CONTENTS

Report of the Board of Directors and Management

General Overview, Goals and Strategy 6
Explanation and Analysis of Results and Business Position 15
Review of Risks 54
Critical Accounting Policies and Estimates, Controls and Procedures 95
Certification of the Chief Executive Officer 96
Certification of the Chief Accountant 97
Financial Statements 98

Corporate Governanace, Additional Information and Appendix

Corporate Governance 225

Additional Information and Appendix 236




LIST OF TABLES -REPORT OF THE BOARD OF DIRECTORS AND MANAGEMENT

= | = | =2 lO |0 | N|OOO|O|H>]|]O|N|—
N | = | O

—
w

NN =] =] = = = | =

[\
N

N
w

N
I

N
[&)]

N
(o)}

\S}
Ry

N
[e3)

N
©

w
o

Principal data

Exchange rates

Capital markets

The composition of net financing earnings

Analysis of net financing earnings

Principal data regarding interest rate income and expenses

Details of expenses in respect of credit losses

Details of fees and other income

Development in the principal balance sheet items

Developments in the principal off-balance sheet financial instruments

Information on credit to the public by linkage segments

Credit to the public, before provision for credit losses, by segments of activity

Distribution of total credit risk to the public by sectors of the economy

Sector-specific distribution of the six largest borrowers at the group

Composition of the securities portfolio

Distribution of the securities portfolio by linkage segments

Sources for the price quotations which the bank used for determining the fair value of securities

Details of bonds denominated in and linked to foreign currency by country/continent

Details on local currency corporate bonds by sector of the economy

Sensitivity analysis of the effect of changes in the interest rate on the MBS portfolio

Distribution of deposits from the public by linkage segments

Deposits from the public by segments of activity

Capital and capital adequacy

Comprehensive capital ratios and the Tier 1 equity capital ratios of the significant subsidiaries

Total income by segment of activity

Net profit (losses) attributed to shareholders of the bank by segment of activity

Average balance sheet balances by segment of activity

Operational supervision segment information

Credit quality and problematic credit risks

Provision for credit losses

12
17
19
20
21
21
22
23
25
25
26
26
27
27
28
28
28
29
29
30
31
31
32
34
37
38
39
40
57
58




31 Total credit risk according to economic sectors 59
32 Present credit exposures to counter-parties that are foreign financial institution 71
33  Exposure to foreign countries 73
34  Data on the development of the housing loan portfolio at the bank alone by linkage segments 80
35  Description of the sensitivity of the group's capital to parallel changes in the interest rate curve 82
36 Details of the effect of canges in the interest rate on the fair value of the asset surplus

in the segment 83
37  Analysis of exposure to fluctuations in interest rates 86
38 Description of the actual exposure of active capital, at the group level, compared with the board of

directors' restrictions 92
39 Sensitivity of the bank's capital to theoretical changes in the exchange rates of the principal

currencies 92
40  Volume of activity in derivative financial instruments 93
41 Balance of deposits from the public of the three largest depositors in the group 94




Report of the Board of Directors
and Management

GENERAL OVERVIEW, GOALS AND STRATEGY

Description of the Bank Group's Activity 7
Condensed Principal Financial Information 12
Principal Risks to which the Bank is exposed 13
Objectives and Strategy 14




REPORT OF THE BOARD OF DIRECTORS AND MANAGEMENT
AS AT SEPTEMBER 30, 2016

The meeting of the Board of Directors held on November 17, 2016, resolved to approve and publish the
unaudited consolidated financial statements of the First International Bank of Israel Ltd. (hereinafter - "the Bank")
and its consolidated subsidiaries (hereinafter - "the Bank Group"), as at September 30, 2016.

GENERAL OVERVIEW, GOALS AND STRATEGY
The Bank Group is one of the five large banking groups in Israel.

The business operations of the Bank Group focus on several principal areas:

- Financial brokerage between depositors and borrowers, which is the basis for commercial banking. Income
from such operation is reflected in net interest income comprising the main source of profit of the Group.

- Financial and banking services producing commission income in a variety of operations in the foreign
currency, international trade, securities, information services, credit cards, derivative financial instruments,
etc.

- Investment and pension consulting.

- The "nostro" investments of the Bank and market and liquidity risk management.

- Operational banking services for the capital market with respect to provident funds and mutual funds.

- Trusteeship services for private and institutional customers through the Bank's trust company.

The Bank Group operates through three principal business divisions:

- The corporate division, which conducts all operations relating to corporate and middle-market customers,
as well as business and institutional customers active on the capital market. Operating within this division
is the business region, covering the operation of all business branches of the Bank.

- The banking division and PAGI sub-division, which conducts all operations relating to private customers of
the Bank, including private banking, households and small business. The division operates through 101
branches, including PAGI branches which specialize in the religious and orthodox sector and the branches
of Ubank specializing in the private and capital market banking, while in addition, Otzar Hachayal Bank
operates 47 branches and Massad Bank operates 22 branches (a total of 170 branches in the whole
Group).

- The customer asset division which centralizes the whole capital market operations, monies and foreign currency
with private, commercial customers, institutional bodies and capital market professionals.

In addition to the Bank, the Group operates today two additional commercial banks in Israel, which cater to

unique customer populations: Otzar Hachayal Bank, specializing in services to retail and commercial

customers, mostly employees and retirees of Israel's Ministry of Defense agencies; and Massad Bank,
specializing in providing services to to teaching staff population in Israel. The Group has a subsidiary in

Switzerland - FIBI Bank (Swiss) - located in Zurich and specializing in private banking.



FORWARD-LOOKING INFORMATION

Part of the information detailed in this report which does not refer to historical facts is forward-looking
information as defined in the Securities Law, 1968. Actual results are likely to be substantially different from
those included in the context of forward-looking information due to a large number of factors, including changes
in legislation and supervisory directives, macroeconomic developments in Israel and abroad and their effect on
the liquidity position and stability in the capital markets at business companies in Israel and abroad, exceptional
economic developments such as extreme changes in interest rates, exchange rates and inflation, stock prices,
bond prices, competitors' behavior and changes in the terms of competition.

Forward-looking information is notable for such words or expressions as: "forecast," "expected," "in the Bank's
estimation" and "the Bank intends," as well as expressions such as "will be able," "might be" and "will be." These
forward-looking expressions involve risks and uncertainty because they are based on the Management's
assessments regarding future events that may not occur or that may occur in a different manner than expected
as the result inter alia of the aforementioned factors or as the result of the materialization of one or more of the
risk factors detailed in the table of risk factors presented in the annual report for 2015.

The information in this report is based, among other, on the publication of the Central Bureau of Statistics, the
Treasury department and the data from the Bank of Israel, as well as on public information given by different
factors operating and connected with the capital and money markets.

PRINCIPAL CHANGES IN THE PASSING PERIOD

Efficiency

The Supervisor of banks issued a letter on January 12, 2016, in the matter of "operational efficiency of the
banking sector in Israel". In accordance with the letter, the Board of Directors of the Bank has to outline a multi-
annual program for the improvement of efficiency.

A banking corporation that complies with the terms of the letter would be entitled to a relief, whereby it may
spread, by the "straight line" method, over a period of five years, the effect of the cost of the program for the
purpose of calculating the capital adequacy.

In continuation of the efficiency measures that were adopted by the Bank in recent years, the Board of Directors
approved on November 17, 2016, a revision of the strategic program of the Bank concerning the efficiency
measures aspect. The efficiency measures include, inter alia, the continuing expansion of operations by digital
means; a reduction in the number of branches and improvement in the work processes in the branches and at
the head office. As a result of these efficiency measures, a reduction in office space is expected, as well as a
gradual reduction in the manpower position of the Bank Group by an average of 130 employees per year (of
which a voluntary early retirement of 45 employees, which will continue on the basis of specific offers and with
respect to the matter of each case), making in total approximately 650 employees until the end of 2020.

The Supervisor of Banks has granted the Bank an approval in principle, in respect of the calculation of the
capital adequacy, for the spreading of the cost of the said measures over a period of five years by the "straight
line" method.



The cost of the benefits to employees within the framework of the efficiency measures in the period from 2016 to
2020 is estimated at NIS 207 million, before the tax effect, of which expenses in the amount of NIS 25 million, in
respect of the gradual discontinuation of operations, were recognized in the second quarter of the year (the cost
is based on actuarial assumptions, inter alia with respect to the cost of employee retirement). The effect of the
said efficiency measures on the ratio of equity capital to risk assets is estimated at a reduction of 0.19%, which,
as stated, will be recognized in installments over a period of five years.

Accounting treatment principles

The cost of updating the actuarial liabilities to employees in respect to the efficiency measures, are treated as
an actuarial loss and recognized in other comprehensive profit, with the exception of the costs of the gradual
discontinuation of operations, which are recognized in profit and loss.

The costs of the efficiency measures would be amortized to profit and loss in subsequent periods, as part of the
actuarial profits and losses, by the "straight line" method over the remaining average period of service of the
employees. To the extent that in a particular year the total payments in respect of severance compensation
would exceed the cost of service and the cost of interest recognized in that year, settlement accounting would
be applied, and accordingly the rate of amortization of the "actuarial profits and losses" for that period would be
accelerated to agree with the rate of settlement of the actuarial obligations in that period.

It is noted that the data and estimates presented above in this report, are considered forward looking
information within the meaning of the Securities Act 1968. The scope of the efficiency measures and the ability
of the Bank to realize them, their actual implementation and their impact on profit and loss and on the ratio of
equity capital to risk assets, depend, inter alia, on the efficiency measures of the Bank, the timing of employee
retirement and the characteristics of the retired employee group (seniority, age, gender and level of salary).
Accordingly, the actual results of these actions may be materially different from the data presented above



DEVELOPMENT IN THE FINANCIAL RESULTS
Net profit attributed to the Bank's shareholders amounted to NIS 409 million in the first nine months of 2016,
compared with NIS 329 million in the same period last year, an increase of 24.3%.

Net return on equity attributed to the Bank's shareholders amounted to 7.6% compared with 6.4% in the
same period last year and 6.5% in 2015.

Set out below are the central factors which affected the profit of the Group in the first nine months of 2016

compared with the same period last year:

- Increase in interest income, net, in the amount of NIS 159 million (10.9%), derived mainly from the increase
in the volume of credit to the public.

- Decline in non-interest financing income of NIS 26 million, due mainly to the decrease in gains on
realization of bonds and profits from investment in shares amounting to NIS 30 million.

- Decrease of NIS 59 million in commission income (5.7%).

- Increase in other income in the amount of NIS 46 million, deriving mainly from the Bank's share in the
proceeds from the transaction of the sale of Visa Europe shares (see Note 17 to the financial statements).

- Increase in salaries and related expenses in the amount of NIS 38 million explained by one time reduction
in the salaries expenses in the amount of NIS 72 million in the same period last year from the
implementation of the special collective labor agreement. Excluding this effect, a decrease in the salaries
and related expenses occurred in the amount of NIS 34 million, deriving, among other things, from the
decrease of the manpower in the group (partialy off-set by selective payroll increase) and from a decrease
deriving from the conversion of jubilee rights (see note 16 to the financial statements).

- Decrease in operating and other expenses, excluding salaries and related expenses, in the amount of NIS
30 million (3.7%), mainly due to efficiency processes in the group.

- Aonetime increase in the taxes on income expense in the amount of NIS 37 million.

- Anincrease of the Bank's share in the profit of investee company in the amount of NIS 34 million, deriving
mainly from the investee company's share in the proceeds from the transaction of the sale of Visa Europe
shares (see note 17 to the financial statements), partialy off-set by one time provision recorded in the
financial statements of ICC.

Basic earnings per NIS 0.05 share amounted to NIS 4.08 in the first nine months of the year compared with

NIS 3.28 in the same period last year.

The Bank Group's total assets on September 30, 2016 amounted to NIS 126,071 million compared with NIS
122,858 million on September 30, 2015 and NIS 125,476 on December 31, 2015, an increase of 2.6% and 0.5%,

respectivly.

Credit to the public, net on September 30, 2016 amounted to NIS 78,079 million compared with NIS 69,878
million on September 30, 2015 and NIS 72,555 million at the end of 2015, an increase of 11.7% and 7.6%,

respectivly.



Deposits from the public on September 30, 2016 amounted to NIS 104,549 million, compared with NIS
100,652 million on September 30, 2015 and NIS 103,262 million at the end of 2015, an increase of 3.9% and
1.2%, respectivly.

Capital attributed to shareholders totaled NIS 7,411 million on September 30, 2016, compared with NIS 7,035
million on September 30, 2015 and NIS 7,073 million at the end of 2015, an increase of 5.3% and 4.8%,

respectivly.

The ratio of Tier | equity capital to risk component as of September 30, 2016 amounted to 10.05% as
compared to 9.81% at the end of 2015.

The ratio of comprehensive capital to risk components as of September 30, 2016 amounted to 13.43% as
compared to 13.26% at the end of 2015.

Net profit attributed to the Bank's shareholders amounted to NIS 128 million in the third quarter of 2016,
compared with NIS 86 million in the same period last year, an increase of 48.8%.

Net return on equity attributed to the Bank's shareholders annualized amounted to 7.1% compared with
5.0% in the same period last year.

Set out below are the central factors which affected the profit of the Group in the third quarter of 2016 compared

with the same period last year:

- Increase in interest income, net, in the amount of NIS 56 million (11.2%).

- Decrease in commission income in the amount of NIS 14 million (4.1%), derived mainly from the decrease
in the volume of activity in the capital market.

- Decrease in operating and other expenses, in the amount of NIS 24 million (3.5%), derived from the
efficiency process in the group.

- An decrease of the Bank's share in the profit of investee company in the amount of NIS 7 million, affected
by a one rime nature of provision recorded in the financial statements of ICC. The Bank's share in this
provision amounted to NIS 13 million, net after tax effect.
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PRINCIPAL DATA

Profit and profitability

For the nine months ended

30.9.16 30.9.15 Change

NIS million %

Net financing profit(1) 1,704 1,571 8.5
Fees and other income 1,041 1,054 (1.2)
Total income 2,745 2,625 4.6
Of which: Fees 982 1,041 (5.7)
Expenses from credit losses 46 35 31.4
Salaries and related expenses 1,243 1,205 3.2
Operating and other expenses (excluding salaries and related expenses) 775 805 (3.7)
Net profit attributed to the shareholders of the bank 409 329 243
Balance Sheet As of Change vs.
30.9.16 30.9.15 31.12.15 30.9.15 31.12.15

NIS million %

Total assets (Total Balance Sheet) 126,071 122,858 125,476 2.6 0.5
Credit to the public, net 78,079 69,878 72,555 1.7 7.6
Securities 16,127 13,605 16,439 18.5 (1.9
Deposits from the public 104,549 100,652 103,262 3.9 1.2
Bonds and subordinated notes 5,597 5,950 5,862 (5.9 (4.5)
Capital attributed to the shareholders of the bank 7,411 7,035 7,073 5.3 4.8
Problematic credit risk 1,798 2,362 2,219 (23.9) (19.0)
For the year

For the nine months ended ended

Main financial ratios 30.9.16 30.9.15 31.12.15
Capital attributed to shareholders of the bank to total assets 5.9% 5.7% 5.6%
Expenses from credit losses to credit to the public, net(® 0.08% 0.07% 0.02%
Ratio of equity capital tier 1 to risk assets 10.05% 9.73% 9.81%
Ratio of total capital to risk assets 13.43% 13.24% 13.26%
Leverage ratio 5.66% 5.46% 5.43%
Liquidity coverage ratio 109% 99% 104%
Credit to the public, net to total assets 61.9% 56.9% 57.8%
Deposits from the public to total assets 82.9% 81.9% 82.3%
Deposits from the public to credit to the public, net 133.9% 144.0% 142.3%
Operating and other expenses to total income 73.5% 76.6% 77.6%
Net return on equity attributed to shareholders of the bank(@) 7.6% 6.4% 6.5%

(1) Net financing profit includes net interest income and non-interest financing income.

(2) Annualized.



Principal Risks to which the Bank is exposed

The Bank group activity involves exposure to risk, the more significant of which are: credit risk, including credit
concentration (borrower and sectorial), market risks, the principal of which is interest rate risk (a cross-system
risk), liquidity risks, operating risks and compliance and money laundering risks.

All material risks are managed by and the responsibility of appointed members of Management. A regulatory
requirement for capital adequecy exists in respect of credit, market and operating risks, according to the
instructions of Pillar | of Basel.

Within the framework of the Internal Capital Adequacy Assessment Process ("ICAAP"), the Group performs an
intensive process for the identification of additional risk centers and the challenging of identified risk centers, in
accordance with Pillar I. Where required, a supplementory allocation of capital is made in respect of Pillar |
risks, and an additional allocation of capital in respect of other risks and sub-risks.

The Bank sees in the cyber risks, information technology risk and regulatory risk, leading evolving material risks.
For additional information see chapter general overview, objectives and strategy, which was published in the
annual financial statements for 2015.
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Objectives and Strategy

Management of the Bank is guided and directed by the Board of Directors and its committees, with respect to
the strategy and business policy of the Bank. In this framework, the Board of Directors approves the quantitative
and qualitative targets and goals as well as the lines of operation of the Bank.

On the basis of the multi-annual strategic plans of the Bank, Management presents to the Board of Directors
annual work plans and budgets, giving quantitative and qualitative details of the income, expenses and
investment mix, which Management had determined as the long-term goals and specific targets for the current
year of operation.

The Board of Directors and its committees supervise and control the work of Management in everything relating
to the implementation of the strategy and business policy, as approved by them. The Board of Directors
approves also the comprehensive risk management policy, including the determination of different limitations to
exposure regarding credit risk and market and liquidity risks. The various units of the Bank, of the branch layout
and of the Head Office, operate within the framework of written procedures and circular letters, guiding them in
their current operations. These procedures define, among other things, the authority of the different units of the
Bank and the manner of operation which they have to adopt.

The Bank operates according to a multi-annual strategic plan, validated by the Board of Directors at half-yearly
intervals. The plan is based upon appropriate conduct in all areas of operation, with aspiration for proper and
stable profitability over a period of time.

The Bank has a strategic plan for the years 2016-2018, which was approved by the Board of Directors in
September 2015. The supreme goals of the plan are in terms of return on capital in excess of riskless interest
rate and efficiency ratio.

Within the framework of the plan, the Bank would continue to focus on private banking, on financial wealth
customers and on medium to large businesses, by providing a comprehensive response modified to the needs
of the customer, including in the digital area and technological answer; the Bank is to maintain the leadership of
its subsidiaries (Otzar Hachayal and Massad) and the merged banks (UBank and PAGI) in their unique
operating niches, mostly in the retail and small business sectors. The Bank is to maintain leadership in the
capital market; would conduct actions leading to efficiency in expenses, while improving its manpower position,
improving procedures, continue efficiency measures in the branch layout and increase the use of online banking
channels, and support performance directed culture and measurement in the Group.

On November 17, 2016 the Board of Directors approved the update of the strategic plan of the Bank in the
asspect of the efficiency measures (see chapter "main changes in the period").

As stated, the Bank reviews the plan at half-yearly intervals, in relation to the macro-economic environment, to
developments in market competition, to the regulatory environment, to technological developments and
frequent changes in the digital and cyber area, as well as to changes occurring in the Bank Group, and if
necessary updates the plans and the moves stemming from the strategic plan.
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EXPLENATION AND ANALYSIS OF RESULTS AND BUSINESS POSITION

TRENDS, EVENTS, DEVELOPMENTS AND MATERIAL CHANGES

THE PRINCIPAL ECONOMIC DEVELOPMENTS IN ISRAEL

Non-financial developments

The published indicators for non-financial activity are positive and indicate that the Israeli economy continued to
grow in the first half of 2016, at a moderate rate that marked it in recent years. According to the most recent
assessment published by the Central Statistical Bureau (hereinafter — "CSB") an improvement in the growth rate
occurred in October 2016. The economy grew in the second quarter of 2016 by 3.2% in annualized terms,
following a growth of 2.0% in the second half of 2015 and a growth of 2.7% in the first half of 2015. The growth
of the product in the first half of the year reflects an increase in the private consumption expenditure, in public
consumption expenditure, in investments in fixed assets, and in the export of goods and services.

The composite state-of-the-economy index of Bank of Israel indicates a certain slowdown in the growth rate,
when during the first eight months of 2016 this index rose by 1.55%, in contrast to a rise of 1.65% in the first
eight months of 2015.

The Research Division of Bank of Israel raised in September 2016 the product growth forecast for 2016 to 2.8%,
in contrast to 2.4% in the previous forecast published in June 2016. Moreover, the growth forecast for 2017 has
also been raised to 3.1% in contrast to 2.9% in the previous forecast, on background of the rise in the growth
forecast for both private and public consumption.

The State budget

The first nine months of 2016 saw a growth in the Government's budgetary operations deficit amounting to NIS
6.1 billion, in comparison with a deficit of NIS 4.2 billion in the corresponding period last year. The planned
deficit for 2016 amounts to NIS 35 billion, comprising 2.9% of GDP, while in the last twelve months (October
2015 to September 2016) the State budgetary deficit amounted to only 2.2% of GDP. In the first nine months of
the year, the expenditure of the civilian Government Ministries increased by 8.9% (in contrast to the planned
higher increase in the budget for 2016 of 11.4%) while the expenditure of the Defense Ministry increased by
2.2% (in contrast to a planned reduction of 3.7% in the budget for 2016), in comparison with the corresponding
period last year.

Tax revenues in the period from January to September 2016 totaled NIS 216.1 billion, a nominal increase of
4.5%, in comparison with the corresponding period last year. The growth in revenues related to both direct and
indirect taxes.

During the month of April, Fitch rating agency raised the forecast for the credit rating of the State of Israel
regarding its foreign currency debt from "stable" to "positive" and ratified it at a level of "A". The upward updating
of this forecast stems from the further strengthening of Israel's foreign accounts (a growing surplus on the
current account and an increase in the foreign currency balances of Bank of Israel) and the improvement in the
reduction of the ratio of the public debt to the product, while emphasizing the political risks burdening the credit
rating.



Inflation

The inflationary environment in the economy continues to be relatively low. The Consumer Price Index (CPI)
remained unchanged during the first nine months of 2016. A reduction was mostly recorded in the apparel and
footwear items — 11.9%, and in the furniture and household equipment item — 1.3%. On the other hand increases
were recorded in the housing item — 1.9%, and in the education culture and entertainment items — 1.7%. A
negative inflation rate of 0.4% was recorded in the last twelve months, while the CPI, excluding the housing item,
declined by 1.2%.

The Research department of Bank of Israel estimated in September 2016, that the inflationary environment in
2016 will continue to be negative though at a lower level. Inflation is expected to gradually rise in 2017 up to an
annual level of 1.1%, still near to the lower limit of the inflationary target, mostly on background of expectations
for the halt in the decline in commodities prices and expectations for an increase in the global level of inflation.
Moreover, the fact that the Israeli economy is nearing full employment is also expected to support a rise in
inflation.

As of September 2016, the inflationary expectations derived from the capital market for the next twelve months,
are still low amounting to 0.5%.

The housing market

According to assessments of the housing price index of the CSB published in September 2016, a moderate
increase of 0.4% was recorded in the price of housing in the months July-August 2016, as compared with June-
July 2016, while in the period of twelve months ended in August 2016, housing prices rose steeply by 6.8%.

The construction of 24,090 new housing units began in the first nine months of 2016 (a reduction of 6.9% in
comparison with the corresponding period last year) while construction of 19,880 housing units was completed
(a reduction of 11.5%, in comparison with the corresponding period last year). The second quarter of 2016, was
the ffifth consecutive quarter marking a reduction in the number of completed housing units. In the months
January- August 2016, 20,230 new units were sold, a reduction of 9.5%, in comparison with the corresponding
period last year.

In August 2016, the public took mortgage loans amounting to NIS 5.5 million, slightly higher than the average
monthly amount in the past twelve months of NIS 5.1 billion. The rate of mortgage loans taken for the purchase
of housing units as an investment continues to decline, amounting in August 2016 to 13.7%, in comparison with
an average of 14.9% in the last twelve months.

Labor market

Unemployment data continue to be positive and even to improve. The unemployment rate in August 2016
(among those aged 15 and above) dropped to 4.6%, in contrast to 4.7% in July. Among the principal working
age (25-64) the rate of unemployed in August was 4.0%, similarly to that of July 2016.

Exchange rate

The exchange rate of the shekel against the US dollar weakened in the first nine months of 2016 by 3.7%, while
the exchange rate against the Euro weakened by 1.0%.

During the first nine months of 2016, Bank of Israel purchased an amount of US$4.6 billion (of which US$1.2
billion were purchases offsetting the effect of the natural gas production in Israel on the shekel exchange rate).
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In November 2015, Bank of Israel announced that within the framework of the plan designed to offset the effect
of the gas production in Israel on the exchange rate, it would purchase in 2016 an amount of US$1.8 billion.

Exchange rate as of Change %

January- January-

September September

30.9.16 31.12.15 30.9.15 2016 2015
Dollar 3.76 3.90 3.92 (3.7%) 0.9%
Euro 4.20 4.25 4.40 (1.0%) (6.8%)

Bank of Israel interest rate

The monetary committee of Bank of Israel decided in February 2015 to reduce the interest rate for the month of
March to a level of 0.1%. This decision was taken on background of the growing rate of appreciation of the
shekel and its possible implications on economic activity and inflation, and inter alia, was intended to return the
inflation rate back into the price stability target. Since then, the interest rate remained unchanged, on
background of the low inflation. The committee estimated that the monetary policy would remain expansionary
for a considerable period of time.

The Research Department of Bank of Israel estimated in September 2016 that the Bank of Israel interest rate is
expected to remain at its present level throughout 2016, and would gradually rise only as from the third quarter
of 2017.

The global environment

The trend of moderation in the global economic activity continues, especially in the developed markets. The
global economic growth forecast of the International Monetary Fund for 2016, remained in October 2016 at the
level of 3.1%. The forecast for 2017 remained also at the level of 3.4%. The growth rate forecast for 2016 of the
the US economy was reduced to 1.6%, from a level of 2.2% in the previous forecast. For the year 2017 the
forecast was reduced to 2.2% from a level of 2.5% in the previous forecast. The growth forecast for the Israeli
economy remained at the level of 2.8% for 2016 and at the level of 3% for 2017.

The global economy continues to grow at a slow rate, and the growth rate of global trading continues to decline,
its growth rate in the last year being less than 1%. Central banks around the world continue to apply a very
expansionary monetary policy, the inflation rate remaining at a very low level, though certain of the deflationary
factors show signs of moderation.

In the US, expectations based on the GDPNOW Index indicate a growth of 2.9% in the third quarter of 2016, a
growth rate hardly compensating the low growth rate of the previous two quarter. Private consumption continues
to lead economic activity, while weakness continues in the industrial sector and estimates show that the labor
market is nearing full employment.

In Europe, the data continue to indicate a low growth rate and the ECB expects a growth rate of 1.6% in the
years 2017-2018. Political developments comprise the main risk to economic growth. In Britain, the Purchase
Managers Index dropped sharply following the Referendum, though it reverted later to levels indicating
expansion. However, most estimates point at impairment in economic activity, the magnitude of which depends
on the agreements to be reached.



Economic growth in Japan remained infinitesimal and the central bank announced the "control of the interest
curve" program, within the framework of which it would strive to maintain returns on government bonds for ten
years near their present level of around 0%. Moreover, the bank has promised to continue monetary expansion
also after the inflation rate would reach 2%. Most of the emerging markets showed a certain improvement in
estimate of economic activity, and most of the recently published economic data in China were positive. The
Production Costs Index (PPI) in China remains at a level of 0.8% since the beginning of the year, and its
continued stability may reduce global deflationary pressure.

The capital markets

The principal share indices of the local capital market dropped in the first nine months of 2016. The TA 100
index fell by 4.0% and the TA 25 index fell by 5.6%. The comprehensive bond index rose by 2.6%.

The trading turnover in shares included in the TA 25 index fell by 7.8%, with a parralel reduction of 5.3% in
trading turnover of shares included in the TA 100 index, in comparison with the corresponding period last year.
The trading turnover of bonds declined by a rate of 14.1%.

Rate of change Average daily trading turnover
in % NIS million
January- January-
September January- September January-
2016 September 2015 2016 September 2015
Tel Aviv 25 index (5.6%) 1.8% 632 686
Tel Aviv 100 index (4.0%) 0.9% 826 872
Comprehensive bond index 2.6% 1.5% 3,776 4394

The total amount of capital funds (shares and bonds) raised during the first nine months of 2016, increased by
53%, in comparison with the corresponding period last year. This growth was due mainly to a private placement
made by TEVA Pharmaceuticals in connection with its acquisition of the generic activity of Allergan plc in the
amount of NIS 21 billion..

Funds raising volume

NIS million

January- January-

September September
2016 2015 Rate of change
Shares and convertibles 28,122 4814 484.2%
Government bonds 36,822 29,276 25.8%
Corporate bonds (including institutions) 56,761 45,564 24.6%
Total 121,705 79,654 52.8%

The S&P 500 index rose by 6.1% during the first nine months of 2016. In Europe, the Eurostock 600 index
dropped by 6.3% and the developing countries index (the EM-MSCI) rose by 13.8%.

19



MATERIAL DEVELOPMENTS IN REVENUES, EXPENSES AND OTHER
COMPREHENSIVE INCOME

PROFIT AND PROFITABILLITY
Net profit attributed to the shareholders of the Bank amounted to NIS 409 million in the first nine months of
2016, as compared to NIS 329 million in the same period last year, an increase of 24.3%.

The basic net profit per share of NIS 0.05 amounted to NIS 4.08 in the first nine months of the year, as
compared to NIS 3.28 in the same period last year.

The return of net profit to the capital attributed to the shareholders of the Bank amounted to 7.6% annualy
in the period January — September 2016, as compared to 6.4% in the same period last year and 6.5% in 2015.

DEVELOPMENT IN INCOME AND EXPENSES

Financing profit on all assets and liabilities of the Bank include net interest income together with non-interest
financing income. Non-interest financing income includes financing income in respect of derivative instruments
comprising an integral part of exposure management of the Bank. Income from derivative instruments include,
inter alia, the effect of the time factor on the fair value of derivatives, comprising an integral part of the interest
risk management at the Bank, as well as the effect of the rise in the rate of the "known" CPI on derivatives
comprising an integral part of exposure to the consumer price index.

Set out below is the composition of net financing earnings:

2016 2015

Q3 Q2 