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Immediate Report Regarding Rating of Debentures/Rating of Corporation or Withdrawal of Rating

On January 17, 2023, Other Fitch Ratings published:
® Aninitial rating report/notice

O A withdrawal of rating notice

1. Rating report or notice

M Rating of Corporation: Other Fitch Ratings A/F1+ stable
Comments/Nature of the Notice: Initial rating

Rating history during the three years prior to the rating/notice date:

Date Subject of Rating Rating Comments/Nature of the
Notice

M Rating of debentures of the Corporation

Name and Class Stock Rating Current Comments/Nature of
of Security Exchange Company Rating the Notice
Security
Registration
Number
USD Notes 000000 Other Other A(EXP) Initial rating
Fitch Ratings stable

Rating history during the three years prior to the rating/notice date:

Name and Class Stock Date Class of Rating Comments/Nature of
of Security Exchange Security the Notice
Security Being
Registration Rated
Number

Fitch Ratings’ rating report is attached

2.0n , announced that the rating for ... had been withdrawn.

Details of signatories authorized to sign in the name of the Corporation:



Name of Signatory Position

1 | Assaf Pasternak Other
Executive Vice President, Head of Financial
Markets Division

2 | Barak Nardi Other
Executive Vice President, Head of Strategy,
Finance and Holdings Division

Reference numbers of previous documents relating to this topic (their mention does not constitute their inclusion
by way of reference):

The securities of the Corporation are listed for trade on the Tel Aviv Stock Exchange Date of updating structure of form: 29/12/2022
Abbreviated name: Discount

Address: 23 Yehuda Halevi St., Tel Aviv 6513601, Israel Tel: +972-3-9439111; Fax: +972-3-5171674

Email: michal.sd@dbank.co.il

Prior names of the reporting entity:

Name of person making electronic report: Tenne, Ayelet Position: General Secretary Name of Employing Company:
Address: 23 Yehuda Halevi St., Tel Aviv 6513601, Israel Tel: +972-76-8058862; Fax: +972-3-5171674 Email: ayelet.tenne@dbank.co.il

Israel Discount Bank's Immediate Reports are published in Hebrew on the website of the Israel Securities
Authority and the Tel Aviv Stock Exchange.

The English translation is prepared for convenience purposes only.

In the case of any discrepancy between the English and Hebrew versions, the Hebrew will prevail.
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FitchRatings

RATING ACTION COMMENTARY

Fitch Rates Israel Discount
Bank 'A’/Stable; Senior Debt
'A(EXP)’

Tue 17 Jan, 2023 - 3:55 AMET

Fitch Ratings - London - 17 Jan 2023: Fitch Ratings has assigned |srael Discount Bank
Limited (IDB) a Long=Term |ssuer Default Rating (|DR) of ‘A& with a Stable Outlook, a Short-
Term |DR of 'F1+" and a Viahility Rating (VR) of 'a<, Fitch has also assigned |DB's proposed

issue of senior unsecured notes an expected rating of ‘AEXP).

The assignment of a inal rating is contingent on the receipt of final documents that are

consistent with the information already received.

KEY RATING DRIVERS

Support Drives Ratings: The |[DRs of |DB reflect Fitch's view of a very high probahility that
Israel (A+/Stable/F 1+) would previde suppaort to |DB, if needed, Fiteh assesses |srael's
ahility and propensity to support |DE as very high, particularly given the bank's systemic

importance in the country, with about 15% of banking=system assets.

Universal Banking Franchise: |DB's VR reflects a good domestic universal banking
franchise, improved asset quality and profitability, and adequate capitalisation and funding,
Unlike its two |argest domestic peers, DB was not required to sell its credit card subsidiary,
Cal, in 2019 to improve competition. While this decision will be reviewed in 2023, the sale

of Cal would not significantly alter our view of |DB's business profile.



High Growth in Lower-Risk Segments: The bank has grown its mortgage book by 18% in
PM22 and taken market share from competitors, but we view this segment as |ower risk
due to conservative underwriting standards as a result of prudent regulatory limits (eg
maximum 75% loan-te-value (LTV]) and close oversight. |DB has also grown construction
and real estate lending, a higher=risk segment, by 12% over the same period, though
demand is driven by high population growth in 1srael, ultimately translating into housing

credit demand, which mitigates risks.

Sound Asset Quality: Impaired loans were 0.6% of gross loans at end-September 2022,
which were |ow compared with both domestic and international peers’, but in our view the
decrease from 0.8% at end=2021 was mainly due to exceptionally high growth in mortgage
|zans, which have not seasoned. We expect the impaired loans ratio to be slightly higher
than domestic peers' though the cycle as long as |DB owns a credit card subsidiary but to

remain below 1.5% over the next two years.

Interest Rate, CP| Beneft Earnings: Strong 27% net interest income year-on=year growth
in M22 was largely supported by several interest-rate rises and higher loan volumes,
Operating profitability, which has historically been lower than peers), is benefiting from
improved cast efficiency, with a Fitch=calculated costfincome ratio of 59% compared with
an average of 73% over the |ast decade. We expect operating profit to be above 2% of risk-
weighted assets (RWWA) in 2022 and 2023 based on continued, albeit slowing, net interest
income upside and improving cost controls,

Adequate Capital Buffers: Headroom in our assessment is [imited, but capitalisation has
remained adeguate with a 10.17% comman equity Tier 1 (CET1) ratio at end=September
2022 versus its 9.19% minimum regulatory requirement. The total capital ratio of 12.79%
had a smaller 29bp buffer over the 12.5% requirement. We expect the bank to manage its
capitalisation proactively, particularly during periods of high growth, and to maintain

current buffers over repulatory requirements.

Our capitalisation assessment also considers the bank's improved internal capital
generation and its fairly high ratio of RWAs to total assets (64% at end=5eptember 2022)

given the bank uses the standardised approach to calculate credit-risk RWAs.

Sound Funding and Liquidity: IDB's 83% loan=to=deposit ratio is broadly in line with
domestic and international peers. Funding benefits from the bank's stable and granular
deposit base, split equally between retail and corporate deposits. Liquidity is sound, with a



liguidity coverage ratio of 125% at end=9M22. Unlike its largest domestic peers, access to
international whaolesale markets is untested,

Strong State Support: IDB's Long=Term |DR is at the same level as the Government Support
Rating (GSR), which itself is in line with the domestic systemically important bank (D-518)
G5R for |srael, and reflects Fitch's view of a very high probability that |srae| would provide
support to IDB, particularly given the bank's systemic importance in the country with a
market share of about 15% of banking-sector assets. Fitch believes that |srael has a strong
ahility to support its banking sector, as underlined by its 'A+' DR,

RATING SENSITIVITIES

Factors that could, individually or collectively, lead to negative rating
action/downgrade:

IDB's IDRs are primarily sensitive to a weakening of Israel's ability or propensity to support
the bank. A downgrade of [srael's Long-Term |DR would likely result in 2 downgrade of
|DB's GSR and |DRs. A reduced propensity of the |sraeli authorities to support the
country's largest banks, which could be signalled by the introduction of a deposit guarantee
scheme followed by effective bank-reso|ution |egis|ation, would also result in a downgrade
of the bank's |DRs and G5R.

Sharp deterioration of asset guality that results in an impaired loan ratio of above 2% for an
extended period of time combined with the CET1 ratio declining below current levels and
wealkening internal capital generation could result in a WR downgrade. Given the bank's
significant exposure to the construction and real estate sector, a sharp decline in real estate

prices would put pressure on asset guality and therefore on the WR.

Factors that could, individually or collectively, lead to positive rating action/upgrade:

Anupgrade of |srael's Long=Term |DR is unlikely to result in an upgrade of the bank's GSR
and Long=Term |DR as we typically do not assign G5Rs above '3’ for D=51Bs in countries
whose sovereigns are rated 'AA or ‘AA and where support propensity is high.

Anupgrade of [DB's VR is unlikely given the bank's geographical concentration unless it
sees material and structural improvement in profitability that allows the bank to generate
stronger and more stable operating profit/RWA while also maintaining materially higher
capital ratios, which we do not expect.

OTHER DEBT AND ISSUER RATINGS: KEY RATING DRIVERS



|DB's 'F1+' Short=Term |DR is the higher of two possible options that map to an ‘A’ Long-
Term DR, This is because we view the sovereign's propensity to suppart as more certainin
the near term.

The ‘A{EXP) expected rating of IDB's proposed senior unsecured notes is in line with IDB's
A DR and in line with the baseline approach for senior debt ratings under our criteria. This
reflects our view that a default on senior unsecured debt equates to a default of the bank. It

also reflects Fitch's expectation of average recovery prospects.

OTHER DEBT AMND ISSUER RATINGS: RATING SENSITIVITIES

The expected rating on the proposed senior unsecured notes is sensitive to a change in
IDB's IDR.

VR ADJUSTMENTS

The 'a' operating environment score is below the 'aa’ category implied score due to the
following adjustment reasons: sovereign rating inegative), size and structure of economy
(negative)

The 'a=" business profile score s above the bbb’ category implied score due to the following

adjustment reason: market position {positive)

The 'a=" capitalisation & leverage score is z2bove the ‘bbb’ category implied score due to the
following adjustment reason: leverage and risk=weight calculation (positive).

BEST/WORST CASE RATING SCENARIO

International scale credit ratings of Financial Institutions and Covered Bond issuers have a
best-case rating upgrade scenario [defined as the 99th percentile of rating transitions,
measured in a positive direction) of three notches over a three=year rating horizon; and a
worst=case rating downgrade scenario (defined as the 99th percentile of rating transitions,
measured in a negative direction) of four notches over three years, The complete span of
best- and worst-case scenario credit ratings for all rating catepories ranges from ‘AAA to
‘0. Best= and worst=case scenario credit ratings are based on historical performance. For
more information about the methodology used to determine sector-specific best= and

waorst-case scenario credit ratings, visit https:www htchratings.comdsite/re/ 10111579

DATE OF RELEVANT COMMITTEE

20 December 2022



REFERENCES FOR SUBSTANTIALLY MATERIAL SOURCE CITED AS KEY DRIVER OF
RATING

The principal sources of information used in the analysis are described in the Applicable

Criteria.
PUBLIC RATINGS WITH CREDIT LINKAGE TO OTHER RATINGS
IDB's |DRs and GSR reflect Fitch's expectation of a very high probability of state support

from Israel.

ESG CONSIDERATIONS

Un|ess otherwise disclosed in this section, the highest |eve| of ESG credit relevance is a
score of "3 This means E5G issues are credit=neutral or have only a minimal credit impact
on the entity, either due to their nature or the way in which they are being managed by the
entity. For more information on Fitch's ESG Relevance Scores, visit

www fitchratings.com/esg.

RATING ACTIONS
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Michael Bojko, CFA

Director

Primary Rating Analyst

+44 20 3530 2723

michael bojko@htchratings.com

Fitch Ratings Ltd

30 Morth Colonnade, Canary Wharf London E14 5GN

Rory Rushton

Analyst

Secondary Rating Analyst

+44 203530 1919
rory.rushton@fitchratings.cam

Cristina Torrella Fajas
Senior Director

Committee Chairperson
+34 93 323 8405

cristina.torrellafajas@ftchratings.com

MEDIA CONTACTS

Peter Fitzpatrick

Londan

+44 20 3530 1103
peter.fitzpatrick@thehtchgroup.com

Additional information is available on wwwe fitchratings.com

PARTICIPATRON STATUS

The rated entity (and/or its agents) or, in the case of structured finance, one or more of the
transaction parties participated in the rating process except that the following issuer(s), if
any, did not participate in the rating process, or provide additional information, beyond the

issuer's available public disclosure,

APPUCABLE CRITERIA

Bank Rating Criteria (pub. 07 Sep 2022} lincluding rating assumption sensitivity)




ADDITIONAL DISCLOSURES

Dodd=Frank Rating Information Disclosure Farm
Solicitation Status

Endarsement Palicy

ENDORSEMENT STATUS

|srag| Discourt Bank Limited -

DISCLAIMER & DISCLOSURES

All Fitch Ratings (Fitch) credit ratings are subject to certain limitations and disclaimers.
Flease read these limitations and disclaimers by following this link:

https:fweaw fitchratings.com/understandingereditratings. In addition, the following
https:ifwenee fitchratings.com/rating-definitions-document details Fitch's rating definitions
for each rating scale and rating categories, including definitions relating to default. ESMA
and the FCA are reguired to publish historical default rates in a central repository in
accordance with Articles 11(2) of Regulation (EC) Mo 1060/200% of the European
Parliament and of the Council of 14 September 200% and The Credit Rating Agencies
[Amendment etc.) (EU Exit) Regulations 2019 respectively.

Published ratings, criteria, and methodologies are available fram this site at all times. Fiteh's
code of conduct, confidentiality, conflicts of interest, affiliate firewall, compliance, and
other relevant policies and procedures are also available from the Code of Conduct section
of this site. Directors and shareholders' relevant interests are available at

https:fwwow ftchratings.com/site/regulatory. Fiteh may have provided another permissible
ar ancillary service to the rated entity or its related third parties. Details of permissible or
ancillary service(s) for which the lead analyst s based in an ESMA- or FCA-registered Fitch
Ratings company (or branch of such a company) can be found on the entity summary page
far this issuer on the Fitch Ratings website.

In issuing and maintaining its ratings and in making other reports (including forecast
informatian), Fitch relies on factual information it receives from issuers and underwriters
and from other sources Filch believes to be credible, Fitech conducts a reasonable
investigation of the factual information relied upon by it in accordance with its ratings
methodology, and abtains reasonable verification of that information from independent
sources, to the extent such sources are available for a given security or in a given
jurisdiction. The manner of Fitch's factual investigation and the scope of the third=-party
verification it abtains will vary depending an the nature of the rated security and its issuer,



the requirements and practices in the jurisdiction in which the rated security is offered and
sold andfor the issuer is located, the availability and nature of relevant public informatian,

access to the management of the issuer and its advisers, the availability of pre-existin?'



security. Fitch receives fees from issuers, insurers, guarantors, other obligors, and
underwriters for rating securities, Such fees generally vary from US$ 1,000 to US$750,000
(or the applicable currency equivalent) per issue. |n certain cases. Fitch will rate all or a
number of issues issued by a particular issuer, or insured or guaranteed by a particular
insurer or guarantor, for a single annual fee. Such fees are expected to vary from
US$10,000 to US%1,500,000 (or the applicable currency equivalent). The assignment,
publication, or dissemination of a rating by Fitch shall not constitute a consent by Fitch to
use its name as an expert in connection with any registration statement filed under the
United States securities laws, the Financial Services and Markets Act of 2000 of the United
Kingdom, or the securities laws of any particular jurisdiction. Due to the relative efficiency
of electronic publishing and distribution, Fitch research may be available to electronic
subscribers up to three days earlier than to print subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an
Australian financial services license (AFS license no. 337123) which authorizes it to provide
credit ratings to wholesale clients only. Credit ratings information published by Fitch is not
intended to be used by persons who are retail clients within the meaning of the
Corporations Act 2001.

Fitch Ratings, Inc. is registered with the LS, Securities and Exchange Commission as a
Mationally Recognized Statistical Rating Orzanization (the *MRSRO"). While certain of the
MRSRO's credit rating subsidiaries are listed on [tem 3 of Form NRSRO and as such are
authorized to issue credit ratings on behalf of the NRSRO (see

https:fweew fitchratings.com/fsite/regulatory), other credit rating subsidiaries are not listed
on Form NRSRO (the "non-NRSROs") and therefore credit ratings issued by those
subsidiaries are not issued on behalf of the WRSRO. However, non=MRSRO personne| may

participate in determining credit ratings issued by or on behalf of the NRSRO,

Copyright © 2023 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall
Street, NY, NY 10004, Telephone: 1-800-753-4824, (212) 908-0500. Fax: (212) 480-4435.
Reproduction ar retransmission in whole or in part is prohibited except by permission. All

rights reserved.

READ LESS
SOUCITATION STATUS

The ratings above were solicited and assigned or maintained by Fitch at the request of the

rated entity/issuer or a related third party. Any exceptions Tollow below.

ENDORSEMENT POLICY



Fitch's international credit ratings produced outside the EU or the UK, as the case may be,
are endorsed for use by regulated entities within the EU or the UK, respectively, for
regulatory purposes, pursuant to the terms of the EU CRA Regulation or the UK Credit
Rating Agencies (Amendment ete.) (EU Exit) Regulations 2019, as the case may be. Fitch's
approach to endorsement in the EU and the UK can be found on Fitch's Regulatory Affairs
page on Fitch's website. The endorsement status of international credit ratings is provided
within the entity summary page for each rated entity and in the transaction detail pages for
structured finance transactions on the Fitch website. These disclosures are updated on a

daily basis.
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