February 14, 2016; as of that date, the Information Technology Area is headed 

by Ms. E. Ben-Zeev. Operational risk, excluding legal risk and technological risk, is managed by each member of the 

Board of Management in the area of activity for which he or she is responsible. 

For further information regarding changes in the structure of the Board of Management of the Bank, see the section 

“Other Matters” in the Corporate Governance Report.
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AI Diagram D.2. Risk Management Governance Diagram of the Bank 
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The Board of Directors’ Committee on Risk Management and Control – A Board of Directors’ 

Committee on Risk Management is in operation at the Bank. The committee’s mission is to formulate the Bank’s 

risk-management policy, including establishing risk limits in the various areas of activity, examining the Bank’s risk profile, 

monitoring the implementation of the established risk-management policy, and examining the processes and actions 

to be implemented by the Bank in order to comply with all regulatory directives concerning risk management. The 

Board of Directors’ Committee on Risk Management and Control and the plenum of the Board of Directors receive 

reports on risks and on the execution of approved policies at least once each quarter.

The Credit Committee – Among its other responsibilities, the committee makes recommendations to the Board 

of Directors with regard to the Bank’s credit policy; assists the Board of Directors in supervising and monitoring 

various matters in the area of credit; and examines and approves credit classifications and the allowance for credit 

losses, in accordance with a hierarchy of authority. The committee also approves certain credits, according to the 

hierarchy of authority at the Bank. 

Additional committees of the Board of Directors are engaged in matters related to risk management, most notably 

the Board of Directors’ Remuneration Committee, the Audit Committee, and the Board of Directors’ New Products 

Committee. For further details regarding the activity of the Board of Directors and the Board Committees, see the 

Corporate Governance Report. 

The Board of Management Committee on Risk Management Headed by the CEO – Responsible for 

planning the Bank's risk-management policy, risk limits, and reporting and control procedures, and for examining the 

Bank's overall risk profile and the interactions among the various risk types and factors. The committee submits its 

reports or recommendations for approval to the committees of the Board of Directors and/or to the plenum of 

the Board of Directors, as relevant. 

The Board of Management Committee on Compliance Headed by the CEO – The committee works to 

strengthen compliance at the Bank Hapoalim Group and ensure it is accorded high priority. The committee discusses 

the compliance policy established by the Board of Directors, the implementation of the policy, and closure of gaps. 

The committees of the Board of Management listed in the diagram above operate in specific areas of risk, within the 

risk policies and limits established by the Board of Directors and the Board Committees.

The Risk Management Area – The activities and responsibilities of the Area are consistent with Proper Conduct 

of Banking Business Directive 310. The primary objective of the Risk Management Area at Bank Hapoalim is to instill 

an advanced culture of risk management and monitoring at the Bank Group, while formulating risk-management 

policies and methodologies in line with the goals of the Group and with the Basel directives and the relevant 

local regulation. The Area ensures the existence and quality of the key risk-management processes of the Group: 

identification and assessment of risks, establishment of risk capacity and risk appetite limits, establishment of control 

mechanisms, monitoring of positions, and reporting. The Area leads and coordinates the ICAAP (the annual Internal 

Capital Adequacy Assessment Process, taking risks into account) and is an active participant in capital management.

The Risk Management Area also operates several committees, headed by the Chief Risk Officer:

Extreme Scenarios and Risk Concentrations Committee – The committee’s role is to approve 

methodologies in the area of extreme scenarios and concentration risk, and to manage the process of testing extreme 

scenarios and concentration risk at the Bank. 

Operational Risk Management Subcommittee – The subcommittee coordinates the activities necessary in 

order for the Group to comply with the Proper Conduct of Banking Business Directives of the Bank of Israel and 

with the recommendations of the Basel Committee in the area of operational risk, and it reviews the operational risk 

profile of the Group, with due attention to findings, surveys, reports, and related activities.
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Credit Review Committee – The committee discusses credit review reports prepared for major borrowers of 

Bank Hapoalim and for risk-based samples of the overall credit portfolio of the Bank, and examines the reliability of 

the credit rating and the fairness of the classifications and allowances of the Group.

Validation Committee – The committee is responsible for monitoring the status of progress on the plan for 

validation and improvement of the models in use, related validation studies, and monitoring and approval of the set 

of material models in use. 

Board of Management Committee on Debt Classification and Determination of Allowance for 

Credit Losses – The committee is charged with formulating a methodology for the collective allowance, formulating 

policy for classifications and individual allowances, credit classifications, and determining individual allowances for credit 

losses, subject to the hierarchy of authority.

Policy Steering Committee – The committee formulates the credit policy of the Bank. 

Board of Management Specialized Committee for Financial Crises – Whenever focused treatment is 

necessary for a material financial crisis with organization-wide consequences, according to a decision of the Board of 

Management, the committee shall convene to address and monitor the crisis and its consequences. 

AI Risk Culture 
The Group develops and maintains a risk-management culture that supports awareness of risk, appropriate behavior 

and judgment in connection with risk taking in the context of corporate governance, and effective risk management; 

promotes appropriate risk taking; and ensures that emerging risks or risk-taking activities are identified, assessed, 

escalated, and addressed in a timely manner.

The risk culture instilled at the Bank Group emphasizes the importance of: (1) achieving the proper balance between 

risk and compensation, in alignment with the Bank’s risk appetite; (2) an effective system of controls congruent with 

the scale and complexity of the Bank; (3) the ability to challenge the quality of risk models, the level of accuracy of the 

data, the ability of the available tools to measure risks correctly, and the justifications for taking risks; (4) monitoring 

violation of limits and divergence from established policies, and application of proportional disciplinary proceedings, 

as necessary; (5) cultivating integrity, with a focus on fair service to customers.

The essential principles of the Bank's risk culture are also expressed in the implementation of the following guidelines:

•	 The members of the Board of Directors and senior management delineate the core values of the Bank and the 

expectations for its risk culture, and their conduct reflects the values that have been adopted: integrity, and rapidly 

addressing any instances of noncompliance that come to light.

•	 The members of the Board of Directors and Board of Management develop and apply an effective framework 

of risk appetite, backed by a clear declaration of risk appetite, as detailed below, which is the cornerstone of the 

Bank's risk-management strategy and is integrated with its overall business strategy.

	 �Risk appetite: Risk appetite at the Bank constitutes an effective framework for risk management and a key tool 

linking the organization’s strategy, capital allocation, and risk management. The risk appetite document declares 

the risk appetite of the Bank and of the Group. The Board of Directors establishes the risk appetite framework, 

taking into consideration the recommendations of the Chief Executive Officer, the Chief Risk Officer, and the Chief 

Financial Officer, who translate these expectations into targets and limits for the business lines. The risk appetite 

document also establishes the roles and responsibilities of the Board of Directors and senior management in 

formulating the risk appetite statement. The risk appetite framework includes policies, processes, controls, and 

systems used to implement, communicate, and supervise risk appetite. 
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	� The risk appetite framework includes a statement of risk appetite and risk capacity, risk limits, and descriptions 

of the roles and responsibilities of those charged with the implementation and control of the risk appetite 

framework. The risk appetite framework refers to the material risks to the Bank, and establishes the risk profile 

in alignment with the Bank’s business strategy and risk capacity. An effective risk appetite framework provides a 

shared structure and means for senior management and the Board of Directors to communicate, understand, and 

evaluate the level of risk that they are willing to accept. The framework explicitly defines the boundaries within 

which the Board of Management is expected to operate in order to realize the business strategy of the Bank. 

	 The framework includes the following main components: 

	 •	 �Risk appetite statement: Written formulation of the size and types of aggregate risk that the Bank is interested 

in bearing in order to achieve its business objectives, including qualitative reports as well as quantitative metrics 

of profits, capital, risk indicators, liquidity, and other relevant means, as necessary.

	 •	� Risk capacity: The maximum level of risk that the Bank is able to sustain without violating capital limits relevant 

to stress tests, including from the perspective of shareholders and customers. Compliance with the risk 

capacity shall be examined, among other matters, by applying stress tests designed to estimate the impact on 

the Bank’s profit and to the Bank’s capital adequacy as a result of the materialization of a stress test.

	 •	 �Risk appetite: The maximum total aggregate risk that the banking corporation is willing to bear, within its defined 

risk capacity, in order to achieve its business objectives in accordance with the strategic plan, under various 

constraints (such as sources of capital and liquidity, regulatory requirements, risk/return attributes, etc.). 

	 •	� Risk limits: Quantitative metrics based on forward-looking assumptions, which give practical expression to the 

aggregate risk appetite declaration of the Bank.

•	 Remuneration: Documents of principles and standards for remuneration practices are aimed at ensuring effective 

remuneration management; correlation between remuneration, cautious risk taking, and effective supervision; 

and involvement of interested parties in remuneration. The remuneration of employees in general, and of senior 

executives in particular, takes into consideration the risks taken by the employee on behalf of the Bank, and the 

employee's performance in terms of fulfillment of the risk policy, compliance, and other important policy rules of 

the Group. The Risk Management Area is involved in establishing remuneration policies and incentives, such as to 

encourage performance and talent management, and reinforce the desired risk-management behavior (see the 

section “Remuneration of Employees”).

•	 Responsibility: The risk regime is aimed at achieving full clarity regarding risk ownership, at all levels and in all 

processes.

•	 Effective communication and criticism: The risk culture of the Group promotes an environment of effective, open, 

critical communication, and encourages an environment of open, constructive involvement.

•	 An orderly system of procedures of the Bank, including limits, authorizations, and escalation processes supporting 

risk management. Appropriate procedures exist for anonymous reports of suspicions, and employees can use 

these channels without concern in order to support effective compliance with the risk-management framework.

•	 The ethical conduct code of the Bank summarizes standards, morals, colleague relationships, relationships with 

customers and suppliers, contribution to the community, and social and environmental responsibility.

The following risk management policy documents establish, among other matters, corporate governance, including the 

duties and responsibilities of the Board of Directors, the Chief Risk Officer, and the risk-management function, and the 

corporate governance framework for risk management, as well as the status, resources, authority, and independence of 

the risk management and internal audit functions, and their reports to the committees and to the Board of Directors. 

•	 �Risk appetite document

•	� Group risk management policy

•	 �Credit risk management policy document

•	� Treasury risk management policy document
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•	 �Operational risk management policy document

•	� Policy document – control approach

•	� Policy document – compliance officer

•	� Counterparty risk management policy document

•	� Charter of the Risk Management Area

•	� Charter of the committees of the board of directors and committees of the board of management

The structure and organization of the risk system and the risk culture described in this section are applicable to all types 

of risks and to all units of the Bank. Each type of risk is addressed further, separately, as relevant, later in this report.

Credit Risk
Credit risk is the risk that a borrower or debtor may default on obligations to the Bank under a credit agreement. 

The credit portfolio is a major component of the asset portfolio of the Bank Group; therefore, deterioration in the 

stability of the various borrowers may have an adverse effect on the Group's asset value and profitability. 

Activities that create credit risk include:

1.	�� Balance sheet exposures:

	� Current liabilities to the bank, such as credit and mortgages to the public, credit to banks and deposits with banks, 

credit to governments, investment in bonds (corporate and other), and the balance sheet part (present value) 

of derivatives and financial instruments. 

2.	 Off-balance-sheet exposures:

	� Potential (unrealized) liabilities to the bank, such as guarantees, unutilized commitments to grant credit, unutilized 

credit facilities, and potential liabilities due to changes in the value of transactions in derivatives and financial 

instruments.

Credit Risk Management

The goal of credit risk management is to allow the Group to operate, and to ensure that it operates, in accordance 

with the policies and strategic objectives established and within the risk appetite defined in the area of credit, from 

the level of the single transaction to the overview of the credit portfolio.

The Bank’s credit risk management policy is based on diversification of the credit portfolio and controlled management 

of risks. Risk diversification is reflected by the distribution of the Bank’s credit portfolio among a large number of 

borrowers in different sectors of the economy, among the different linkage segments, and among different geographical 

regions overseas. The policy of distributing risks among economic sectors is based on an evaluation of anticipated 

developments in the different sectors. For this purpose, the Bank conducts industry-level surveys and economic 

feasibility studies to evaluate the risk and business potential related to activity in the various economic sectors. The 

Bank’s business objectives are determined in accordance with these surveys and studies.

The credit management system monitors customers’ credit exposure. Credit review systems identify, monitor, and 

report to the responsible function and to managers on negative signs related to borrowers. 

Credit risk management is based on the following principles:

1.	� Independence – The principle of independence is an essential element of proper corporate governance, in order 

to prevent conflicts of interest and create a system of checks and balances. The goal of this principle is to ensure 

that the information regarding risks reported to management functions, and in particular to senior management 

and the Board of Directors, is objective and is not influenced by other considerations, in particular considerations 

of business success and remuneration for such success. 
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2.	� Hierarchy of authority – The Bank has a hierarchy of authority that outlines a sequence of credit authorizations, 

according to the level of debt of the borrower or group, the risk rating, and problematic debt classifications, 

allowing control over the process of approving new credit transactions. The hierarchy of authority provides a 

definition of individual credit approval thresholds and thresholds for transfer to approval committees, as well as 

the composition of such committees. 

3.	� Comprehensive view of the customer/group – Management of risk groups encompassing several borrowers 

who are related in terms of risk, such as a company and its subsidiaries, a married couple, etc. The activity of 

customers and groups is overseen by a customer manager who is responsible for all activities of that borrower/

group. Information systems continuously provide customer managers and their staff with a comprehensive view 

of the activity of the customer/group, including the level of credit risk, and in accordance with Proper Conduct 

of Banking Business Directive 313. 

4.	� Credit policies – The Board of Directors of the Bank sets forth the credit policy, which is examined and updated 

routinely, according to changes in the financial markets and in the economy. This policy includes various limits on 

the credit portfolio, in accordance with the risk appetite of the Bank, including exposure limits by economic sector, 

country, or financial institution, as a function of the risk level assessed by the Bank. Limits are also imposed on the 

maximum exposure to a single borrower, according to the credit rating assigned to the borrower, which reflects 

the borrower’s risk level, as well as a maximum limit for a group of borrowers. Credit policy includes the credit 

risk management policy of the corporation; it formalizes and defines the rules applicable to all parties at the Bank 

involved with credit risk, and is designed to serve the business goals of Bank Hapoalim, in alignment with its risk 

policy and risk appetite, and in compliance with regulatory directives.

	� Credit policy documents delineate the aspects relevant to each Area (customer type, economic sector, purpose 

of the loan, etc.), taking risk levels into consideration. Adherence to the guidelines of the credit document in 

carrying out business operations allows rational management of credit and credit exposures, and serves as a 

tool for the management of credit risks. The credit policies and procedures are binding for everyone involved in 

the area of credit at the Bank. The policy specifies the principles and considerations related to credit granting, the 

authority to grant credit, prohibitions and limits applied to credit granting, and the procedures that establish the 

Bank's practices and principles in the areas of credit and collateral. The Risk Management Area is responsible for 

the overall policy of the Bank, and for formulating and coordinating the policies of the business units. 

5.	 �Controls and risk identification – The process of reviewing and identifying credit risks is conducted by the three 

lines of defense. Controls are applied from the level of each individual credit to the level of the portfolio, in the 

first and second lines of defense, according to materiality thresholds. The Credit Risk Management Unit leads and 

coordinates reports to the Board of Management and Board of Directors regarding trends and changes in the 

credit portfolio, including the level of credit risk in the portfolio, compliance with limits, special events, analysis of 

concentration, extreme scenarios, and a presentation of general risk indices in Israel and globally. 

	� In the third line of the defense, Internal Audit is responsible, among other matters, for reviewing the implementation 

and effectiveness of risk-management procedures and risk-assessment methodologies, including the implementation 

of risk management and control policy at the Bank.

6.	� The identification of credit risk in existing products is based on risk management, measurement, and control 

processes at the various levels. The identification of risk in new products relies on the policy for new products, 

which specifies the processes to be followed for each new product at the Bank in order to identify all risks involved 

in the product, assess the extent and materiality of such risk, and provide solutions for the measurement, control, 

and hedging of the risk. 
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	� A quarterly and annual process has been designed in order to identify concentration risk and examine the potential 

implications of various shocks (financial, political, and others) for the financial robustness of the Bank. This process 

includes definition, examination, and reporting of the results of extreme scenarios, and mapping of the effects on 

profit and on capital adequacy.

7.	 �Credit risk is quantified and measured on several levels: the level of the individual borrower, borrower groups by 

area of activity, sectors of the economy, segments of borrowers, products, and the overall portfolio of the Bank 

and of the Group. Procedures for risk quantification and measurement and for the ranking of borrowers and 

of credit have been developed and implemented for each area of activity and type of credit. These processes 

combine assessments by credit experts with decision-making processes and advanced statistical models. 

8.	� Identification and treatment of borrowers in distress – The Bank has established policies and procedures for the 

identification and handling of borrowers in distress, including work processes for the identification and treatment 

of problematic credit, and examination of the fairness of the classification and allowance for such borrowers (for 

details, see the section “Problematic Debts and Borrowers in Distress”).

9.	� Uniform instruction and training – Employees involved in the area of credit undergo training and instruction on 

credit, foreign trade, and mortgages. These sessions provide uniform training to all those involved in this area, 

imparting professional tools and teaching the Bank's policies and principles in the area of credit. Lessons-learned 

processes based on various credit events are conducted by the units and communicated to the relevant functions, 

in accordance with the procedures of the Bank. 

10.	Hedging and risk mitigation – see below. 



Bank Hapoalim B.M. and its Consolidated Subsidiaries47

Structure and Organization of Credit Risk Management Function

Corporate governance for risk management relies on three lines of defense, which are clearly separated from one 

another.

The approach taken with regard to control of all financial risks at Bank Hapoalim involves identification and assessment 

of the risks, and control of compliance with the limits established in the various regulations, through three lines of 

defense. The lines of defense are presented below, according to the degree of their independence from the professional 

function responsible for taking the risk.

First line of defense:

The business units are responsible for identifying, assessing, measuring, monitoring, mitigating, and reporting all risks 

inherent in products, activities, processes, and systems under their responsibility, as well as for managing an appropriate 

control environment in the context of risk management. 

The first level of the first line of defense includes the units that manage business activity and create credit risks, in 

Israel and overseas. Further controls are performed at the second level of the first line of defense, in addition to 

those carried out in the units that create risk as part of the routine management of their business. This line of defense 

includes the internal credit and control units within the business areas and at the bank's overseas offices:

•	� Credit System Operation Division – Corporate Banking Area

•	� Division administrations and Corporate Credit Unit – Corporate Banking Area

•	� Retail Credit and Mortgages Division – Retail Banking Area

•	� Overseas Credit Review Department – International Banking Area

•	� Banks and Financial Institutions Department – Financial Markets Area

•	� Exposure and Risk Management System – Financial Markets Area

Second line of defense:

The second line of defense supplements the risk-management activities of the business lines. This function has a 

reporting structure that is independent of the business lines that generate risk; it is responsible for planning, maintaining, 

and continually developing the working framework for risk management at the banking corporation.

This line of defense includes:

•	� The Credit Risk Management Unit, which serves as the independent oversight unit for the management and 

analysis of credit risks, as part of the second line of defense. The unit reports to the head of the Risk Management 

Area and is independent of credit underwriting and approval processes. 

	 The unit is responsible for the following areas:

	 •	 Monitoring credit exposure, the level of credit risk, and compliance with the credit limits of the Group. 

	 •	 Running extreme scenarios at the level of the Bank and the Group.

	 •	 Monitoring, measuring, and managing credit concentration risk.

	 •	 Formulating the credit policy of the Bank.

	 •	� Applying controls and tests of various credit focus areas at the Bank, selected using risk-based samples; credit 

review activities at the branches and subsidiaries of the Bank overseas. 

	 •	� Challenging the business function and writing an independent opinion in accordance with Proper Conduct 

of Banking Business Directive 313 in the approval of substantial credit exposures, in substantial changes in 

terms of credit, in substantial additions to credit, and in decisions regarding debt arrangements for problematic 

credit.

	 •	 Overseeing credit classifications and credit losses.

	 •	 Developing methodologies for the calculation of allowances.

	 •	 Development of models for measuring and monitoring credit risk ratings.

•	 �Credit risk management and credit review units at subsidiaries and at the Bank's offices overseas. These units 

operate in a similar format to the Credit Risk Management Unit at the Bank, in accordance with the Bank's policy 

on credit risk management.
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Third line of defense:

Internal audit operates independently and objectively as a third line of defense. Its goals include helping the organization 

achieve its objectives by recommending risk mitigation through improved controls. Internal audit operates under laws, 

regulations, the Banking Rules (Internal Audit), Proper Conduct of Banking Business Directives, professional guidelines 

of the Institute of Internal Auditors in Israel, guidelines of the Board of Directors' Audit Committee and of the Board 

of Directors, and management needs.

Credit Risk Management Tools

Credit exposures are automated, allowing analysis and reporting on various dimensions. Information systems 

continuously provide a comprehensive view of the activity of the customer/group, including the level of credit risk. The 

comprehensive view of corporate clients is overseen in accordance with Directive 313 of the Bank of Israel and the 

procedures of the Bank, in order to obtain a full picture of risk groups, reflecting ownership relationships and economic 

dependency relationships. With regard to retail clients, the Bank has defined risk groups in order to also reflect family 

connections, joint banking activity, etc. Alerts of events that may indicate worsening of the customer's condition are 

sent to the desktop of the officer responsible for that customer, based on internal systems and external information.

Credit risk management processes include models for estimating credit risk. Credit risk rating is used to identify 

changes in the risk level of the borrower and of the portfolio. The Credit Risk Management Unit has developed and 

implemented models for estimating credit risk, which establish ratings for borrowers and for credit. These models 

combine assessments by credit experts with advanced statistical models. The rating models are embedded in credit 

processes at the various Areas and integrated with the processes of making credit decisions, pricing credit, credit 

policy, identifying customers in distress, and monitoring the quality of the portfolio and of borrowers.

Risk at the level of the overall portfolio of the Group is monitored by the Credit Risk Management Unit. A summary 

report including credit exposures, risk in the portfolio, trends and changes, special events, and various indicators of 

risk levels is presented for discussion to the Board of Management of the Bank, the Credit Committee of the Board 

of Directors, and the Risk Management and Control Committee of the Board of Directors. Additional credit risk 

management tools include analyses of concentration of the portfolio of exposures and analysis of extreme scenarios.

Hedges and Risk Mitigation

Bank Hapoalim manages credit collateral through a collateral system that includes conservative safety margins. Within 

collateral policy, principles and rules have been set forth to determine the value of collateral with respect to its type 

and the type of credit that it secures, such as: the estimated time range and expenses necessary for realization of the 

collateral, type of indexation, volatility in the value of the collateral, etc. Procedures have also been defined for the 

processing of collateral and for monitoring changes in collateral and in the value thereof.

Collateral received by the Bank to secure credit includes financial assets, real-estate assets, and other assets. Against 

credit granted to companies, the Bank also receives collateral in the form of general floating liens on the companies’ 

assets. The Bank examines the use of additional risk mitigation tools, as necessary, including loan sales, acquisition of 

insurance, and use of credit derivatives. See “Credit Risk Mitigation” later in this section.
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Problematic Debts and Borrowers in Distress 

The policy for debt classifications and allowances includes indicators for the identification of customers who, according 

to the Bank’s evaluation, may default on their obligations to the Bank. In addition, the Credit Analysis Department and 

the Credit Review Department in the Risk Management Area determine, in the opinion they prepare, whether the 

specific customer should be included in the Bank’s watch list, whether the customer’s rating requires classification, 

and whether an allowance for credit losses is necessary. Customers identified for supervision and existing watch list 

customers are discussed as part of the quarterly process of examining the fairness of classifications. These borrowers 

are supervised and monitored more closely, and the Bank is working to reduce its exposure to them by redeeming 

credit from the borrowers’ resources and/or by obtaining additional collateral from them. In certain cases, customers 

are transferred to a division specializing in monitoring and restructuring of customers’ debt, or to debt collection 

units. In addition, the Bank regularly reviews the level of credit risk in borrower portfolios on the basis of conservative 

assumptions, classifies problematic credit risk according to the directives of the Bank of Israel (impaired, substandard, 

or under special supervision), and records a sufficient allowance for credit losses in respect of the total credit risk 

at the Bank.

Classification Definitions

Special supervision 

Credit risk under special supervision includes balance sheet and off-balance sheet credit risk with potential weaknesses 

that should be given special attention by management. If not addressed, these potential weaknesses could result in 

deterioration of the probability of repayment of the credit or of the status of the Bank as a creditor at a certain future 

date. Off-balance sheet credit is classified as under special supervision if it is at least possible that the contingent liability 

in respect of the off-balance sheet item may materialize, and in addition, the debts that may be acquired as a result 

of the materialization of the contingent liability fit the classification of debts under special supervision. 

Substandard

Substandard credit risk includes balance sheet and off-balance sheet credit risk insufficiently protected by the current 

established value and repayment capability of the borrower or of the pledged collateral, if available. Credit risk assigned 

this classification must have well-defined weaknesses that jeopardize the realization of the debt, such that there is a 

clear possibility that the Bank may incur a certain loss if the deficiencies are not remedied. Off-balance sheet credit 

risk is classified as substandard if there is at least a possibility that the contingent liability in respect of the off-balance 

sheet item may materialize, and in addition, the debts that may be acquired as a result of the materialization of the 

contingent liability fit the classification of substandard debts. Credit not examined individually, in respect of which an 

allowance for credit losses is recognized on a collective basis, is classified as substandard when it becomes debt in 

arrears of 90 days or more.  
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Impaired debt

Credit is classified as impaired when, based on up-to-date knowledge and events, the Bank expects to be unable 

to collect the full amounts owed to it according to the original contractual terms with the customer. A decision 

regarding the classification of credit as impaired is based on factors including, among others, the condition of arrears 

of the debt; evaluation of the borrowers’ financial condition and repayment capability; existence and condition of 

collateral; financial condition of guarantors, if any, and their commitment to supporting the debt; and the borrower’s 

ability to obtain third-party financing. In any case, debt evaluated on an individual basis is classified as impaired when 

the principal or interest in respect of the debt is in arrears of 90 days or more. In addition, in any case in which the 

terms of a debt were changed in troubled debt restructuring, the debt is classified as impaired debt, unless a minimum 

allowance for credit losses according to the method of the extent of arrears was recorded in respect thereof before 

and after the restructuring, in accordance with the appendix to Proper Conduct of Banking Business Directive 314 

concerning the fair evaluation of credit risks and fair measurement of debts. Impaired debt returns to the status of 

unimpaired debt only when there are no principal or interest components in respect of the debt that are due but 

have not been paid, and the Bank expects the remaining principal and interest to be repaid in full, in accordance with 

the terms of the contract. 

Definition of Debt in Arrears 

Debt in arrears 

Debt in which principal or interest have not been paid on time, in reference to the contractual repayment terms. 

A current account or a current drawing account shall be reported as a debt in arrears when the account remains 

continuously at a negative balance (in the absence of an approved credit facility), or in deviation from the approved 

credit facility, for 30 days or more; or if, within the credit facility, amounts are credited to the account that are lower 

than the negative balance and the credit facility, for a period of 180 days. Loans shall be reported as debt in arrears 

when the principal or interest have not been paid after 30 days have elapsed from the scheduled date of payment 

according to the contractual repayment terms of the debt. 

Allowance for Credit Losses 

Individual Allowance

With regard to credit classified as “impaired,” the allowance for credit losses is derived from an individual examination 

of the amount collectible from the customer (cash flows and/or expected realization of collateral), after discounting 

the amounts according to the expected time of collection and realization. The recoverable amount is determined by 

applying safety margins aimed at addressing situations of uncertainty regarding the ability to repay the debt. However, 

because economic variables are involved, there is no certainty that the recoverable amount will not be lower than 

the established estimate, due to worsening of economic parameters or for any other reason. Debts not expected 

to be collected within a reasonable period are charged off, in accordance with the rules established in the Bank of 

Israel’s directives.

Customers under supervision and/or customers classified as problematic are examined individually on a quarterly basis, 

to determine the fairness of the classification and the fairness of the individually examined allowance for credit losses. 

This examination is performed by the Credit Risk Management Unit and approved by the Head of Risk Management. 

The Bank applies orderly work processes for this purpose, according to approved authorizations. If a debt is classified 

as impaired, a recoverable amount is established, and the individual allowance is derived from this amount. These 

processes are consistent with Proper Conduct of Banking Business Directives 311 and 314.



Bank Hapoalim B.M. and its Consolidated Subsidiaries51

Collective Allowance

With regard to sound credit or unimpaired problematic credit (substandard or under special supervision), a “collective 

allowance” is calculated based on the economic sector to which the customer belongs. In order to calculate the 

collective allowance, the Bank sets two allowance rates for each economic sector, for problematic and sound credit 

risk, on a quarterly basis, based on an analysis of historical credit losses, net charge-offs, the quality of the credit 

portfolio in the sector, and an analysis of market trends, in accordance with the instructions of the Bank of Israel.

The process of establishing allowance rates consists of three stages, in accordance with the instructions of the Bank 

of Israel: calculation of a multi-year average of charge-off rates; adjustment in the event of significant changes over the 

last year; and establishment of adjustment coefficients. The adjustment coefficients are used to cause the collective 

allowance rates to reflect changes in the quality of the credit portfolio in the sector, macro-economic trends, and 

changes in the Bank’s procedures and policies for granting credit. The Bank has developed an advanced model for 

establishing adjustment coefficients, in accordance with the instructions of the Bank of Israel. This model allows the 

expression of a wide range of environmental risk factors that may affect the rate of credit losses at the Bank, in an 

automated, consistent, controlled process. Pursuant to the instructions of the Bank of Israel, the adjustment coefficient 

of sound balance sheet debt in the sector of credit to private individuals shall not be less than 0.75%, and the balance 

of the collective allowance in respect of housing loans shall not be less than 0.35% of the balance of loans. 
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Risk Exposures

Table D.4: Segmentation of credit-risk exposures by counterparty and by main types of credit exposures, before allowance for credit losses(1)

December 31, 2015

Sovereign Public 
sector

Banking 
corporations

Corporations Secured by 
commercial 
real estate

Retail to 
individuals

Small 
businesses

Housing 
loans

Securitization Others  Gross credit 
exposure(2)

Average 
gross credit 

exposure

NIS millions

Loans(3) 59,351 4,549 5,490 100,821 38,527 60,447 9,657 66,495 - - 345,337 335,661

Bonds(4) 42,091 1,055 4,668 4,958 508 - - - - - 53,280 49,426

Derivatives(5) 33 868 2,617 5,915 413 34 73 8 - - 9,961 11,150

Other 
off-balance sheet 
exposures 488 2,387 2,228 73,729 54,373 51,572 3,757 2,330 195 - 191,059 187,966

Other assets(6) - - - - - - - - - 16,233 16,233 16,708

Total 101,963 8,859 15,003 185,423 93,821 112,053 13,487 68,833 195 16,233 615,870 600,911

December 31, 2014*

Sovereign Public 
sector

Banking 
corporations

Corporations Secured by 
commercial 
real estate

Retail to 
individuals

Small 
businesses

Housing 
loans

Securitization Others Gross credit 
exposure(2)

Average 
gross credit 

exposure

NIS millions

Loans(3) 45,789 4,460 8,132 102,045 35,487 54,541 8,448 61,240 - - 320,142 302,307

Bonds(4) 39,637 1,316 5,396 5,196 642 - - - - - 52,187 55,960

Derivatives(5) 32 1,019 3,212 7,188 352 39 233 11 - - 12,086 9,634

Other 
off-balance sheet 
exposures 1,999 3,468 2,457 78,958 46,901 48,507 3,289 2,327 194 - 188,100 179,031

Other assets(6) - - - - - - - - - 17,062 17,062 15,682

Total 87,457 10,263 19,197 193,387 83,382 103,087 11,970 63,578 194 17,062 589,577 562,614

*	 As reported excluding the effect of the adoption of US GAAP regarding employee benefits, which took effect on January 1, 2015. See Note 1D(1) to the 
Financial Statements for 2015. 

(1)	 After deduction of charge-offs, and before deduction of the allowance for credit losses on an individual and collective basis.
(2)	 Before conversion to credit of off-balance sheet components (e.g. weighting of unutilized credit facilities as credit), before credit risk mitigation as a result of 

the execution of certain actions (e.g. use of guarantees), and after offsetting of transactions in derivatives (netting).
(3)	 Including credit to the public, credit to the government, and deposits with central banks; after deduction of liabilities in respect of transactions in derivative 

instruments subject to CSA agreements.
(4)	 Not including bonds in the trading portfolio, and not including investments in capital of financial corporations.
(5)	 Positive fair value of derivatives, including the add-on reflecting the amount of the future potential exposure to credit in respect of the balance of the face 

value of derivative instruments, after offsetting of transactions in derivatives (netting).
(6)	 Including cash, investments in financial corporations not deducted from capital, advance payments to tax authorities, shares, and other assets with no counterparty, 

such as buildings and equipment.

Exposure to Foreign Countries

Balance sheet exposure to foreign countries as at December 31, 2015 amounted to NIS 58.0 billion, compared with NIS 65.7 billion at the end 

of 2014. 

Off-balance sheet exposure to foreign countries as at December 31, 2015 amounted to NIS 17.5 billion, compared with NIS 17.0 billion at the 

end of 2014.

The Bank operates in accordance with an ordered policy that sets limits and terms for the exposure to foreign countries. 
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Table D.5: Total principal exposures to foreign countries(1) as at December 31, 2015 (in NIS millions)

December 31, 2015

Balance sheet exposure(4) Off-balance sheet 
exposure(2)(4)

Cross-border balance
 sheet exposure

Balance sheet exposure of 
the banking corporation's 

offices in foreign countries to 
local residents

Total 
balance 

sheet 
exposure 

Problematic 
balance 

sheet credit 
risk(4)

Impaired 
debts(4)

Total 
off-balance 

sheet 
exposure

Of which: 
problematic 
off-balance 

sheet credit 
risk(4)

Cross-border 
balance sheet 

exposure 

To 
governments(3)

To
 banks

To
 others

Balance 
sheet 

exposure 
before 

deduction 
of local 

liabilities

Deduction 
in respect 

of local 
liabilities

Net 
balance 

sheet 
exposure 

after 
deduction 

of local 
liabilities

Maturity 
up to one 

year

Maturity 
over one 

year

Country

A.	United States 3,583 2,055 3,826 27,190 12,808 14,382 23,846 129 41 9,194 55 2,096 7,368

B.	 Switzerland - 504 32 7,050 - 7,050 7,586 1 - 229 - 163 373

C.	England 129 4,850 3,509 75 - 75 8,563 1 - 2,637 - 1,988 6,500

D.	Turkey - 6 13 2,055 935 1,120 1,139 80 84 976 - 16 3

E.	 Germany 280 1,022 297 - - - 1,599 - - 155 - 844 755

F.	 France 115 2,005 612 - - - 2,732 29 26 1,262 - 825 1,907

G.	Ireland - 3 152 - - - 155 - - 206 - 129 26

H.	Spain - 158 65 - - - 223 - - 33 - 28 195

I.	 Portugal - - 13 - - - 13 - - - - 12 1

J.	 Greece - - - - - - - - - 1 - - -

K.	 Italy - 5 48 - - - 53 - - 154 - 41 12

L.	 Others 1,522 2,603 7,940 66 1 65 12,130 125 45 2,660 14 4,668 7,397

Total 
exposures 
to foreign 
countries 5,629 13,211 16,507 36,436 13,744 22,692 58,039 365 196 17,507 69 10,810 24,537

Of which: total 
exposure to 
LDCs 67 269 1,012 2,055 935 1,120 2,468 92 94 1,627 - 456 892

The line “total LDCs” includes the total exposure to countries defined as Less Developed Countries (LDCs) in Proper Conduct of Banking Business Directive 
No. 315, “Supplementary Provision for Doubtful Debts." This amount includes data for Turkey, as detailed in the table above.
Balance sheet exposure to a foreign country includes cross-border balance sheet exposure and balance sheet exposure of the offices of the banking corporation 
in the foreign country to local residents. Cross-border balance sheet exposure includes balance sheet exposure of the offices of the banking corporation in Israel 
to residents of the foreign country, and balance sheet exposure of the overseas offices of the banking corporation to non-residents of the country in which the 
office is located.
Balance sheet exposure of the banking corporation’s offices in a foreign country to local residents includes balance sheet exposure of the offices of the banking 
corporation in that foreign country to the residents of the country, less liabilities of those offices (the deduction is performed up to the level of the exposure).
(1)	 Based on the final risk, after the effect of guarantees, liquid collateral, and credit derivatives.
(2)	 Credit risk in off-balance sheet financial instruments, as calculated for the purpose of the limits on indebtedness of a borrower, according to Proper Conduct 

of Banking Business Directive No. 313.
(3)	 Governments, official institutions, and central banks.
(4)	 Balance sheet and off-balance sheet credit risk, problematic credit risk, and impaired debts are presented before the effect of the allowance for credit losses, 

and before the effect of collateral deductible for the indebtedness of a borrower and of a group of borrowers.
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Table D.5: Total principal exposures to foreign countries(1) as at December 31, 2014 (in NIS millions) (continued)

December 31, 2014

Balance sheet exposure(4) Off-balance sheet 
exposure(2)(4)

Cross-border balance
 sheet exposure

Balance sheet exposure of 
the banking corporation's 

offices in foreign countries to 
local residents

Total 
balance 

sheet 
exposure

Problematic 
balance 

sheet credit 
risk(4)

Impaired 
debts(4)

Total 
off-balance 

sheet 
exposure

Of which: 
problematic 
off-balance 

sheet credit 
risk(4)

Cross-border 
balance sheet 

exposure 

To 
governments(3)

To
 banks

To
 others

Balance 
sheet 

exposure 
before 

deduction 
of local 

liabilities

Deduction 
in respect 

of local 
liabilities

Net 
balance 

sheet 
exposure 

after 
deduction 

of local 
liabilities

Maturity 
up to one 

year

Maturity 
over one 

year

Country

A.	United States 1,148 2,532 4,683 30,731 10,405 20,326 28,689 124 60 9,412 2 3,091 5,272

B.	 Switzerland - 547 51 5,174 - 5,174 5,772 - - 281 - 309 289

C.	England 117 5,120 4,075 93 - 93 9,405 2 - 2,404 - 2,738 6,574

D.	Turkey 1 11 17 2,509 1,323 1,186 1,215 109 110 1,263 - 21 8

E.	 Germany 285 1,151 784 - - - 2,220 - - 58 - 1,209 1,011

F.	 France 62 2,490 587 - - - 3,139 31 26 893 - 929 2,210

G.	Ireland - 7 192 - - - 199 - - 239 - 166 33

H.	Spain - 150 11 - - - 161 - - 24 - 46 115

I.	 Portugal - - 1 - - - 1 - - 2 - - 1

J.	 Greece - - - - - - - - - 1 - - -

K.	 Italy 1 4 45 - - - 50 - - 95 - 22 28

L.	 Others 1,430 5,245 7,830 324 - 324 14,829 141 71 2,365 13 6,831 7,674

Total exposures 
to foreign 
countries 3,044 17,257 18,276 38,831 11,728 27,103 65,680 407 267 17,037 15 15,362 23,215

Of which: total 
exposure to 
LDCs 173 558 898 2,788 1,323 1,465 3,094 137 120 1,736 - 708 921

The line “total LDCs” includes the total exposure to countries defined as Less Developed Countries (LDCs) in Proper Conduct of Banking Business Directive 
No. 315, “Supplementary Provision for Doubtful Debts." This amount includes data for Turkey, as detailed in the table above.
Balance sheet exposure to a foreign country includes cross-border balance sheet exposure and balance sheet exposure of the offices of the banking corporation 
in the foreign country to local residents. Cross-border balance sheet exposure includes balance sheet exposure of the offices of the banking corporation in Israel 
to residents of the foreign country, and balance sheet exposure of the overseas offices of the banking corporation to non-residents of the country in which the 
office is located.
Balance sheet exposure of the banking corporation’s offices in a foreign country to local residents includes balance sheet exposure of the offices of the banking 
corporation in that foreign country to the residents of the country, less liabilities of those offices (the deduction is performed up to the level of the exposure).
(1)	 Based on the final risk, after the effect of guarantees, liquid collateral, and credit derivatives.
(2)	 Credit risk in off-balance sheet financial instruments, as calculated for the purpose of the limits on indebtedness of a borrower, according to Proper Conduct 

of Banking Business Directive No. 313.
(3)	 Governments, official institutions, and central banks.
(4)	 Balance sheet and off-balance sheet credit risk, problematic credit risk, and impaired debts are presented before the effect of the allowance for credit losses, 

and before the effect of collateral deductible for the indebtedness of a borrower and of a group of borrowers.

For further details, see the section “Economic and Financial Review” in the Financial Statements as at December 31, 2015.
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Table D.6: Segmentation of the Portfolio by Term to Maturity and by Principal Type of Credit Exposure(1)

December 31, 2015

Up to
�  1 year

1 year to  
5 years

Over  
5 years

Other Effect of 
netting 

agreements

Gross credit 
exposure(2)

NIS millions

Loans(3) 158,600 84,504 102,233 - - 345,337

Bonds(4) 13,249 25,084 14,947 - - 53,280

Derivatives(5) 6,103 7,682 8,302 - )12,126( 9,961

Other off-balance sheet exposures 25,883 161,556 3,620 - - 191,059

Other assets(6) 2,619 - - 13,614 - 16,233

Total 206,454 278,826 129,102 13,614 )12,126( 615,870

December 31, 2014*

Up to
1 year

1 year to 
5 years

Over  
5 years

Other Effect of 
netting 

agreements

Gross credit 
exposure(2)

NIS millions

Loans(3) 144,504 78,164 97,474 - - 320,142

Bonds(4) 8,460 23,116 20,611 - - 52,187

Derivatives(5) 9,639 6,919 8,791 - )13,263( 12,086

Other off-balance sheet exposures 32,773 151,153 4,174 - - 188,100

Other assets(6) 2,364 - - 14,698 - 17,062

Total 197,740 259,352 131,050 14,698 )13,263( 589,577

*	 As reported excluding the effect of the adoption of US GAAP regarding employee benefits, which took effect on January 1, 2015. 
See Note 1D(1) to the Financial Statements for 2015.

(1)	 After deduction of charge-offs, and before deduction of the allowance for credit losses on an individual and collective basis.
(2)	 Before conversion to credit of off-balance sheet components (e.g. weighting of unutilized credit facilities as credit), before 

credit risk mitigation as a result of the execution of certain actions (e.g. use of guarantees), and after offsetting of transactions 
in derivatives (netting).

(3)	 Including credit to the public, credit to the government, and deposits with central banks; after deduction of liabilities in respect 
of transactions in derivative instruments subject to CSA agreements.

(4)	 Not including bonds in the trading portfolio, and not including investments in capital of financial corporations.
(5)	 Positive fair value of derivatives, including the add-on reflecting the amount of the future potential exposure to credit in respect 

of the balance of the face value of derivative instruments, after offsetting of transactions in derivatives (netting).
(6)	 Including cash, investments in non-financial corporations not deducted from capital, advance payments to tax authorities, shares, 

and other assets with no counterparty, such as buildings and equipment.
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Table D.7: Amount of impaired loans, amount of loans in arrears, individual and collective allowances and provision for credit losses recognized 

in the statement of profit and loss, and net charge-offs during the period, by principal sector or by principal type of counterparty

December 31, 2015

Total credit risk(1) Debts(2) and off-balance sheet credit risk (excluding derivatives)(3)

Total Credit 
execution 

rating(5)

Problematic(6) Total* * Of 
which: 

debts(2)

Problematic(6) Impaired Credit losses for the year ended 
December 31, 2015(4)

Provision 
(income) for 
credit losses

Net 
charge-offs

Allowance 
for credit 

losses

NIS millions

Activity of borrowers in Israel

Public – commercial

Agriculture 2,754 2,467 39 2,747 2,062 39 25 1 )7( 25

Mining and quarrying 3,256 3,219 6 2,829 2,226 6 - )4( - 7

Industry 39,357 36,962 2,291 38,146 17,805 2,249 879 )149( )150( 469

Construction and real estate - 
construction(7) 57,262 54,988 1,328 56,887 20,576 1,305 637 )106( )148( 636

Construction and real estate - 
real-estate activities 24,147 22,958 1,056 23,801 19,891 1,056 583 )169( )148( 515

Electricity and water supply 11,054 10,986 2 9,696 6,091 2 1 2 )1( 61

Commerce 37,452 33,353 2,310 37,092 26,609 2,301 1,293 626 298 1,170

Hotels, hospitality, and food services 10,640 9,558 266 10,608 9,432 266 234 )4( 5 70

Transportation and storage 8,914 7,967 141 8,717 6,538 141 96 4 )2( 42

Information and communications 6,735 5,682 913 6,246 4,029 912 715 91 20 234

Financial services 31,362 30,756 465 26,691 13,887 465 453 )16( 82 218

Other business services 12,583 11,593 171 12,555 8,311 171 81 34 24 108

Public and community services 8,008 7,705 55 8,001 5,997 55 42 )22( )11( 51

Total commercial(8) 253,524 238,194 9,043 244,016 143,454 8,968 5,039 288 )38( 3,606

Private individuals - housing loans 63,161 61,919 634 63,161 60,569 634 - 5 - 389

Private individuals - other 90,193 85,242 999 90,171 51,825 999 672 174 252 809

Total public - activity in Israel 406,878 385,355 10,676 397,348 255,848 10,601 5,711 467 214 4,804

Banks in Israel(9) 4,439 4,439 - 1,374 51 - - - - -

Israeli government 44,907 44,907 - 1,065 813 - - - - -

Total activity in Israel (1)456,224 434,701 10,676 399,787 256,712 10,601 5,711 467 214 4,804

(1)	 Balance sheet credit risk and off-balance sheet credit risk, including in respect of derivative instruments. Includes debts(2), bonds, securities borrowed or 
purchased under agreements to resell, assets in respect of derivative instruments, and credit risk in off-balance sheet financial instruments, as calculated for 
the purpose of the limit on borrower indebtedness, in the amount of NIS 256,712, 45,943, 119, 5,656, and 147,794 million, respectively

(2)	 Credit to the public, credit to governments, and deposits with banks (excluding deposits with the Bank of Israel), excluding bonds, securities borrowed or 
purchased under agreements to resell, and assets in respect of activity in the Maof market (presented under the item "other assets").

(3)	 Credit risk in off-balance sheet financial instruments, as calculated for the purpose of the limit on borrower indebtedness (excluding unutilized credit-card 
facilities under the responsibility of other banks, in the amount of approximately NIS 11,700 million), excluding in respect of derivative instruments.

(4)	 Including in respect of off-balance sheet credit instruments (presented in the balance sheet under the item "other liabilities").
(5)	 Credit risk wherein the credit rating at the date of the report is congruent with the credit rating for the execution of new credit, according to the policy of 

the Bank.
(6)	 Balance sheet and off-balance sheet credit risk that is impaired, substandard, or under special supervision, including in respect of housing loans for which an 

allowance based on the extent of arrears exists, and housing loans for which an allowance based on the extent of arrears does not exist which are in arrears 
of 90 days or more.

(7)	 Including balance sheet credit risk in the amount of approximately NIS 829 million and off-balance sheet credit risk in the amount of approximately NIS 1,029 
million extended to certain purchasing groups, which are currently in the process of construction.

(8)	 The balance of commercial debts includes the balance of housing loans, in the amount of approximately NIS 6,067 million, of commercial borrowers, or those 
extended to purchasing groups currently in the process of construction.

(9)	 Excluding cash balances of the Bank and deposits with the Bank of Israel, and before deducting the allowance for credit losses.
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Table D.7: Amount of impaired loans, amount of loans in arrears, individual and collective allowances and provisions for credit losses recognized 

in the statement of profit and loss, and net charge-offs during the period, by principal sector and by principal type of counterparty (continued)

December 31, 2015

Total credit risk(1) Debts(2) and off-balance sheet credit risk (excluding derivatives)(3)

Total Credit 
execution 

rating(5)

Problematic(6) Total* * Of which: 
debts(2)

Problematic(6) Impaired Credit losses for the year ended 
December 31, 2015(4)

Provision 
(income) 
for credit 

losses

Net 
charge-offs

Allowance 
for credit 

losses

NIS millions

Activity of borrowers overseas

Public – commercial

Agriculture 20 20 - 20 17 - - - - -

Mining and quarrying 1,003 1,003 - 349 153 - - - - -

Industry 6,923 6,907 14 5,385 3,225 14 1 )1( 6 10

Construction and real estate 9,566 9,397 163 9,062 6,338 163 123 9 )22( 88

Electricity and water supply 2,078 2,078 - 1,905 592 - - )2( - 6

Commerce 3,004 2,882 33 2,840 2,037 33 10 )1( 31 9

Hotels, hospitality, and food 
services 2,030 1,967 64 2,002 1,731 64 55 8 - 16

Transportation and storage 794 782 10 614 548 10 10 1 - 6

Information and communications 1,721 1,651 202 1,186 650 202 - 15 )4( 37

Financial services 18,171 18,064 101 13,816 8,153 101 30 )2( )5( 45

Other business services 1,105 1,092 1 940 669 1 1 2 )3( 6

Public and community services 898 881 17 691 430 17 17 )26( )5( 18

Total commercial(7) 47,313 46,724 605 38,810 24,543 605 247 3 )2( 241

Private individuals - housing loans 569 555 6 569 551 6 - - - 3

Private individuals - other 3,220 3,147 46 3,183 1,969 46 32 6 16 35

Total public - activity overseas 51,102 50,426 657 42,562 27,063 657 279 9 14 279

Banks overseas(8) 37,524 37,524 - 25,514 24,186 - - )1( - 3

Governments overseas 7,607 7,607 - 1,985 1,751 - - - - -

Total activity overseas )1(96,233 95,557 657 70,061 53,000 657 279 8 14 282

Total in Israel and overseas 552,457 530,258 11,333 469,848 309,712 11,258 5,990 475 228 5,086

(1)	 Balance sheet credit risk and off-balance sheet credit risk, including in respect of derivative instruments. Includes debts(2), bonds, securities borrowed or 
purchased under agreements to resell, assets in respect of derivative instruments, and credit risk in off-balance sheet financial instruments, as calculated for 
the purpose of the limit on borrower indebtedness, in the amount of NIS 53,000, 14,407, 0, 7,132, and 21,694 million, respectively.

(2)	 Credit to the public, credit to governments, and deposits with banks, excluding bonds, securities borrowed or purchased under agreements to resell, and 
assets in respect of activity in the Maof market (presented under the item "other assets").

(3)	 Credit risk in off-balance sheet financial instruments, as calculated for the purpose of the limit on borrower indebtedness, excluding in respect of derivative 
instruments.

(4)	 Including in respect of off-balance sheet credit instruments (presented in the balance sheet under the item "other liabilities").
(5)	 Credit risk wherein the credit rating at the date of the report is congruent with the credit rating for the execution of new credit, according to the policy of 

the Bank.
(6)	 Balance sheet and off-balance sheet credit risk that is impaired, substandard, or under special supervision, including in respect of housing loans for which an 

allowance based on the extent of arrears exists, and housing loans for which an allowance based on the extent of arrears does not exist which are in arrears 
of 90 days or more.

(7)	 The balance of commercial debts includes the balance of housing loans, in the amount of approximately NIS 59 million, of commercial borrowers, or those 
extended to purchasing groups currently in the process of construction.

(8)	 Excluding cash balances of the Bank, and before deducting the allowance for credit losses.
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Table D.7: Amount of impaired loans, amount of loans in arrears, individual and collective allowances and provisions for credit losses recognized 

in the statement of profit and loss, and net charge-offs during the period, by principal sector and by principal type of counterparty (continued)

December 31, 2014***

Total credit risk(1) Debts(2) and off-balance sheet credit risk (excluding derivatives)(3)

Total Credit 
execution 

rating(5)

Problematic(6) Total* * Of 
which: 

debts(2)

Problematic(6) Impaired Credit losses for the year ended 
December 31, 2014(4)

Provision 
(income) 
for credit 

losses

Net 
charge-offs**

Allowance 
for credit 

losses

NIS millions

Activity of borrowers in Israel

Public – commercial

Agriculture 2,764 2,521 43 2,748 2,084 43 28 )7( )4( 17

Mining and quarrying 3,175 3,135 8 2,736 2,189 8 - 8 - 11

Industry 42,972 38,696 4,011 41,262 18,635 3,814 1,051 )71( )19( 479
Construction and real estate - 
construction(7) 52,498 49,768 1,536 51,989 19,632 1,501 734 )329( )252( 599
Construction and real estate - 
real-estate activities 23,244 21,802 1,255 22,862 19,033 1,255 723 152 76 540

Electricity and water supply 11,600 11,554 1 10,140 4,935 - - 46 )1( 58

Commerce 36,796 33,225 2,505 36,146 25,324 2,504 1,099 386 65 819

Hotels, hospitality, and food services 10,496 9,371 395 10,383 8,762 395 364 )14( 3 76

Transportation and storage 8,383 7,746 149 8,078 6,230 149 110 )30( 17 36

Information and communications 8,183 6,892 1,282 7,450 5,161 1,280 980 29 144 162

Financial services 31,471 29,688 880 25,425 12,769 875 588 )46( 22 316

Other business services 12,352 11,263 181 12,275 8,472 181 99 12 36 102

Public and community services 7,745 7,393 131 7,717 5,753 131 58 )94( )75( 63

Total commercial(8) 251,679 233,054 12,377 239,211 138,979 12,136 5,834 42 12 3,278

Private individuals - housing loans 58,431 57,103 718 58,431 55,971 718 1 )34( )2( 385

Private individuals - other 85,120 81,922 917 85,079 48,196 917 644 309 109 884

Total public - activity in Israel 395,230 372,079 14,012 382,721 243,146 13,771 6,479 317 119 4,547

Banks in Israel(9) 5,960 5,960 - 1,753 404 - - - - -

Israeli government 41,796 41,796 - 1,521 560 - - - - -

Total activity in Israel (1)442,986 419,835 14,012 385,995 244,110 13,771 6,479 317 119 4,547

**	 Reclassified.
***	Comparative figures were reclassified, following the April 2014 circular of the Bank of Israel concerning adoption of the directives of the Central Bureau of 

Statistics for the uniform classification of economic sectors for 2011, which replaced the classification established in 1993.
(1)	 Balance sheet credit risk and off-balance sheet credit risk, including in respect of derivative instruments. Includes debts(2), bonds, securities borrowed or 

purchased under agreements to resell, assets in respect of derivative instruments, and credit risk in off-balance sheet financial instruments, as calculated for 
the purpose of the limit on borrower indebtedness, in the amount of NIS 244,110, 43,390, 280, 8,088, and 147,118 million, respectively.

(2)	 Credit to the public, credit to governments, and deposits with banks (excluding deposits with the Bank of Israel), excluding bonds, securities borrowed or 
purchased under agreements to resell, and assets in respect of activity in the Maof market (presented under the item "other assets").

(3)	 Credit risk in off-balance sheet financial instruments, as calculated for the purpose of the limit on borrower indebtedness (excluding unutilized credit-card 
facilities under the responsibility of other banks, in the amount of approximately NIS 10,753 million), excluding in respect of derivative instruments.

(4)	 Including in respect of off-balance sheet credit instruments (presented in the balance sheet under the item "other liabilities").
(5)	 Credit risk wherein the credit rating at the date of the report is congruent with the credit rating for the execution of new credit, according to the policy of 

the Bank.
(6)	 Balance sheet and off-balance sheet credit risk that is impaired, substandard, or under special supervision, including in respect of housing loans for which an 

allowance based on the extent of arrears exists, and housing loans for which an allowance based on the extent of arrears does not exist which are in arrears 
of 90 days or more.

(7)	 Including balance sheet credit risk in the amount of approximately NIS 892 million and off-balance sheet credit risk in the amount of approximately NIS 1,402 
million extended to certain purchasing groups, which are currently in the process of construction.

(8)	 The balance of commercial debts includes the balance of housing loans, in the amount of approximately NIS 5,496 million, of commercial borrowers, or those 
extended to purchasing groups currently in the process of construction.

(9)	 Excluding cash balances of the Bank and deposits with the Bank of Israel, and before deducting the allowance for credit losses.
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Table D.7: Amount of impaired loans, amount of loans in arrears, individual and collective allowances and provisions for credit losses recognized 

in the statement of profit and loss, and net charge-offs during the period, by principal sector and by principal type of counterparty (continued)

December 31, 2014***

Total credit risk(1) Debts(2) and off-balance sheet credit risk (excluding derivatives)(3)

Total Credit 
execution 

rating(5)

Problematic(6) Total* * Of 
which: 

debts(2)

Problematic(6) Impaired Credit losses for the year ended 
December 31, 2014(4)

Provision 
(income) 
for credit 

losses

Net 
charge-offs**

Allowance 
for credit 

losses

NIS millions

Activity of borrowers overseas

Public – commercial

Agriculture 66 29 27 66 45 27 27 13 - 17

Mining and quarrying 586 569 - 339 154 - - - - -

Industry 6,560 5,275 23 5,125 2,853 24 10 1 9 18

Construction and real estate 8,627 7,036 210 8,180 5,466 210 210 15 3 75

Electricity and water supply 1,803 1,803 - 1,452 337 - - )1( - 6

Commerce 2,823 2,283 86 2,711 1,669 86 37 41 3 40

Hotels, hospitality, and food services 3,078 2,901 66 3,039 2,211 66 50 )5( - 9

Transportation and storage 529 378 16 391 297 16 16 3 - 4

Information and communications 1,015 980 168 458 278 168 - )3( - 16

Financial services 17,479 17,339 49 12,973 7,511 49 49 )17( 1 38

Other business services 1,033 975 3 885 580 2 - 21 8 6

Public and community services 1,320 1,095 25 1,143 785 25 25 28 2 23

Total commercial(7) 44,919 40,663 673 36,762 22,186 673 424 96 26 252

Private individuals - housing loans 560 539 7 560 544 7 - )3( - 2

Private individuals - other 3,483 3,389 70 3,391 2,284 70 52 17 11 51

Total public - activity overseas 48,962 44,591 750 40,713 25,014 750 476 110 37 305

Banks overseas(8) 46,499 46,499 - 32,981 31,781 - - )2( - 4

Governments overseas 5,878 5,878 - 2,337 1,301 - - - - -

Total activity overseas (1)101,339 (1)96,968 750 76,031 58,096 750 476 108 37 309

Total in Israel and overseas 544,325 516,803 14,762 462,026 302,206 14,521 6,955 425 156 4,856

**	 Reclassified.
***	Comparative figures were reclassified, following the April 2014 circular of the Bank of Israel concerning adoption of the directives of the Central Bureau of 

Statistics for the uniform classification of economic sectors for 2011, which replaced the classification established in 1993.
(1)	 Balance sheet credit risk and off-balance sheet credit risk, including in respect of derivative instruments. Includes debts(2), bonds, securities borrowed or 

purchased under agreements to resell, assets in respect of derivative instruments, and credit risk in off-balance sheet financial instruments, as calculated for 
the purpose of the limit on borrower indebtedness, in the amount of NIS 58,096, 12,775, 196, 8,156, and 22,116 million, respectively.

(2)	 Credit to the public, credit to governments, and deposits with banks, excluding bonds, securities borrowed or purchased under agreements to resell, and 
assets in respect of activity in the Maof market (presented under the item "other assets").

(3)	 Credit risk in off-balance sheet financial instruments, as calculated for the purpose of the limit on borrower indebtedness, excluding in respect of derivative 
instruments.

(4)	 Including in respect of off-balance sheet credit instruments (presented in the balance sheet under the item "other liabilities").
(5)	 Credit risk wherein the credit rating at the date of the report is congruent with the credit rating for the execution of new credit, according to the policy of 

the Bank.
(6)	 Balance sheet and off-balance sheet credit risk that is impaired, substandard, or under special supervision, including in respect of housing loans for which an 

allowance based on the extent of arrears exists, and housing loans for which an allowance based on the extent of arrears does not exist which are in arrears 
of 90 days or more.

(7)	 The balance of commercial debts includes the balance of housing loans, in the amount of approximately NIS 103 million, of commercial borrowers, or those 
extended to purchasing groups currently in the process of construction.

(8)	 Excluding cash balances of the Bank, and before deducting the allowance for credit losses.
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AI Table D.8: Credit Quality** and Arrears

December 31, 2015

Non-problematic Problematic(1) Total Unimpaired debts* – 
additional information

Unimpaired Impaired(2) In arrears 
of 90 days 
or more(3)

In arrears 
of 30 to 

89 days(4)

NIS millions

Borrower activity in Israel

Public - commercial

Construction and real estate - construction 19,835 308 433 20,576 42 64

Construction and real estate - real-estate 
activities 18,956 445 490 19,891 5 16

Financial services 13,424 11 452 13,887 - 1

Commercial - other 83,743 2,339 3,018 89,100 86 167

Total commercial 135,958 3,103 4,393 143,454 133 248

Private individuals - housing loans(5) 59,935 634 - 60,569 634 388

Private individuals - other 50,839 322 664 51,825 84 194

Total public - activity in Israel 246,732 4,059 5,057 255,848 851 830

Banks in Israel 51 - - 51 - -

Israeli government 813 - - 813 - -

Total activity in Israel 247,596 4,059 5,057 256,712 851 830

Borrower activity overseas

Public - commercial

Construction and real estate 6,175 40 123 6,338 - 33

Commercial - other 17,840 241 124 18,205 - 53

Total commercial 24,015 281 247 24,543 - 86

Private individuals 2,468 20 32 2,520 6 34

Total public - activity overseas 26,483 301 279 27,063 6 120

Banks overseas 24,186 - - 24,186 - -

Governments overseas 1,751 - - 1,751 - -

Total activity overseas 52,420 301 279 53,000 6 120

Total public 273,215 4,360 5,336 282,911 857 950

Total banks 24,237 - - 24,237 - -

Total governments 2,564 - - 2,564 - -

Total 300,016 4,360 5,336 309,712 857 950

*	 For this purpose, "unimpaired debts" include non-problematic debts.
**	 Credit to the public, credit to governments, and deposits with banks (excluding deposits with the Bank of Israel), excluding 

bonds, securities borrowed or purchased under agreements to resell, and assets in respect of activity in the Maof market 
(presented under the item "other assets").

(1)	 Credit risk that is impaired, substandard, or under special supervision, including in respect of housing loans for which an allowance 
based on the extent of arrears exists, and housing loans for which an allowance based on the extent of arrears does not exist, 
which are in arrears of 90 days or more.

(2)	 In general, impaired debts do not accrue interest income. For information regarding certain impaired debts restructured in 
troubled debt restructuring, see Note 30B(2)(c) below.

(3)	 Classified as unimpaired problematic debts (with the exception of housing loans in arrears of up to 3 months), accruing interest 
income.

(4)	 Accruing interest income. Debts in arrears of 30 to 89 days, in the amount of approximately NIS 132 million (December 31, 
2014: NIS 156 million) were classified as unimpaired problematic debts.

(5)	 Includes a balance of housing loans, in the amount of approximately NIS 110 million (December 31, 2014: NIS 97 million) 
with allowance based on the extent of arrears, for which an arrangement has been signed for the borrower's repayment of 
the amounts in arrears, where a change has been made in the repayment schedule with regard to the balance of the loan not 
yet due for repayment.
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AI Table D.8: Credit Quality** and Arrears (continued)

December 31, 2014

Non-problematic Problematic(1) Total Unimpaired debts*** – 
additional information

Unimpaired Impaired(2) In arrears 
of 90 days 
or more(3)

In arrears 
of 30 to 

89 days(4)

NIS millions

Borrower activity in Israel

Public - commercial

Construction and real estate - construction 18,751 323 558 19,632 41 204

Construction and real estate - real-estate 
activities 17,937 454 642 19,033 15 83

Financial services 11,899 286 584 12,769 - 3

Commercial - other 80,767 3,395 3,383 87,545 87 127

Total commercial 129,354 4,458 5,167 138,979 143 417

Private individuals - housing loans(5) 55,254 717 - 55,971 *717 *391

Private individuals - other 47,292 266 638 48,196 75 188

Total public - activity in Israel 231,900 5,441 5,805 243,146 *935 *996

Banks in Israel 404 - - 404 - -

Israeli government 560 - - 560 - -

Total activity in Israel 232,864 5,441 5,805 244,110 *935 *996

Borrower activity overseas

Public - commercial

Construction and real estate 5,256 - 210 5,466 - -

Commercial - other 16,280 226 214 16,720 9 16

Total commercial 21,536 226 424 22,186 9 16

Private individuals 2,751 25 52 2,828 *7 *23

Total public - activity overseas 24,287 251 476 25,014 *16 *39

Banks overseas 31,781 - - 31,781 - -

Governments overseas 1,301 - - 1,301 - -

Total activity overseas 57,369 251 476 58,096 *16 *39

Total public 256,187 5,692 6,281 268,160 *951 *1,035

Total banks 32,185 - - 32,185 - -

Total governments 1,861 - - 1,861 - -

Total 290,233 5,692 6,281 302,206 *951 *1,035

*	 Restated.
** Credit to the public, credit to governments, and deposits with banks (excluding deposits with the Bank of Israel), excluding 

bonds, securities borrowed or purchased under agreements to resell, and assets in respect of activity in the Maof market 
(presented under the item "other assets

***	For this purpose, "unimpaired debts" include non-problematic debts.
(1)	 Credit risk that is impaired, substandard, or under special supervision, including in respect of housing loans for which an allowance 

based on the extent of arrears exists, and housing loans for which an allowance based on the extent of arrears does not exist, 
which are in arrears of 90 days or more.

(2)	 In general, impaired debts do not accrue interest income. For information regarding certain impaired debts restructured in 
troubled debt restructuring, see Note 30B(2)(c) below.

(3)	 Classified as unimpaired problematic debts (with the exception of housing loans in arrears of up to 3 months), accruing interest 
income.

(4)	 Accruing interest income. Debts in arrears of 30 to 89 days, in the amount of approximately NIS 132 million (December 31, 2014: 
NIS 156 million) were classified as unimpaired problematic debts.

(5)	 Includes a balance of housing loans, in the amount of approximately NIS 110 million (December 31, 2014: NIS 97 million) 
with allowance based on the extent of arrears, for which an arrangement has been signed for the borrower's repayment of 
the amounts in arrears, where a change has been made in the repayment schedule with regard to the balance of the loan not 
yet due for repayment.
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Table D.9: Allowance for Credit Losses

December 31, 2015***

Credit to the public Banks and 
governments

Total

Commercial**** Housing Other 
private

Total

Recorded debt balance of debts**

Examined on an individual basis 142,300 - 3,159 145,459 26,801 172,260

Examined on a collective basis(1) 25,697 61,120 50,635 137,452 - 137,452

Total debts** 167,997 61,120 53,794 282,911 26,801 309,712

(1) Of which: allowance for which was 
calculated according to the extent of arrears 6,126 60,863 - 66,989 - 66,989

Allowance for credit losses in respect 
of debts**

Examined on an individual basis 2,856 - 126 2,982 3 2,985

Examined on a collective basis(2) 375 392 665 1,432 - 1,432

Total allowance for credit losses 3,231 392 791 4,414 3 4,417

(2) Of which: allowance for which was 
calculated according to the extent 
of arrears***** 61 392 - 453 - 453

December 31, 2014

Credit to the public Banks and 
governments

Total

Commercial**** Housing Other 
private

Total

Recorded debt balance of debts**

Examined on an individual basis 137,840 - 3,584 141,424 34,046 175,470

Examined on a collective basis(1) 23,325 56,515 46,896 126,736 - 126,736

Total debts** 161,165 56,515 50,480 268,160 34,046 302,206

(1) Of which: allowance for which was 
calculated according to the extent of arrears 5,599 56,196 - 61,795 - 61,795

Allowance for credit losses in respect 
of debts**

Examined on an individual basis 2,682 - 163 2,845 4 2,849

Examined on a collective basis(2) 244 387 704 1,335 - 1,335

Total allowance for credit losses 2,926 387 867 4,180 4 4,184

(2) Of which: allowance for which was 
calculated according to the extent of 
arrears***** *58 *387 - *445 - *445

*	 Restated.
**	� Credit to the public, credit to governments, and deposits with banks (excluding deposits with the Bank of Israel), excluding 

bonds, securities borrowed or purchased under agreements to resell, and assets in respect of activity in the Maof market 
(presented under the item "other assets").

***	� For details regarding the initial implementation of the directives of the Supervisor of Banks concerning the collective allowance 
for credit losses, see Note 1D(6).

****	� The balance of commercial debts includes the balance of housing loans, in the amount of approximately NIS 6,126 million, 
of commercial borrowers, or granted to purchasing groups in the process of construction (December 31, 2014: 
NIS 5,599 million).

*****	�Includes the allowance beyond the amount required according to the method of the extent of arrears, calculated on a 
collective basis, in the amount of approximately NIS 235 million (December 31, 2014: NIS 215 million).

	� Includes the allowance beyond the amount required according to the method of the extent of arrears, in the amount of 
approximately NIS 28 million (December 31, 2014: NIS 24 million).
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Table D.10: Change in Allowance for Credit Losses

2015

Credit to the public Banks and 
governments 

Total 

Commercial Housing Other 
private

Total

Allowance for credit losses at beginning of year 3,530 387 935 4,852 4 4,856

Provision for credit losses(1) 291 5 180 476 )1( 475

Charge-offs )918( - )586( )1,504( - )1,504(

Recoveries of debts charged off in previous years 958 - 318 1,276 - 1,276

Net charge-offs 40 - )268( )228( - )228(

Other )14( - )3( )17( - )17(

Allowance for credit losses at end of year(2) 3,847 392 844 5,083 3 5,086

(1) Of which: in respect of off-balance sheet 
credit instruments 12 - )15( )3( - )3(

(2) Of which: in respect of off-balance sheet 
credit instruments 616 - 53 669 - 669

2014

Credit to the public Banks and 
governments 

Total 

Commercial Housing Other 
private

Total

Allowance for credit losses at beginning of year 3,430 422 729 4,581 6 4,587

Provision for credit losses(1) 138 )37( 326 427 )2( 425

Charge-offs )897( )3( )476( )1,376( - )1,376(

Recoveries of debts charged off in previous years 859 5 356 1,220 - 1,220

Net charge-offs )38( 2 )120( )156( - )156(

Allowance for credit losses at end of year(2) 3,530 387 935 4,852 4 4,856

(1) Of which: in respect of off-balance sheet 
credit instruments 41 - )7( 34 - 34

(2) Of which: in respect of off-balance sheet 
credit instruments 604 - 68 672 - 672
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AI Additional Information Regarding Exposures to Credit Risk
AI Construction and Real Estate

Overall credit risk in the construction and real-estate sectors totaled approximately NIS 91 billion 

as at December 31, 2015. 
AI Table D.11: Segmentation of credit risk of the Bank Group in the construction and real-estate sectors, 

by principal areas of activity 

Balance as at December 31, 2015

Balance sheet 
credit risk

Off-balance 
sheet credit risk

Total credit risk

NIS millions

Construction for commerce and services 1,822 884 2,706

Construction for industry 453 196 649

Housing construction 11,119 26,516 37,635

Yield-generating properties 22,799 5,814 28,613

Other 11,462 9,910 21,372

Total construction and real-estate sectors 47,655 43,320 90,975

AI Credit Risk in Respect of Exposures to Borrowers and to Groups of Borrowers
AI Table D.12: Details of balances of balance sheet credit and off-balance sheet credit risk to borrowers whose 

indebtedness exceeds NIS 1,200 million, by sector of the economy, as at December 31, 2015

December 31, 2015

Number of 
borrowers

Balance sheet 
credit

Off-balance 
sheet credit risk

Total

NIS millions

Economic sector

Industry 3 886 7,088 7,974

Construction and real estate - real-estate activities 2 2,065 831 2,896

Construction and real estate - construction 1 239 1,360 1,599

Electricity and water supply 1 1,808 2,290 4,098

Financial services 4 5,039 2,617 7,656

Total 11 10,037 14,186 24,223
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AI Table D.13: Balances of balance sheet credit and off-balance sheet credit risk to the 6 largest borrowers, by 

sector of the economy, as at December 31, 2015

December 31, 2015

Balance sheet 
credit

Off-balance 
sheet credit risk

Total

NIS millions

Economic sector

Industry 171 4,683 4,854

Electricity and water supply 1,808 2,290 4,098

Financial services 1,848 421 2,269

Financial services 294 1,579 1,873

Financial services 1,801 1 1,802

Financial services 1,096 616 1,712

Total 7,018 9,590 16,608

Pursuant to Proper Conduct of Banking Business Directive No. 313, Limits on the Indebtedness of Borrowers and 

Groups of Borrowers, a limit is imposed on the Bank, among other matters, under which the rate of “indebtedness” of 

a “borrower” and of a “group of borrowers,” as defined in the directive, after subtracting certain permitted amounts as 

specified in the directive, shall not exceed 15% and 25%, respectively, of the capital of the Bank, calculated according 

to Proper Conduct of Banking Business Directive 202, Capital Components. The directive further states that the total 

indebtedness (after subtracting the permitted amounts) of the borrowers, borrower groups, and banking borrower 

groups, each of whose indebtedness exceeds 10% of the capital of the Bank, shall not exceed 120% of the capital 

of the Bank. 

An update of Proper Conduct of Banking Business Directive 313, Limits on the Indebtedness of Borrowers and 

Groups of Borrowers, was issued in June 2015. Among other matters, the update restricts the definition of capital 

to Tier 1 capital (after supervisory adjustments and deductions), as defined in Proper Conduct of Banking Business 

Directive 202, and updates the limit on the indebtedness of a banking borrower group to a banking corporation, which 

previously stood at 25% of capital, to 15% of capital. The amendments to the directive took effect on January 1, 2016.

With regard to the definition of capital, the following will apply: Tier 1 capital, as in the definition of capital, supplemented 

by Tier 2 capital, as published in the financial statements as at December 31, 2015. The supplement will be reduced 

in equal installments over twelve quarters, until it reaches zero on December 31, 2018. For details, see the section 

“Description of the Bank Group's Business by Segments of Activity – The Corporate Segment” in the Board of 

Directors’ Review. 

The Bank conducts monitoring and control processes in order to examine compliance with the limits set forth in 

Directive 313 with regard to exposure to the indebtedness of borrower groups. In addition, the Bank performs 

periodic surveys of credit risk in such borrower groups, with an individual examination of the borrowers belonging 

to the borrower groups, the nature of these borrowers’ activities, and the correlations between the borrowers that 

can affect group-level risk. 
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AI Table D.14: Details of credit risk balances for each group of borrowers whose net indebtedness on a consolidated 

basis, in accordance with Proper Conduct of Banking Business Directive 313, “Limits on the Indebtedness of 

Borrowers and Groups of Borrowers” (hereinafter: Directive 313), exceeds 15% of the capital of the banking 

corporation (as defined in Directive 313), as at December 31, 2015

December 31, 2015

Balance sheet 
credit risk(1) 

Off-balance 
sheet credit 

risk(1)

Of which: 
Off-balance 
sheet credit 

risk in respect 
of derivative 

instruments(2)

Gross 
indebtedness(3)

Deductions(4) Net 
indebtedness(5)

Percentage of 
regulatory 

capital

NIS millions  

Borrower group A 4,827 4,134 287 8,969 509 8,460 17.07%

(1)	 After deduction of the balance of charge-offs and the allowance for credit losses calculated on an individual basis. 
(2)	 Off-balance sheet credit risk in respect of derivative instruments, as calculated for the purposes of the limits on indebtedness 

of borrowers and of borrower groups.
(3)	 This amount includes third-party guarantees outside the group. 
(4)	 Deductions permitted under Directive 313, mainly including deposits deposited at the Bank, bonds issued by the State of Israel, 

and deductible indemnity letters of the State of Israel or financial institutions.
(5)	 The data presented above represent exposure to borrower groups, and are stated after the permitted deductions pursuant to 

Directive 313, and after deduction of the allowance for credit losses calculated on an individual basis. These data are therefore 
not comparable with data regarding borrowers’ indebtedness provided in other disclosures in the report.

AIRisks in the Housing Loan Portfolio 
AI Table D.15: Development of the balance in the housing credit portfolio, by linkage base and as a percentage of 

the balance in the credit portfolio of the Bank

Unlinked segment CPI-linked segment Foreign currency 
segment

Total 

Fixed interest 
rate

Floating interest 
rate

Fixed interest 
rate

Floating interest 
rate

Floating interest 
rate

Recorded 
debt 

balance 
in NIS 

millions

Rate of 
change 
during 

the 
period

Balance 
in NIS 

millions

Rate 
in % 

Balance 
in NIS 

millions

Rate 
in % 

Balance 
in NIS 

millions

Rate 
in % 

Balance 
in NIS 

millions

Rate 
in % 

Balance 
in NIS 

millions

Rate 
in % 

December 31, 2015 8,785 13.1% 23,880 35.5% 13,179 19.6% 20,724 30.8% 678 1.0% 67,246 8.3%

December 31, 2014 4,250 6.8% 21,374 34.4% 13,379 21.5% 22,241 35.8% 870 1.4% 62,114 6.6%

December 31, 2013 2,298 3.9% 19,171 32.9% 12,918 22.2% 22,964 39.4% 943 1.6% 58,294 7.8%

The Bank routinely monitors developments in the housing credit portfolio, and applies various measures to manage 

risk. Housing credit risks are examined individually, based on the policies and objectives established in the risk appetite 

set for housing credit, from the level of the individual transaction to an overview of the housing credit portfolio of 

the Bank. 

Risk appetite hedging: The Bank manages and hedges risk appetite, including through limits on various segments, 

as established in policy discussions of the Board of Management and the Board of Directors, overseen and led by 

the Risk Management Area. The limits address LTV rates, repayment capability, distribution of credit products in the 

portfolio, volume of problematic debt, loan durations, geographical distribution, rate of arrears, etc. These indices are 

also monitored in comparison to the data of the banking system as a whole. 

The Bank tracks macro-economic conditions and changes in general, and in the business environment of the industry 

in particular. Some events require a reexamination of policy, such as a sharp increase in the floating interest rate, steep 

inflation, an increase in unemployment in the Israeli economy, and a material change in housing prices. 
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Data are reported on a monthly basis in an Area-level risk forum, headed by the Head of Retail Banking and the 

Head of Risk Management, and on a quarterly basis as part of the report on developments in the credit portfolio 

and in credit risk to the Board of Management and Board of Directors. 

The Bank uses a statistical model to measure the probability of default and the economic allocation required in the 

mortgage portfolio. In addition, stress scenarios are applied to the mortgage portfolio, and the effect on the portfolio 

and on the Bank as a whole is analyzed. These scenarios include a sharp decline in prices of homes, an increase in the 

interest rate, and an increase in the unemployment rate. 

In addition, insurance arrangements are in place (life insurance and building insurance). For loans approved up 

to November 1, 2012, the Bank also required credit insurance when the LTV ratio was greater than 75%. As of 

November 1, 2012, loans with an LTV ratio greater than 75% can no longer be approved. 

AI Housing Credit Execution 

Housing loans are approved based on a hierarchy of authorizations reflecting the nature of the credit application and 

its inherent risk. Housing credit risk is quantified and measured on several levels: the level of the individual customer 

and the level of the overall credit portfolio of the Bank. For that purpose, quantification and measurement processes 

have been developed and implemented, combining assessments by housing-credit experts with statistical models. 

As part of the quantification of risk, a focused examination of repayment capability is executed, including a test of 

sensitivity to possible changes in repayment capability as a result of possible changes in the interest rate. 

Characteristics of housing credit granted by the Bank: 
AI Table D.16: Housing loan data – percentage of total new loans executed

For the year ended

December 31, 
2015

December 31, 
2014

Characteristics

Financing rate over 60% 33.3% 36.6%

Ratio of repayment to income greater than 40% (for acquisition and in monthly payments) 0.7% 5.6%

Financing rate over 60% and repayment rate over 40% 0.3% 1.9%

Percentage of execution of floating-rate loans with interest varying at a frequency of less than 
5 years (Bank of Israel limit 33.3%) 30.0% 31.0%

Percentage of all-purpose loans 2.7% 4.5%

Loans for investment purposes as a percentage of acquisition 16.7% 16.8%

Average loan per acquisition (in NIS thousands), excluding refinancing of Ministry of Finance loans 657 613

Average original term to maturity per acquisition, in years (excluding bridge loans) 21.6 20.9

Percentage over 25 years (including refinancing) 24.7% 20.8%

Marginal rate of borrower balances over NIS 5 million 1.23% 1.48%

Note that financing rates were calculated pursuant to Reporting Directive No. 876 of the Supervisorof Banks, “Report on 
Housing Loans.”
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Risk indices have improved in recent years, as reflected in the decrease in the percentage of execution of credit at 

a financing rate greater than 60%, payments at more than 40% of income, and credit over NIS 5 million. The rate of 

execution of general-purpose loans and of floating-rate loans also decreased. The average amount of loans and the 

average maturity period increased.

AI Leveraged Financing

Leveraged financing includes, among other matters, transactions for the financing of means of control of corporations 

at high financing rates; holding companies, at high financing rates relative to the value of their holdings; financing of 

subordinate (mezzanine) debt; and financing of the acquisition of operations, when the credit is provided at the 

acquired company and is at a high financing rate, and exceeds the sector policy for the acquired company. An internal 

limit is in place for leveraged financing as a percentage of the total capital of the Bank. 

Reports on developments in leveraged financing and on compliance with the established limit are submitted each 

quarter to the Board of Management and the Board of Directors of the Bank, for monitoring of the risks inherent 

in this type of financing.

The new Proper Conduct of Banking Business Directive 327 and an update of Directive 323 took effect on January 

1, 2016. 

Proper Conduct of Banking Business Directive 327, Management of Leveraged Loans, establishes an overall 

risk-management framework for leveraged loans, and formalizes various matters including the definition of a leveraged 

loan, general policy guidelines, underwriting procedures, quantitative reporting and analysis, classification of leveraged 

loans, credit analysis, and more. The directive applies to credit granted as of January 1, 2016. The Bank is preparing to 

update the leveraged financing category and adjust its internal limits in accordance with the new directive.

Proper Conduct of Banking Business Directive 323, Limits on Financing of Equity Transactions (prior to the update the 

title of the directive was Financing of Acquisition of Means of Control in Corporations) – the update of the directive 

expands regulation with regard to credit for the acquisition of means of control to encompass equity transactions, 

which in addition to the financing of means of control, also include acquisition of issued shareholders’ equity, acquisition 

of another corporation or a material part of its assets, and capital distribution. 
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AI Table D.17: The Bank's exposures to leveraged financing as at December 31, 2015, by economic sector of the 

borrower

December 31, 2015

Number of 
borrowers

Balance of 
balance sheet 

credit

Balance of 
off-balance 

sheet credit

Total*

NIS millions

Economic sector(1) of the borrower

Construction and real estate - construction 11 1,626 302 1,928

Construction and real estate - real-estate activities 12 1,011 992 2,003

Financial services and insurance services 13 882 13 895

Other business services 3 70 3 73

Commerce 11 977 6 983

Industry 4 912 125 1,037

Information and communications 5 507 - 507

Mining and quarrying 4 1,442 122 1,564

Electricity and water - - - -

Hotels, hospitality, and food services - - - -

Transportation and storage - - - -

Public services - - - -

Agriculture - - - -

Total 63 7,427 1,563 8,990

*	 Net of an individual allowance for credit losses in the amount of approximately NIS 319 million.
(1)	 Definitions of economic sectors changed following the circular of the Bank of Israel of April 2014.

The Bank's exposures to leveraged financing as at December 31, 2014, by economic sector of the borrower

December 31, 2014

Number of 
borrowers

Balance of 
balance sheet 

credit

Balance of 
off-balance 

sheet credit

Total*

NIS millions

Economic sector of the borrower

Construction and real estate - construction 7 135 152 287

Construction and real estate - real-estate activities 11 1,024 1,431 2,455

Financial services and insurance services 25 2,920 305 3,225

Other business services 1 59 - 59

Commerce 7 1,273 12 1,285

Industry 7 2,483 247 2,730

Communications and computer services 2 343 - 343

Electricity and water - - - -

Hotels, hospitality, and food services - - - -

Transportation and storage - - - -

Public services 1 13 - 13

Agriculture - - - -

Total 61 8,250 2,147 10,397

*	 Net of an individual allowance for credit losses in the amount of approximately NIS 300 million.
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Credit Risk Mitigation: Standardized Approach Disclosures 

Implementation of External Credit Ratings

According to the external rating based standard approach implemented at the Bank, credit risk weightings are 

determined by methods including the attribution of exposure to the counterparty to a transaction, as stated in the 

directive, taking into account the external credit ratings established by external credit assessment institutions (ECAI), 

which are used for standardized measurement of credit risk. 

ECAI ratings are used to determine the risk weights of the following counterparties:

•	 Sovereigns

•	 Public sector

•	 Corporations

•	 Banking corporations

For this purpose, the Bank uses data from two rating agencies: Moody’s Investor Service and Standard & Poor’s 

Rating Group. 

Table D.18: Ratings of the major international rating agencies

Ratings by rating agencies Risk weight

Moody’s S&P Corporations Banks Sovereign

1 Aaa to Aa3 AAA to AA- 20% 20% 0%

2 A1 to A3 A+ to A- 50% 50% 20%

3 Baa1 to Baa3 BBB+ to BBB- 100% 100% 50%

4 Ba1 to Ba3 BB+ to BB- 100% 100% 100%

5 B1 to B3 B+ to B- 150% 100% 100%

6 Caa1 or lower CCC+ or lower 150% 150% 150%

During the rating process, customers are identified and the appropriate rating is determined by matching the files of 

the ECAIs with the data of the counterparties. The data are entered into the calculation system, and the appropriate 

risk weight is assigned based on the rules established by the Supervisor of Banks. Accordingly, the lower of the credit 

ratings assigned by either of the two rating agencies noted above is selected. 

When there is no rating for the counterparty, the risk weight is calculated according to the defaults defined in the 

directives of the Bank of Israel. The risk weight for debts of Israeli banks with an original term to maturity of three 

months or less, denominated and financed in NIS, is 20%. The risk weight for banks is determined by the risk weight 

of the country in which the bank is incorporated, and is one level below the risk weight derived from the country's 

rating. For investments in issuances that have a specific issuance rating, the risk weight of the debt is based on such 

rating, except when the issuer is a banking corporation or a public-sector entity. In these cases, the risk weight is based 

on the issuer rating, rather than on the specific issuance rating.

Credit Risk Mitigation

The Bank applies the comprehensive standardized approach in order to determine risk weightings to apply to the 

counterparty. The standardized approach requires the use of independent ratings prepared by international rating 

agencies.

The following tables present details of gross credit exposure, after deducting the allowance for credit losses on an 

individual basis, by risk weightings, with segmentation of the exposure by counterparty (segments), before and after 

credit risk mitigation in respect of recognized collateral.
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Table D.19: Amount of gross credit exposures before credit risk mitigation

December 31, 2015

0% 20% 35% 50% 75% 100% 150% 250% Gross credit 
exposure(1)

NIS millions

Sovereign 93,626 6,178 - 296 - 1,863 - - 101,963

Public sector - 3,190 - 5,668 - - - - 8,858

Banking corporations 318 11,685 - 2,570 - 429 - - 15,002

Corporations - 2,182 - 3,237 - 177,639 1,538 - 184,596

Secured by commercial 
real estate - - - - - 93,092 551 - 93,643

Retail to individuals - - - - 111,138 138 669 - 111,945

Small businesses - - - - 13,245 97 89 - 13,431

Housing loans - - 30,710 12,348 19,687 5,853 235 - 68,833

Securitization - - - - - 195 - - 195

Others 2,768 - - - - 8,763 815 3,887 16,233

Total 96,712 23,235 30,710 24,119 144,070 288,069 3,897 3,887 614,699

December 31, 2014*

0% 20% 35% 50% 75% 100% 150% 250% Gross credit 
exposure(1)

NIS millions

Sovereign 77,540 7,232 - 325 - 2,360 - - 87,457

Public sector - 3,789 - 6,468 - 6 - - 10,263

Banking corporations - 13,366 - 5,071 - 760 - - 19,197

Corporations - 1,803 - 3,348 - 184,375 3,165 - 192,691

Secured by commercial 
real estate - - - - - 82,714 514 - 83,228

Retail to individuals - - - - 102,223 173 564 - 102,960

Small businesses - - - - 11,599 255 75 - 11,929

Housing loans - - 32,569 7,441 14,762 8,563 242 - 63,577

Securitization - - - - - 194 - - 194

Others 2,416 - - - - 10,720 640 3,286 17,062

Total 79,956 26,190 32,569 22,653 128,584 290,120 5,200 3,286 588,558

*	 As reported excluding the effect of the adoption of US GAAP regarding employee benefits, which took effect on January 1, 2015. 
See Note 1D(1) to the Financial Statements for 2015. 

(1)	 Before conversion to credit of off-balance sheet components (e.g. weighting of unutilized credit facilities as credit), before 
credit risk mitigation as a result of the execution of certain actions (e.g. use of guarantees), and after offsetting of transactions 
in derivatives (netting).
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Table D.20: Amount of net credit exposures after credit risk mitigation

December 31, 2015

0% 20% 35% 50% 75% 100% 150% 250% Net credit 
exposure(1)

NIS millions

Sovereign 93,626 6,178 - 192 - 943 - - 100,939

Public sector 1,811 3,190 - 5,668 - - - - 10,669

Banking corporations 318 13,644 - 16,424 - 329 - - 30,715

Corporations - 2,179 - 3,142 - 171,014 1,438 - 177,773

Secured by commercial 
real estate - - - - - 92,601 551 - 93,152

Retail to individuals - - - - 93,781 138 666 - 94,585

Small businesses - - - - 11,896 96 87 - 12,079

Housing loans - - 30,710 12,348 19,687 5,853 235 - 68,833

Securitization - - - - - 195 - - 195

Others 2,768 - - - - 8,763 815 3,887 16,233

Total 98,523 25,191 30,710 37,774 125,364 279,932 3,792 3,887 605,173

December 31, 2014*

0% 20% 35% 50% 75% 100% 150% 250% Net credit 
exposure(1)

NIS millions

Sovereign 78,289 7,232 - 227 - 1,642 - - 87,390

Public sector 1,258 3,789 - 5,718 - 6 - - 10,771

Banking corporations - 15,272 - 17,964 - 660 - - 33,896

Corporations - 1,803 - 3,348 - 177,412 3,084 - 185,647

Secured by commercial 
real estate - - - - - 81,967 511 - 82,478

Retail to individuals - - - - 85,907 172 563 - 86,642

Small businesses - - - - 10,271 255 74 - 10,600

Housing loans - - 32,461 7,549 14,762 8,563 242 - 63,577

Securitization - - - - - 194 - - 194

Others 2,416 - - - - 10,720 640 3,286 17,062

Total 81,963 28,096 32,461 34,806 110,940 281,591 5,114 3,286 578,257

*	 As reported excluding the effect of the adoption of US GAAP regarding employee benefits, which took effect on January 1, 
2015. See Note 1D(1) to the Financial Statements for 2015.

(1)	 Before conversion to credit of off-balance sheet components (e.g. weighting of unutilized credit facilities as credit), after credit 
risk mitigation, and after offsetting of transactions in derivatives (netting).
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Credit Risk Mitigation: Standardized Approach Disclosures

Collateral management at the Bank is described in the section “Hedging and Risk Mitigation,” below. Under the Basel 

3 directives, under certain conditions, certain collateral such as guarantees, credit derivatives, and financial instruments 

held as collateral can be deducted from risk-adjusted assets for the purpose of calculating the capital-adequacy ratio. 

The deduction of collateral for the calculation of the capital ratio is performed after using safety margins established 

in the directive. These margins take into account factors including the term to maturity of the collateral, any lack of 

congruity between the linkage terms of the collateral and of the credit that it secures, and volatility in the value of 

the collateral.

The eligible financial collateral used by the Bank to calculate capital adequacy and risk mitigation includes deposits 

that constitute collateral by way of liens, bonds of banking corporations and governments under permanent liens, and 

shares under lien traded on the primary index. In addition, the Bank uses guarantees of banking corporations, which 

transfer the exposure from the segment of the guaranteed party to exposure to banking corporations. 

Table D.21: Details of types of collateral used, with presentation of exposures covered by guarantees, exposures 

covered by credit derivatives, and exposures covered by eligible financial collateral,by counterparty 

December 31, 2015

Gross credit 
exposure(1)

Exposure 
covered by 
guarantees

Exposure 
covered by 
derivatives

Total 
amounts 

subtracted

Total 
amounts 
added(2)

Exposure 
covered 

by financial 
collateral(3)

Net credit 
exposure(4)

NIS millions

Sovereign 101,963 )1,024( - )1,024( - - 100,939

Public sector 8,858 - - - 1,811 - 10,669

Banking corporations 15,002 )754( - )754( 16,923 )456( 30,715

Corporations 184,596 )1,198( - )1,198( 46 )5,671( 177,773

Secured by commercial real estate 93,643 )14( - )14( - )477( 93,152

Retail to individuals 111,945 )15,486( - )15,486( - )1,874( 94,585

Small businesses 13,431 )258( - )258( - )1,094( 12,079

Housing loans 68,833 - - - - - 68,833

Securitization 195 - - - - - 195

Others 16,233 - - - - - 16,233

Total 614,699 )18,734( - )18,734( 18,780 )9,572( 605,173

(1)	 Before conversion to credit of off-balance sheet components (e.g. weighting of unutilized credit facilities as credit), before 
credit risk mitigation, and after offsetting of transactions in derivatives (netting).

(2)	 Including an additional safety coefficient appropriate for exposure to borrowed securities.
(3)	 After taking safety coefficients into account.
(4)	 Before conversion to credit of off-balance sheet components (e.g. weighting of unutilized credit facilities as credit), after credit 

risk mitigation, and after offsetting of transactions in derivatives (netting).
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Table D.21: Details of types of collateral used, with presentation of exposures covered by guarantees, exposures 

covered by credit derivatives, and exposures covered by eligible financial collateral,by counterparty (continued)

December 31, 2014*

Gross credit 
exposure(1)

Exposure 
covered by 
guarantees

Exposure 
covered by 
derivatives

Total 
amounts 

subtracted

Total 
amounts 
added(2)

Exposure 
covered 

by financial 
collateral(3)

Net credit 
exposure(4)

NIS millions

Sovereign 87,457 )817( - )817( 750 - 87,390

Public sector 10,263 )750( - )750( 1,258 - 10,771

Banking corporations 19,197 )442( - )442( 15,672 )531( 33,896

Corporations 192,691 )1,133( - )1,133( 86 )5,997( 185,647

Secured by commercial real estate 83,228 )40( - )40( - )710( 82,478

Retail to individuals 102,960 )14,280( - )14,280( - )2,038( 86,642

Small businesses 11,929 )218( - )218( - )1,111( 10,600

Housing loans 63,577 - - - - - 63,577

Securitization 194 - - - - - 194

Others 17,062 - - - - - 17,062

Total 588,558 )17,680( - )17,680( 17,766 )10,387( 578,257

*	 As reported excluding the effect of the adoption of US GAAP regarding employee benefits, which took effect on January 1, 2015. 
See Note 1D(1) to the Financial Statements for 2015.

(1)	 Before conversion to credit of off-balance sheet components (e.g. weighting of unutilized credit facilities as credit), before 
credit risk mitigation, and after offsetting of transactions in derivatives (netting).

(2)	 Including an additional safety coefficient appropriate for exposure to borrowed securities.
(3)	 After taking safety coefficients into account.
(4)	 Before conversion to credit of off-balance sheet components (e.g. weighting of unutilized credit facilities as credit), after credit 

risk mitigation, and after offsetting of transactions in derivatives (netting).

Credit Risks in Respect of Derivative Financial Instruments

Counterparty credit risk arising from transactions in derivative financial instruments is measured by applying the 

coefficients stipulated in Proper Conduct of Banking Business Directive 203 to the face value of the transactions, 

according to the risk weight of the counterparty.

For the activity of Bank customers involving derivative financial instruments, the Bank has developed computerized 

models for measuring and controlling counterparty risk at the transaction level and the customer level. These models 

allow the Bank to regularly monitor customers’ financial situation. In this activity, credit risk at a particular date is 

defined as the total of the value of the present position plus potential risk of future losses arising from volatility of 

the underlying assets in the position of the counterparty, taking into account offsets and correlation between the 

transactions; this represents the Bank’s potential loss in the event of default by the counterparty. 

Credit risk arising from transactions in derivative financial instruments in respect of the counterparty to the transaction 

is measured by applying conservative coefficients to the nominal value of the transactions, or using the scenarios 

approach, in which the maximum potential exposure of the customer is calculated in a range of different market 

situations, or using an internal model developed at the Bank. The measurement method is matched to the customer, 

according to the nature of activity in the customer's derivatives portfolio.

Rules and working procedures have been established in order to determine the required level of collateral for 

such transactions, as well as rules regarding the actions necessary in order to close exposures, with regard to 

transactions and customers. Collateral policy is matched to the type of borrower and activity in the area of derivatives. 

Counterparty exposure limits are set by the appropriate credit authorities at the Bank.
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The Bank’s policy for activity in derivatives with financial institutions obligated to comply with capital-adequacy 

requirements is to operate within Credit Support Annex (CSA) agreements to limit exposure. Operational aspects 

arising from this activity are examined and controlled routinely by a specialized unit.

In order to calculate credit risk exposure in respect of derivative financial instruments, the Bank implements the 

present exposure method, as established in the directive. In this method, credit risk in respect of derivative financial 

instruments includes the amounts of the positive fair value of derivatives in the balance sheet, plus add-on values in 

respect of potential credit risk, calculated by multiplying the face values of the derivatives by the coefficients stated in 

the directive, taking into account the underlying asset and term to maturity of the instrument. 

Pursuant to the directive, transactions in derivatives can be offset for capital-adequacy purposes, provided that the 

following conditions are fulfilled, among others:

•	 Existence of a netting contract or agreement with the counterparty creating a single legal obligation covering 

all of the included transactions, such that the banking corporation has the right to receive, or the obligation to 

pay, only the net amount of the positive and negative values, revalued to the market, of the single transactions 

included, in the event that the counterparty fails to meet its obligations due to one of the following reasons: 

default, bankruptcy, liquidation, or similar circumstances. 

•	 Existence of written, reasoned legal opinions according to which, if the matter were brought to a legal test, the 

courts and the relevant administrative agencies would find that the banking corporation’s exposure is a net 

amount, based on: 

•	 �The law in the jurisdiction in which the counterparty is registered, and in the case of involvement of a foreign 

office of the counterparty, also the law in the jurisdiction in which the office is located; 

•	 �The law applicable to the individual transactions; 

•	 �The law applicable to any contract or agreement necessary in order to execute the actual offset. 

•	 Existence of internal procedures aimed at ensuring that the legal characteristics of netting arrangements are 

examined in light of the possibility of changes in the relevant law. Among other matters, the procedures shall 

ensure the performance of recurring legal reviews. 

•	 Existence of internal procedures aimed at ensuring that before the transaction is included in the netting set, the 

transaction is covered by legal opinions that fulfill the criteria established above. 

•	 In addition to counterparty credit risk in respect of the risk of default, the Bank is required to allocate capital 

to cover the risk of credit valuation adjustment (CVA) losses, in respect of expected counterparty risk in 

over-the-counter (OTC) derivatives.
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Table D.22: Details of Credit Exposures of the Bank Arising from Derivatives

December 31, 2015

Interest-rate 
derivatives

Foreign-currency 
and gold 

derivatives

Equity 
derivatives

Precious 
metals

Commodity 
derivatives

Total

NIS millions

Positive gross fair value 8,244 3,483 1,171 11 79 12,988

Add-on values 3,268 4,896 858 3 74 9,099

Effect of netting agreements - - - - - )12,126(

Eligible collateral - - - - - )1,219(

Net credit exposure 11,512 8,379 2,029 14 153 8,742

December 31, 2014

Interest-rate 
derivatives

Foreign-currency 
and gold 

derivatives

Equity 
derivatives

Precious 
metals

Commodity 
derivatives

Total

NIS millions

Positive gross fair value 8,766 6,235 1,314 15 152 16,482

Add-on values 3,037 4,876 898 7 49 8,867

Effect of netting agreements - - - - - )13,263(

Eligible collateral - - - - - )1,352(

Net credit exposure 11,803 11,111 2,212 22 201 10,734

Table D.23: Details of face value of the Bank’s credit-derivatives portfolio, used for risk management in the 

Bank’s credit portfolio

December 31, 2015

Face value in NIS millions

Banking book Total face value of 
credit derivativesProtection acquired Protection sold

Credit derivatives 50 137 187

December 31, 2014

Face value in NIS millions

Banking book Total face value of 
credit derivativesProtection acquired Protection sold

Credit derivatives 50 136 186
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Securitization Exposures

The volume of the Bank’s exposure in respect of securitization is approximately NIS 195 million, arising from liquidity 

lines. The Bank supplies liquidity lines to securitization entities in which third parties serve as the sponsors. The lines 

supplied by the Bank constitute a relatively small share of the total liquidity lines of these securitization entities. The 

Bank does not supply credit reinforcement to these entities. The total liquidity lines supplied to securitization entities, as 

described above, as at December 31, 2015, amounted to NIS 195 million (approximately USD 50 million), compared 

with NIS 194 million (approximately USD 50 million) at the end of 2014. No withdrawals were executed on any of 

these lines up to December 31, 2015.

The risk weight applied to the amount of the exposure is determined according to the highest risk weight assigned 

to a single exposure covered by the instrument.

For further information regarding credit risk and the management thereof, see the Board of Directors’ Review within 

the financial report to the public. 

Market Risk
Market Risk Management

Market risk – The risk of loss or decline in value arising from change in the economic value of a financial instrument, 

or of a particular portfolio or group of portfolios; and on the general level, a change in the economic value of the 

Bank due to changes in prices, rates, spreads, and other market parameters, including the following:

•	 �Interest-rate risk – The risk of loss or decline in value as a result of changes in interest rates in the various 

currencies. 

•	 Currency risk – The risk of loss as a result of changes in exchange rates.

•	 Inflation risk – The risk of loss as a result of changes in the curve of CPI expectations. 

•	 Share price risk – The risk of loss as a result of changes in stock prices or in stock indices. 

•	 Credit spread risk – The risk of loss as a result of change in the spread between the yield to maturity of 

corporate bonds traded in the markets and the relevant risk-free interest rate. 

•	 Volatility risk – The risk of loss as a result of changes in the volatility rates quoted in the market. 

•	 Basis spread risk – The risk of loss as a result of changes in the spreads between different interest-rate curves 

or different interest bases. 

The main risk factors to which the Bank is exposed are NIS interest rates in the linked and unlinked segments, inflation, 

the NIS/USD exchange rate, and spreads between different interest-rate curves. 

Interest-rate exposure in the banking book and exposure to share prices and credit spreads are described in this 

report in separate sections.

Market risks are managed separately by each subsidiary in the Bank Group, according to policy established by each 

company’s board of directors and in accordance with Group policy. The Bank has set risk limits for the Group that 

also apply to subsidiaries in which the risk level has been defined as significant for the Group. Market and liquidity 

risks are assessed and controlled based on a uniform methodology at the Group level, under the guidance of the 

Risk Management Area, taking into account the size of capital and the unique characteristics of the activity of each 

subsidiary. Exposures to market risks of the subsidiaries are examined by the Market and Liquidity Risk Management 

Department in the Risk Management Area, and reported to the Board of Management and the Board of Directors 

of the Bank at an appropriate frequency based on the risk level. 
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Structure and Organization

Market risk management is controlled by the Board of Management Global Asset and Liability Management Committee. 

Policies, including the established limits, are submitted for discussion and approval to the committees of the Board 

of Management, the committees of the Board of Directors, or the plenum of the Board of Directors, as relevant.

Ongoing activity is conducted by secondary committees, with the participation of senior officers of the Bank; one 

secondary committee is headed by the Head of Financial Markets and another is headed by the Head of the ALM 

Division. A local committee also operates in New York. The committees operate on the basis of resolutions passed 

by the Board of Directors and by its committees regarding exposure to market risks, subject to the directives issued 

by the Supervisor of Banks or by the local regulator, as relevant. 

Risk limits reflect the Bank’s risk appetite for market risks – the level of risk which the Board of Management and 

the Board of Directors are willing to bear in the course of business operations in order to achieve returns or value. 

The limits are approved by the Board of Directors and fixed in procedures, including, among other things, limits on 

the sensitivity of the Bank’s economic value to changes in the principal risk factors and specific limits for each of the 

various activities. The Bank's risk appetite is established in terms of VaR and/or sensitivities and/or scenarios. 

Market risks at Bank Hapoalim are managed at the Financial Markets Area. Market risks in the banking book are 

managed by the ALM Division, and market risks in the trading book are managed by the Dealing Room Division (see 

details and extensive information below).

Market risk assessment and the complementary controls are executed by the Market and Liquidity Risk Management 

Department, independently and in addition to the monitoring and analysis performed as part of the activity of the 

Financial Markets Area. This is one of two departments in the Operational and Market Risk Management Unit within 

the Risk Management Area.

Market risk exposures are identified methodically, by collecting information from trading and non-trading product 

management systems. This information is analyzed in order to manage and assess the risk, using advanced automated 

systems adapted to each need, based on commonly accepted pricing models. The models are examined in an orderly 

validation procedure.

Trading activity is routinely managed and measured using specialized automated systems commonly used in the 

international markets for these purposes, such as Opics, Summit, and Derivatech, as well as automated systems 

developed by the Bank. Market risks arising from this activity are also measured using the Algorithmics system. 

AI Market Risk Management Policy

Market risk management policy in the Bank Group is reflected in the Group risk-management policy and in the 

quantitative limits detailed later in this section. Activity in the markets is intended both for hedging exposures that 

arise from the Bank's activity and service to its customers, and for managing positions within limits. In general, market 

risk management at the Group is aimed at increasing expected profits, while maintaining approved, controlled risk 

levels. Exposure to these risks is not a primary source of revenue for Bank Hapoalim.

In the area of the activity of Bank customers involving derivative financial instruments, the Bank has developed 

computerized models for measuring and controlling counterparty risk at the transaction level and the customer 

level. These models allow the Bank to regularly monitor customers’ situation. In this activity, credit risk at a particular 

date is defined as the total of the value of the present position plus potential risk of future losses; the potential loss 

is calculated taking into account the volatility of the underlying assets in the position of the counterparty, taking into 

account offsets and correlation between the transactions; this represents the Bank’s loss in the event of default by 

the counterparty. 
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Credit risk arising from transactions in derivative financial instruments in respect of the counterparty to the transaction 

is measured by applying conservative coefficients to the notional value of the transactions, or using the scenarios 

approach, in which the maximum potential exposure of the customer is calculated in a range of different market 

situations, or using an internal model developed at the Bank. The measurement method is matched to the customer, 

according to the nature of activity in the customer's derivatives portfolio. Rules and working procedures have been 

established in order to determine the required level of collateral for such transactions, as well as rules regarding the 

actions in order to close exposures, with regard to transactions and customers, if necessary. Counterparty exposure 

limits are set by the appropriate credit authorities at the Bank. 

For further information, see the section “Credit Risk,” above.

The Bank’s policy for activity in derivatives with financial institutions obligated to comply with capital-adequacy 

requirements is to operate within Credit Support Annex (CSA) agreements to limit exposure. 

Operational aspects arising from this activity are examined and controlled routinely by a specialized unit.

Market risk exposure procedures

A policy document for treasury risk management in the Group is presented to the Board of Directors for approval 

each year. As part of the policy, risk procedures are approved, which include an overall framework for the risk estimate 

in the banking book and at Bank Hapoalim, limits on the overall sensitivity of the Bank to risk factors, and risk limits 

for the various trading activities. The annual document reflects the work plan of the Financial Markets Area.

The policy documents address events that require reporting, with a procedure for escalation to the Chief Executive 

Officer and to the Chairman of the Board of Directors, as relevant, including exceptional developments in the markets 

or other material events. 
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Table D.24: Main limits on exposures to market risks in the overall activity of the Bank, and separately for trading 

activity

Limit NIS millions % of active 
financial capital

Overall Bank Activity Overall risk estimate (VaR)* 1,000

Sensitivity of economic value to parallel changes of 1% in 
interest-rate curves:

Unlinked NIS 620

CPI-linked NIS 620

Foreign currency 500

Linkage-base exposures by segment:

CPI-linked NIS 100-/+

Foreign currency, including foreign-currency linked 30-/+

Sensitivity to 10% change in NIS/USD exchange rate 500

Of which: Trading Book Overall risk estimate (VaR)** 200

Sensitivity of economic value to parallel 
changes of 1% in interest-rate curves:

Unlinked NIS 120

Foreign currency 70

Parallel and non-parallel change in NIS/
USD basis spread curve***

180

CPI exposure - net position limit 4,000

NIS/foreign-currency exposure 10-/+

*	 This limit was lowered to NIS 950 million as of the beginning of 2016.
**	 This limit was lowered to NIS 150 million as of the beginning of 2016.
***	This limit is in effect as of January 1, 2016.

AI Means for Policy Supervision and Realization

The Board of Directors and the Risk Management and Control Committee receive reports on activity, exposures, 

results of operations, and execution of approved policy, at least once each quarter. These reports include: a review of 

topics discussed and reported in committees, including main resolutions; main exposures and risk levels utilized out 

of approved limits; results of operations; summary of events requiring a report (losses, exceptions from procedures, 

exceptional events); applications for and approvals of expansion of activities and authorizations for the various activities, 

according to the hierarchy of authorizations; overview of market risk in the activity of the Bank and at subsidiaries 

with significant exposures for the Group; and a quarterly report on the control of market risks.

Risk Assessment and Control

First line of defense – the Financial Markets Area and the overseas offices: In addition to risk assessment, examination 

of results, and routine controls over compliance with limits, operational controls are applied by various units in 

the Financial Markets Area and at the overseas offices. The additional goals of these controls are to examine the 

correctness, completeness, and congruence of different databases in different reporting systems, and to identify 

operational errors.

Second line of defense – identification and assessment of risks, control of limits on the extent of risks, and reporting 

on findings are performed or controlled by the Risk Management Area, independently of the routine analyses and 

reports performed as part of the activity of the first line of defense.
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The Market and Liquidity Risk Management Department in the Risk Management Area is responsible for the 

formulation of the market risk assessment methodology of the Bank Group, and for independent complementary 

control over market risks in the Group.

AI Management of Positions

Market risks in the trading portfolio arise from the Bank’s activity as a market maker, trader, and manager of positions 

on its own behalf. This activity is based on dynamic management of positions, mainly by means of tradable, liquid 

financial instruments. Changes in the extent of exposures may be rapid, as a function of changes in the markets and 

of customers’ activity. The extent of exposures can usually be changed quickly and adjusted to the desired position. 

The Bank’s risk level is measured and controlled according to procedures that include, among other things, limits on 

the sensitivity of economic value to changes in the primary risk factors. In addition, a risk estimate is calculated using 

the VaR (value at risk) method. The VaR method is used to estimate the maximum potential loss to a corporation 

resulting from the materialization of market risks within a given period of time and at a level of statistical significance 

predefined by the Bank and approved by the Board of Directors. The principal limits are detailed in the subsection 

"Main Limits on Exposure to Market Risks," above. Risk assessments as well as limit control of trading positions are 

performed at least once daily, both by control units within the Area and by units in the second line of defense.

The VaR estimate for trading activity is performed using a horizon of ten business days, indicating an assumption that 

it is possible to hedge and sell the positions within ten business days.

AI Portfolio Management Models

Market Risk Assessment Methodology 

The methodology used by the Bank to assess market risks has been approved by the Board of Directors and by the 

Board of Management. This methodology includes both VaR calculations and the application of extreme scenarios 

(stress tests) to all trading portfolios and to the banking book. The market risk assessment methodology is congruent 

with the strategic objectives of the Bank and with the requirements of the Basel Committee, and complies with 

international standards. 

The estimate of the risk in trading activity is calculated at least once daily, for a horizon of ten business days, at a 

significance level of 99%. The higher of the risk-level outcomes of two commonly accepted risk-assessment methods 

(historical simulation, in which all observations are assigned equal weights; and Monte Carlo simulation, in which recent 

observations are assigned greater weight) is taken into account. This methodology is compatible with the relevant 

recommendations of the Basel Committee following the crisis in US markets. The estimate provides a relatively prompt 

alert of the level of market risk during periods of rising volatility. Full revaluation of the trading portfolio is performed 

at least once daily, under various scenarios, in order to generate an estimate.

In addition, a backtest procedure is performed routinely in order to examine the validity of the risk-assessment model 

in the trading portfolio. The number of deviations is examined based on criteria established in the recommendations 

of the Basel Committee; up to four deviations in approximately 250 observations annually is considered the “green 

zone” (at a significance level of 99%). The results of this test are reported annually to the Board of Management and 

to the Board of Directors. One deviation was observed and reported in 2015. According to the results of the test, 

the model meets the acceptance criteria established by the Basel Committee. 

Risk assessment of activity in the banking book, as a complementary control using the VaR method, is performed on 

a monthly basis, using the historical method, with a one-month horizon.
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Limitations of the Methodology for Assessing Risk in Trading Activity at the Bank

1.	 The Monte Carlo simulation assumes a normal distribution of risk factors. This assumption does not always apply 

in reality.

2.	 The historical simulation assumes that the historical behavior of the risk factors will recur in the future, which 

may not be the case. 

3.	 It is not possible to forecast a sudden change in a risk factor using either of the two methods.

4.	 With the use of a 99% significance level, losses that could occur beyond that level are ignored.

5.	 The use of a horizon of ten business days assumes that it is possible to hedge and sell positions within ten business 

days. In special products, at large market volumes, or during crisis periods, liquidity problems in the market may 

make it impossible to close or fully hedge positions within this timeframe.

6.	 The risk estimate is calculated on positions only a few times in the course of the business day.

To mitigate the effect of the said limitations, in addition, stress scenarios are applied in order to examine the potential 

loss in extreme cases, for all areas of trading activity, as detailed below.

Limitations of the Methodology for Assessing Risk in the Banking Book

1.	 The credit risk inherent in assets does not constitute a parameter in the calculations made for the purposes of 

market risk, which focus on quantifying the market risks in the banking book.

2.	 The information used for the risk estimates is assembled from various automated systems.

3.	 The use of behavioral models to reflect the optionality of various products.

4.	 The historical simulation assumes that the historical behavior of the risk factors will recur in the future, which 

may not be the case. 

5.	 With the use of a 99% significance level, losses that could occur beyond that level are ignored.

To mitigate the effect of the said limitations, in addition, stress scenarios are applied in order to examine the potential 

loss in extreme cases, as detailed below, and collapse of the behavioral assumptions is tested.

Table D.25: Risk estimates of trading activity (VaR) 

December 31, 
2015

Average  
in 2015

NIS millions

Total trading in dealing rooms 17 23
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Methodology for the Application of Stress Tests 

The market risk assessment methodology of the Bank includes the application of stress tests to trading portfolios 

and to the banking book, in addition to VaR calculations.

1.	 Sensitivity analysis – The sensitivity of the portfolio/activity to the various risk factors is tested by applying scenarios 

to one risk factor while the other risk factors are held constant. This allows an examination of the effect of the 

major risk factors on the portfolio. In option portfolios, the combined effect of more than one risk factor is also 

examined.

2.	 Worst historical scenario – Based on the history of the last five years. The calculation is performed with a horizon 

of ten business days for the trading book and one month for the banking book and for the Bank in general.

3.	 Macro-economic scenarios – Subjective scenarios developed in collaboration with the Economics Department 

of the Bank.

4.	 Fixed interest-rate scenarios – A set of scenarios in which the principal interest rates to which the Bank is exposed 

are stressed through parallel and non-parallel changes 

5.	 Extreme scenarios based on a methodology similar to that used to create VaR scenarios, based on the volatility 

of risk factors during periods of stress in the markets. 

The principles guiding the establishment and application of the scenarios have been approved by the Board of 

Management Committee and by the Board of Directors.

Capital Requirements in Respect of Market Risks

The Bank is required to maintain a minimum capital ratio in respect of market risks, on the basis of a standardized 

model defined by the Bank of Israel. The regulatory capital adequacy is calculated for interest-rate and share risks 

in the areas of trading alone, as defined above, and for currency risks in the banking book and in the trading book.

Table D.26: Capital Requirements in Respect of Market Risks

December 31, 2015(1) December 31, 2014(2)

Specific risk General risk Total Specific risk General risk Total

NIS millions

Interest-rate risk 17 387 404 75 414 489

Share risk 6 6 12 6 6 12

Foreign currency exchange-rate risk - 108 108 - 86 86

Option risk - 49 49 - 72 72

Total 23 550 573 81 578 659

(1)	 The capital requirements were calculated in accordance with the minimum total capital ratio of 12.57% required by the 
Supervisor of Banks. The minimum required total capital ratio is 12.5% from January 1, 2015, to December 31, 2016, and 13.5% 
beginning January 1, 2017. Beginning January 1, 2015, a capital requirement is added to this ratio at a rate representing 1% of 
the balance of housing loans at the reporting date. This requirement is being implemented gradually, over the course of eight 
quarters, up to January 1, 2017. Accordingly, the minimum total capital ratio required by the Supervisor of Banks as of January 
1, 2017, on a consolidated basis, according to data at the reporting date, will be 13.7%.

(2)	 The capital requirements were calculated in accordance with the minimum total capital ratio of 12.5% required by the Supervisor 
of Banks.
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Operational Risk
Operational risk is defined as the risk of loss resulting from failed or faulty internal processes, human actions, system 

malfunctions, or external events. The definition includes legal risk, but does not include strategic risk or reputation risk. 

Failures related to one of the aforesaid factors may cause damage to profitability. The Bank operates control units, 

including Information Systems Security and Cyber Defense, Business Continuity, Security, the Compliance Officer, and 

Anti-Money Laundering and Terrorism Financing Prevention, as well as comprehensive procedures and systems in 

areas related to banking activity, management of human resources, process control, emergency operation, and more. 

Operational Risk Management

Operational risk management is aimed at supporting the achievement of the Group’s strategic objectives and 

maximizing business value, while taking into consideration the costs in terms of risk, by all responsible parties at all 

levels of the organization. The managerial process is oriented towards execution based on the designation of risk 

ownership. The goal is for communication and prudent treatment with regard to operational risks to contribute to 

managerial decision-making, based on considerations of business value versus cost in terms of risk, both at the level 

of the management of the organization and at the level of the various units. 

The goals of operational risk management are:

•	 �To ensure effective supervision and management of operational risks in all units of the Group, including risk 

ownership and decision making based on cost-benefit considerations.

•	 �To ensure effective identification and communication of operational risks in all substantial business operations 

of the Group and the supporting units, with the aim of establishing operational risk appetite congruent with the 

approved strategic objectives of each unit in the Group.

•	 To establish an internal control structure, in order to promote appropriate values of a culture of awareness, 

transparency, and efficiency with respect to operational risks within the Group.

•	 �To optimally manage and allocate regulatory capital and economic capital for operational risks.

Responsibility for routine management of operational risk and for activities aimed at mitigating the risk lies with the 

Area managers and the managers of subsidiaries in the Bank Group. These activities are overseen by the Operational 

Risk Management Department in Operational Risk and Market Risk Management Unit, within the Risk Management 

Area. Routine activity is conducted in the Bank’s units and in the Group by a network of operational risk controllers, 

based on the matrix management principle; controllers report organizationally to Area managers or CEOs of 

subsidiaries, and receive methodology guidance from the Operational Risk Management Department.

Operational risk management activity is supervised and directed by three forums: 

•	 �The Board of Directors’ Committee on Risk Management and Control;

•	 �The Board of Management Committee on Risk Management, headed by the CEO;

•	 �The Subcommittee on Operational Risk Management, headed by the Head of Risk Management.

The operational risk management policy was approved by the Board of Management and the Board of Directors of the 

Bank. The policy document serves as a framework for operational risk management within the Group, in accordance 

with uniform principles and reporting duties aimed at complying with the Basel 2 standards on Sound Practices. The 

Bank’s activity in this area is conducted according to the rules of Proper Conduct of Banking Business Directive 206, 

Capital Measurement and Adequacy – Operational Risk, which refers among other matters to regulatory capital 

allocation in respect of operational risks, and Proper Conduct of Banking Business Directive 350, Operational Risk 

Management, which is congruent with the updated guidelines in the Basel document of June 2011 on sound practice 

for operational risk management.
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The Bank has operated in accordance with the Basel 2 standardized approach and the corresponding requirements 

of the Proper Conduct of Banking Business Directives since 2010. The strategic plan for the coming years includes, 

among other matters, extension and expansion of some of the activities, and adjustment for updates of the relevant 

documents and regulatory guidelines. The following projects and activities, among others, are underway as part of 

the standardized approach:

1.	 Quarterly reports are part of the consolidated risk document, pursuant to the requirements of Proper Conduct of 

Banking Business Directive 310, Risk Management. The reports are submitted to the Subcommittee on Operational 

Risk Management, the Board of Management Committee on Risk Management, the Board of Directors’ Committee 

on Risk Management and Control, and the plenum of the Board of Directors. The reports include updates on 

the implementation of the standardized approach in the Group, work plans, the status of projects in progress, 

information about operational events, assessments of potential risks, trends, changes in the risk profile, and 

comparative external information. 

2.	 Collection of information regarding operational events in the Bank Group. A database for this purpose was 

established in late 2002, and is used, among other things, to analyze events, trends, and patterns and to support 

the mapping and assessment of operational risks to which the Group is exposed.

3.	 Key risk indicators (KRIs) for operational risks have been specified, as part of the development of a monitoring 

and control infrastructure, with respect to products, processes, or institutional risks. The KRI is a metric that can be 

measured in quantitative terms, and may also include qualitative information indicating the presence of a particular 

factor or trend. Thresholds have been set for follow-up, escalation, and treatment, as relevant. 

4.	 Lessons-learned processes applied to operational events; relevant information shared among units; organizational 

learning. 

Routine procedures are performed to identify, map, and assess operational risks and controls at the units of the Bank 

and the Group, including mapping of the risk of embezzlement and fraud. This activity is conducted based on a uniform 

methodology in line with the requirements of the Basel Committee and the directives of the Bank of Israel on this 

matter, including monitoring of the implementation of the recommendations. A comprehensive mapping process of 

operational risks in all units of the Group is performed every three years. Subsequently, the findings are maintained, 

updated, and expanded through additional analyses, depth analyses, and risk analyses regarding new products and 

activities.

The goal of this activity is to identify material risk areas, define risk ownership, assess risks (average and extreme), 

assess the existing controls, and differentiate low risks from material risks that require additional examination and 

action, based on cost-benefit considerations, according to the following main ways of coping with risks: 

•	 Minimization of the risk through the application of additional controls. 

•	 Transfer of the risk to a third party (e.g. insurance, outsourcing, etc.). 

•	 Absorption of the risk, with appropriate quantification. 

•	 Reduction of the activity that creates the risk.

Additional related activities: 

•	 �An automated operational risk management system (Basel 2 – PAMELA) has been implemented at the units of the 

Group. The system operates in the areas of collection of information regarding operational events, mapping and 

assessment of risks and controls, collection of KRIs (key risk indicators), action items, lessons learned, and reports. 

•	 �A comprehensive framework of principles and standards has been formulated for the implementation of a uniform 

control philosophy within the Bank Group. Within this framework, a periodic process is conducted to evaluate 

the effectiveness of controls. 

•	 �Launches of new products or activities, in accordance with the defined policy for the launch of a new product in 

the Bank Group, are accompanied by examination and analysis of the relevant operational risks involved in the 

product or activity. 
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•	 A methodology infrastructure has been defined for the management of operational risks in material IT processes. 

•	 A special requirement has been established in the policy for advance examination prior to outsourcing of an 

activity, taking into consideration the risks unique to outsourcing. 

The operational risk profile is monitored periodically in relation to the operational risk appetite established in policy, 

using various parameters. Parameters have been established at the level of the overall Group, and at the level of specific 

units and processes. Reports on compliance with risk appetite limits are submitted on a quarterly basis, within the 

consolidated risk document. In addition, the operational risk environment is monitored using the quantitative metric 

described below, as defined in one of the comparative surveys of the Basel Committee.

Capital in respect of operational risk is examined in relation to the frequency of materialization of damages greater 

than EUR 100,000. At the time of the survey, in 2009, with respect to economic capital, this ratio stood at 16.9 on 

average at banks that apply advanced models, and at 28.9 on average at other banks. A higher ratio indicates a higher 

level of capital held relative to damages. At the Bank, this figure, calculated based on the Pillar 1 capital requirement 

in respect of operational risk as at December 31, 2015, stood at 21. 

Information security and cyber incident risks 

Activity in the area of information security is conducted as required in the directives of the Bank of Israel, the Protection 

of Privacy Law, 1981, and other laws, as relevant, with the aim of protecting the information-technology system and 

minimizing information-security risks. 

The goal of cyber attacks is to abuse computer systems and networks in technology-based organizations, to destabilize 

or damage computer-based systems, or to monitor the electronic activity of individuals without their consent. Such 

attacks can be carried out without the knowledge of the users, and can disrupt routine operations; damage computer 

services to the point of preventing them from functioning, shutting them down, or slowing them significantly; or collect 

intelligence and information. 

The frequency and severity of cyber incidents to which the Bank is exposed has increased in recent years. There 

is a possibility that the Bank may incur costs and suffer negative consequences as a result of cyber attacks, such as 

disruption of the Bank's operations, theft of financial assets of the Bank or of its customers, or damage to reputation, 

affecting the confidence of customers or of investors. The Bank invests extensive resources (human and technological) 

to minimize and prevent this risk, but absolute protection cannot be ensured.

Proper Conduct of Banking Business Directive 361, Cyber Defense Management, was issued in March 2015. This 

directive sets forth basic principles for cyber defense management. Upon publication of the directive, the Bank 

prepared an action plan for the integration of the requirements of the new directive, in addition to the other directives 

to which it is subject in this area, such as those concerning business continuity and risk management, all in accordance 

with the clarifications provided by the Bank of Israel with respect to the manner and dates of implementation.

Cloud computing risks

In June 2015, the Supervisor of Banks issued a letter concerning risk management in a cloud computing environment. 

The letter sets forth rules aimed at reducing the risks inherent in the use of cloud technology. The letter provides 

guidance regarding the use of cloud computing while hedging the inherent risks. Permission from the Bank of Israel 

is required when information is stored by a supplier.

The Bank is examining the potential advantages of cloud computing and the appropriate way of coping with the 

concomitant operational risks, in congruence with regulatory guidelines and with the appropriate work processes. 
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Emergency preparedness

The Bank maintains and implements a continuous plan for emergency preparedness and business continuity (BCMP 

– business continuity management plan), in accordance with the Bank of Israel’s Directive 355, Business Continuity 

Management; Directive 357, Information Technology Management; and additional expansions. The Bank’s preparedness 

is based on detailed action plans, working procedures, and periodic tests and drills, defined in a system of emergency 

procedures. As part of its emergency preparedness, the Bank conducted a lateral process to establish policies, define 

reference scenarios, map and analyze critical processes and the resources required for the recovery of such processes 

during an emergency (BIA), and update its action plans based on the prevalent methodologies globally. The action 

plan involves all Areas of the Bank, through Area-level business continuity officers and designated teams. The BCP is 

led by a specialized Business Continuity Management Unit, which reports to the Head of Business Continuity of the 

Bank and to the Head of the Emergency Committee of the Bank (the CTO)

The business continuity policy has also been adopted by the subsidiaries in Israel and globally, and at the Bank’s overseas 

branches, with adjustments, based on the corporate governance policy and on the guidelines of the Bank of Israel. 

In addition, the Bank holds periodic emergency drills covering operational scenarios as well as complex business 

scenarios, with the participation of the various units, from branches, regional managements, units, and Areas, to the 

Board of Management of the Bank. The Bank is establishing a new remote central IT site, to ensure the availability 

and protection of its central information systems. The setup of the site and the transfer of activity are being carried 

out in accordance with the established work plan, with ongoing management of the non-routine risks arising from 

the migration of the systems and data.

The Israel Standards Institute has affirmed that the business continuity management system of the Bank complies 

with the requirements of the international standard ISO 22301.

As part of its preparedness for business continuity, the Bank is prepared to handle a range of possible scenarios. With 

respect to emergency scenarios that may cause the Bank to incur significant damage, red-alert systems are monitored 

and detailed business continuity contingency plans are in place. Extreme scenarios are reviewed and discussed 

periodically by the Committee on Extreme Scenarios and Risk Concentrations. The activation of a contingency plan 

is under the responsibility of the Board of Management or of the designated Board of Management committee 

responsible for the financial aspects of crisis situations; note that a charter for the establishment of such a committee 

is also part of the contingency plans. 

Insurance 

The Bank has a banking insurance policy to hedge risks, which includes: (1) banking insurance to cover damages that 

may arise from embezzlement by employees, loss of documents, forged documents, etc.; (2) professional liability 

insurance, to protect against claims filed by customers regarding damage caused by negligent banking actions; (3) 

computer crimes insurance, to cover damages to the Bank and to customers of the Bank as a result of malicious 

penetration of the Bank’s computer systems. The banking insurance policies are subject to exclusions common in 

insurance policies of banking corporations in Israel (including an exclusion of damage arising from violation of the 

directives related to money laundering and terrorism financing). 

In addition, the insurance structure of the Bank also includes property insurance, third-party insurance, employers’ 

liability, directors’ and officers’ insurance, and additional insurance policies.

The liability limits in the policies were established by the Bank according to its needs, as part of its overall 

risk-management policy. Within the fulfillment of the Sound Practice requirements under the Basel guidelines, 

cooperation and exchanges of information are maintained between the Operational Risk Management Department 

and the unit that handles banking insurance. 
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Share and Credit Spread Risk: Investment Risk 
Investment Risk Management

“Investment risk” is defined at the Bank as exposure to the stock market, to credit spreads, and to credit risk in the 

bond and stock markets in the banking book of the Group (as a result of holdings in these products, the Bank may 

also be exposed to interest-rate risks and/or currency risks and/or liquidity risks, which are managed separately).

Investment portfolio management is a tool for the management of liquidity surpluses, and one of the tools for the 

management of exposures to interest rates, linkage bases, and liquidity in the banking book. In general, the investment 

portfolio consists of products traded on the financial markets, for which price quotes can be obtained.

The overall investment framework was established from a global, systemic perspective, with the approval of the 

Board of Directors of the Bank, which has set limits on the volume of the investment and on risk indices, including a 

limit on risk appetite and risk capacity in terms of extreme scenarios, and individual limits for the various investment 

segments, including volume limits by type, geographical diversification limits, rating limits, and more. Investments are 

performed through instruments defined as permitted.

Risk is managed under the overarching responsibility of the Financial Markets Area, with respect to the implementation 

of policy in the Group, the allocation of the volume of investment and of limits approved by the Board of Management 

and Board of Directors, monitoring, guidance, and reporting. Management in practice is performed by units in the 

Financial Markets Area established for this purpose, using specialized systems. In addition, investment activity is 

permitted at a limited number of subsidiaries. Managerial responsibility for the activity of each subsidiary rests with 

the member of the Board of Management responsible for it.

In the second line of defense, the Market and Liquidity Risk Management Department in the Risk Management Area is 

responsible for formulating methodology for the assessment of investment risks and for independent risk assessment 

and control. This department also challenges the business unit and provides an independent opinion, pursuant to 

Proper Conduct of Banking Business Directive 311, prior to material investments. 

This activity is subject to all relevant directives and laws in this area, in Israel and in the country in which the branch/

subsidiary conducting the activity is located. Due to the complexity of the regulatory directives, specific regulatory 

procedures have been established for this activity.

Investment risks are identified and measured methodically, by collecting information from the Bank's systems. This 

information is analyzed using the Bank's risk-management systems, and reported periodically to the committees of 

the Board of Management and of the Board of Directors.

In the management of the investment portfolio, the Bank is also exposed to credit risks and credit spreads, as well 

as in its investments in bonds of companies and of foreign governments. According to the definitions of the Bank, 

Israeli government bonds in NIS and in foreign currency and government bonds of the sovereignty in which a branch/

subsidiary operates do not bear investment risk, and are therefore not included in the measurement of investment 

risk at the Bank.

Investment risk arises at the Bank Hapoalim Group in three frameworks:

1.	 Investment in tradable products in the investment portfolio, managed under the responsibility of the Financial 

Markets Area. 

2.	 Non-tradable investments through the subsidiary Poalim Capital Markets (PCM), managed according to the policy 

of PCM, under the responsibility of its board of directors. 

3.	 Equity-basis investees.

The Group holds shares and bonds primarily for investment purposes (rather than for trading), recorded following 

accounting policy in the portfolio available for sale; a decrease in the value of these shares and bonds may damage 

the capital of the Bank. Note that strategic holdings in shares of subsidiaries appear in the balance sheet in reports 

on related companies.
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Shares for which a fair value is available are included in the balance sheet at their fair value on the reporting date. 

Shares for which no fair value is available are measured in the balance sheet at cost. Unrealized profits or losses from 

adjustments to fair value are not included in the statement of profit and loss, and are reported net, deducting an 

appropriate reserve for tax, in a separate item of equity within cumulative other comprehensive income.

Impairment of securities available for sale: Each reporting period, the Board of Management of the Bank determines 

whether declines in the fair value of securities classified into the available-for-sale portfolio are other than temporary. 

This examination includes several stages and principles, in accordance with the policy established at the Bank. When 

other-than-temporary impairment occurs in a security, the cost of the security is written down to its fair value at 

the balance sheet date and used as the new cost base. The amount of the write-down is charged to the statement 

of profit and loss. 
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Positions in Shares in the Banking Book

Table D.27: Details of the Bank’s investments in shares in the banking book

December 31, 2015 December 31, 2014

Balance sheet 
value and fair 

value

Capital 
requirements(1)

Balance sheet 
value and fair 

value

Capital 
requirements(2)

NIS millions

Investments classified into the trading portfolio 48 (3)12 50 (3)12

Investments classified into the available-for-sale portfolio 2,486 341 2,563 345

Total investments in shares 2,534 353 2,613 357

Of which: traded on the stock exchange 1,891 2,001

Privately held 643 612

Unrealized gains included in supervisory capital 224 313

(1)	 The capital requirements were calculated in accordance with the minimum total capital ratio of 12.57% required by the 
Supervisor of Banks. The minimum required total capital ratio is 12.5% from January 1, 2015, to December 31, 2016, and 
13.5% beginning January 1, 2017. Beginning January 1, 2015, a capital requirement is added to this ratio at a rate representing 
1% of the balance of housing loans at the reporting date. This requirement is being implemented gradually, over the course of 
eight quarters, up to January 1, 2017. Accordingly, the minimum total capital ratio required by the Supervisor of Banks as of 
January 1, 2017, on a consolidated basis, according to data at the reporting date, will be 13.7%.

(2)	 The capital requirements were calculated in accordance with the minimum total capital ratio of 12.5% required by the Supervisor 
of Banks.

(3)	 Including capital allocation with respect to specific market risk and general market risk.

For details regarding investments of the Bank, see Note 12 to the Financial Statements. 

For details regarding changes in the risk environment, see “Economic Risk,” below. 
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Interest-Rate Risk in the Banking Book
Interest-rate risk in the banking book refers to the potential effect of changes in the various interest-rate curves on 

the economic value of capital (i.e. change in the present value of assets and liabilities) and/or on net income interest 

(accounting income sensitivity). The risk emerges during banking activity, as a result of services to the general public 

and to the business and financial sectors, and from other activities; this includes interest-rate exposure arising from the 

management of investment portfolios. The risk arises from differences in the structure of assets and liabilities – gaps 

between segments, durations, interest bases, interest-rate renewal dates, and more. The Bank focuses on management 

of the sensitivity of the economic value of the capital of the Bank. Limits apply both to the sensitivity of economic 

value (including financial subsidiaries under its management and subsidiaries with material risk to the Group), and 

to the sensitivity of income to scenarios of change in the shekel, CPI-linked, and dollar interest-rate curves, as well 

as measurements of other interest-rate effects. In order to calculate the sensitivity of economic value to changes in 

interest rates, the Bank refers to all financial assets and liabilities, while treating part of the balances of current-account 

deposits of the public as a long-term liability spread over several years, in accordance with a model approved by 

management and by the Board of Directors each year. Assumptions regarding early repayment of mortgages are 

also used, in accordance with a model based on statistical analyses and approved by management and by the Board 

of Directors. Interest-rate exposure management policy is aimed, in congruence with the objectives of the Bank, at 

achieving the desired structure of exposures in each segment (unlinked shekel; CPI-linked shekel; foreign currency and 

foreign-currency-linked), in accordance with estimates concerning market variables, and subject to limits. Sensitivity 

to interest rates is measured, in a controlled manner, at least once each month, with more frequent measurements 

for exposure management purposes. In general, the goal of interest-rate risk management in the Group is to allow 

service to customers while taking controlled risks. 

Interest-rate risk in the banking book (non-trading market risk) at Bank Hapoalim is managed in the Financial Markets 

Area by the Asset and Liability Management Division, and separately by each subsidiary in the Bank Group, according 

to policy established by each company’s board of directors and in accordance with Group policy. The risk is assessed 

and controlled based on a uniform methodology at the Group level, under the direction of the Risk Management 

Area and the Financial Markets Area, taking into account the size of capital and the unique characteristics of the 

activity of each subsidiary. The subsidiaries’ exposure to the risk is examined by the units at the Head Office and 

reported to the Board of Management and the Board of Directors of the Bank at an appropriate frequency based 

on the risk level. The Bank has set risk limits for the Group that also apply to its subsidiaries in which the risk level has 

been defined as significant for the Group. 

Market risk exposures are identified methodically, by collecting information from product management systems. This 

information is analyzed in order to manage and assess the risk, using advanced automated systems adapted to each 

need, based on commonly accepted models. The models are tested in an orderly validation procedure.

In the banking book in Israel, flows arising from assets and liabilities are produced and analyzed by a designated 

interest-rate risk management system for all banking products, according to dates of changes in interest rates. Data 

are also received in separate files from the New York branch and from the subsidiaries with significant exposure 

for the Group. Concurrently, sensitivity calculations are performed at the Market and Liquidity Risk Management 

Department in the Risk Management Area, using the risk-management system.

Tools for the management and hedging of exposures in the banking book include pricing policy, bond portfolio 

management, issuance of debt instruments, off-balance sheet transactions, and more. The Bank’s management of 

non-trading exposures is based, among other things, on forecasts and working assumptions regarding expected 

developments in financial and capital markets in Israel and worldwide. The Bank uses derivatives and applies hedge 

accounting rules to hedge part of the interest-rate sensitivity of long-term bonds in foreign currency. The effect 

of transactions executed in the markets are examined on a weekly basis by the Asset and Liquidity Management 

Division; the change in economic value arising from changes in markets on the banking book, including hedges, is also 

examined on a monthly basis.
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Table D.28: Data regarding the sensitivity of the capital of the Bank to parallel changes in interest-rate curves 

(theoretical change in economic value as a result of each scenario) 

December 31,  
2015

Maximum 
in 2015

Minimum 
in 2015

December 31, 
2014

1%  
increase

1% 
decrease

0.1% 
increase

1%  
increase

1% 
decrease

1%  
increase

1% 
decrease

1%  
increase

NIS millions

Scenario

Change in CPI-linked interest rate: )174( 217 )19( )229( 262 )32( 54 )161(

Change in unlinked interest rate: )165( 200 )18( )192( 229 - - )92(

Change in foreign-currency  
interest rates: 33 )39( 4 249 )265( 27 )31( 158

The above table presents an analysis of the sensitivity of the Bank's economic value to changes in interest-rate curves, 

based, among other factors, on the discounting of expected cash flows by the interest-rate curve, without taking into 

account the credit risk spread of the counterparty, and with the use of internal models for some products. This differs 

from a fair-value calculation, which is based on factors including the discounting of expected cash flows by interest 

rates reflecting the risk levels, according to the accepted practice in financial statements, without internal models.  
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AI Top and Emerging Risks

Based on the recommendations of the FSB, a top risk is defined as a development currently occurring in the business 

environment of the Bank that may adversely affect the Bank’s results over the course of the coming year. By contrast, 

with respect to an emerging risk, there is greater uncertainty regarding the timing of materialization of the risk as an 

occurrence with a material effect on the strategy of the Bank.

The management of risks at the Bank Group is described extensively in this report. During 2015, the Board of 

Management of the Bank discussed the development of the additional risks described below as top or emerging risks:

•	 �Macro-economic environment: The activity of the Bank is dependent on the business environment in Israel 

and globally; the condition of the global economy; and the economic, political, and security situation in Israel and 

in the region. It should be taken into consideration that a high level of uncertainty remains with regard to the 

growth rates that will accompany the recovery of the real economy in Israel and globally in the coming years. 

The Bank’s multi-year strategic plan incorporates the caution necessitated by the risks still present in the global 

and Israeli economy, and balances risk and return considerations.

•	 �Regulatory environment in Israel: Several regulatory initiatives have been formulated over the last few 

years, with the primary aim of increasing competition in the banking system in Israel. Several additional regulatory 

initiatives are in the process of being generated. These regulatory initiatives and trends may have an impact on 

the banking system in general, and on the Bank in particular. At this stage, it is too early to assess and estimate 

the effect thereof on the Bank. 

•	 Regulatory environment overseas: International regulatory reforms with implications for the business of the 

Bank, in Israel and globally, including Dodd Frank and the Volcker Rule in the United States, and EMIR in Europe. 

•	 �Compliance risk: The continued trend towards the imposition of fines on banks around the world in connection 

with the violation of regulatory directives, such as in the area of aiding tax evasion and the prevention of terrorism 

financing and money laundering. 

•	 �Information security and cyber incident risk: Continued publications concerning cyber damages, and the 

resources channeled by the banking industry to cope with this risk. 

For details regarding legal claims, see Note 26C to the Financial Statements. For details regarding legal proceedings, 

see the section Review of Risks in the Board of Directors’ and Board of Management Report.

�For details regarding notable regulatory initiatives, see Note 37 to the Financial Statements, Regulatory Updates. 

AI Compliance Risk

Compliance risk is the risk involved in the failure of the Bank or any of its employees, in any place relevant to the 

activity of the Bank, to comply with legal or regulative directives. Compliance risk also includes the reputation risk 

that accompanies failure to comply with such directives.

Although compliance risk may materialize in any case of such noncompliance, and the Bank applies a policy of 

compliance with all legal and regulatory directives, for the purposes of risk management the main compliance risks 

against which the Bank endeavors to defend itself can be defined as the following: 

•	 The risk of material damage arising from a regulatory order of any government agency due to noncompliance of 

the Bank or of any of its employees with directives concerning the prohibition of money laundering and terrorism 

financing, or deficiencies in processes designed to ensure such compliance, or the absence of such processes 

(including risk related to the correspondent activities of the Bank). 

•	 The risk of material damage arising from a regulatory order of any government agency due to improper activity 

of the Bank or of any of its employees in relation to customers of the Bank, tax issues, or noncompliance with 

specific legal directives in this area. 

•	 The risk of material damage arising from a regulatory order of any government agency due to noncompliance 

of the Bank or of any of its employees with securities laws. 
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•	 The risk of material damage arising from a class-action suit due to noncompliance with directives that regulate 

the relationship between the Bank and its customers. 

•	 The risk of a criminal suit against the Bank or against its senior executives due to noncompliance in one of the 

areas noted above. 

Risk indicators are used, among other means, to identify key areas of compliance risk and to monitor their development. 

The key risk areas and the magnitude of the risks stemming from these areas may change in accordance with changes 

in regulation, enforcement, customer activity, market developments, etc. The Bank uses quantitative and qualitative 

indicators to measure this risk. These include developments in regulation and enforcement, changes in customers and 

in certain products, findings of controls and audits, gap surveys, and more. 

The Chief Compliance Officer of the Bank serves as the compliance officer pursuant to Proper Conduct of Banking 

Business Directive 308, the officer responsible for the duties set forth in the Prohibition of Money Laundering and 

Prevention of Terrorism Financing Law, the supervisor of securities enforcement pursuant to the Law for More Efficient 

Enforcement Procedures at the Israel Securities Authority, and as the responsible officer pursuant to FATCA. The 

Chief Compliance Officer and Securities Enforcement Unit consists of the Anti-Money Laundering Department, the 

Securities Enforcement and Consumer Protection Directives Compliance Department, the International Compliance 

and Subsidiaries Department, the FATCA Department, and the Administrative Unit. 

The mission of the Chief Compliance Officer Unit is to support the achievement of the strategic and business 

objectives of the Group, while minimizing exposure to compliance and reputation risks. The objectives of the Chief 

Compliance Officer Unit are:

•	 �To attain full implementation of legislation at all units of the Bank, in Israel and worldwide, with an understanding 

of the needs of the business units and support for their activity;

•	 �To promote the adoption of professional, values-driven, fair business conduct by the Bank’s employees and managers;

•	 �To provide maximum protection to the Bank, its managers, its employees, and its reputation, with full realization 

of the professional capabilities of the Bank’s employees and enhancement of these abilities.

The responsibility for routine management of the compliance aspects of risk at the Bank and for the execution of 

activities aimed at minimizing this risk lies with the Area managers and the managers of subsidiaries in the Bank 

Group. Professional responsibility in this field rests with the Chief Compliance Officer Unit in the Risk Management 

Area. Routine activity is conducted at the Bank’s units and in the Group by a network of compliance officers, based 

on the matrix management principle, with organizational subordination to Area heads or CEOs of subsidiaries, and 

guidance and control by the Chief Compliance Officer Unit. 

The activity of the Chief Compliance Officer and Securities Enforcement Unit is supervised under corporate 

governance, through:

•	 �The Board of Directors’ Committee on Risk Management and Control and Basel 2 Implementation;

•	 �The Board of Management Committee on Compliance, headed by the CEO;

•	 Quarterly and annual reports to the Board of Directors of the Bank, the CEO, and the Area managers.
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The compliance policy of the Group sets rules regarding all of the component areas of the compliance issues described 

above. This policy includes rules regarding corporate governance and the interaction with subsidiaries and branches 

outside Israel, and is based on legislation and regulation in Israel. The Bank Group has established an infrastructure to 

oversee the disclosure requirements with respect to individuals and corporations in the context of FATCA, and is 

continuing to prepare to comply with the full range of requirements arising from this legislation and from the Israeli 

regulation in this area. As part of this process, in accordance with the FATCA requirements, the Bank and the relevant 

subsidiaries have registered on the IRS website, received a Global Intermediary Identification Number (GIIN), and 

appointed a FATCA officer, as is also required by the agreement between the states. In addition, adjustments were 

made to work processes and operational systems, and training sessions were provided to all ranks of managers and 

employees in units that manage customers’ funds. The Bank is preparing for the reporting date required according to 

the agreement between Israel and the United States, subject to legislation and standards to be established in this area. 

The Bank has also established an overall policy of declared money, including with regard to all foreign-resident 

customers, aimed at ensuring that only reported funds exist in the accounts of foreign residents throughout the 

Bank Group. 

Proper Conduct of Banking Business Directive 308 amendments took effect on January 1, 2016. The directive expands 

the responsibilities of the compliance officer in connection with several additional matters, such as taxation of products 

and customers, protection of privacy, consulting for customers, and conflicts of interest, and requires the Bank to 

appoint a second-tier function responsible for the applicable legal and regulatory directives. The Bank is preparing for 

this directive; within this process, a new compliance policy has been established, a charter has been approved for the 

Compliance Officer, and a plan has been prepared for implementation of the directive.

The activity of the Bank with banks located in the Palestinian Authority requires compliance with various regulatory 

requirements, in particular in connection with the prevention of money laundering and terrorism financing, and involves 

monitoring of fund transfers to and from residents of the Palestinian Authority. In June 2006, the Bank decided to 

terminate services to banks operating within the territory of the Palestinian Authority. Following this decision, the 

Governor of the Bank of Israel and representatives of the Ministry of Finance requested that the Bank refrain from 

implementing the decision and to continue to provide certain services, subject to certain restrictions set by the 

Bank. Further to talks on this subject between the Bank, the Bank of Israel, and the Ministry of Finance, a permit was 

granted in in November 2006 pursuant to Section 9(D) of the Terrorism Financing Prohibition Law, the significance 

of which is that the directives of the Terrorism Financing Prohibition Law concerning the “prohibition of transactions 

in terrorism property” shall not apply to the transactions noted in the permit. 

The Bank terminated its activity with banks and branches located in the Gaza Strip at the beginning of 2009, after 

the government declared Gaza a hostile entity.

Over the years, the Bank repeatedly notified the Bank of Israel and the Ministry of Finance that in view of the problems 

involved in the provision of banking services to Palestinian banks, the Bank wished to cease providing such services. 

The Bank is conducting talks with the Bank of Israel and the Ministry of Finance on this subject.
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AI Legal Risk

Risk to the Group's income and capital resulting from unexpected events such as legal claims, including class-action 

suits, inability to enforce contracts, or rulings against the Group, which may cause damage to the Group's profitability. 

The Group has a structure of internal and external legal counsel.

According to the Bank of Israel’s definition, legal risk is “the risk of a loss due to the inability to enforce an agreement 

by legal actions.” Risks of this kind in the Bank's activity may arise from a wide range of diverse circumstances. Thus, 

for example, risks may arise from the absence of written documentation of contractual engagements between the 

Bank and its customers, or between the Bank and its suppliers or others, deficient signatures, and/or a lack of details 

in written agreements; from improperly phrased agreements and/or agreements open to interpretation that does 

not reflect the Bank's intentions; or from agreements that are subject to cancellation (in full or in part) and/or that 

include unenforceable provisions or other legal flaws.

The Bank takes a broad approach towards legal risks, and includes in them risks arising from primary and secondary 

legislative and regulatory directives; rulings of courts, tribunals, and other entities with quasi-judicial authority; risks 

arising from actions that are not backed by legal counsel or from flawed legal counsel; and risks arising from legal 

proceedings.

Legal risks are naturally integrated with operational risks, as for example in the case of the possible absence of a full, 

written, legally signed agreement in a particular transaction, despite the fact that an agreement of the same type exists 

at the Bank and is used in the ordinary course of its business.

A legal risk management policy document has been approved at the Bank, emphasizing the following points:

•	 Identifying and addressing areas of material legal risk and appointing the function responsible for implementing 

the directives.

•	 �Preparing suitable agreements, guidelines, and procedures in order to ensure that risk-prevention measures are 

implemented.

•	 Examining the effect of legislative directives (including court rulings) and directives of government agencies, and 

their implications for the Bank’s operation.

•	 Lesson learning from legislative changes (including court rulings) and applying those conclusions in the legal 

documents customarily used at the Bank; delivering legal opinions on such matters to the relevant units of the Bank.

With regard to subsidiaries in Israel and abroad, the document draws a general risk-management policy that each 

subsidiary must adapt and accommodate to its circumstances and operations; mechanisms for reporting to the Head 

of Legal Risk are also required of these subsidiaries.

Legal counsel submits a quarterly report to the Risk Management Committee of the Board of Management and to 

the Risk Management Committee of the Board of Directors regarding legal risks that have materialized, in comparison 

to prior estimates on this matter, as well as statistical information regarding the various types of legal proceedings 

opened or concluded during the relevant period.

AI Reputational Risk

Reputational risk is defined as present or future risk of damage to income or capital as a result of a negative image 

in the eyes of relevant stakeholders, such as customers, parties to transactions, shareholders, investors, or regulatory 

agencies. The reputational risk management policy of the Bank Group has been approved by the Board of Management 

and the Board of Directors, and is implemented by the units of the Group. 

The reputational risk management strategy of the Bank Hapoalim Group states that reputational risks should be 

prevented, minimized, and controlled. Accordingly, the following objectives have been set at the level of the Group 

with respect to reputational risk: 

•	 �To ensure effective supervision and management of reputational risk.

•	 �To ensure effective communication and identification of reputational risk, with the aim of establishing a reputational 

risk appetite, in accordance with the strategic goals approved for each unit. 
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•	 �To establish an internal control structure, with the aim of promoting a culture and values of awareness, transparency, 

and effectiveness in coping with reputational risks. 

The Board of Directors and the Board of Management are responsible for promoting high standards of ethics and 

integrity and for establishing a culture that emphasizes the importance of internal controls.

AI Regulatory and Legislative Risk
Restrictions and Supervision of the Activity of the Banking Corporation

The Bank operates under laws, regulations, and directives, some of which are unique to the banking system, and some 

of which, even if not unique, affect material parts of its activity. The Banking Ordinance, the various banking laws, and 

the Proper Conduct of Banking Business Directives issued from time to time by the Supervisor of Banks constitute 

the central legal foundation for the Bank Group's activity. Among other matters, they define the boundaries of the 

activities permitted to the Bank, the activities permitted to the subsidiaries and related companies of the Bank Group, 

the terms of control and ownership of such companies, the relationships between the Bank and its customers, the 

usage of the Bank's assets, and the manner of reporting such activity to the Supervisor of Banks and to the public. 

In addition, the Bank is subject to extensive legislation regulating its activity in the capital market, both on behalf of 

its customers and on its own behalf (e.g. in the areas of investment advising and customer portfolio management, 

pension advising, securities laws, and restrictions on insurance activity).

Other laws on specific topics impose specific duties and rules on banks, including the Bank. Examples include the 

legislation related to the prohibition of money laundering and terrorism financing, the Credit Data Law, legislation 

related to housing loans, guarantee laws, etc.

Additional legislation related to the Bank's activity has a strong influence on its conduct. Noteworthy in this area 

are execution laws, liquidation and receivership laws, laws referring to specific segments (local authorities, mortgage 

takers, home buyers, the agricultural sector), and various tax laws. 

The Bank's activity is subject to supervision and auditing by the Supervisor of Banks as well as other supervisory 

agencies in specific areas of activity, such as the Israel Securities Authority; the Supervisor of the Capital Market, 

Insurance, and Savings at the Ministry of Finance; and the Antitrust Commissioner. These agencies carry out audits at 

the Bank, from time to time, concerning the various areas of activity.

The Bank and its subsidiaries work to comply with the duties imposed upon them under the said legal provisions. 

Regulatory Risk Management Methods

Regulatory risk is risk to the Group's income and/or capital arising from legislative processes and/or draft directives of 

various regulatory agencies that cause changes in the Group's business environment. Such changes may occasionally 

influence the Group's ability to offer certain services and/or may obligate the Group to carry out technological and 

other investments at considerable cost, while disrupting schedules for development of other planned services. 

The Regulation Unit assesses and manages regulatory risks by monitoring, identifying, collecting information, assessing, 

reporting, conducting follow-ups, and applying controls with respect to regulatory developments, as they emerge. 

The department also supplies opinions, as relevant, with regard to the effect of the forthcoming regulation on the 

expected business conduct of the various units of the Bank. The unit operates in full cooperation with the relevant 

professional units of the Bank and at the subsidiaries and offices in Israel and overseas, in order to ensure that regulation 

is implemented fully and in an effective manner in business terms. With regard to compliance with regulatory directives, 

see “Compliance Risk,” above. 

For details regarding notable regulatory initiatives, see the Review of Risks in the Financial Statements.
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AI Economic Risk
Risk factors in the economic environment are identified by the Economic Department, which tracks current economic 

and financial data in Israel and worldwide and professionally evaluates the implications of the data. The department 

maps potential risks in the economy and in the financial markets, and reports to the relevant teams and committees. 

Concurrently, the department prepares a set of extreme scenarios with a low probability of future materialization, 

which in its opinion have significant economic and financial consequences for the economy and for the Bank. The 

extreme scenarios are updated annually, according to the risk map, and approved by the authorized parties, in 

accordance with procedures. Concurrently, the Economic Department examines a series of warning indicators that 

may signal an increase in the probability of an extreme scenario. Warning indicators are reported routinely to the 

Board of Management Committee on Risk Management.

The Bank translates the market conditions in each scenario into an impact on its business activity, according to the 

various risk areas, and examines the effect on profitability, capital, and capital adequacy. 

Economic Risk – Condition of the Israeli Economy

Risk to the Group's income and capital arising from a slowdown in economic activity or from geopolitical situations, 

which may have an adverse effect on the condition of some businesses, on income levels, and on unemployment in 

the Israeli economy. Such a process may cause deterioration in the condition of some of the Group's borrowers, 

leading to an adverse effect on the probability of collecting credit. Furthermore, a slowdown in economic activity may 

cause a decline in non-credit income, such as income from capital-market activity and foreign-trade activity, and may 

cause a change for the worse in the composition of financial resources, such as an increase in the cost of resources 

and a decrease in their availability.

Economic growth slowed to 2.3% in 2015; exports and investments in the sectors of the economy decreased. The 

labor market was stable, with 5.3% unemployment. The consumer price index was down by 1.0%, due to a decrease in 

energy prices and measures taken by the government to reduce the cost of living. Inflation was negative for a second 

consecutive year. Prices of homes continued to rise, by 7.6% in the twelve months ended in November. The new 

government adopted a policy of stopping the increase in housing prices, within which the purchasing tax for buyers 

of second homes rose to 8%-10%, and the “Mechir Lamishtaken” program was announced, in which state land will 

be marketed at a significant discount relative to current prices.

Economic Risk – Condition of the Global Economy

Risk to the Group's income and capital arising from a significant slowdown in economic activity in the global market, 

which may have an adverse effect on the condition of some businesses in Israel and on the volume of business activity. 

This could have a negative impact on the probability of collecting credit and/or reduce income from fees and/or 

from capital-market activity and/or from the Group's activity abroad and/or from the provision of services related 

to foreign-trade activity and/or from the activity of foreign investors and/or from the provision of services to Israeli 

customers with activity abroad. 

Global growth decelerated over the last year, mainly due to slower growth in the emerging economies. Growth in 

the United States stabilized; in Europe, the condition of the high-debt countries showed substantial improvement, 

although unemployment rates remained high. The growth rate in China slowed from 7.3% to 6.9%, according to 

official figures. Other estimates point to substantially lower rates. Stock indices in China dropped sharply due to an 

outflow of capital, and the administration moderated the depreciation of the currency by buying local currency using 

its foreign-currency reserves. Among the emerging economies, those dependent on exports of commodities, especially 

oil, suffered. The recession in Russia deepened as the price of oil fell below USD 30 per barrel. Brazil also fell into 

recession, due to causes including the decline in commodity prices. The flight of capital from emerging markets and 

the financial destabilization in several countries pose a risk to economic and financial stability over the coming year.
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2016 opened on a negative note in global capital markets. Prices of risky assets, such as companies’ stocks and bonds, 

posted sharp declines. By contrast, demand emerged for government bonds, with a considerable decrease in yields 

to maturity in the long ranges. The continued deceleration of GDP growth in China, the deepening crisis in other 

emerging markets such as Brazil and Russia, the disappointment over macro-economic data in some Western countries, 

the continued global decline in oil prices, and the uncertainty surrounding the interest-rate policy of the Federal 

Reserve in the United States all weighed on the financial markets. The negative trend was notable in the financial 

sectors, particularly banking, in view of surprisingly negative performance from some of the largest and best-known 

commercial banks in Europe. This was reflected in a sharp drop in prices of bank shares, and in an increase in risk 

premiums priced in to the yields to maturity of bank bonds. The profitability of European banks was harmed by a 

combination of factors: tight regulation that restricted activity in certain segments, large fines imposed on banks, and 

the negative interest rates of central banks in Europe. Policymakers in Europe and in other Western countries are 

aware of the importance of maintaining the high credibility of the banking system in the eyes of the public, and in 

some cases issued declarations of support, in order to ensure continued recovery in the non-financial arena without 

shocks to the financial system. 

Accordingly, and in light of the condition of the Israeli economy, the Bank continues to monitor the risks and segments 

that may be affected by these changes, and adapt its policies and control activities as necessary. Among other factors, 

the Bank examines the securities in its investment portfolio in Israel and overseas, its exposure to foreign financial 

institutions, and risk areas in the credit portfolio that may be influenced by such developments. The Bank continuously 

complies with the liquidity requirements set in the supervisory directives.
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AI Strategic Risk
Strategic risk is material present or future risk to profits, capital, reputation, or status that may be caused by changes 

in the business environment; faulty business decisions; improper implementation of strategy or business decisions; or 

failure to respond to changes in the industry (e.g. competitors’ actions), the economy, or technology. 

Strategic risk is also a function of the congruence of the organization’s strategic objectives with its environment, 

adaptation of the business plans that it develops to achieve these objectives, resource allocation, and quality of 

implementation. 

The strategic plan of the Bank is a three-year plan approved by the Board of Management and the Board of Directors, 

and examined and adjusted annually to changes in the business environment in Israel and globally, changes in the 

Bank’s competitive environment, and changes in the Bank’s objectives. 

The process of formulating the strategic plan encompasses a general examination of the corporation’s business and the 

relevant strategic risks, and a comprehensive planning process. The annual examination of the strategy of the Bank and 

of the Areas is designed to support the objectives of the Areas and of the Bank as a whole. Within the annual planning 

process, the Areas and the subsidiaries of the Bank carry out focused strategic projects as part of their strategic plan. 

The annual process of managing and assessing strategic risk is an important part of the annual strategic planning 

process. The annual strategic planning process consists of three main stages, each of which addresses a different aspect 

of strategic risk management and assessment: 

Stage I – Identification of the strategic risks to the Bank in its competitive environment – examination of the factors 

influencing the Bank’s competitive ability and future growth potential, including an examination of global and local 

trends and the current situation at the Bank. 

Stage II – Formulation of objectives and of a high-level work plan, adapted to the business environment and to the 

strategic trajectory.

Stage III – Construction of detailed plans for all Areas, examination of scenarios, and establishment of risk indicators. 

This stage involves determining the themes, strategic focus areas of the Bank, and strategic maps for the realization of 

each theme. In addition, strategic maps are created for the Areas, in congruence with the themes, and strategic risk 

indicators are established – goals and metrics are established for each map (at the process level and at the level of 

business results), derived from the strategy. This allows strategy to be translated into measurable steps for the various 

units, making it possible to identify the extent of the Bank’s exposure to strategic risk. 

Alongside the routine monitoring of developments in the Bank’s business environment, the Bank monitors, 

measures, and applies controls to strategic risk through the Balanced Score Card (BSC) strategic control process. 

The Bank routinely monitors its achievement of the goals and objectives in the strategic maps created using the BSC 

methodology, concurrently with the extent to which it achieves its financial objectives. The Bank thereby ensures that 

the plan leads to the desired results from a business perspective. The BSC strategic control process is conducted by 

the Strategic Management Center. 
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AI Environmental Risk
Environmental risk to the Bank is the risk of loss as a result of directives related to the protection of the environment 

and the enforcement thereof, which may materialize if the Bank bears direct responsibility for an environmental hazard, 

including the possibility that the Bank may be required to remove an environmental hazard, or may be liable to a third 

party in respect of an environmental hazard, or as a result of the impairment of realized collateral. This risk may also 

materialize indirectly as a result of the deterioration of the financial condition of another entity due to environmental 

costs stemming from directives related to the protection of the environment. Reputation risk may also materialize as 

a result of the attribution to the Bank of an association with the cause of an environmental hazard.

Environmental risks related to large credit portfolios are monitored by the Corporate Banking Area. Environmental 

risk related to the Bank’s own activity is under the responsibility of the Corporate Social Responsibility Division. 

In recognition of its social responsibility, and based on an understanding of the importance of maintaining 

environmentally sustainable policies, the Bank has formulated a comprehensive, ordered environmental policy. This 

policy is implemented through an organizational structure and job descriptions, procedures, processes, and control 

systems. As part of the process of formalizing and controlling its environmental conduct, the Bank received certification 

under the ISO 14001 standard, which is revalidated annually, in a comprehensive review by a licensed international 

firm. Extensive description of activities in connection with the environment is presented in the Corporate Social 

Responsibility Report of Bank Hapoalim, published annually in accordance with the most advanced GRI standard.

The Bank has established policy, working procedures, and methodologies for the identification, specification, and 

management of environmental risks, in order to address the effect of environmental risk on the credit risk of 

major borrowers. During the formulation of the process of writing the policies and working procedures, prevalent 

methodologies at banks overseas were examined, and experts in this field were consulted. The methodology for 

identification of environmental risks includes, among other matters, reference to the potential environmental risk 

in an economic sector, as well as individual reference to environmental risks that may have a material effect on the 

corporation, based on its business activity. The management of environmental risks is part of the overall management 

of credit risks at the Bank; an assessment of environmental risk is included in evaluations of the quality of credit granted 

to customers by the Bank. 

The Bank or any senior officer of the Bank were not a party, during the reported period, to any material legal or 

administrative proceeding related to the environment, as noted in Section 28 of the First Addendum to the Securities 

Regulations. 

E.	 Liquidity Risk 
Liquidity risk – Liquidity risk is defined as present or future risk to the stability and profits of the Bank arising from 

an inability to sustain the cash flow required for its needs. Liquidity risk at the Bank is defined as the ability of the Bank 

to repay its liabilities on schedule, including during times of stress, without damage to its routine operations within 

the work plans of the Bank and without incurring exceptional losses. 

Refinancing risk – The risk of inability to raise new resources to replace resources that have matured, or that the 

reissue may be performed at durations and terms that damage the Bank’s net interest income. This risk is managed 

as part of liquidity risk. In light of the financing sources described above, the Bank does not view this risk as a material 

risk in its own right. The Bank accords high importance to raising resources that are stable and highly diversified.
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Table E.1: Liquidity Coverage Ratio - Limited Banking Corporation and Consolidated Subsidiaries, for the 

Three-Month Period Ended December 31, 2015

Total 
unweighted 

value*

Total  
weighted 

value**

Total high-quality liquid assets

Total high-quality liquid assets (HQLA) 90,364

Cash outflows

Retail deposits from individuals and from small business customers, of which: 179,369 13,583

	 Stable deposits 55,424 2,771

	 Less stable deposits 83,935 9,621

	� Deposits for a period greater than 30 days (Section 84 of Proper Conduct of Banking 
Business Directive 221) 40,010 1,191

Unsecured wholesale financing, of which: 114,063 71,858

	� Operational deposits (all counterparties) and deposits in networks of cooperative banks 1,477 369

	 Non-operational deposits (all counterparties) 112,396 71,299

	 Unsecured debts 190 190

Secured wholesale financing 198 39

Additional liquidity requirements, of which: 118,584 21,355

	 Outflows related to derivative exposure and other collateral requirement 13,882 11,439

	 Outflows related to loss of funding on debt products - -

	 Credit and liquidity facilities 104,702 9,916

Other contractual funding obligations 10,994 10,994

Other contingent funding obligations 56,888 2,309

Total cash outflows - 120,138

Cash inflows

Secured lending (e.g. reverse repos) 109 109

Inflows from fully performing exposures 26,324 18,095

Other cash inflows 17,466 10,408

Total cash inflows 43,899 28,612

Total adjusted 
value***

Total high-quality liquid assets (HQLA) 90,364

Total net cash outflows 91,526

Liquidity coverage ratio (%) 99%

*	 Unweighted values shall be calculated as outstanding balances maturing or callable within 30 days (for inflows and outflows), 
based on three monthly observations, in accordance with the transitional directives. 

**	 Weighted values shall be calculated after the application of respective haircuts (for HQLA) and outflow rates (for inflow and 
outflow) based on three monthly observations, in accordance with the transitional directives. 

***	Adjusted values shall be calculated after the application of: (1) haircuts and inflow and outflow rates; and (2) any applicable 
caps (i.e. caps on level 2B and level 2 assets for HQLA and cap on inflows). 
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On September 28, 2014, the Supervisor of Banks issued a circular adding Proper Conduct of Banking Business 

Directive 221, Liquidity Coverage Ratio, which adopts the recommendations of the Basel Committee with regard 

to the liquidity coverage ratio (LCR) in the banking system in Israel. The LCR refers to a horizon of thirty days, in a 

stress scenario, and is aimed at ensuring that banking corporations maintain high-quality liquid assets that cover the 

corporation’s liquidity needs during that timeframe, in accordance with the scenario described in the directive. The 

directive establishes the method of calculation of the LCR, including a definition of characteristics and operational 

requirements for the “high-quality liquid assets” (the numerator) and the applicable safety haircut coefficients, and 

defines the net expected cash outflows in the stress scenario defined in the directive for the coming thirty calendar 

days (the denominator). This flow includes, among other matters, some withdrawal of various types of deposits, in 

accordance with the coefficients in the scenario, some utilization of credit facilities provided by the Bank, and more, with 

the deduction of repayment during the month of credit granted by the Bank, at certain coefficients, etc. Classifications 

of bonds, types of deposits, types of credit facilities, etc., and the applicable haircut coefficients were established in 

the directive. Accordingly, a change in the volume or composition of liquid assets, a change in the volume of any of 

the types of deposits defined in the directive, changes in the volume of credit facilities and guarantees subject to a 

liquidity requirement, etc., may lead to a change in the ratio. 

Pursuant to the transitional directives, a minimum requirement of 60% has been established, beginning April 1, 2015, 

increasing to 80% on January 1, 2016 and to 100% from January 1, 2017, forward. However, during times of financial 

stress, banking corporations will be permitted to fall below these minimum requirements. Separate requirements 

apply in total currencies and in foreign currency, at the level of the standalone banking corporation and consolidated, 

and the ratio is calculated accordingly. A banking corporation that does not comply with the ratio is required to 

report immediately to the Supervisor of Banks; after three days of deviation, the corporation must submit a plan for 

compliance with the minimum requirement.

The ratio for the standalone banking corporation is calculated daily, and reported as an average of daily observations. 

The consolidated ratio and the ratio for the significant banking subsidiaries is calculated on a monthly basis, in 

accordance with the transitional directives, and reported as the average of three monthly observations. Credit-card 

companies are exempt from independent calculations, but are included in the consolidated data. 

In general, the LCR according to Proper Conduct of Banking Business Directive 221 is stricter than the internal 

models applied at the Bank. During the quarter, the average consolidated ratio (as noted, an average of three monthly 

observations) was 99%, and the average standalone ratio (an average of daily observations) for the banking corporation 

was 92%, versus the minimum requirement of 60%. The ratio rose during the quarter, as compared to the preceding 

quarter, due to an increase in liquid assets, as a result of an increase in deposits exceeding the increase in credit, a 

change in the mix of assets, and improvements in measurement. There is some volatility from day to day during the 

month, and some interchange between NIS and foreign currency, mainly due to activity in derivatives. 

The liquid assets of the Bank mainly consist of Israeli government bonds in NIS and in foreign currency, US government 

bonds in foreign currency, and deposits with central banks (the Bank of Israel and the Federal Reserve). Part of the 

liquid assets are held by the Bank, and part are held by the subsidiaries. The Bank takes into consideration possible 

restrictions on the transfer of liquidity between some subsidiaries and the Bank, particularly banking subsidiaries 

overseas. Accordingly, some of the subsidiaries hold liquid assets for times of crisis (or a credit line from the parent 

company), according to need, and the Bank does not rely on these assets. The standalone liquidity ratio is calculated 

using a stricter assumption, and does not include liquid assets which the Bank estimates it will be able to transfer during 

a crisis from some of the subsidiaries. The Bank manages the liquidity coverage ratio, and accordingly its liquid assets, 

with a separation of NIS and foreign currencies. For details of liquid assets by level and for pledged and unpledged 

assets, see tables below.
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The main source of funding of the Bank is deposits from retail customers and small businesses in Israel, which generate 

low liquidity risk relative to other resources. In addition, the Bank obtains financing through issues, deposits from 

corporate and financial companies, and more. Funding in foreign currency include deposits of private customers and 

corporate customers in Israel, non-residents, Global Private Banking customers, Israeli companies abroad, issues of CDs 

and other instruments secured by the FDIC in the United States, and issues of bonds abroad (through the subsidiary 

Hapoalim International). Deposits from corporate and financial entities with a maturity date of up to one month 

are subject to high outflow coefficients, pursuant to the directive, and therefore have a relatively large contribution 

to cash outflow. The Bank monitors the concentration of funding sources, in various breakdowns, in both NIS and 

foreign currency, and complies with the internal limits in this area. The Bank does not rely on funding from the capital 

market as a major financing source. 

Derivatives create a large inflow and a large outflow, and lead to redirection of liquid assets and net cash outflow 

between NIS and foreign currency, but their net contribution in all currencies is low. The Bank does not consider 

collateral which it is required to deposit against derivatives activity as liquid assets; volatility in the volume of this 

deposit is taken into consideration, as required in the directive.

The Bank calculates its standalone liquidity ratio on a daily basis, divided into NIS and foreign currency. The Bank tracks 

this ratio at the subsidiaries (which are required to comply with internal liquidity limits adjusted to the nature of their 

operations), and calculates the ratio on a consolidated basis, on a monthly basis, in accordance with the transitional 

directives. The calculation of the consolidated ratio takes into consideration limits that may apply to the transfer of 

liquidity from some of the subsidiaries during a crisis, particularly banking subsidiaries overseas. The standalone banking 

corporation ratio is reported as an average of daily observations, while the consolidated ratio is reported as the 

average of three monthly observations. The Board of Directors of the Bank has adopted an internal limit stricter than 

the regulatory LCR requirement, both for the standalone banking corporation and consolidated. 

Liquidity and refinancing risks are managed based on a global view of the Bank’s activity in Israel, and at its overseas 

branches and subsidiaries with significant liquidity risk for the Group. Liquidity risk at the Bank, in foreign currency 

and in NIS, is managed and controlled routinely at the ALM Division, in accordance with Group policy, with the 

aim of ensuring the ability to cope competitively even in exceptional supply and demand situations in the financial 

markets. Current liquidity management is under the responsibility of the ALM Division, and is executed through 

NIS and foreign-currency liquidity units, and through corresponding units at the subsidiaries. Reports to Board of 

Management committees are submitted on a monthly basis; reports to Board of Directors committees are submitted 

on a quarterly basis. Additional reports to internal functions for monitoring and management purposes are submitted 

more frequently. The business plan of the Bank takes future liquidity requirements and risks into consideration. The 

Market and Liquidity Risk Management Department in the Risk Management Area routinely monitors liquidity using 

internal and environmental parameters, independently reports the risk level to the committees of the Board of 

Management and the Board of Directors, and challenges the parameters in the various models related to liquidity.
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In addition to the measurement of the liquidity ratio according to Proper Conduct of Banking Business Directive 

221, as described above, the Bank applies additional tools and monitors additional indicators of liquidity risk, in 

accordance with Proper Conduct of Banking Business Directive 342. These indicators include, among other matters, 

an internal liquidity risk model similar to the LCR. This model is based on the proven stability of deposits at the Bank 

over long periods, and includes various scenarios with respect to rollover and maturity rates of assets and liabilities. A 

liquidity ratio is calculated in each scenario; this ratio is not to fall below the minimum level specified in the directive. 

Scenarios applied in the internal model refer to various market conditions, and specifically to a Bank specific scenario, 

a systemic scenario, and a combined scenario. In each scenario, the liquidity gap for a period of up to one month is 

examined against liquid assets. The scenarios differ primarily in the assumptions regarding rollover of deposits and 

haircut coefficients for liquid assets. The Bank also applies models for longer and shorter periods; an NSFR-based 

model for a period of one year; depositor concentration indices; an early warning system (a system that monitors 

indicators that may point to a risk of a crisis situation); and more; some of these indices are subject to internal and/

or regulatory limits. The Bank also monitors various liquidity ratios at the subsidiaries (which are required to comply 

with both internal liquidity limits adapted to the nature of their operations, and the limits of the local regulator).
AI The Bank maintains a liquidity cushion for stress situations; maintains a balance sheet structure, and in particular 

a resource structure, that brings liquidity risk to a low level; monitors early warning systems to identify liquidity 

stress situations as early as possible; and maintains contingency funding for crisis situations, which includes convening 

committees, reporting requirements, and a series of steps for coping with possible stress, according to scenarios.

AI Table E.2: Details of liquid assets, by level, as required in the Basel directives

Balance at 
report date

Average in 
reported 

quarter

Level 1 assets 91,261 88,704

Level 2A assets 1,132 1,120

Level 2B assets 503 540

Total HQLA 92,896 90,364

A regulatory limit applies in Switzerland and in New York to the use of the liquidity reserve of these entities. The 

Bank's scenarios assume the use of liquidity of the subsidiaries / New York branch taking the limits of each entity 

into consideration.
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AI Table E.3:Pledged and Unpledged Available Assets*

Fair value balance as at December 31, 2015

Total balance 
in the balance 

sheet

Of which: 
pledged**

Of which: 
unpledged

Cash and deposits with banks 64,976 2,784 62,192

Israeli government bonds 43,642 9,136 34,506

Foreign government bonds 5,622 551 5,071

Bonds of financial institutions in Israel 634 - 634

Bonds of foreign financial institutions 4,737 - 4,737

Bonds of others in Israel 2,048 - 2,048

Bonds of foreign others 3,667 42 3,625

Shares of others 2,534 - 2,534

Total securities 62,884 9,729 53,155

*	 In addition, other assets in the amount of NIS 741 million are pledged.
**	 Includes pledges above the requirement.

F.	 Remuneration Disclosure
1.	 Entities Supervising Remuneration
The supervising entities of the remuneration are the Board of Directors of the Bank, through the Remuneration 

Committee of the Board of Directors. The Remuneration Committee consists of three members, among them, in 

2015, two external directors and another director (such director’s service ceased on December 13, 2015, and another 

director was appointed to the committee in her stead). The chairman of the committee is an external director. The 

powers of the Remuneration Committee are those granted to it in accordance with the applicable law – inter alia, in 

accordance with the provisions of the Companies Law, 1999, and the directives of the Supervisor of Banks (Proper 

Conduct of Banking Business Directive 301 and Proper Conduct of Banking Business Directive 301A), and as defined 

in the procedures of the Bank. The Remuneration Committee supervises the implementation of the remuneration 

policy and of the remuneration plans, and for that purpose is assisted by the risk management, control, and audit 

functions of the Bank. The Remuneration Committee, with the assistance of the risk management, control, and audit 

functions of the Bank, as necessary, has designed and designs the means of control to ensure that the principles of the 

remuneration policy are maintained, in such a manner as to ensure on a regular basis that the actual remuneration of 

the officers, the risk and performance indicators, and the results thereof are consistent with the chosen remuneration 

mechanisms and with the policy objectives, and adjustments may be made as necessary.

The Committee is also assisted in its work by external advisors – economic (Cognum Financial Consulting Ltd.) 

and legal (Goldfarb Seligman Law Offices) – who advise the committee with respect to the remuneration policy 

and remuneration plans in accordance with applicable laws, and in connection with information required by the 

Committee in order to make informed decisions, remuneration approval processes at the Bank, and various controls, 

all as required by the applicable laws.

The remuneration policy of the Bank contains a chapter addressing the Bank Group, which applies similar principles 

to those of the Bank's remuneration policy to selected subsidiaries of the Bank in Israel, while with respect to the 

overseas subsidiaries and overseas branches of the Bank, there are certain adjustments which apply, in order to 

adjust the remuneration to the laws that apply in the relevant country and to the terms of the labor market there.
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Table F.1: Key Employees of the Bank

Quantity in 
2015

Quantity in 
2014

Key employees of the Bank

Chairman, CEO, and members of management 14 15

Other officers 4 3

Senior executives 119 116

Chief Economist 1 1

Traders 9 9

Managers subordinate to CEO 4 4

Total 151 148

2.	 Planning and Structure of Remuneration Processes
The main characteristics and objectives of the policy are described below, including a reference to the way in which 

the Bank ensures that employees engaged in risk management, compliance, auditing, and accounting are remunerated 

without dependence upon the business under their supervision.

General – The Bank aspires to remunerate officers and executives for their work and contribution to the Bank, and 

to retain them over the long term, while creating appropriate incentives and linking their best interests with the best 

interests of the Bank and of its stakeholders, in alignment with the goals of the Bank, its work plans, and its policies 

from a long-term perspective. The remuneration policy is consistent with the Bank's vision and strategy and with its 

work plans and risk appetite, and its purpose is to lead to maximizing the Bank’s value, while emphasizing the Bank’s 

stability and the interchange between achieving returns and taking risks.

The main goals of the remuneration policy are:

•	 To motivate officers to act to create long-term economic value for the Bank and its stakeholders, in a manner 

that strengthens the connection between remuneration and the creation of value for the stakeholders in general 

and for shareholders of the Bank in particular. 

•	 To adjust the remuneration to the Bank's vision, to the overall strategic plan of the Bank and of its secondary 

units, and to the work plan derived from the strategic plans. Accordingly, remuneration incentives shall also be 

adjusted to the long-term objectives formulated in the strategic plan and in periodic work plans.

•	 To adjust the total remuneration to the risk appetite of the Bank. 

•	 To maintain the Bank's competitiveness in recruiting and retaining high-quality personnel for senior executive 

positions; the remuneration amounts shall be proportionate and shall take into consideration the terms of the 

market and the structure of the remuneration at the Bank.

•	 To comply with regulatory requirements – the officers' remuneration shall include a component reflecting 

attainment of the general objectives of the Bank with respect to risk management and compliance with laws, 

regulatory directives, and the procedures of the Bank. 

•	 To promote a remuneration structure that prevents harm to working relationships at the Bank. 

•	 To adjust remuneration to the type of officers' activities and responsibilities, and to their skills. 
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•	 Remuneration for functions of the organizational functions that are involved in supervision and control shall be 

determined based on standards that take into consideration the importance and sensitivity of these roles. The 

bonus budget for these functions shall be determined according to the cost of capital, and shall increase or decrease 

by up to 20% based on the attainment of key performance indicators (hereinafter : "KPIs"), to be established in 

advance by the supervisors of the executives in the supervision and control functions, according to the role of 

the executive. Pursuant to the Bank's remuneration plan of 2010, which was adopted prior to the approval of the 

remuneration policy (the "2010 Remuneration Plan"), the budget for the aforesaid executives was established in 

part according to the rate of return on equity, and in part as a multiple of the monthly salary, partly subject to the 

executive's KPIs and partly according to a supervisor's opinion, which is given to each of the above executives 

by a designated panel as determined for such purpose in the 2010 Remuneration Plan.

3.	 Description of the ways in which present and future risks are taken into 
consideration in the remuneration process
The annual and multi-annual work plans are constructed, among other matters, with reference to the volume and 

types of the risks that the Bank is willing to undertake. The achievement of objectives of the work plan, including 

capital-adequacy targets, and the achievement of a surplus return over the required cost of capital set the threshold 

for the distribution of bonuses. This objective is also achieved through a ceiling on variable remuneration, and through 

postponement of the payment of part of the annual bonus, which is contingent on the Bank's performance in future 

years, so that executives are exposed to the consequences of materialization of the risks that they take, and their 

remuneration decreases if or when the risks materialize in the future.

Risk management, control, and audit functions at the Bank assisted the Board of Directors of the Bank and the 

Remuneration Committee of the Board of Directors in ensuring that risk indicators and performance indicators 

used in the remuneration mechanisms of the officers are consistent with the objectives of the remuneration policy 

and provide assurance of the effectiveness of the remuneration mechanisms.

The principal risks taken into consideration by the Bank in applying remuneration indicators include credit and 

centralization risks, market risks, operational risks, and compliance risks.

4.	 Description of ways in which the banking corporation links performance during 
the measurement period with remuneration levels
The main performance indicator for the Bank is the attainment of the required rate of return on equity, as detailed 

in the Bank's remuneration policy. The main individual performance indicators are established according to the work 

plans of the Bank, and are drawn from different fields, such as finance; customers; processes, including long-term 

projects; and technological infrastructures and human resources. Lateral objectives are also integrated in the individual 

objectives, based on the needs of the organization, such as objectives related to efficiency, employee satisfaction, and 

intra-organizational service.

Once a year, within the approval process of the annual bonus, the Bank examines the correlation between the degree 

of success of the unit as reflected in scores on the indicators, and the degree of its success as reflected in BSC.

In exceptional cases, the objectives shall be presented for discussion at the end of the year, in aggregate, in order to 

make changes.
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5.	 Description of ways in which the banking corporation adjusts remuneration in 
order to take longer-term performance into consideration
In general, variable remuneration shall consist, among other components, of an annual bonus contingent upon the 

financial performance of the Bank, based on risk-adjusted profit and the cost of capital of the Bank, and shall also 

be determined according to the attainment of measurable quantitative and qualitative individual key performance 

indicators (the model for establishing the bonus budget for traders differs from the foregoing description, and takes 

into account factors including the specific performance of the group and room to which they belong). 

50% of the annual bonus shall be spread over three years, in a manner that compensates for unsatisfactory performance 

during that period, if any, and shall be paid in share-based instruments (usually in the form of restricted stock units 

(RSU), with a vesting condition of an ROE difference of no less than -5%), provided that the variable remuneration in 

a given year is higher than 1/6 of the fixed remuneration in that year; otherwise, the deferral shall not be performed, 

all subject to the applicable law. Pursuant to the 2010 Remuneration Plan, executives' annual bonus shall be accrued, 

for each executive, in a "bonus bank." 60% of that amount (or 50% for members of management) shall be paid at the 

end of each year, and the remaining amount will continue to accumulate in the bonus bank. In the event of an annual 

net loss from regular activities, or a material deviation from the capital-adequacy ratio, the payment shall be deferred 

until annual profit is presented, or until the deviation from capital adequacy ceases, as the case may be. 

Pursuant to the remuneration policy, the Remuneration Committee and the Board of Directors shall be authorized 

to subtract up to 50% of the annual bonus of an executive (with the exception of the Chairman of the Board and 

the CEO), in cases in which the financial or business position of the Bank makes it necessary, and/or due to reasons 

related to the functioning of the executive or reasons to be explained by such organs.

The remuneration policy states that in the event that the audited financial statements of the Bank for a given year are 

amended, such that if the amount of the bonus owed to the executive in respect of that year had been calculated 

based on the amended data the executive would have received a bonus in a different amount, the executive shall 

reimburse the Bank for, or the Bank shall pay the executive, as relevant, the difference between the amount of the 

bonus received or the amount unpaid by the Bank, as relevant, and the amount to which the executive is entitled 

based on the said amendment, provided that, if the executive has left the Bank, no more than three years have elapsed 

from the end of the executive's employment at the Bank.

6.	 Description of different vehicles of variable remuneration used by the banking 
corporation and of the considerations in the use of such different vehicles
Half of the variable remuneration is paid in cash, and the other half is paid as deferred remuneration. The deferred 

variable remuneration is usually paid in the form of restricted stock units. However, the Bank's subsidiaries in general, 

and the subsidiaries overseas in particular, have the possibility for such remuneration to be paid in the form of phantom 

restricted stock units (or to be deferred and paid in cash). The foregoing also applies to employees on assignment 

overseas for the Bank, for tax reasons.
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Table F.2: General quantitative information

2015 2014

Number of meetings held by the principal entity supervising remuneration during the 
reported year: 19 29

Total remuneration paid to the members of the principal entity supervising remuneration 
during the reported year (in NIS millions): 0.3 0.5

Number of senior officers and other key executives who received variable remuneration 
during the reported year: 233 226

Number of guaranteed bonuses granted during the reported year: - -

Total guaranteed bonuses granted during the reported year (in NIS millions): - -

Number of signing bonuses granted during the reported year: - -

Total signing bonuses granted during the reported year (in NIS millions): - -

Number of severance payments granted during the reported year: 4 6

Total severance payments granted during the reported year (in NIS millions): 1 2

Total deferred compensation paid to senior officers and other key employees in the reported 
year (in NIS millions): 87 95

Table F.3: Total deferred compensation not yet paid to senior officers and other key employees (in NIS millions)

2015 2014

Cash 68 73

Shares* - -

Share-based instruments  90 100

Other forms - -

*	 Does not exist at the Bank.
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Table F.4: Additional details of the remuneration amount in respect of the reported year for senior officers and 

other key employees (in NIS millions)

2015 2014

Senior officers Other key employees Senior officers Other key employees

Undeferred Deferred Undeferred Deferred Undeferred Deferred Undeferred Deferred

Fixed 
compensation Cash-based 36 - 187 - 34 - 184 -

Shares and 
share-based 
instruments - 4 - 6 - 9 - 24

Others 4 - 10 - 9 - 21 -

Variable 
compensation Cash-based 13 9 45 18 7 8 33 16

Shares and 
share-based 
instruments - 9 - 29 - 4 - 13

Others 1 - 1 - 1 - 1 -

Table F.5: Quantitative information on the exposure of senior executives and other key employees to implicit 

adjustments

2015 2014

Total unpaid amount of balance of deferred remuneration and retained remuneration 
exposed to explicit and/or implicit retroactive adjustments (in NIS millions) 165 179

Total amount of deductions during the reported year due to explicit retroactive adjustments 
(in NIS millions) - -

Total amount of deductions during the reported year due to implicit retroactive adjustments 
(in NIS millions)* 4 14

*	 Contingent RSU forfeited due to partial fulfillment of return differences, relative to the return difference that confers entitlement 
to the maximum amount.

Yair Seroussi Zion Kenan Tsahi Cohen
Chairman of the  
Board of Directors

President and  
Chief Executive Officer

Senior Deputy Managing Director,  
Chief Risk Officer (CRO)

Tel Aviv, February 28, 2016
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Glossary 

Active market

A market in which transactions in an asset or liability are executed at a sufficient frequency and volume in order to 

provide pricing information on a regular basis.

Appreciation

Strengthening of the value of a currency in relation to other currencies. 

Auxiliary corporation

A corporation that is not a banking corporation in its own right, and which engages only in an area of activity permitted 

to the banking corporation that controls it, excluding occupations permitted exclusively to banking corporations by law. 

Average duration

Weighted average term to maturity of the principal and interest payments on a bond.

B2B

Business to business - A business activity in which a product is sold or a service is provided by an organization to 

another organization. 

B2C

Business to consumer - A business activity in which a product is sold or a service is provided to an end consumer.

Balloon loan

A loan in which only interest payments are performed throughout the loan period, and the principal is paid in full at 

the end of the period; in some cases, the interest is also paid at the end of the period.

Bullet loan

A loan in which only interest payments are performed throughout the loan period, and the principal is paid in full at 

the end of the period; in some cases, the interest is also paid at the end of the period.

Bank of Israel interest rate

The interest rate at which the Bank of Israel lends or borrows money to or from banking corporations. This rate is 

established by the monetary committee of the Bank of Israel. 

Banking corporation

A bank, foreign bank, mortgage bank, investment financing bank, business promotion bank, financial institution, or join 

services company.

Basel

Basel 2/Basel 3 - Risk-management regulations for banks, established by the Basel Committee, which is engaged in 

supervision and setting standards for supervision of banks worldwide. 

Benchmark scenario 

A possible outline of security-related, operational, economic, or other events that may cause a significant operational 

disruption for the banking corporation, used as a relevant outline in planning solutions. 

Bid-ask spread

The spread between a proposed buying and selling price. Essentially, the difference between the highest price that a 

buyer is willing to pay for an asset and the lowest price at which the seller is willing to sell it.

Black-Scholes model

A model for pricing options, including a current value technique that reflects the time value and the internal value 

of the option.
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Bond

A security that constitutes a certificate of obligation to pay a debt, in which the issuer promises to pay the holder 

of the bond the amount of principal issued, plus interest/coupon payments, at fixed intervals or upon fulfillment of 

a particular condition; a financial instrument that can be used by the government and by firms to borrow money 

from the public. 

BOT

Build Operate Transfer - A financing arrangement for public projects, in which a private entity receives a franchise 

from a public entity to finance, plan, build, and operate a public facility for a limited period, at the completion of which 

the ownership of the project is transferred to the government. 

Branch

Any place where a banking corporation takes monetary deposits or conducts business with its customers, including 

a mobile branch, but excluding a facility which customers can use to execute transactions in their account with a 

banking corporation, including loans. 

Business continuity management

An organization-wide approach encompassing policy guidelines, standards, and procedures aimed at protecting 

the Bank’s existence as an active, robust financial entity and its ability to continue to provide optimal service to its 

customers even during emergencies and significant operational disruptions. 

CBS

Central Bureau of Statistics - An organization endowed with the legal authority to collect and distribute official data 

about the society and economy of Israel. 

Class action

A claim filed on behalf of a group of people who have not given the representative claimant power of attorney, which 

raises essential questions of fact or law common to all members of the group. 

Clearing

A financial process of debiting and crediting customers.

Cloud computing

IT resources, IT infrastructure, or IT systems accessed from a remote computer through the Internet or a dedicated 

communication line.

Consortium

A credit transaction in which several financial entities grant a joint loan to a borrower.

Control

The ability to direct the activity of a corporation, excluding ability arising solely from performance of the duties of a 

director or other office of the corporation. A person necessarily controls a corporation if they hold half or more of 

a certain type of means of control of the corporation. 

Controls and procedures concerning disclosure

Other controls and procedures of the banking corporation designed to ensure that the information that the banking 

corporation is required to disclose in its reports is recorded, processed, summarized, and reported in accordance 

with the Public Reporting Directives of the Supervisor of Banks. “Controls and procedures concerning disclosure” 

include, among other matters, controls and procedures designed to ensure that the information that the banking 

corporation is required to disclose, pursuant to the Public Reporting Directives of the Supervisor of Banks, is collected 

and transmitted to the management of the banking corporation, including the chief executive officer and the chief 

accountant, in an appropriate manner in order to allow decisions to be made at the proper time in connection with 

the disclosure requirements. 



Bank Hapoalim B.M. and its Consolidated Subsidiaries114

CPI

Consumer price index - An index published by the Central Bureau of Statistics, measuring monthly changes in the 

prices of products and services that compose the “consumption basket” of an average family. The Central Bureau of 

Statistics publishes the index of changes in prices in the preceding month on the 15th day of each month. 

Credit granting activity

Loan granting, commitments to grant loans, refinancing or restructuring of loans, organization of letters of credit, 

creation of loan syndications.

Credit facility

The maximum withdrawal amount that a banking corporation agrees to accept in withdrawals from a customer’s 

current account with a negative balance.

Credit-card company

An auxiliary corporation that issues credit cards or clears payments executed using credit cards.

Current account

A bank account used to conduct incoming and outgoing cash transactions. 

Current drawing account

A business current account with a credit facility.

CVA

Credit valuation adjustment - Calculation of credit risk in derivatives reflecting the potential expected loss to the 

bank in the event of default by the counterparty. 

Cyber incident

An event in which Internet infrastructures and Internet services are a main component of an attack on computer 

systems and/or IT systems and infrastructures are attacked by, or on behalf of, antagonists (external or internal to the 

banking corporation), which may lead to the materialization of exposure, disruption, or blocked access to information 

or information systems, including an attempt at such an attack, even if no actual damage results. 

Damage

An unwanted consequence, including disruption, interruption, or suspension of activity; theft of an asset; collection of 

business intelligence; or harm to reputation or public trust. 

Debt

A contractual right to receive money on demand, or at fixed or fixable intervals, recognized in the balance sheet of 

the banking corporation as an asset (e.g. deposits with banks, bonds, securities purchased or sold in agreements to 

resell, credit to the public, credit to the government, etc.). Debts do not include deposits with the Bank of Israel or 

assets in respect of derivative instruments. 

Debt contingent on collateral

Debt expected to be repaid exclusively from the collateral, where there are no other available and reliable repayment 

sources.

Deflation

An ongoing decrease in the consumer price index.

Depreciation

Weakening of the value of a currency in relation to other currencies. 

Derivative claim

A claim filed by a claimant on behalf of a company due to a cause of the company. Under the appropriate conditions, 

any shareholder or director of a company is permitted to file a derivative claim.

Derivative instrument

A financial instrument or future contract, the value of which is derived from the value of an underlying asset, for which 

a market exists wherein its value can be determined. 



Bank Hapoalim B.M. and its Consolidated Subsidiaries115

Dodd-Frank Act

Federal regulations passed by the United States Congress in 2010 with the aim of increasing stability, transparency, 

and efficiency in the US financial system, particularly in the market for OTC derivatives. Government agencies have 

been established in accordance with these regulations in order to supervise, enforce, and monitor the performance 

of large financial entities. 

Dormant shares

Shares held directly by the company itself or by a subsidiary under its control. These shares are denied rights to capital 

or voting in the company.

Emergency

A period in which the economy is operated in emergency mode, in accordance with Government Resolution 1716 

of July 6, 1986; Government Resolution 1080 of February 13, 2000; and any other government resolution on this 

matter; declaration of a special situation on the home front pursuant to Section 9C of the Civil Defense Law, 1951; 

or declaration of a state of emergency by the Supervisor.

EMIR

European Market Infrastructure Regulation - Regulation adopted by the European Union in 2012 in order to 

increase stability, transparency, and efficiency in derivatives markets in the European Union, particularly in the market 

for OTC derivatives.

Exchange rate

The rate for conversion of currencies.

Extreme scenario

A possible outline of security-related, operational, economic, or other events that may cause a significant operational 

disruption for the banking corporation, used as a relevant outline in planning solutions. 

FATCA

Foreign Accounts Tax Compliance Act - An American law aimed at improving tax enforcement, pursuant to which 

financial entities outside the United States must report to the US tax authorities on accounts maintained with them 

and owned by anyone obligated to report to these authorities, even if not a resident of the United States.

FDIC

Federal Deposit Insurance Corporation - The Federal Deposit Insurance Corporation in the United States.

Financial asset

Cash; an equity instrument of another entity; a contractual right to receive cash or another financial asset from another 

entity, or to exchange financial assets or financial liabilities with another entity, with potential preferred terms for the 

entity; or a contract to be settled, or possibly to be settled, with equity instruments of the entity.

Financial instrument

Any contract that creates a financial asset in one entity and a financial liability or equity instrument in another entity.

Fixed-term deposits

Deposits in which the depositor does not have the right or authorization to withdraw funds for six days from the 

date of the deposit.

Floating/current lien

A lien on all of the assets and operations of a company, or on some at the time, as they are from time to time, but 

subject to the authority of the company to create special liens on its assets, or on some of its assets.
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GDP

Gross domestic product - The total added value of all local producers (output less interim consumption), plus net 

taxes (taxes less support for products) not included in the output value. Gross domestic product is also obtained 

by a summation of the expenditure on end consumption, plus gross investment and exports, less imports. Gross 

domestic product is also obtained by a summation of the primary revenue distributed by domestic production 

units – the remuneration of salaried employees, plus the gross operational surplus, mixed revenues, and net taxes 

on production and on imports.

GRI

Global Reporting Initiative - An international standard for reporting on sustainability and corporate social responsibility.

Guarantees

Formal contractual engagements that legally require a third party to pay a debt, if the direct debtor is unable to do so.

Hedge

A financial transaction the goal of which is to reduce exposure arising from another financial transaction or from a 

portfolio of exposures.

Housing loan

A loan that fulfills one of the following criteria, provided that it is not granted for the purposes of a business:  

(1)	The loan is intended for the purchase or lease of a residence, or for the construction, expansion, or renovation 

of a residence;  

(2)	The loan is intended for the purchase of a lot for the construction of a residence, or for the purchase of a right 

to a residence in return for key money;  

(3)	The loan is granted through a mortgage of a residence;  

(4)	The loan is intended to finance full or partial early repayment of a loan as noted in subsections (1) and (2).

ICAAP

Internal Capital Adequacy Assessment Process - An internal process to assess capital adequacy and establish strategy 

to ensure the capital adequacy of banking corporations. The process is designed to ensure that banking corporations 

hold adequate capital to support all of the risks inherent in their activities, and that they develop and apply appropriate 

processes to manage risks. Among other elements, the process includes setting capital targets, performing capital 

planning processes, and examining the condition of capital under a variety of extreme scenarios.

Indebtedness

As defined in Proper Conduct of Banking Business Directive 313.

Inflation

An ongoing rise in prices, which causes a decrease in the value of money. Inflation is measured according to the rate 

of change in the consumer price index.

Internal control over financial reporting

A process planned by or under the supervision of the chief executive officer and the chief accountant, or someone 

who fulfills the same role, and influenced by the board of directors of the banking corporation, management, and other 

employees, in order to obtain a reasonable degree of confidence with regard to the reliability of financial reporting 

and with regard to the preparation of the financial statements for external purposes in compliance with generally 

accepted accounting principles and with the directives and guidelines of the Supervisor of Banks.

Inventory of high-quality liquid assets

Assets are considered high-quality liquid assets if they can be converted to cash easily and quickly, with a minor loss 

or no loss in value.

LDC

Less developed country - A country classified by the World Bank as having low or medium revenue.

Legal entity

Any legal structure used to perform actions or hold assets. Companies, partnerships, and limited partnerships are 

examples of such structures.
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Libor interest rate

The interbank interest rate at which banks trade credit with one another.

Lien

Collateral given to a lender by a borrower to guarantee payment owed.

LTV

Loan to value ratio - The amount of a loan (including an unutilized approved credit facility) as a percentage of the 

pledged asset (according to the banking corporation’s share in the pledge).

Macro-economic scenario

A possible outline of security-related, operational, economic, or other events that may cause a significant operational 

disruption for the banking corporation, used as a relevant outline in planning solutions. 

MAGNA

Electronic due disclosure system of the ISA - An information system for online acceptance and distribution of all 

of the reports required of entities supervised by the Israel Securities Authority: corporations, mutual-fund managers, 

trustees, investment advising companies, portfolio management companies, and underwriters.

Management

Those responsible for the achievement of the goals of an entity, and authorized to establish policies and make decisions 

for the achievement of such goals. Management usually includes the members of the board of directors, the chief 

executive officer, the chief operating officer, the deputy to the chief executive officer responsible for the main activities 

of the business (such as sales, administration, or finance), and others who fulfill similar decision-making functions.

Maof market

TASE market of future and financial instruments - A market for derivative instruments traded on the Tel Aviv Stock 

Exchange.

Material weakness

A deficiency or a combination of deficiencies in the internal control over financial reporting, such that there is a 

reasonable possibility that material misstatement in the annual or quarterly financial statements of the banking 

corporation may not be prevented or may not be discovered in time.

Means of control

Pursuant to the Banking (Licensing) Law, 1981, any one of the following:  

(1) The right to vote at the general assembly of a company or at the corresponding body of another corporation;  

(2) The right to appoint a director of a corporation, and for this purpose: 

(a) Anyone who appoints a director of a corporation shall be considered to have the right to appoint the director;  

(b) A corporation, an officer of which is appointed as a director of another corporation, and the controlling party 

of such a corporation, necessarily have the right to appoint the director;  

(3) The right to participate in the profits of the corporation;  

(4) The right to the balance of assets of the corporation upon liquidation, after settlement of its liabilities.

Microfinance loan

A loan granted as part of a microfinancing project for small businesses with low financial capabilities that would be 

ineligible for credit under standard conditions.

Middle market

Commercial activity conducted with mid-sized businesses, usually in the United States.

MTM

Mark to market - Revaluation of a derivative instrument based on price quotes from relevant markets, or in the 

absence thereof, based on alternative evaluation methods.

NPL

Non-performing loan - Impaired credit not accruing interest income.
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Obligo

Total liabilities of the customer to the Bank.

Off-balance sheet credit

Instruments such as commitments to grant credit and guarantees (excluding derivative instruments).

Off-balance sheet financial instruments

Instruments such as commitments to grant credit and guarantees (excluding derivative instruments).

On-demand deposits

Deposits other than fixed-term deposits.

Option

A contract between two parties (the option writer and the option buyer); the option writer grants the option buyer 

the right to buy or sell a particular asset for a predetermined price, usually at a predetermined time.

OTC derivative

Over-the-counter derivative - A derivative instrument in which financial institutions contract during the ordinary 

course of business, for which a market exists wherein its value can be determined.

Phantom shares

An instrument granting cash compensation based on the value of shares of the company, without entitlement to 

receive the share.

Public

Excluding the government, foreign governments, and banks.

Recovery

Rehabilitation of a business activity, after the activity has been disrupted, to a satisfactory level in order to meet 

business obligations.

Restrictive arrangement

An arrangement between people who manage businesses in which at least one of the parties restricts itself in a manner 

that may prevent or reduce business competition between that party and the other parties to the arrangement, or 

some of them, or between that party and a person who is not a party to the arrangement.

Retrospective implementation

Implementation of a new accounting policy with respect to transactions, events, or other situations as though the 

policy had always been implemented.

Securitization

A transaction in which loans and bank credit are transformed into long-term loans, through bonds.

Subordinated notes

Notes in which rights are subordinate to the claims of all other creditors of the banking corporation, excluding other 

notes and notes of the same type.

Subsidiary

A company in which another company holds 50% or more of the notional value of issued share capital, or of voting 

power, or is authorized to appoint half or more of its directors or its chief executive officer.

Supervisory capital 

Supervisory capital comprises two tiers: Tier 1 capital and Tier 2 capital, as defined in Proper Conduct of Banking 

Business Directive 202.

Syndication

A transaction in which several lenders jointly grant a loan to a single borrower, but each lender provides a loan to 

the borrower in a specific amount and has the right to repayment by the borrower. Groups of lenders frequently 

finance loans together when the amount granted is higher than the amount that any one lender is willing to lend.
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Tier 1 capital 

Going-concern capital, including common equity Tier 1 capital and additional Tier 1 capital, as defined in Proper 

Conduct of Banking Business Directive 202.

Tier 2 capital

Gone-concern capital, as defined in Proper Conduct of Banking Business Directive 202.

Total capital ratio

Total capital is the total of Tier 1 capital and Tier 2 capital. The total capital ratio is calculated by dividing total capital 

by risk-adjusted assets.

Turnover

Annual sales volume or annual revenue volume.

VaR

Value at risk - A commonly used statistical model for the quantification of market risks. The model uses historical 

data to assess the maximum expected loss in respect of a particular position or portfolio, for a defined time horizon, 

at a defined significance level.

Vesting period

The period in which all defined terms must be fulfilled for the maturation of a share-based payment arrangement.

VIE

Variable interest entity - Contractual interests, ownership interests, or other monetary interests that vary according 

to changes in the fair value of the net assets of the entity, which do not include variable interests.

Volcker Rule

The Volcker Rule is American legislation applicable to certain banking corporations, which imposes prohibitions and 

restrictions related to proprietary trading and investment activity and/or sponsorship of covered funds, as defined 

in the Volcker Rule.
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