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risks

The meeting of the Board of Directors held on March 6, 2018, in the framework of approval of the Bank's 2017 annual report, decided

also to approve and publish the report in the matter of "Disclosure according to the third pillar of Basel and additional information

regarding risks".

PRINCIPAL REGULATORYRATIOS AND REVIEW OF RISK
MANAGEMENT AND RISK ASSETS

Principal regulatory ratios (KM1)

31.12.2017 30.9.2017 30.6.2017 31.3.2017 31.12.2016
in NIS millions

Available capital
Common equity tier 1 16,003 15,698 15,370 15,157 15,036
Common equity tier 1 before applying the effect of the transition 15,689 15,378 15,049 14,828 14,577
Tier 1 capital 16,893 16,588 16,046 16,046 16,104
Tier 1 capital before applying the effect of the transition 15,689 15,378 15,049 14,828 14,577
Total capital 22,288 22,137 21,852 21,635 21,124
Total capital before applying the effect of the transition 18,277 17,981 17,606 17,371 16,296
Weighted average of risk assets
Total weighted average of risk assets 160,070 160,806 156,921 155,899 152,890
Ratio of capital adequacy in accordance with instructions of the supervisor
of banks (in %)
Ratio of common equity tier 1 10.0 9.8 9.8 9.7 9.8
Ratio of common equity tier 1 before applying the effect of the transition 9.8 9.6 9.6 9.5 9.5
Tier | capital ratio 10.6 10.3 10.4 10.3 10.5
Tier | capital ratio before applying the effect of the transition 9.8 9.6 9.6 9.5 9.5
Ratio of total capital 13.9 13.8 13.9 13.9 13.8
Ratio of total capital before applying the effect of the transition 11.4 11.2 11.2 11.1 10.6
Ratio of common equity tier 1 required by the Supervisor of Banks 9.2 9.2 9.2 9.2 9.2
Ratio of common equity tier 1 over the required by the Supervisor of
Banks 0.8 0.6 0.6 0.6 0.7
Leverage ratio according to Directives of the Supervisor of Banks
Total exposures (in NIS millions) 248,020 245,654 243,259 243,731 243,900
Leverage ratio (in %) 6.8 6.8 6.7 6.6 6.6
Leverage ratio before applying the effect of the transition (in %) 6.3 6.3 6.1 6.1 6.0
Liquidity coverage ratio according to Directives of the Supervisor of Banks
Total High Quality Liquidity Assets 44,410 46,368 47,996 50,062 44,963
Total cash outflows 35,058 34,588 34,962 33,193 30,697
Liquidity coverage ratio (in %) 126.7 134.1 137.3 150.8 146.5

Material leading and developing risks

In accordance with the FSB’s recommendations, a leading risk is defined as a development occurring in the bank’s business environment

that could have an adverse effect on its results in the coming year. A developing risk includes a risk, regarding which the timing of its

materialization is uncertain, whose occurrence could have a material impact on the bank.

Following are details regarding the most material leading and developing risks.

Business model risks. Changes have taken place in recent years in the operating environment stemming, inter alia, from the

acceleration in technical developments, erosion in income sources and increased competition in the banking and off-banking industry.

The Dynamics and pace of changes lead to a higher business model risk (being part of the strategic risk) and require the Bank and the

Group to examine forward looking, advanced and flexible solutions, which would ensure the continued positioning of the Group as a

leading banking group also in the future.
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Accordingly, the Group directs significant efforts to the fields of digitalization, customer experience, innovation (Fintech) and
development of alternative banking models, alongside the constant testing of changes in international and domestic banking that lead
to the initiation of new projects.

Such changes, with an emphasis on innovative and technological projects, naturally lead to an increase in third party risks, especially as
regards aspects of supply chain, quality and control protection, exposure to cyber risks and information leakage. The Group acts to
continuously improve tools supporting risk management, including the updating of policy documents, establishing standardization,
contractual regulation and processes as well as introducing "new product" processes to new operations or products.

Cyber risks and data protection. The level of risk regarding the realization of cyber threats and data protection is growing in recent
years in Israel and around the world. The level of ingenuity, the complexity of the attack and the variety of methods are increasing and
so is the involvement of organized crime factors and of government agencies. The threat is intensifying, because due to business
competition, and the aspiration to achieve a position in the technological front, the scope of deployment of computer based services
exposed to the cybernetic world has grown.

With the understanding of the implications of the realization of these threats on the Group's operations, the availability of its services
and its reputation, the Bank's Management and Board of Directors allocate a major part of the resources for the facing of such threats,
including their direct involvement.

The magnitude of the threat and its uniqueness led to the risk being defined as a separate category of risk in the current risk
management processes, in the ICAAP and for reporting purposes within the framework of the annual report.

A strict approach has been applied in the risk assessment processes, and accordingly the residual risk level has been assessed at a
medium-high level, but it derives primarily from systemic characteristics of the risk and the risk environment, and the need to create an
inclusive, up-to-date and appropriate working framework at the level of the Bank.

Cyber defense strategy, information technology management and cyber defense and data protection policy documents have been
formed, updated and approved, a cyber-defense manager has been appointed and designated professionals have been engaged.

The Group preparations continue, for regulation in accordance with instructions of the Supervisor of Banks (Proper Conduct of Banking
Business Directive No. 361), on the basis of a multi-annual work plan, with an emphasis on improvement of tools for the monitoring and
control of the risk.

Cross-border risks. Cross border operations of the Group in Israel with respect to customers, involves unique risks stemming, inter alia,
from the non-reporting of accounts held with the Bank by foreign resident customers to the tax authorities in their countries of
residence, where required, as well as from the need to adapt the services and products granted to foreign resident customers to the
provisions of the foreign regulation applying to such services and products, in accordance with the place of operation and/or in
accordance with the country of residence of the customer.

Exposure to cross-border risks has grown significantly in recent years, against the background of adding regulatory requirements, in
Israel and abroad, alongside enhanced enforcement in Israel and abroad, applying to financial institutions and their customers, as part
of the increased efforts of the authorities in the fight against tax evasion, cooperation between authorities with respect to exchange of
information, which has been established in Israeli legislation applying to the Group. These measures require the Group to obtain and
manage personal details of customers, in order to comply with the different reporting duties.

Realization of this risk may have considerable implications for the Bank's operations and image. Therefore, as part of the current risk
management, this risk has been defined as a separate risk category in the ICAAP process and within the framework of the risk review
contained in the Annual Report, and the risk level thereof has been assessed as "medium-high", primarily against a background of
systemic characteristics and the scope of the potential exposure, in the case of an exposure event.

Further to the activity carried out in recent years in the Bank and the Group with respect to U.S. customers and other foreign resident
customers, concurrently with the developments in regulation and enforcement regarding cross-border risks in Israel and around the
world, a Group policy on this matter has been formulated, the risk appetite has been determined and identification, monitoring, control
and reporting processes have been added. Moreover, the action for reducing the Group's international presence, taken as part of the
implementation of the Bank's strategic plan, also contributed to the reduction of cross-border risks exposure.

For additional details, see below in Chapter "C" of the Board of Directors and Management report - "Risk review", on the MAGNA site of
the Israel Securities Authority, on the MAYA site of the Tel Aviv Stock Exchange Ltd. and on the Bank's website.
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CAPITAL AND LEVERAGE

Main developments in 2017

The year 2017 was characterized by a number of material developments, which affected capital adequacy:

- Raising of capital - completing the raising of capital - realizing the remaining option warrants in the first months of the year, see
"Management's handling of current material issues" in the Directors and Management Report and in Note 24 D to the financial
statements;

- The issue at the beginning of January 2017, of subordinate debt notes that include a loss absorption mechanism - see
"Management's handling of current material issues" in the Directors and Management Report and in Note 25 N to the financial
statements;

- Impressive growth in credit to the households segment - see "Composition of credit to the public according to regulatory operating
segments” in the report of the Board of Directors and Management and Note 25 D to the financial statements.

Basel and the regulatory capital requirements

General

The Basel Committee is an international body established in 1974 by the central banks of various countries. The decisions and

recommendations of the Committee, though not legally binding, determine the supervisory principles according to which the

authorities that supervise the banking systems in a significant number of countries around the world operate. In June 2004, the Basel

Committee published recommendations intended to ensure proper regulation with respect to capital adequacy of banks in the various

countries (hereinafter: "Basel II"). The Basel II guidelines have been regularized in Israel within the framework of Proper Conduct of

Banking Business Directives Nos. 201-211. Most of these instructions have been amended in the course of 2013, and adjusted to the

instructions of Basel ITI. In general, the amendments take effect as from January 1, 2014. For additional details, see below.

The Basel instructions are comprised of three pillars:

- First pillar - Minimum capital requirements. Defines the manner of computing the capital to risk components ratio. For additional
details, see hereunder.

- Second pillar - supervision and control process over capital adequacy. Within the framework of the second pillar banking
corporations are required to conduct an internal process designed to evaluate the appropriateness of capital adequacy and to adopt
a strategy intended to ensure capital adequacy - Internal Capital Adequacy Assessment Process ("ICAAP"). For additional details,
see hereunder.

- Third Pillar - "Market discipline". The banking corporations are required to present proper disclosure and expand the reporting to
the public regarding the risks involved in their operations, in a manner that would enable the public to better understand the
overall risks to which they are exposed, the way in which such risks are being managed and the amount of capital allocated in their

respect.

Framework for measuremen t and capital adequacy according to the first
Pillar of Basel (table 1)

The framework for the measurement and capital adequacy, as adopted by the Supervisor of Banks, applies to the Discount Group headed
by the parent company, Discount Bank. The said framework applies also to a banking corporation and auxiliary corporations of the
Discount group: MDB and ICC.

The framework is being implemented on a consolidated basis and there is no difference between subsidiaries included on a consolidated
basis in accordance with generally accepted accounting principles and the supervisory consolidated basis of the framework (details
regarding the principal subsidiaries of the group, are presented in Note 15 to the financial statements as of December 31, 2017).
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Capital requirements

- Credit risks. The capital requirements in respect of credit risks are computed according to the standard approach, in the basis of
external credit ratings;

- Market risks. The capital requirements in respect of market risks are computed according to the standard approach;

- Operational risks. The capital requirements in respect of operational risks are computed in accordance with the standard approach,
according to which, the gross income from the various business lines is multiplied by a different coefficient for each business line,
which fluctuate between 12% and 18%, as determined in the instruction.

Capital transferability

Capital transferability is a key component in establishing capital adequacy for the Group. Discount Group regards a high level of capital
transferability within the Group as supportive of Group capital adequacy, due to the capacity to transfer capital, if needed, between
Group companies. Capital transfer between Group companies may be achieved by issuing Tier 1 and Tier 2 capital between Group
companies, purchase/sale of risk assets, or even by providing letters of indemnity so as to reduce the need for the actual capital
transfer. Regulation and improvement of capital transfer procedures makes a contribution to robustness of claims with regard to capital
adequacy of the Group and of each individual subsidiary.

It should be noted that such capital transfer may be effected between subsidiaries, or from the parent company (the Bank) to
subsidiaries. Indeed, the Bank has, in fact, invested in capital and capital notes of certain subsidiaries, and has indemnified other
subsidiaries. Capital transfer from subsidiaries to the parent company is not relevant. However, excess tier 2 capital in a subsidiary may
serve the parent company in calculating capital adequacy.

During the years 2016-2017, the Bank withdrew excess capital from the subsidiary company by way of dividend distribution. In 2017,
Bancorp distributed dividend to Discount Bank in a total amount of US$30.6 million (2016 — US$15 million). In 2017, ICC distributed a
dividend in the amount of NIS 30 million (the Bank’s share amounting to NIS 21.5 million). During 2016-2017 Mercantile Discount Bank
did not distribute dividend. The aim of the transfer of capital to the Bank is to avoid the creation of excess capital and to maintain in
each of the subsidiaries of the Group a level of capital that matches the risk level managed by it.

Basel Il

The recommendations of the Basel Committee, "Basel ITI", are intended to improve the stability of banks in crisis periods. As part of the

lesson learnt from the global crisis that started towards the end of 2007, The Basel Committee has decided that the core capital of banks

comprises the principal component for the absorption of losses, in the ordinary course of business as well as in crisis times, therefore,

the maintenance thereof at an appropriate level is required in order to avoid damage to the financial corporation. The recommendations

refer to several principal issues:

- Improving the quality of capital;

- The addition of a requirement for leverage ratio management;

- The addition of a requirement for capital for different risks, such as counterparty risk in derivative transactions;

- The definition of a quantitative framework for liquidity, which dictates the liquidity ratio for a period of one month, and an
additional liquidity ratio for a period of one year, the manner of their computation has to reflect also stress tests;

- Supervision that would review the risk to the financial system beyond the risk to a certain sector or a certain financial institution.

Within the framework of the said recommendations for improvement of the quality of capital, the Basel Committee recommends, among

other things, that the core capital components should be strengthened and that its minimum ratio should be increased.

Amendment of Proper Conduct of Banking Business Directives in the matter of "Basel III". On June 3, 2013, the Supervisor of

Banks issued amendments Proper Conduct of Banking Business Directives Nos. 201-205, 208 and 211, which includes guidelines

designed to integrate the principles of the Basel Committee document published in December 2010 ("Basel III" principles) relating

mainly to the improvement of the "capital base" quality and to enhancing "risk coverage".
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The Basel III rules set significant changes regarding the computation of the regulatory capital requirements, inter alia, in everything

related to:

- Regulatory capital components;

- Deductions from capital and regulatory adjustments;

- Treatment of exposure to financial corporations;

- Treatment of exposure to credit risk regarding impaired debts;

- (apital allocation in respect of CVA risk.

The Directive includes "transitional instructions" permitting the gradual adoption of the new guidelines included in the Directive

relating to the stricter criteria for the recognition of capital and for deductions from capital, as follows:

- The requirements for the deduction from capital of regulatory adjustments are gradually implemented in the years 2014-2018 and
will be adopted in full as from January 1, 2018. The gradual adoption includes a deduction of only a certain part of the amount
required to be deducted, and the recognition of the other part as a "risk asset".

- Whereas the debt notes that had been issued in the past by the banking corporations do not comply with the criteria for the
recognition as a "Tier 2" capital component (due to the fact that they do not include a loss absorption mechanism), the transitional
instructions established a mechanism for the gradual adoption of the criteria for the recognition as requlatory capital of the said
debt notes, which will apply in the years 2014-2022, according to which the said debt notes are partly recognized as "Tier 2" capital
in this period, at diminishing rates, until their complete elimination at the end the period.

The amendments to the Directives came into effect on January 1, 2014.

Capital structure
Capital components for calculating ratio of capital

December 31,

2017 2016

in NIS millions

A. Tier 1 capital

Common equity 16,068 14,936
Difference between common equity and common equity tier 1 (59) 104
Total common equity tier 1 before supervisory adjustments and deductions 16,009 15,040
Supervisory adjustments and deductions

Goodwill and other intangible assets 160 160
Deferred tax assets - -
Supervisory adjustments and other deductions 6 2
Total supervisory adjustments and deductions before adjustments in respect to the efficiency plan 166 162
Total adjustments in respect to the efficiency plan 160 158
Total common equity tier 1 after supervisory adjustments and deductions 16,003 15,036
B. Additional tier 1 capital

Additional tier 1 capital before deductions 890 1,068
Total additional tier 1 capital after deductions 890 1,068
C. Tier 2 capital

Instruments before deductions 3,543 3,301
Provision before deductions 1,804 1,719
Minority interests in a subsidiary 48 -
Total tier 2 capital before deductions 5,395 5,020
Deductions - -

Total tier 2 capital 5,395 5,020
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Presentation of the components of the regulatory capital, as stated in the

consolidated regulatory balance sheet (table 3)

Consolidated
regulatory

regulatory

References to
Consolidated components of
the regulatory

balance sheet balance sheet AupcCa
December 31, December 31,
2017 2016
In NIS million

Assets
Cash and deposits with banks 28,026 29,311
Securities* 32,703 38,818
* Of which: Investments in the equity of financial corporations, which do not exceed 10%
of the share capital of the financial corporation 31 61 14
* Of which: Investments in the equity of financial corporations, which exceed 10% of the
share capital of the financial corporation and which do not exceed the deduction threshold - - 21
* Of which: Other securities 32,672 38,757
securities borrowed or purchased under resale agreements 954 440
Credit to the public 150,868 142,904
allowance for credit losses* (2,111) (2,144)
* Of which: group allowance for credit losses included in tier 2 (1,610) (1,539) 20
* Of which: Allowance for credit losses not included in the regulatory capital (501) (605)
Credit to the public, net 148,757 140,760
Credit to Government 1,493 737
Investments in affiliated companies 153 157
* Of which: Investments in the equity of financial corporations, which exceed 10% of the
share capital of the financial corporation and which do not exceed the deduction threshold 24 23 21
* Of which: Investment in other affiliated companies 129 134
Buildings and equipment 2,366 wu 2,
Intangible assets and goodwill* 160 160
* Of which: goodwill 160 160 6
* Of which: other Intangible assets - - 7
Assets in respect of derivative instruments 2,953 3,283
Other assets * 3,656 3,589
* Of which: Deferred tax assets** Gu1, Gu1, 21+75
** Of which: Deferred tax assets excluding those attributed to timing differences - - 9
** Of which: Deferred tax liabilities in respect of intangible assets - - 8
** Of which: Other deferred tax assets 1,695 1,595
*  Of which: Excess of deposits over provision - - 12
* Of which: Additional other assets 1,961 1,994
Total assets 221,221 219,577
Liabilities and Equity
Deposits from the public 175,170 172,318
Deposits from banks 4,804 5,342
Deposits from the Government 267 303
Securities loaned or sold under repurchase agreements 1,943 3,543
Collateralized bonds andsubordinated capital notes* 7,639 8,498
* Of which: Deferred debt notes not recognized as regulatory capital 3,206 4,129
* Of which: Deferred debt notes recognized as regulatory capital** 4,433 4,369 16b,18b
** Of which: Qualified as regulatory capital components 784 - 16a,18a
** Of which: Not qualified as regulatory capital components and subject to transitional
instructions 3,649 4,369 16b,18b
Liabilities in respect of derivative instruments* 3,232 3,570
* Of which: In respect of self credit risk 7 4 11
Other liabilities* 12,098 11,067

For notes see next page.
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Presentation of the components of the regulatory capital, as stated in the
consolidated regulatory balance sheet (table 3) (continued)

11

Consolidated
regulatory

regulatory

References to
Consolidated components of
the regulatory

balance sheet balance sheet AupcCa
December 31, December 31,
2017 2016
In NIS million

* Of which: group allowance for credit losses included in tier 2 194 180 20
* Of which: Deferred tax liability attributed to pension - - 13
*  Of which: Adjustment in respect of put option for Non -controlling interests holders in a
subsidiary which is subject to transitional instructions - -
Liabilities held for sale - -
Total liabilities 205,153 204,641
Equity attributed to the banking corporation's shareholders* 15,594 14,512
* Of which: Ordinary share capital** 11,420 10,554
** Of which: Ordinary share capital 676 673 1
** Of which: Retained earnings 11,246 9,987 3
** Of which: Accumulated other comprehensive income*** (502) (106) 4
** Of which: Net losses on the hedging of cash flows from items not presented in the
balance sheet at fair value - - 10
*** Of which: Net loss on financial statements translation adjustments (313) 22
* Of which: Capital reserves 4,174 3,958 2
* Of which: Preference share capital** - -
** Of which: Qualified as regulatory capital components - - 15a
** Of which: Not qualified as regulatory capital components and subject to transitional
instructions - - 15b
* Of which: Other capital instruments** - -
**  Of which: Qualified as regulatory capital components - -
** Of which: Not qualified as regulatory capital components and subject to transitional
instructions - -
Non-controlling interests* 474 424
* Of which: Non -controlling interests that can be attributed to common equity tier 1 302 306 5
* Of which: Non -controlling interests that can be attributed to additional tier 1 capital - - 17
* Of which: Non -controlling interests attributed to tier 2 capital 48 - 19
* Of which: Non -controlling interests not attributable to the regulatory capital 124 118
Total equity capital 16,068 14,936
Total assets and liabilities 221,221 219,577

Notes:

(1) The references are to the Table "Mapping of the components used for the presentation of the composition of the regulatory capital”, presented hereunder, to the

figure presented under the column "References from stage 2".

(2) In view of the relief granted by the Supervisor of Banks with respect to the 2016 efficiency plan, the balance of deferre d tax assets does not include the

deferred taxes in respect of the efficiency plan.
(3) Reclassified - see Note 16 M.
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capital composition (table 3)

December 31, 2017

December 31, 2016

In NIS million
Amounts Amounts
not not
deducted deducted
from from
capital capital
subject to subject to
the the
treatment treatment
required required
prior to the prior to the
adoption of adoption of
Directive Directive
202 in 202 in
accordance accordance References
with Basel with Basel from stage
Common equity tier 1 : instruments and retained earnings I} I} 2@
Ordinary share capital issued by the banking corporation and premium on
1 ordinary shares included in Common equity tier 1 4,850 - 4,631 - 1+2
Retained earnings, including dividends proposed or declared subsequent to
balance sheet date 11,256 10 10,008 21 3
Disclosed accumulated other comprehensive income and retained earnings (399) 103 95 201 4
Common equity tier 1 instruments issued by the corporation qualified for
4 inclusion in the regulatory capital in the transitional period - - - -
Ordinary shares issued by consolidated subsidiaries of the banking
5 corporation and held by third parties (minority interests) 302 43 306 78 5
6 Common equity tier 1: before regulatory  adjustments and deductions 16,009 156 15,040 300
Additional tier 1 capital: regulatory adjustments and deductions
Adjustments/provisions, stabilization reserves in respect of value
assessments - - - -
Goodwill, less deferred taxes liability 160 - 160 - 6
Other intangible assets, excluding mortgage service rights, less deferred
9 taxes liability - - - - 7+8
Deferred tax assets the realization of which depends on future profitability of
the banking corporation, excluding deferred tax assets arising from timing
10  differences - - - - 9
Amount of accumulated other comprehensive income in respect of the hedge
11 of cash flows from items not presented in the balance sheet at fair value - - - - 10
12 Negative differences between provisions for anticipated losses - - - -
13 Increase in equity capital due to securitization transactions - - - -
Unrealized income and losses due to changes in fair value of liabilities
deriving from changes in self credit risk of the banking corporation.
Furthermore, in relation to liabilities in respect of derivative instruments, all
accounting debt valuation adjustments (DVA) deriving from the self credit risk
14  of the bank should be deducted 6 1 2 2 11
Surplus deposits over provision, net of deferred tax liability to be settled if
the asset is impaired or is eliminated in accordance with the reporting to the
15  public directives - - - - 12+13
Investment in own ordinary shares, held directly or indirectly (including a
16 commitment to purchase shares subject to contractual agreements) - - - -
17 Mutual cross -investments in ordinary shares of financial corporations - - - -
Investment in equity of financial corporations that are not consolidated in the
statements to the public of a banking corporation, where the holdings of the
banking corporation does not exceed 10% of the ordinary share capital issued
18 by the financial corporation - - - - 14
Investment in equity of financial corporations that are not consolidated in the
statements to the public of a banking corporation, where the holdings of the
banking corporation exceed 10% of the ordinary share capital issued by the
19  financial corporation - - - -
Mortgage service rights the amount of which exceeds 10% of the Common
20  equity tier 1 - - - -

For notes see p. 16.
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December 31, 2017

December 31, 2016

In NIS million
Amounts Amounts
not not
deducted deducted
from from
capital capital
subject to subject to
the the
treatment treatment
required required
prior to the prior to the
adoption of adoption of
Directive Directive
202 in 202in
accordance accordance References
with Basel with Basel from stage
Common equity tier 1 : instruments and retained earnings I Il 2@
Deferred tax assets created by timing differences, the amount of which
21  exceeds 10% of the Common equity tier 1 76 19 55 37
Amount of mortgage service rights, deferred tax assets arising from timing
differences and investments at a rate exceeding 10% of the ordinary share
capital issued by financial corporations exceeding 15% of the Common equity
22  tier 1 of the banking corporation - - - -
Of which: in respect of investments at a rate exceeding 10% of the ordinary
23  share capital issued by financial corporations - - - -
24 Of which: in respect of mortgage service rights - - - -
25  Of which: deferred tax assets created by timing differences - - - -
Regulatory adjustments and additional deductions determined by the
26 Supervisor of Banks (236) - (213) -
26A Of which: in respect of investments in the equity of financial corporations - - - -
26B Of which: in respect of mortgage service rights - - - -
26C Of which: additional regulatory adjustments to Common equity tier 1 (76) - (55) -
Of which: adjustments in respect to the efficiency plan (160) (158)
Regulatory adjustments to Common equity tier 1 subject to the treatment
required prior to the adoption of Directive 202 in accordance with Basel Il - - - -
Of which: investment in equity of financial corporations that are not
consolidated in the statements to the public of a banking corporation, where
the holdings of the banking corporation exceed 10% of the ordinary share
capital issued by the financial corporation - - - -
Deductions applying to Common equity tier 1 because the amounts of
additional tier 1 capital and of tier 2 capital are insufficient to cover the
27  deductions - - - -
28  Total regulatory adjustments and deductions from Common equity tier 1 6 20 4 38
29  Common equity tier 1 16,003 175 15,036 338
Additional tier 1  capital: instruments:
Additional tier 1 share capital instruments issued by the banking corporation
30  and premium on these instruments - - - -
Of which: classified as equity capital in accordance with the reporting to the
31  public directives - - - - 15at+l6a
Of which: classified as a liability in accordance with the reporting to the
32 public directives - - - -
Additional tier 1 capital instruments issued by the banking corporation
33  qualified for inclusion in the regulatory capital for the transitional period 890 890 1,068 1,068 15b+16b
Additional tier 1 capital instruments issued by subsidiary companies of the
34  banking corporation and held by third party investors - - - - 17
Of which: Additional tier 1 capital instruments issued by subsidiary
companies of the banking corporation and held by third party investors, which
35 are deducted gradually from additional tier 1 capital - - - -
36  Additional tier 1 capital before deductions 890 890 1,068 1,068

For notes see p. 16.
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capital composition (table 3) (continued)

December 31, 2017

December 31, 2016

In NIS million
Amounts Amounts
not not
deducted deducted
from from
capital capital
subject to subject to
the the
treatment treatment
required required
prior to the prior to the
adoption of adoption of
Directive Directive
202 in 202in
accordance accordance References
with Basel with Basel from stage
Common equity tier 1 : instruments and retained earnings I Il 2@
Additional tier 1 capital: deductions
Investment in own capital instruments included in additional tier 1 capital,
held directly or indirectly (including a commitment to purchase shares subject
37  to contractual agreements) - - - -
Mutual cross -investments in capital instruments included in additional tier 1
38 capital - - - -
Investment in equity of financial corporations that are not consolidated in the
statements to the public of a banking corporation, where the holdings of the
banking corporation does not exceed 10% of the ordinary share capital issued
39 by the financial corporation - - - -
Investment in equity of financial corporations that are not consolidated in the
statem ents to the public of a banking corporation, where the holdings of the
banking corporation exceed 10% of the ordinary share capital issued by the
40  financial corporation - - - -
41  Additional deductions determined by the Supervisor of Banks - - - -
41A Of which: in respect of investments in the capital of financial corporations - - - -
Of which: additional deductions from Common equity tier 1 not included in
41B the framework of Section 41(a) - - - -
Deductions from additional tier 1 capital subject to the treatment required
prior to the adoption of Directive 202 in accordance with Basel ll| - - - -
Of which: investment in equity of financial corporations that are not
consolidated in the statements to the public of a banking corporation, where
the holdings of the banking corporation exceed 10% of the ordinary share
capital issued by the financial corporation - - - -
Deductions applying to additional tier 1 capital because the amount of tier 2
42  capital is insufficient to cover the deductions - - - -
43  Total deductions from additional tier 1 capital - - - -
44 Additional tier 1 capital 890 890 1,068 1,068
45  Tier 1 capital 16,893 1,064 16,104 1,407
Tier 2 capital: Instruments and Provisions
Instruments issued by the banking corporation (not included in tier 1 capital)
46  and premium on such instruments 784 - - - 18a
Tier 2 capital instruments issued by the banking corporation, which are
47  qualified for inclusion in the regulatory capital during the transitional period 2,759 2,759 3,301 3,301 18b
Tier 2 capital instruments issued by subsidiary companies of the banking
48  corporation to third party investors - - - - 19
Of which: Tier 2 capital instruments issued by subsidiary companies of the
banking corporation and held by third party investors, which are deducted
49  gradually from tier 2 capital - - - -
50  Group allowances for credit losses before the related tax effect 1,804 - 1,719 - 20
Minority rights in a subsidiary 48
51  Tier 2 capital before deductions 5,395 2,759 5,020 3,301

For notes see p. 16.
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December 31, 2017

December 31, 2016

In NIS million
Amounts Amounts
not not
deducted deducted
from from
capital capital
subject to subject to
the the
treatment treatment
required required
prior to the prior to the
adoption of adoption of
Directive Directive
202 in 202in
accordance accordance References
with Basel with Basel from stage
Common equity tier 1 : instruments and retained earnings I I 20
Tier 2 capital: deductions
Investment in own tier 2 capital instruments, held directly or indirectly
(including commitment to purchase instruments subject to contractual
52  obligation) - - - -
53  Mutual cross-holdings of tier 2 capital instruments of financial corporations - - - -
Investment in equity of financial corporations that are not consolidated in the
statements published to the public of the banking corporation, when the
holdings of the banking corporation does not exceed 10% of the ordinary
54  share capital issued by the financial corporation - - - -
Investment in equity of f inancial corporations that are not consolidated in the
statements published to the public of the banking corporation, when the
holdings of the banking corporation exceed 10% of the ordinary share capital
55  issued by the financial corporation - - - -
56  Deduction determined by the Supervisor of Banks - - - -
56A Of which: in respect of investments in the capital of financial corporations - - - -
56B Of which: additional deductions to tier 2 capital - - - -
Regulatory adjustments to tier 2 capital subject to the treatment required
prior to the adoption of Directive 202 in accordance with Basel ll| - - - -
Of which: investment in equity of financial corporations that are not
consolidated in the statements published to the publi ¢ of the banking
corporation, when the holdings of the banking corporation exceed 10% of the
ordinary share capital issued by the financial corporation - - - -
57  Total deductions to tier 2 capital - - - -
58  Tier 2 capital 5,395 2,759 5,020 3,301
59  Total capital 22,288 3,824 21,124 4,708
Total weighted average of risk assets in accordance with the treatment
required prior to the adoption of Directive 202 in accordance with Basel Il 19 - 37 -
Of which: deferred tax assets the realization of which is based on the future
profitability of the banking corporation, excluding deferred tax assets arising
from timing differences - - - -
Of which: deferred tax assets arising from timing differences 19 - 37 -
60  Total weighted average of risk assets Wil160 - Du152 -
Capital ratios and capital conservation buffers (percentages)
61  Common equity tier 1 10.0 - 9.8 -
62  Tier 1 capital 10.6 - 10.5 -
63  Total capital 13.9 - 13.8 -
64  Not relevant - - - -
65  Not relevant - - - -
66  Not relevant - - - -
67  Not relevant - - - -
68  Not relevant - - - -

For notes see next page.
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capital composition (table 3) (continued)

December 31, 2017

December 31, 2016

In NIS million
Amounts Amounts
not not
deducted deducted
from from
capital capital
subject to subject to
the the
treatment treatment
required required
prior to the prior to the
adoption of adoption of
Directive Directive
202 in 202in
accordance accordance References
with Basel with Basel from stage
Common equity tier 1 : instruments and retained earnings I} I} 2@
Minimum requirements determined by the Supervisor of Banks
69  Minimum Common equity tier 1 ratio determined by the Supervisor of Banks g u ¢ - g u ¢ -
70  Minimum Tier 1 capital ratio determined by the Supervisor of Banks g u ¢ - g u ¢ -
71  Minimum o verall capital ratio determined by the Supervisor of Banks g1 - g1 -
Amounts below the deduction threshold (before the averaging of risk)
Investment in the capital of financial corporations (except for banking
corporations and their subsidiary companies) which does not exceed 10% of
the ordinary share capital issued by the financial corporation, and which are
72 below the deduction threshold 31 - 61 - 14
Investment in Common equity tier 1 of financial corporations (except for
banking corporations and their subsidiary companies) which exceed 10% of
the ordinary share capital issued by the financial corporation, and which are
73 below the deduction threshold 24 - 23 - 21
74 Mortgage service rights (net of deferred tax liability) - - - -
Deferred tax assets arising from timing differences that are below the
75 deduction threshold 1,600 - 1,504 -
Ceiling for inclusion of provisions in tier 2
Provision qualified for inclusion in tier 2 considering exposure under the
76  standard approach, before implementation of the ceiling 1,890 - 1,719 -
77 Upper limit for inclusion of a provision in tier 2 under the standard approach 1,804 - 1,719 -
Provision qualified for inclusion in tier 2 considering exposure under the
78 internal ratings-based approach, before implementation of the ceiling - - - -
Ceiling for inclusion of a provision in tier 2 under the internal ratings -based
79  approach - - - -
Capital instruments not qualified as regulatory capital that are subject to the transitional instructions
The present ceiling amount for instruments included in Common equity tier 1
that are subject to the transitional instructions (according to the transitional
80  provisions in Directive No. 299) - - - -
81  Amount deducted from Common equity tier 1 due to the ceiling - - - -
The present ceiling amount for instruments included in additional Common
equity tier 1 that are subject to the transitional instructions (according to the
82  transitional provisions in Directive No. 299) 890 - 1,068 -
83  Amount deducted from additional Common equity tier 1 due to the ceiling 890 - 713 -
The present maximum amount for instruments included in tier 2 capital that
are subject to the transitional instructions (according to the transitional
84  provisions in Directive No. 299) 2,759 - 3,301 -
85  Amount deducted from tier 2 capital due to the ceiling - - - -
Notes:

(1) with an addition of 0.18% (December 31, 2016: 0.15%), in accordance with the additional capital requirements with respect to housing loans Bsee note 25 to
the financial statements.
(2) The references are to the Table "Presentation of components comprising the regulatory capital taken from the regulatory c onsolidated balance sheet", presented

above, to the figure presented under the column "References to components of the regulatory capital.

(3) The total weighted balances of the risk assets have been reduced by NIS 32 million (December 31,2016:NIS 64 million) due to adjustments in respect to the
efficiency plan.
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Statement of flows of the regulatory capital (Table 2 D)

risks

FOLLOWING IS A SUMMA RY OF MOVEMENTS AND CHANGES IN THE REGULATORY CAPITAL:

2017 2016
in NIS millions

Balance at the beginning of period 21,124 20,406
Common Equity Tier 1 before deductions
Paid up share capital 3 8
Share premium 216 524
Retained earnings, including dividends proposed or declared after the balance sheet date 1,259 940
Unrealized income (loss) from adjustments of availablefor-sale securities to fair value 25 (76)
Unrealized income (loss) in respect of cash flow hedging (1) 1
Translation adjustments of autonomous units held abroad (335) (44)
Other reserves which received the Supervisor's approval (191) 21
Minority interests in the equity of consolidated subsidiaries (4) 22
Total Common Equity Tier 1 before deductions 971 1,396
Goodwill and Intangible assets - 18
Deferred taxes the realization of which is based on future profitability of a banking corporation - (8)
Deferred taxes attributable to timing differences (over 10% of Common Equity Tier 1) - (100)
Unrealized income (loss) as a result of changes in fair value of liabilities resulting from changes in the Bank's
self credit risk 3 (1)
Threshold deductions - the amount exceeding 15 % ( in accordance with Section 13 of Directive No. 202) - -
Others - -
Total deductions from Common Equity Tier 1 3 (91)
Total Common Equity Tier 1 after deductions 968 1,487
Instruments issued by the banking corporation qualified for inclusion in regulatory capital in accordance with
transitional instructions in Directive No. 299 (178) (178)
Total Additional Tier 1 Capital after deductions (178) (178)
Instruments issued by banking corporation and Premium in respect of these instruments (in accordance with
section 10A and 10B in Directive No. 202) 784 -
Instruments issued by the banking corporation qualified for inclusion in regulatory capital in accordance with
transitional instructions in Directive No. 299 (542) (753)
Minority interests in the equity of consolidated subsidiaries 48 -
Group allowances for credit losses before related tax effect 84 162
Total Common Equity Tier 2 before deductions 374 (591)
Deduction in respect of investment in financial corporations mainly in respect of FIBI - -
Total deductions from Tier 2 Capital - -
Total Tier 2 Capital after deductions 374 (591)
Balance at period end 22,288 21,124
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Capital adequacy

Evaluation of capital adequacy (Table 3 A)

The ICAAP process - Capital requirements according to the second Pillar
of Basel

The internal capital adequacy assessment process (hereinafter: "ICAAP") is a Group self-evaluation process performed within the
framework of the second Pillar of Basel II, which is intended to ensure a continuous capital adequacy of the Group in relation to its risk
profile.

An annual report to the Supervisor of Banks in Israel is submitted in respect of this process, which is being reviewed by the Supervisor
within the framework of the Supervisory Review Evaluation Process (hereinafter: "the SREP").

Furthermore, current monitoring and supervisory processes are being conducted with respect to changes in the risk profile, while
monitoring and examining developments in the risk assets and in the capital and submitting a quarterly report, "the risk document",
which also includes an evaluation of the Group's capital adequacy.

From the viewpoint of the Basel framework, the processes for capital adequacy assessment are complementary processes to the
provisions of the first pillar, providing a binding framework for the allotment of capital.

In this process, the banking group is required to evaluate, by itself the adequate volume of capital requirements in relation to the risks
to which it is exposed and to the quality of its risk management, in order to ensure its long-term financial stability. Accordingly, the
ICAAP includes an examination of all risk management processes in the Bank Group, including corporate governance and a group
management of risk management, identification of material risks to which the Group is exposed, quantification of the overall exposure
to risk in terms of capital and performing a comparison between the volume of exposure and the Bank's capital resources at the present
time and from a forward looking standpoint, while providing a solution for the market cycle, for periods of stress and for various
scenarios, including stress tests.

As part of the ICAAP, banking corporations are required to reassess their capital requirements, both in respect of risks that were
addressed by the first Pillar and material risks not addressed by it, and determine, subjectively, what is the adequate level of capital
required in respect of such risks (capital adequacy assessment).

The additional risks included in the second Pillar are composed of risks not addressed by the first Pillar, where it is possible to compute
the extent of related exposure and the capital allocation required in their respect on a quantitative basis (such as: concentration risk,
interest risk in the banking book, etc.) and from qualitative risks, which are examined within the framework of the comprehensive
examination of the capital adequacy (such as: reputation risk, compliance risk, strategic risk, legal risk, etc.). Furthermore, within the
framework of the second Pillar, banking corporations are required to perform stress tests in order to examine their capital adequacy.

Stress tests

The Bank uses forward looking stress tests as a complementary tool for the risk management processes, the aim of which is to alert
Management of unexpected severe results relating to the variety of risks, and to provide indication of the capital that would be required
to absorb losses in case of serious upheaval. The holistic stress tests are being used for the examination of the Group's capital adequacy
in such cases, and for the determination of the minimum capital adequacy targets also from a forward looking viewpoint. Furthermore,
the importance of stress tests is reflected in challenging the capital planning processes and in determining the risk appetite for
vulnerability areas identified by the scenarios.

The Group has a policy for the management of stress tests, which defines the principals for the proper management of the scenarios and
the duties of the Board of Directors and Management in the review and identification of possible stress tests, examination of the
methodologies and models for assessing the effect of stress tests, and for reviewing the reasonableness of the results.

A uniform methodological framework was defined to establish an orderly work procedure for the implementation of stress tests at the
Bank and at the subsidiary companies, which details the methodology and the models used by the Group to evaluate the effect of stress
tests on credit risks, market risks and on certain components of the statement of income.
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This methodology combines the examination of the effects of stress tests examining the effects of changes in macro-economic
parameters on the statement of income items and on the capital, using internal models developed by the Bank, and the examination of
the effects of stress tests on identified vulnerability areas/specific risk centers, while challenging the assessment results by the
business functions. The said combination provides the Bank flexibility and relative speed in running a variety of scenarios with different
sensitivity analyses on the one hand, and specific examination of the exposures on the other hand, while addressing the Group's unigue
risk characteristics and increasing the usefulness of the tool in the hands of the business factors and the risk management division, in
determining specific restrictions, in defining the risk appetite and in forming alternative plans for situations in which the risk might
materialize.

A uniform macro-economic stress test. Starting with the year 2014, the Bank performs an annual examination of the effects of a
uniform macro-economic stress test, the scenarios thereof are published by the Supervisor of Banks and belong jointly to the banking
industry in general.

The uniform stress test is integrated into the processes for the evaluation of capital adequacy.

Capital planning process (Table 3 Al)

The process of planning and managing the capital is a group process conducted on an ongoing basis, the aim of which is to ensure the
management of the capital ratios of the Group from a long-term viewpoint, with an optimal allocation of the Group's assets from a risk
based viewpoint and in line with the strategic plan and the Group's risk appetite. Following are the main objects of the capital planning:

Determination of the minimal capital ratios

The capital ratios in the Group are determined by the Board of Directors, so that they would be equal to or higher than the regulatory
minimal capital ratios (in accordance with Proper Conduct of Banking Business Directive No. 201). The capital ratios are determined on
the basis of the results of the capital adequacy assessment process (ICAAP), and reflect the risk appetite of the Group.

The regulatory minimal capital ratio, as defined by the Supervisor of Banks - in accordance with Proper Conduct of Banking Business
Directive No. 201, a banking corporation has to maintain a minimal Common Equity Tier 1 ratio of 9% and an overall capital ratio of
12.5%. In September 2014, the Supervisor of Banks issued a circular relating to "restrictions on the granting of housing loans".
According to the instruction, a banking corporation is required to raise the ratio for the Common Equity Tier 1 and the overall capital by
a rate of 1% of the outstanding balance of housing loans as from January 1, 2017. The increase shall be made in fixed quarterly rates
starting with April 1, 2015. The required overall increase in respect of the Bank is estimated at approximately 0.18%, the effect being
spread over eight quarters, so that the required minimal Common Equity Tier 1 ratio as from January 1, 2018, is 9.18% and the overall
capital ratio is 12.68%.

Capital targets for the capital planning horizon

The policy, as approved by the Board of Directors, which expresses the Bank's risk appetite, is to maintain a capital adequacy level
higher than the minimum level determined by the Supervisor of Banks, and higher than the ratio required in accordance with the ICAAP
result according to a system stress test.

The Bank has adopted a capital outline for a gradual increase in the Common Equity Tier 1 target up to a level of 10% at the end of 2019.

Capital planning

As part of the capital planning process, the capital targets of the work plan have been set in a rising outline, which enables attainment
of the Board of Directors’ goals while maintaining a capital buffer in the event of unexpected fluctuations affecting the capital ratio,
and from these the risk assets budget is derived.
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The capital outline takes into consideration various parameters that have an effect on the capital ratios, such as: assumption of
profitability consistent with the risk assets budget, dividend distribution, changes in the various capital reserves, regulatory
adjustments and amortizations in accordance with transitional instructions. The Bank examines a number of scenarios for achieving the
prescribed capital ratios.

SENSITIVITY OF THE CAPITAL ADEQUACY RATIO TO CHANGES IN COMM ON EQUITY TIER 1 AND RISK
ASSETS

Change in
common Change in
equity tier 1  total capital

ratio ratio

December 31, 2017
Reduction of NIS 100 million in equity (0.6%) (0.6%)
Increase of NIS 1 billion in risk assets (0.6%) (0.9%)

Determination of a capital buffer

The amount of the "capital buffer" maintained by the Bank, in excess of the minimal capital ratios determined by the Board of Directors,
in intended to ensure compliance with the capital targets during changing market and profitability conditions. The capital buffer has
been determined by the Bank on the basis of a varied analysis of profitability scenarios, fluctuations in the capital fund and fluctuations
in the impact of the revaluation of employee rights upon the capital, improvement in the capital management and monitoring
capabilities, and the reduction in the Group's market risks (following the realization of the holdings in FIBI, elimination of interest risk
relating to the liabilities to employees, which are revalued according to the return on linked government bonds with the addition of a
credit spread of U.S. corporations having an AA rating) allow the Bank to hold a lower capital buffer than that held in the past.

The Bank has a contingency plan for situations of erosion in the capital buffer, designed to improve the short-term capital adequacy,
which is based on the reduction in risk assets.

As part of current management, the Bank monitors the sensitivity of the capital ratios to market risks, including risks regarding
interest, shares and the increase in spreads.

Risk assets budget

Following the determination of the capital targets and the required amount for the capital buffer, the limitation on the overall increase
in risk weighed assets was computed with a triennial viewpoint. The risk assets budget determined for 2018 ensures the Bank's Group
attainment of the determined capital targets. The allocation of risk assets among the business units and the subsidiary companies is the
outcome of the strategic planning while optimizing the return on the Group's capital. As part of this process, a capital requirement
mapping had been performed in each company in the Group and decisions have been made regarding the allocation of facilities of risk
assets on the basis of business considerations for maximizing profits as well as additional strategic considerations.

Monitoring the capital ratios

Within the framework of the capital management, the Bank examines on a current basis its ability to comply with the internal capital
goals, as determined by the Board of Directors in the work plan, while monitoring developments in the use of risk assets by the Bank
and by the Group companies, and the assessment of compliance with the capital targets determined for the Bank and for each company
in the Bank Group. The monitoring of capital, including the forecasting of capital ratios for three quarters in advance, is being
presented to the Management on a current basis.

Should the forecasted capital ratio differ considerably from that planned (by a predetermined rate), a Management discussion takes
place to consider the measures that need to be taken in order to attain the prescribed outline - measures such as reducing risk assets,
utilizing the capital buffer, and so forth.
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. risks

Capital management at the subsidiary companies

The capital targets determined by the group capital management process are used as leading principals for the subsidiary companies.
These targets serve as a basis for the individual capital planning of each subsidiary, with required adjustments. Moreover, leading
principles have been determined for the distribution of dividends by the subsidiaries to the parent company, with a view of improving
the capital efficiency of the subsidiaries while maintaining a capital level in each of them commensurate with the overall risk level
which it manages.

A financial plan for strengthening capital adequacy in times of crisis

Within the framework of capital planning approved by the Board of Directors, there exists a financial plan for strengthening capital
adequacy. The plan presents the principles and tools at the disposal of the Group in order to face situations of serious harm caused to
the capital ratios due to a financial crisis. Moreover, the functions responsible for the management of the tools operate to face crisis
situations, each within his area of responsibility in the ordinary course of business. In line with this plan, the business functions form
plans providing specific response designed to face the financial crisis, within the framework of which the tools for action in case of a
crisis are described, as well as additional actions to be adopted, the timing thereof and the level of authority that has to approve them.

Risk assets and capital requirements (Table 3B, D, E, F)

December 31, December 31,

2017 2016

Capital Capital
Risk assets C1 ¢ ¢ A C1 ¢ Riskassets Ci ¢ e 4 C1 ¢

in NIS millions

Risk assets and capital requirements in respect of credit risk deriving from
exposures of:

Sovereigns 865 110 594 75
Public sector entities 1,999 253 1,836 232
Banking corporations 2,493 316 2,844 360
Corporations 80,826 10,249 79,455 10,051
Secured by commercial real estate 1,558 198 1,531 194
Retail exposures for private individuals 20,648 2,618 19,008 2,405
Small business loans 10,219 1,296 9,396 1,189
Housing mortgages 15,754 1,998 13,956 1,765
Securitization 10 1 83 10
Other assets 8,804 1,116 8,690 1,099
Total risk assets and capital requirements in respect of credit risk @u1l143, 18,155 WU 137, 17,380
Risk assets and capital requirements in respect of market risk

according to the standard approach 3,443 437 2,483 314
Risk assets and capital requirements in respect of CVA risk

according to the standard approach 1,116 142 942 119
Risk assets and capital requirements in respect of operational risk

according to the standard approach 12,335 1,564 12,072 1,527
Total risk assets and capital requirements 160,070 20,297 152,890 19,340
Footnotes:

(1) With an addition of 0.18% (December 31, 2016: 0.15%), in accordance with the additional capital requirements with respect to housing loans - see Note 25 to
the financial statements.

(2) The total weighted balances of the risk assets have been reduced by NIS 32 million (December 31, 2016: NIS 64 million) due to adjustments in respect to the
efficiency plan.
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Capital for calculating ratio of capital (Table 3 G)

December 31,

2017 2016
in NIS millions
Common equity tier 1 after deductions GYule Guls
Additional tier 1 capital after deductions 890 1,068
Tier 1 capital 16,893 16,104
Tier 2 capital after deductions 5,395 5,020
Total capital 22,288 21,124
Footnote:
(1) The total weighted balances of the risk assets have been reduced by NIS 32 million (December 31,2016: NIS 64 million) due to adjustments in respect to the
efficiency plan.
Ratio of capital to risk assets (Table 3 H and I)
December 31,
2017 2016
In %

A. Consolidated
Ratio of common equity tier 1 to risk assets 10.0 9.8
Ratio of total capital to risk assets 13.9 13.8
Ratio of minimum common equity tier 1 required by the Supervisor of Banks 09.20 09.20
Minimum total capital adequacy ratio required by the Supervisor of Banks U120 U120
B. Significant subsidiaries
1. Mercantile Discount Bank LTD. and its consolidated companies
Ratio of common equity tier 1 to risk assets 10.9 10.9
Ratio of total capital to risk assets 13.9 13.8
Ratio of minimum common equity tier 1 required by the Supervisor of Banks (Uen7:d] (Uen7:d]
Minimum total capital adequacy ratio required by the Supervisor of Banks (Wkivrcf (WkivZcf
LTpoaCAuedED) pi AOCCbGBATHI N&
Ratio of common equity tier 1 to risk assets 13.6 13.1
Ratio of total capital to risk assets 14.7 14.2
Ratio of minimum common equity tier 1 required in accordance with local regulation B®u ¢ B®u ¢
Minimum total capital adequacy ratio required in accordance with local regulation ®u ¢ ®u ¢
3. Israel Credit Cards LTD.
Ratio of common equity tier 1 to risk assets 14.4 14.4
Ratio of total capital to risk assets 15.6 15.8
Ratio of minimum common equity tier 1 required by the Supervisor of Banks 9.0 9.0
Minimum total capital adequacy ratio required by the Supervisor of Banks @u.a u 1

Footnotes:
(1) The data in this item was computed in accordance with the rules mandatory in the U.S.A.

(2) Beginning on January 1, 2015, IDB New York became subject to new Basle Il capital rules based on the final rules published by the FRB. Capital ratios as of
January 1, 2015 are as follows: 4.5% CETL1 to risk-weighted assets; 6.0% Tier 1 capital to risk -weighted assets; and 8.0% Total capital to risk -weighted assets.

(3) In view of the approach by the Supervisor of Banks, ICC is required to maintain a total capital ratio of not less than 15%, starting from December 31, 2010.

(4) With an addition of 0.18% (December 31, 2016: 0.15%), in accordance with the additional capital requirements with respec t to housing loans - see item 1 (b)

above.
(5) With an addition of 0.18% (December 31, 2016: 0.16%), in accordance with the additional capital requirements with respect to housing loans - see item 1
above.

(b)
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Additional information regarding capital adequacy not
included in the dis closure requirements of the third Pillar

BALANCE OF RISK-ASSETS

Domestic operations International operations
Small and Total Total

Private minute Medium Large Institutional Financial Domestic Private  business International
Households Banking businesses businesses businesses bodies management operations Individuals operations Other  operations Total
in NIS millions
For the year ended December 31, 2017
Average Risk-
assets( 41,604 422 36,608 15,172 27,139 1,384 12,107 134,436 1,365 20,018 1,499 22,882 157,318
Balance of
Risk-assets at
the period
end Unt 44,115 446 37,165 15,556 27,080 860 12,908 138,130 1,318 19,152 1,470 21,940 160,070
>0CbEPI bHI uCbi 8Ci Chboi Al 6 AT Cbi k8bLkkLT n;
Average Risk-
assets( 37499 403 33,403 15,097 24,951 1,269 11,421 124,043 2,399 21,347 233 23,979 148,022
Balance of
Risk-assets at
the perioq
end Unt 39772 381 34,093 15,052 25,992 1,428 11,582 128,300 2,039 21,410 1,141 24,590 152,890
(1) Riskweighted assets Bas computed for capital adequacy purposes.
(6) Reclassified - see C above.
SUMMARY OF MOVEMENT A ND CHANGES IN RISK-WEIGHTED ASSETS
2017 2016
in NIS millions
Balance at the beginning of period 138,335 127,695
Change in exposures
Realizations (balancesheet credit) 5,802 11,768
Bonds (635) (264)
Derivatives (137) 117
Facilities 1,397 2,334
Guarantees 1,445 2,072
Other assets 228 617
Total Change in exposures 8,100 16,644
CCF effect (1,223) (2,809)
Change in exposures after CCF effect 6,877 13,835
Changes in risk mitigates
Guarantees (replacement) 2,572 4,219
Financial risk mitigates (775) 1,226
Total 1,798 5,445
CCF effect (703) (2,096)
Change in risk mitigates after CCF effect 1,095 3,349
Change in CVA 174 154
Total Change in credit risk -weighted assets 5,956 10,640
Balance at period end 144,292 138,335
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Leverage ratio

Comparison between Balance sheet assets and the measurement of

exposure for the purpose of the leverage ratio

(Table 3 A)

December 31

2017 2016
NIS millions

Total assets according to the consolidated financial statements 221,221 219,577
Adjustment in respect of investments in entities in the banking, finance, insurance and commercial fields,
consolidated for accounting purposes, but not included in consolidation for regulatory purposes - -
Adjustments in respect of trusteeship assets recognized in the balance sheet according to the Reporting to
the Public Directives, but not included in the measurement of exposure of the leverage ratio - -
Adjustments in respect of derivative financial instruments 53 (922)
Adjustments in respect of SFTs 1,542 1,398
Adjustments in respect of off -balance sheet items (conversion of off -balance sheet exposure to credit
equivalent amounts) 23,703 22,438
Other adjustments 1,501 1,409
Exposure for the purpose of the leverage ratio 248,020 243,900

Disclosure of the leverage ratio (Table 3 B)

December 31,

2017 2016
NIS millions

On-balance sheet exposures
On-balance sheet items (excluding derivatives and SFTs, but including collateral) 215,856 214,066
Asset amounts deducted in determining Tier 1 capital (160) (160)
Total on -balance sheet exposures (excluding derivatives and SFTs) 215,696 213,906
Derivative exposures
Replacement cost associated with all derivatives transactions 1,401 1,168
Add-on amounts for PFE associated with all derivatives transactions 1,622 1,214
Gross-up for derivatives collateral provided where deducted from the balance sheet assets pursuant to the
Reporting to the Public Directives - -
Deductions of receivables assets for cash variation margin provided in derivatives transactions -- --
Exempted CCP leg of client-cleared trade exposures -- --
Adjusted effective notional amount of written credit derivatives -- --
Adjusted effective notional offsets and add -on deductions for written credit derivatives -- --
Total derivative exposures 3,023 2,382
Securities financing transaction exposures
Gross SFT assets (with no recognition of netting), after adjusting for transactions treated as an accounting
sale 4,056 3,776
Netted amounts of cash payables and cash receivables of gross SFT assets - -
Credit risk exposure of a central counterparty for SFT assets 1,542 1,398
Agent transaction exposures -- --
Total securities financing transaction exposures 5,598 5,174
Other off -balance sheet exposures
Off-balance sheet exposure at gross notional amount 79,161 76,080
Adjustments for conversion to credit equivalent amounts (55,458) (53,642)
Total off -balance sheet items 23,703 22,438
Capital and total exposures
Tier 1 capital GYuile §16,104
Total exposures 248,020 243,900
Leverage ratio -
Leverage ratio according to Proper Conduct of Banking Business Directive No. 218 6.8 6.6

Footnote:

(1) The Tier | capital and the total exposure are presented after the relief granted by the Supervisor of Banks in respect of the 2016 efficiency plan.
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EXPOSURETO RISKS AND RISK MANAGEMENT

For details regarding the Risk profile of the Discount Group and for details regarding Risk Factors Table, see in the Chapter C to the
Directors and Management Report - "Risks review".

Principles of risk management

Continuation of the global trend for the recognition of the risk management field as an essential component in the activities of a
banking corporation and for emphasizing the need of establishing the risk management concept and its integration in current
operations and in the business decision making process.

The Bank is studying the various risks to which the Group is exposed from a forward looking Group standpoint.

The Board of Directors and Management assign great importance to risk management aspects and to the absorption by the Bank and its
subsidiaries of a proper risk management culture, while allotting the required resources for this purpose and determining focuses in
these fields as part of the Group goals.

Overall principles for risk management

- Risk management is performed from a Group integrated viewpoint, cross organization, using methodologies and consistent terms
with reference to all types of risks to which the group is exposed.

- Group corporate governance, which supports the maintenance of an effective chain of control over the activity of the group, subject
to the provisions of the law.

- Responsibility for risk management is hierarchical, where each managerial level bears responsibility for the risks existing in its
scope of operation, in a manner ensuring aggregation of risk management at all management levels up to the member of
Management in charge of the business line, including the maintenance of proper procedures for identification, measurement,
assessment, control, monitoring and reporting of risks.

- Asenior officer in the position of member of Management is assigned to each of the material risks to which the Group is exposed. He
bears the overall accountability for management of the riskin the first line of defense.

- The risk management concept supports the eligibility and improvement of decision making processes and value maximization from a
long-term viewpoint.

- The organizational culture encourages transparency and an effective intra-organizational communication, while allowing for a
proper flow of information, including in respect of violation/failure events, to all the functions involved in the handling of risks.

- Risks are being managed while maintaining the separation of duties and controls between the defense lines involved in risk
management.

- Adynamic and evolving over time risk management concept in accordance with changes in the requirements of the Bank and the
Group, regulatory instructions, accepted practice in Israel and around the world and conditions in the inner and external
environment.

- Risk management is conducted on a continuous basis, from a forward looking viewpoint, which includes processes of identification,
measurement, assessment, monitoring, control and current reporting of exposure to risks, management thereof and their
implications on the risk profile, alongside the identification of materializing and new risks.

- The risk management processes include proactive measures for risk management and for the formation of an effective
organizational culture and the integration of control culture, the integration of fairness and decency values in operations and
processes.

- The risk management processes are integrated as part of the current business activity, and they are integrated into material
processes and projects at the Bank and the Group, including implementation of new product processes, where required.

- The policy and remuneration procedures in the Group, promote attainment of the Bank's goals and integration of an effective risk
management culture, and do not encourage acceptance of exceptional risks or risks exceeding the defined risk appetite.
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Group risk management

The group risk managementis an integral part of the Bank's risk management concept.

The Board of Directors and Management of the Bank are responsible for the supervision over the risk management processes involved in
the activities conducted by companies in the Group, for forming effective frameworks for group processes and for the verification of the
existence of proper control and supervision mechanisms.

The business strategy, the policy and corporate governance aspects are being conducted from a group viewpoint and support the
existence of an effective chain of supervision over the activities of the Group.

In this framework, various functions have been defined having group responsibilities, for forming and strengthening mutual interfaces
and involvement in significant decisions taken by subsidiaries, including the formation of group forums and orderly reporting processes
by subsidiaries.

The risk management function at the Bank (as have additional functions) has group responsibility and has the duty to verify that the
risk management processes, the tools and reporting format of the subsidiary companies match the group processes and tools, with
modifications due to the characteristics of the unique activities of the subsidiary companies and their relevant requlation.

As a result, policy documents, tools, methodologies and infrastructure developed by the parent company are delivered to the subsidiary
companies, which are responsible for their adoption, subject to adjustments required by their special operational characteristics. The
Group acts continuously towards the improvement and tightening of the management, supervisory and control capabilities of the
Group, and for the improvement of Group management capabilities, while establishing strategic moves from a Group standpoint and
utilizing synergies within the Group.

Moreover, a Subsidiary Companies Division operates at the Bank, designated to increase the value of the Group subsidiaries by way of
improvement of Group management and coordination.

Risk managers at the subsidiary companies administratively subject to the CEQ of the subsidiary, but are guided professionally by the
Group's Chief Risk Manager.

Risk management Policy and its O bjectives

The risk management concept formed by the Group is in accordance with directives of the Supervisor of Banks and accepted practices in
the world.

The risk management concept is established in a series of policy documents for the management of the various risks. These have been
approved by the Bank's Board of Directors and their aim is to outline the comprehensive infrastructure for risk management at the Bank
and in the Group. This concept includes extensive addressing of corporate governance aspects of risk management, including the roles
of the Board of Directors, Management and the definition of authority and responsibility of the functionaries taking part in the risk
management processes. Furthermore, the documents define the tools and mechanisms for the identification, measurement, evaluation,
control, monitoring and reporting of exposure to risks, including risk appetite and stress tests.

The risk management policy documents are consistent with the developing regulation in the risk management field within the given
business environment, and are delivered for adoption to the major subsidiaries, subject to the required adjustments.

The policy documents are being updated from time to time, in accordance with changes in the regulatory and business environment.
Moreover, new policy documents are being initiated regarding emerging risk areas such as cross-border risks, cyber risks, outsourcing
risks, etc.

The risk management policy documents combined with the Group strategy, the restrictions on risk appetite, capital planning, and the
work plans, constitute the basis for the formation of specific policy documents as well as for determining the various responsibility and
authority of the different control functions, in obligating work procedures.

The Bank and the Group are implementing ongoing effective processes of regulation, identification, supervision, monitoring, reporting
and control processes regarding risk management and perform the monitoring of the Bank's and the Group's risk profile, and by means
of different quantitative and qualitative indices.
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The various policy documents express and provide a supporting framework for methodologies, tools, models and infrastructure
established by the Bank. In this respect, we should note the use of various quantitative tools enabling the management of risk through
varied statistical models {such as models for the risk rating of borrowers, models for assessment of market risks, etc.) as well as by
means of methodologies and qualitative tools allowing an orderly and systematic process of identification, evaluation and monitoring
of developments in risk and exposure. Alongside tools used for the current management of risk, the Group uses various scenarios in
order to examine the exposure to risks under various scenarios and stress situations, as detailed hereunder.

The methods and work procedures regarding risk management, in Israel and abroad, are examined and updated from time to time, in
accordance with changes in the internal and requlatory business environment.

Risk management corporate governance

The Discount Group adopts a corporate governance framework in accordance with the Basel guidelines and the directives of the
Supervisor of Banks, established as stated, in a series of infrastructure and policy documents regarding the various risks.

The Board of Directors, its committees and the Management place considerable importance on the existence of a risk management
culture, aspiring to strengthen the professional standing, the independence and performance of the lines of defense, with a focus on
the primary responsibility of the first line of defense for risks management. Divisional control functions operate at the business
divisions, which comprise the risk management and control arm of the division.

The risk management structure at the Bank includes: the Board of Directors, the Management, and the three lines of defense, as
detailed below.
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The organizational structure of risks management

BOARD OF DIRECTORS

Risk Management Committee Audit Committee

MANAGEMENT

The Group Risk Management Committee

LINES OF DEFENSES

FIRST LINE OF DEFENSE SECOND LINE OF DEFENSE THIRD LINE OF DEFENSE

Control Risk

i Auditors
Bodies Takers Risk Managers

The Board of Directors

The Board of Directors is responsible for the Group's business affairs for its financial solidness and stability, and its operating
framework is defined in accordance with Proper Conduct of Banking Business Directive No. 301 and is established in work procedures
supporting its activities and the activities of its different committees.

The Board is responsible for outlining a strategy and policy that would enable realization of the business goals from a long-term

standpoint and maintain the stability of the Group and acts to achieve a tightened and strong connection between the strategic

planning process, capital planning, the risk appetite and the risk profile, so that they would be consistent with the business strategy.

The Board is responsible for outlining the risk management policy and for supervising changes in the risk profile, in accordance with the

risk appetite and the various restrictions determined under it.

The operation of the Board of Directors is performed by the plenum of the Board and/or by its sub-committees on different subjects, by

means of current, periodic and designated discussions, including from a Group standpoint.

Control and monitoring of risk management are conducted by the various committees of the Board, the principal of which are:

- The Board of Directors' Risk management committee. The committee assists and advises the Board in fulfilling its duties,
verifying the existence of effective risk management processes in the Bank and in the Group. The Committee discusses and
recommends to the Board on a policy for the management of the various risks and supervises the implementation of the policy
determined by the Board;
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- Audit committee. The committee examines the effectiveness of the internal control group through the various audit and control
functions, monitors their findings and, among other things, is responsible to advise to the Board ways in which to rectify them. For
the purpose of fulfilling its duties, the audit committee relies on the independent control functions, including the internal control
division, the compliance functions, internal enforcement, money laundering and finance of terror prohibition functions.

Management

The Bank's Management has many responsibilities as regards the risk management in the Bank and the Group, with a focus on outlining
the Tone at the top, including the support for risk management processes. The policy documents (see above) include wide references to
the tasks of the Management as an "organ" in the risk management field, where, in general, each task under the Board of Directors’
responsibility, requires the prior attention of the Management: holding preliminary discussions, performing control and supervision
tasks and forming recommendations for the Board of Directors. The Management is responsible for applying the risk management
policy, maintaining control and supervision over the quality of risk management and the propriety of the risks measurement and
evaluation. The Management acts through the Chief Risk Officer and the risk management division and through the Group risk
managers' committee.

Committees and Forums

The Group risk managers' committee. A committee headed by the President & CEQ and with the participation of the general managers
of the principal subsidiary companies, the CRO and the risk managers of the principal subsidiaries. The committee holds periodic
discussions, regarding all matters required to promote and improve across the board processes for risks management at the Bank and at
the Group, including: methodologies, means and tools required for risk management, stress tests, business continuity, regulatory
directives and best practice, aspects of risk management with regards to work plans and to strategic focuses.

Different committees and forums. In addition, different forums and committees operate within the framework of the Management,
which contribute to and assist the Management in its risk management tasks. The principal forums and committees headed by the Chief
Risk Officer, or anyone on his behalf, are: credit policy forum, measurement forum, pricing and risk adjusted performance evaluation,
stress tests forum, model validation committee, new products committee, Group forum on the issue of cross-border risks and taxation,
the committee for the prioritization of technological projects for the implementation of regulation, operational risks management
committee, an independent review committee, a group allowance committee, market and liquidity risks forum, operational risk
controllers forum, compliance officers of the Group forum, and more. Furthermore, a large number of designated committees regarding
different fields of activity operate at the Bank. These committees are, among other things, involved in the risk management process.
Among these may be mentioned the various credit committees, assets and liabilities management (ALM) committee, and more.

The committees of the Board of Directors, the Management committees and the various forums, assist the Management and the Board of
Directors in conducting in-depth and focused discussions, while analyzing and examining alternative to a decision, contributing to the
improvement of the quality of control and the risk management at the Group.

Lines of defense

The risk management concept at the Group is based upon three lines of defense participating in the current risk management. An
understanding and internalization of the responsibility and the division of responsibilities between the lines of defense, which is
regulated by a series of policy documents in risk areas.

- Risk takers (First line of defense). All units of the Bank that take risks, and in particular business units, are responsible for the
current management of such risks by means of identification, measurement, monitoring, control and reporting processes,
conducted by functions in the unit, and/or in designated control units. These units operate in accordance with the risk management
policy and within the limits of the risk appetite and specific restrictions determined by power thereof. Most divisions operate
designated control functions, which are guided professionally by the risk management division and which support the division
heads in the management of the risks accepted within the framework of their activity.
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In recent years, the Group has strengthened their status, qualification and independence of the control functions operating within
the first line of defense, including the increase in resources allocated for the support of their operations.

- Chief Risk Officer and the Risk Management Division (Second line of defense). This line of defense is responsible for the overall
risk management framework at the Bank. See below.

- Internal audit (Third line of defense). The internal audit is subject to the Chairman of the Board, and as such, independent of the
first and second lines of defense, and assisting the Management and the Board in the efficient and effective realization of their
duties and responsibilities. Among other things, the internal audit conducts a current and independent review on the risk
management procedures and of the evaluation of the Group's risk profile, including efficiency and effectiveness of controls and of
the resources allocated to a proper risk management, as well as an examination of the reliability and timing of reports to the
Supervisor of Banks and to regulatory authorities.

Risk Management division (second line of defense)

Heading the Division is the Chief Risk Officer, who is also a member of the Management who reports to the President & CEQ
independently from the business lines that create the risk. The Chief Risk Officer is required also to assist the Board of Directors in
fulfilling its duties regarding risk management, and he has full access to the Board of Directors and to the Board's Risk Management
Committee. The Chief Risk Officer is responsible for the management of all risks at the Bank and the Group, within the framework of the
second line of defense.

Risk management has been defined by the Bank as a function having Group responsibility. Accordingly, special emphasis is being put on

tightening the interfaces with the subsidiaries and the overseas extensions and on the guidance provided to them regarding the

adoption of processes and tools in methodologies determined by the parent company, with the required adjustments.

Among the main tasks of the division may be mentioned:

- Identification and correct evaluation of the exposures and the identification of existing and developing risk centers;

- Verification of capital adequacy, ensuring the long-term stability of the Group, taking into consideration, among other things,
changes in exposures and in the business and regulatory environment, and compliance with risk appetite as determined by the
Board of Directors. This, while using a variety of methods and tools, ensuring the Group's capital adequacy, in the ordinary course of
business and under various stress tests;

- Support and involvement in material processes, such as accompanying processes regarding strategic planning, capital planning,
remuneration, planning of work plans, introduction of new products, central projects, innovative projects, computer projects etc.,
this alongside support of decision making processes, such as providing an opinion on credit applications and on investments that
involve a material credit exposure and approval of ratings, classifications and allowances. This, with the aim of verifying the
integration of risk management aspects in these processes and the examination of their effect on the risk profile at the Bank and the
Group;

- Current reporting to the Management, to the Board of Directors and to committees of these organs, as a risk based management
tool;

- Responsibility for determination of credit ratings and/or their approval.

- Responsibility for the appropriateness of classifications to problematic debts and expenses for credit losses.

The Risk Management division combines under it the independent functions of risk management, comprising the units managing credit

risks, market and liquidity risks, operational risk, (which also combines under its responsibility the fields of IT risk management, cyber

risk, embezzlement and fraud risks, business continuity risks) as well as the compliance risk units, and prohibition of money laundering
and finance of terror risks, cross-border risks and FATCA, and model risks. The managers of the risk management units operate, as
stated, as the second line of defense and conduct a variety of processes for the measurement, evaluation and control of risk and the
development of methodologies and models. In addition, the Chief Risk Officer is responsible for control functions, including the credit
controller, second opinion units, including on credit ratings and on the appropriateness of classifications and of expenses for credit
losses, as well as supervision and evaluation function, which conducts supervision and control procedures over subsidiaries and
overseas extensions, as well as the overall risk assessment processes, including management of the annual Internal Capital Adequacy

Assessment Process (ICAAP). Furthermore, an information system unit operates within the framework of the Division, providing support

for the promotion and management of risk management systems.
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Risk management tools

The Group develops and implements different tools supporting risk management processes, which enable identification, measurement
and assessment of risk, based on a variety of tools and methods, which include quantitative and qualitative components. These allow a
review of exposures and the changes therein, under different scenarios, including cross-organization risks and risk concentration. The
following tools may be mentioned in this respect:

- Risk appetite - one of the central tools used by the Board of Directors for the supervision of the risk profile of the Bank. The risk
appetite outlines the borders of the area of operation and is applied in correspondence with the strategic outline and the capital
outline. The risk appetite includes quantitative and qualitative components relating to all types of risk.

- Limitations, indicators and alert levels - by power of the risk appetite statement, specific risk appetite documents are created with
respect to material risk areas, which outline the determination of the Group's business policy as regards such risk areas, and which
include limitations, risk targets and/or alert levels designed to ensure compliance with the quantitative limitations and with
qualitative goals determined in the statement. Limitations are being monitored on a current basis and are periodically reported to
the Board of Directors.

- Development and validation of models - The Group operates in accordance with a multi-annual work program for the development
of advanced models, with an emphasis on the development of advanced models for the risk based rating and pricing of credit, in
accordance with accepted methodologies in this area.

Concurrently with the development of the models, periodic validation of these models is made, at intervals and preference
determined according to the model's risk level and to changes in the models or in the economic environment. New models are put
into use only after a validation process and the approval of the model validation committee.

- Scenarios and stress tests - The Bank uses different forward looking scenarios and stress tests as supplementary tools for the risk
management processes, which support capital planning processes, determination of the risk appetite, proof of capital adequacy and
the identification of vulnerable areas (see extended discussion in the Chapter on capital adequacy). The results of stress tests are
discussed with the business factors and support the determination of the business policy and of pricing. Moreover, in accordance
with the results of stress tests, the Bank forms various contingency plans with the aim of supporting the deployment of the Group
for various crisis situations.

- Risk surveys - the Group applies periodic processes for the performing of risk surveys in different areas, as detailed below. The risk
surveys enable the periodic identification and assessment of risks to which the Group is exposed, and allow the dynamic
management of exposure maps and of the supporting risk reduction plans.

- Risk profile assessment - the Group conducts a current follow-up of changes in the risk profile of the Bank and of the Group
companies, based on the Group's tools, models and methodologies, and regarding periodic reporting processes. The principal
changes are reported in the risk document, which is discussed by Management and by the Board of Directors. The assessment of
changes in the risk profile is based on monitoring, control and reporting of changes in risk profile processes, as well as compliance
with Llimitations, indicators and various alert levels, including in comparison with the banking sector. In this framework,
Management and the Board of Directors also reviews material changes in quality and effectiveness of the risk management.

Risk culture and absorption of the usefulness of risk
management processes

The Group acts on a continuous basis towards the improvement and strengthening of the risk management processes, with a view of
establishing and leading a proper risk management culture. Management and the Board of Directors guide the exact and
uncompromising implementation of regulatory rules, including the verification of their integration into the relevant factors.

The tone at the top constitutes an important and significant role in outlining and assimilating this culture at the Bank and at the Group,
while providing a personal example and importance for the integration of risk management processes as an integral part of current
management and decision making processes, and while allocating the necessary resources required for the support thereof and the
integration of risk based goals as support for the measurement of business performance. Accordingly, the risk management division
follows and is involved in central processes from their inception, in order to verify that risk management considerations are integrated
as anintegral part of business activity.
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Assimilation of risk management culture, the usefulness of the tools, the methodologies and the models being developed at the second
line, in the business processes and risk management processes at the first line, are being performed, among other things, by means of
tutorials, conventions, training sessions, integration, controls and audits.

Integration in business and  strategic processes

The risk management division accompanies the progress of implementation of the strategic plan and the work plans, as from the
planning stages, while periodically monitoring and controlling the risk management aspects of these plans and their impact upon the
risk profile of the Bank and the Bank Group. Within the framework of the operations of the division, tools and methodologies are being
integrated for use of the first line, which support the assessment of risk in the different operations and projects, including integration
of mitigation plans and monitoring and control infrastructure, which support risk mitigation.

Representatives of the division accompany the progress of the various strategic projects, and the concept of risk management is also
being integrated into the various projects through the strategic plan administration, including the establishment of the periodic
assessment of project risks and review of the appropriateness and progress of the different reduction plans.

Integration of risk management aspects as an integral part of the project management processes, as well as assessment processes hy
the divisions with respect to the effect of their different plans on the risk profile constitute, in the opinion of the Bank, an important
layer in the absorption of the risk management culture and in increasing the usefulness of the process.

Moreover, a management stress and focus is applied to the establishment and updating of information infrastructure and performance
measurement, in supporting the implementation of the strategic plan and of work plans, where alongside the business goals, risk based
goals and measurement have also been integrated, as part of the plans for motivating and remuneration of employees at the different
management levels.

For additional details regarding the integration of risk management aspects in the policy and in the remuneration plans, see below.

Approval of new products

The introduction of new products/operations requires performing an orderly and systematic process ensuring the identification and
evaluation of all risks inherent in the new product/operation, while examining their effect on the risk profile, among other things, by
means of materiality thresholds, and verifying the propriety of the infrastructure and controls supporting their operation. The said
process has been established in a designated policy and in supporting work procedures applied by the Bank and the Group. The main
subsidiaries have been guided to deliver for examination and approval of the parent company requests for approval of operation of new
products that are material to the operations of the subsidiary, which may have an impact on the risk profile.

Integration of the process at the Group level contributes to the ability to identify and evaluate new risks being created, and verify
proper preparations and hedge of such risks by means of supporting work processes, infrastructure and controls.

The widening of cooperation with fintech bodies are accompanied by instigating new product processes, which contribute to the
understanding of the overall risks involved in the operations, and to the formation of mitigation means and supporting controls.

Risk based pricing

The Risk Management Division continues to integrate a group strategic project of risk based pricing, which supports improvement of
pricing and return on equity, while integrating a uniform language for risk adapted performance assessment into the Group companies,
from the level of the individual transaction and up to the level of the principal lines of activity, while improving the allocation of risk
assets among the business lines. The integration of the project at the subsidiary companies was emphasized in 2017, procedures that
would be continued also during 2018.

Goal for the return on the economic and regulatory capital have been integrated as part of the business goals of the various divisions
and as an integral part of the Bank's business policy.
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Accompaniment of the credit management processes

The risk management division is responsible for leading the credit policy in cooperation with the business functions, including the
updating of the risk appetite and the determination of overall goal for risk management, including: the raising of the return on the
economic capital, conduct aspects regarding risk adjusted costing, maintaining the stability of the Group and the desired risk profile of
the credit portfolio as well as the management of the credit portfolio on a Group basis. Concurrently, principles included in the Group
credit policy are adopted also by the subsidiary companies, and the credit policy documents of the subsidiary companies are being
challenged.

Furthermore, the risk management division is involved in the credit approval process, by way of the rendering of a second opinion, and
the increased involvement in the quarterly process of examining the appropriateness of classification and the allowances for credit
losses at the Bank and at the Group, and examination of the appropriateness of the process of control over classification and allowance
process.

Planning and performance of risk survey and risk mapping

As part of the current management processes, the group performs periodic risk surveys of the different risk areas, such as operational
risk and business continuation risk surveys, business impact analysis (BIA), infrastructure survey, compliance gaps survey, survey of
risks and data protection in the systems of the Bank and the Group, risk mapping as regards the administrative enforcement field, and
more. The surveys are performed by the first line of defense, in part independently and in part with the assistance of professional
consultants, and support the process of identification and assessment of risk as well as the formation of supporting risk mitigation
plans. These reviews are accompanied and challenged respectively by the second line of defense. A new in-house group operational
risks survey was launched in 2017.

Monitoring and control operations

Effective processes of risk management include the implementation of control, mitigation and monitoring operations, as part of the
current operations of the defense lines control functions, which allow for a quick response to changes in the risk environment. The
control operations include, among other things, reference to goal determination, limitations, indicators and warning threshold derived
from the risk appetite, by means of defense lines according to the different risk characteristics, including the determination of a clear
reporting format with respect to deviations and the establishment of current processes for testing the effectiveness of such processes.
As part of the different mitigation plans, efforts are gathered to verify the quality of existing controls, while endeavoring to
computerize the controls (preventing, discovering, independent and compensating) in the array of operations at the different lines of
defense.

Establishment of the professional position and qualification of the
control functions of the first line of defense

The Group acts towards the continued strengthening of the control functions of the various divisions and groups, with a focus on the
business divisions. Noted is the strengthening of their independence, qualification and position in the implementation of the duties
assigned to them, including as integrators of knowhow also in areas of specific risk management, such as: compliance, prohibition of
money laundering, operational risk (including risks of fraud and embezzlement) cross-border risks, technology, cyber and data
protection risks as well as verification of qualifications in credit areas. Operational risk controllers operate in this framework at the
divisions, and the group of compliance trustees and officers operating at the branches has also been operated. Managerial focus was
placed on the establishment of their position and professional qualification as integrators of control supporting knowhow. Operating
routines have been devised for the control functions of the first line, and designated forums have been formed and reporting interfaces
have been institutionalized. All these are being updated from time to time in accordance with the development of risk centers at the
divisions and in accordance with changes stemming from the realization of strategic projects and technological changes.
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The compliance officers and controllers group at the divisions supports the maintenance of proper processes for the verification of
compliance to policy, procedures and to the limitations derived there from and the monitoring of violation and/or failure events.

Within the framework of the implementation of the provisions of Proper Conduct of Banking Business Directive No. 308, risk compliance
managers have been appointed at the Divisions, who are responsible for the implementation of the instructions mapped within the
areas of their responsibility.

Training, exercising and integration of risk management culture

A central focus of the assimilating activity has been directed to the structuring of the training and integration layout from a risk based
outlook. Operations are performed by representatives of the risk management division and/or by means of the control functions at the
divisions, while being assisted by the Bank's training group and the product managers.

Assimilation processes are conducted in respect of target population as well as all Bank employees, which include, among other things,
orderly training and guidance programs, conducting knowhow tests, formation of work routines and risk focused controls, the holding
of seminars on various subjects related to the improvement of the culture, such as seminars for the drawing of conclusions, analysis of
material failure events, etc. This, in addition to training processes in the business fields being conducted with a view of preserving the
qualification of employees.

As part of the training, use has been made, among other things, of the organizational platform for distance learning, which allows
organizational study by means of various study flashes, which the employee performs at his work station with a focus on regulation and
control aspects.

Reporting layout

As support for current control over changes in the risk profile, orderly and uniform reporting processes are in effect with respect to
various issues as defined in the policy documents, such as reporting of deviations from limitations, exceptional events, failure
events/significant deficiencies/violations. This alongside orderly reporting interfaces on the part of the divisions and subsidiary
companies with respect to concentrating changes in the risk profile, according to types of the different risks and periodic reports and
reviews regarding principal operating centers and/or risks.

Regulatory framework for risk management

During the past year, the preparations for the implementation of various Proper Conduct of Banking Business Directives continued. In
this respect, as detailed further on, an emphasis is put on evaluations of the implementation of Proper Conduct of Banking Business
Directive No. 308, cross-border risks, cyber and data protection risks, Proper Conduct of Banking Business Directive regarding online
banking, action has been taken regarding the improvement of skills, risk based training and integration, with an emphasis on the
integration of aspects of fairness in activity with customers.

Drafts and Instructions published during 2017

Draft Proper Conduct of Banking Business Directive regarding outsourcing. For details, see “Operational risk” below.

Draft circular regarding the need to determine a policy for banking corporations’ activity in relation to a credit brokerage system.
The draft requires that a policy be determined for managing accounts in the credit brokerage system that will reflect a risk-based
approach.

Draft Proper Conduct of Banking Business Directive regarding supervision over overseas extensions. For details, see “Other risks”
below.

Amendment to Proper Conduct of Banking Business Directive No. 411, “Prevention of money laundering and financing of terror,
and customer identification” - The Fight Against Terror Act, 2016. For details see “Compliance risks” below.

Prohibition on Money Laundering (Amendment No. 26) Act, 2017. For details, see “Legislation and supervision” in the Board of
Directors and Management Report.
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Update to Proper Conduct of Banking Business Directive No. 362, “Cloud computing”. The update was published in July 2017. For
details, see “Information Technology risks” below.

Amendment of Proper Conduct of Banking Business Directive No. 355, “Business continuity management”. The update was
published in April 2017. For details, see “Business continuity” below.

Various directives relating to credit risk management. For details, see “Credit risk” below.

CREDIT RISKS

Credit risk is the risk of material impairment to the value of the Group and its ability to attain its goals as a result of deterioration in the
ability of a borrower or counterparty to honor their obligations towards the Bank, in whole orin part.

The credit risk management concept at the Bank and at the Group is designed to secure a proper balance between the business factors
that directly create and manage exposure to credit risk, and the factors engaged in supervision, independent risk control and
evaluation, and the factors engaged in the audit.

Hereunder is included reference, as the case may be, to the principal subsidiaries - IDB New York and Israel Credit Cards ("ICC"). In view
of the fact that MDB is similar to the Bank in its general characteristics, from the general lines of operation and related regulatory
aspects, no separate reference is generally included with respect to this bank.

New directives

Proper Conduct of Banking Business Directive No. 450, regarding Debt Collection Proceedings. The Directive was published in
February 2017 with the aim of setting out the actions that need to be taken in order to enhance fairness and transparency when
collecting debts from customers, who have failed to comply with the terms and conditions of their loans. In addition, the banks are
required to establish a special function for handling debt collection proceedings, which will ensure the fair handling and execution of
the actions required pursuant to the law, together with maintaining the fairness of the relationship between the bank and the borrower.
The Directive takes effect a year after its publication.

Amendment of Proper Conduct of Banking Business Directive No. 311 in the matter of credit risk management. The Directive was
amended in July 2017, with a view of facilitating the requirements regarding dates of receipt of accompanying financial statements,
and solving the timing problem as to the date of receipt of financial statement from a borrower corporation. On the other hand, an
additional requirement was introduced for the receipt of semi-annual data/financial statements from a borrower, which is a large
corporation (indebtedness of over NIS 50 million), in order to allow a reliable analysis of its updated financial position. The amendment
to the Directive applies as from the beginning of January 2018.

In October 2017, the Directive was updated following the change in the Banking Act (Customer service), whereby a bank may not
unreasonably refuse to allow registration of an additional pledge and its realization. The Section guides a banking corporation holding
a primary pledge on an asset, to take into consideration the implications stemming from the right of the borrower to register an
additional pledge inferior in rank on the asset in favor of another creditor, and manage the risks stemming from such right, taking care
when deciding to refuse registration of an additional pledge and/or its realization. The amendment takes effect on date of publication
of the circular.

Amendment of Proper Conduct of Banking Business Directive No. 314 in the matter of fair evaluation of credit risks and the fair
measurement of debts. The Directive was updated in July 2017, following the cancellation of the supplementary allowance mechanism
in respect of the absence of financial statements of a borrower, which was required by Proper Conduct of Banking Business Directive No.
315. In measuring the allowances for credit losses a banking corporation is required to relate also to credit in respect of which no up-to-
date financial statements are available. The amendments to the Directive applies as from the beginning of January 2018.

Amendment of Proper Conduct of Banking Business Directive No. 315 in the matter of the supplementary allowance for doubtful
debts. Within the framework of the update of July 2017, banking corporations are required to comply with the sectorial limitation so
that the indebtedness to a certain sector would not exceed a rate of 20% of the total credit to the public, and in particular cases, 22%.
Concurrently, the requirement to create a supplementary allowance and a general allowance was abolished, as part of the endeavor to
facilitate and simplify the reqgulation. The amendments to the Directive apply as from the beginning of January 2018.
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Amendment of Proper Conduct of Banking Business Directive No. 313 in the matter of limitation on indebtedness of a single
borrower and of a borrower group. Within the framework of the update of October 2017, banking corporations are required to weight
by the full amount a guarantee issued by an insurance company, recognized for deduction and which may be realized in respect of the
borrower's indebtedness.

In addition, the "deductions" for the purpose of borrower indebtedness limitation were expanded, so that it would also be possible to
deduct from the amount of indebtedness of a Government corporation, rated locally as "A" and above, the amount of indemnification
by an insurance company, which risk weight according to Directive No. 203, is 50% at the most. The amount deducted from the
indebtedness would be 70% of the amount recognized as a credit risk mitigate. The amendments to the Directive take effect on date of
publication of the circular.

Amendment of Proper Conduct of Banking Business Directive No. 203 in the matter of measurement and capital adequacy - the
standard approach. The Directive was updated in October 2017, in view of insurance policies with respect to guarantee files under the
Sales Act and with respect to other additional files, purchased by banking corporations, and in order to recognize the risk mitigation to
a banking corporations as a result of the transfer of risk to reinsurers, it had been found necessary to recognize the ratings accepted by
the insurance business, and which, inter alia, include also the updating of the list of independent credit rating companies qualified in
the matter of capital allocation, updating of the list of principal indices for the purpose of determining qualified collateral.
Amendment of Proper Conduct of Banking Business Directive No. 330 in the matter of the management of credit risk inherent in
trading operations of customers in derivative instruments and securities. The Directive was published in October 2017, and it
defines requirements for strengthening and improving the manner of managing the risk at banks, in order to minimize future loss
probability in this field, following the lessons learnt from the global financial crisis. The Directive relates to trading operations in
derivatives and securities, focusing on trading operations of customers engaged in speculative activity.

The Directive replaces Proper Conduct of Banking Business Directive No. 335 in the matter of futures transactions. The Directive applies
to new transactions (including renewed transactions) enters into effect as from July 1, 2018, though it is being clarified that
requirements for collateral shall not apply at the present stage to a supervised customer, a central bank or any other customer not
engaged in speculative activity, which requirements shall be determined at a later date.

Letter regarding the credit risk in the motor vehicles sector. In July 2017, the Banking Supervision Department issued a letter
regarding the credit risk in the motor vehicles sector, in light of the increase in credit to the sector and in light of indications of a rise in
the level of risk for some of the sector’s borrowers (particularly in the case of the leasing companies). The banking corporations are
required to ensure that the underwriting and control procedures provide a response to a rising level of risk. In addition, the letter sets
out a number of stress testing measures for analyzing the credit risks in the motor vehicles trade sector and in the sector of consumer
credit for vehicle acquisition.

The Bank had studied the exposure to this sector and has updated the credit policy dealing with this field as well as the relevant work
procedures.

For details regarding instructions for housing loans - see "Legislative restrictions" under "Mortgage activity" above.

The Bank's Strategy and policy with respect to credit risk management

Credit risk appetite principles

- The credit risk appetite shall be consistent with the business strategy, liquidity planning and the financial resources and capital
planning of the banking corporation. Accordingly, when determining the risk appetite, taken into consideration are capital
constraints and financial resources, the banking corporation's commitments, as well as the impact of potential stress events;

- The credit risk appetite will constitute the basis for determining the credit policy of the Bank and the subsidiaries, through the
establishment of reciprocal relations/a dialog between the strategy units, the capital planning unit, the business functions and the
risk management units at the Bank and the Group. The risk appetite also constitutes the basis for setting specific limits for the
taking of credit risks;

- The Group shall determine restrictions on exposure to all activities involving credit risk, which would help in diversifying in a proper
manner the credit granting operations. The rules and restrictions reflect the risk level at which the Group seeks to operate;

- The Group will focus on activities in respect of which the required professional skills exist, on operations contributing to the
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utilization in full of synergies existing between companies in the Group, and on operations contributing to increased profitability
and the optimal allocation of risk assets;
The Group will recognize and manage the credit risks in all its products and operations.

Stemming from the Discount Group’s strategic plan, the Group places emphasis on retail credit, credit to small businesses, commercial

creditand housing loans.

Credit risk management policy

The credit risk management policy is aimed at establishing an infrastructure for credit risk management at the Bank and at the Group, in

a manner that would contribute to attaining an adequate return for the risk taken (in risk adjusted terms), in accordance with the

determined risk appetite, while understanding the credit risk profile of the Bank and the Group and details of their areas of

responsibility, of the functionaries at the Bank involved in the identification, measurement, monitoring and control processes

regarding the credit risk that the Bank accepts. The risk management policy document is discussed and approved in each year by the

Bank's Management and Board of Directors.

The criteria of the implementation format of the credit risk management policy, include, inter alia:

Identification, measurement and assessment - identification of the credit risk factors relate to the whole array of operations, the
purpose of which is to ensure that all the risk factors and their characteristics are fully identified in relation to every credit product
and activity of the Bank. The risk factors that impact the level of credit risk stem, inter alia, from sectorial and geographic
characteristics, product features, the borrower and the transaction, and the credit concentration.

Monitoring the credit risk exposure - monitoring the exposure is an active process that is performed on an ongoing basis, and its
essence is the tracking of the credit quality of specific exposures on the one hand and of the exposures of the entire credit portfolio
on the other.

Information infrastructure and systems - the information systems assist in identifying, monitoring, tracking and reporting the
risks, and enable the gathering of the exposures and the risks indices in order to create the overall risk profile.

Assessment of the enterprise risk level - the outcomes of the identification, measurement and monitoring processes serve as a
basis to create a picture of the overall Group’s risks, in which are set forth all the risk factors identified within the framework of the
various processes, and the degree of each risk factor’s sensitivity, both in a normal business situation and under stress tests.
Assessment of the effectiveness of credit risk management processes — the Board of Directors and the Management ascertain the
establishment of periodic processes for assessing the quality and effectiveness ||

Core documents in the credit field












































































































































































































