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Key Rating Drivers

Support Drives Ratings: The Issuer Default Ratings (IDRs) of Israel Discount Bank Limited (IDB)
reflect Fitch Ratings’ view of a very high probability that Israel (A/Negative/F1+) would provide
support to IDB, if needed. Fitch assesses Israel’s ability and propensity to support IDB as very
high, particularly given the bank’s systemic importance in the country, with about 15% of
banking system assets.

Universal Banking Franchise: IDB’s Viability Rating (VR) reflects a good domestic universal
banking franchise, improved asset quality and profitability, and adequate capitalisation and
funding. While IDB is now required to reduce its shareholdings in its credit card subsidiary,
Israel Credit Cards Ltd. (Cal), to improve competition, this does not significantly alter our view
of IDB’s business profile.

High Loan Growth: The bank has grown its mortgage book in recent years, taking market share
from competitors, but we view this segment as lower risk due to conservative underwriting
standards as a result of prudent regulatory limits and close oversight. IDB has also grown
construction and real estate lending, a higher-risk subsector, though demand is driven by high
population growth, which supports housing credit demand and mitigates risks.

Sound Asset Quality: Impaired loans were 0.8% of gross loans at end-1H24, which compares
favourably to both domestic and international peers. Loan growth has been high in recent years,
so we expect higher loan impairment charges as new loans season. We also expect the impaired
loans ratio to be slightly higher than domestic peers through the cycle as long as IDB owns a
credit card subsidiary, but to remain below 1.5% over the next two years.

Growth, Higher Rates Benefit Earnings: Net interest income has benefitted from interest-rate
rises and higher loan volumes in recent years. Operating profitability, which has historically
been lower than peers’, is benefitting from improved cost efficiency, with a Fitch-calculated
cost/income ratio of 52% in 1H24, compared with an average of 68% over the past decade. We
expect operating profit to continue to benefit from net interest income, due to higher interest
rates and improving cost controls.

Adequate Capital Buffers: Headroom in our assessment is limited, but capitalisation has
remained adequate, with a 10.67% common equity Tier 1 (CET1) ratio at end-1H24 versus its
9.19% minimum regulatory requirement. We expect the bank to manage its capitalisation
proactively, particularly during periods of high growth, and to maintain the current buffers over
regulatory requirements.

Our capitalisation assessment also considers the bank’s improved internal capital generation
and its fairly high ratio of RWAs to total assets (end-1H24: 72%), as the bank uses the
standardised approach to calculate credit-risk RWAs.

Sound Funding and Liquidity: IDB’s 91% loans/deposits ratio is higher than its largest domestic
peers, but broadly in line with 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 liquidity coverage ratio of 133% at end-1H24.

IDB’s ‘F1+’ Short-Term IDR is the higher of two possible Short-Term IDRs that map to an ‘A’
Long-Term IDR. This is because we view the sovereign’s propensity to support as more certain
inthe near term.
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Rating Sensitivities
Factors that Could, Individually or Collectively, Lead to Negative Rating Action/Downgrade
A further downgrade of the sovereign ratings would result in a downgrade of IDB’s Long-Term IDR and senior debt

ratings if accompanied by a downgrade of the bank’s VRs.

A sharp deterioration of asset quality that results in an impaired loan ratio of above 2% for an extended period,
combined with the CET1 declining below current levels and weakening internal capital generation, could result in a
VR downgrade. Given the bank’s significant exposure to the real estate sector, a sharp decline in real estate prices
would put pressure on asset quality, and therefore on the VR.

Factors that Could, Individually or Collectively, Lead to Positive Rating Action/Upgrade

An upgrade of IDB’s IDRs is unlikely due to the Negative Outlook on the sovereign’s Long-Term IDR. We would revise
the Outlook to Stable if the sovereign Outlook is changed to Stable.

An upgrade of IDB’s VR is unlikely given the bank’s geographical concentration and would require a material and
structural improvement in profitability that allows the bank to generate stronger and more stable operating
profit/RWAs ratio, while also maintaining materially higher capital ratios, which we do not expect.

Other Debt and Issuer Ratings

Rating level Rating

Senior unsecured: long term A-

Source: Fitch Ratings

The rating of IDB’s USD800 million senior unsecured notes is in line with IDB’s IDR and 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.

Significant Changes from Last Review

IDB reported improved profitability in 1H24, with an annualised operating profit/RWAs ratio of 2.4%, which is higher
than the past three financial years. Asset quality has proven resilient, and the impaired loans ratio fell to 0.8% at end-
1H24 (end-2023: 0.9%).

Capitalisationis stable, and the CET1 ratio has benefitted from the regulator’s directive for banks to limit shareholder
distributions due to the war. The loans/deposits ratio has increased to 91%, but liquidity remains strong.

In August 2024, IDB announced the sale of a 15% equity stake in its US subsidiary, Israel Discount Bank of New York
(IDBNY) to an investment fund. Given IDBNY’s small size compared to the wider group, this does not affect our
assessment of IDB.

Sovereign Downgrade
On 15 August 2024 we downgraded IDB’s support-driven Long-Term IDR to ‘A-’ from ‘A’ following a downgrade of
the sovereign rating. The Negative Outlook on the Long-Term IDR reflects that on the sovereign’s Long-Term IDR.

The sovereign downgrade reflected the impact of the continuation of the war in Gaza, and the lower sovereign rating
reflects a weakened ability to support the banking sector. Our assessment of the propensity of the Israeli sovereign
to support the banking sector has not changed.
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Update | 26 September 2024 fitchratings.com 2



Universal Commercial Banks
Israel

FitchRatings Banks

Ratings Navigator

[ ] . (] k
Israel Discount Bank Limited ESG Relevance: “I Ratings NB:"tS

Financial Profile

-
® G " > S o -
%g §§ ﬁ-t.') - 2 i% .c‘_a'?‘{J ‘Sn"? T2 w 2w gt =YY
g 9 g 8 &9 8% S8 23 £ 2= £E = $a=<
83 e o i3 £g 23 S 2a 8 23 58 8% 3
& 32 2 3 £s > 57 2a
(8]
20% 10% 20% 15% 25% 10%
aaa aaa aaa aaa AAA
aa+ aa+ aa+ aa+ AA+
aa aa aa aa AA
aa- aa- aa- aa- AA-
a+ a+ a+ a+ A+
a a a a A
- I T ST
bbb+ bbb+ bbb+ bbb+ BBB+
bbb bbb bbb bbb BBB
bbb- bbb- bbb- bbb- BBB-
bb+ bb+ bb+ bb+ BB+
bb bb bb bb BB
bb- bb- bb- bb- BB-
b+ b+ b+ b+ B+
b b b b B
b- b- b- b- B-
ccct ccct ccct ccct CCC+
ccc ccc ccc ccc CCE
(=) () () ccc- CCC:
cc cc cc cc cc
c c c S
f f f ns D or RD

The Key Rating Driver (KRD) weightings used to determine the implied VR are shown as percentages at the top. In cases where the implied VR is
adjusted upwards or downwards to arrive at the VR, the KRD associated with the adjustment reason is highlighted in red. The shaded areas indicate
the benchmark-implied scores for each KRD.

VR - Adjustments to Key Rating Drivers
The operating environment score has been assigned below the implied score due to the following adjustment reasons:
sovereign rating (negative), size and structure of economy (negative)

The business profile score has been assigned above the implied score due to the following adjustment reason: market
position (positive)

The capitalisation & leverage score has been assigned above the implied score due to the following adjustment reason:
leverage and risk-weight calculation (positive).

Israel Discount Bank Limited
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Financials
Financial Statements
30Jun24 31Dec 23 31Dec22 31Dec21
6 months - interim 6 months - interim Year end Year end Year end
(USDm) (ILSm) (ILSm) (ILSm) (ILSm)
Reviewed - Reviewed -
unqualified unqualified Audited - Audited - Audited -
(emphasis of matter) (emphasis of matter) unqualified unqualified unqualified
Summary income statement
Net interest and dividend income 1,435 5,396 10,956 8,707 6,540
Net fees and commissions 471 1,772 3,495 3,404 3,125
Other operating income 173 650 1,302 499 858
Total operating income 2,080 7,818 15,753 12,610 10,523
Operating costs 1,077 4,049 7,966 7,217 6,858
Pre-impairment operating profit 1,003 3,769 7,787 5,393 3,665
Loan and other impairment charges 96 361 1,607 467 -591
Operating profit 907 3,408 6,180 4,926 4,256
Other non-operating items (net) n.a. n.a. 415 421 90
Tax 343 1,289 2,316 1,806 1,516
Net income 564 2,119 4,279 3,541 2,830
Other comprehensive income 67 253 457 -734 -374
Fitch comprehensive income 631 2,372 4,736 2,807 2,456
Summary balance sheet
Assets
Gross loans 73,281 275,463 266,014 246,887 218,860
- Of which impaired 599 2,253 2,384 1,520 1,797
Loan loss allowances 1,108 4,164 4214 3,209 3,040
Net loans 72,173 271,299 261,800 243,678 215,820
Derivatives 2,748 10,330 11,106 11,420 5,522
Other securities and earning assets 16,521 62,102 61,490 47,003 46,285
Total earning assets 91,442 343,731 334,396 302,101 267,627
Cash and due from banks 12,345 46,404 51,115 65,713 59,638
Other assets 2,968 11,157 10,213 8,940 7,823
Total assets 106,755 401,292 395,724 376,754 335,088
Liabilities
Customer deposits 80,688 303,307 297,673 292,410 261,253
Interbank and other short-term funding 5,430 20,412 23,970 19,115 12,534
Other long-term funding 4,836 18,177 15,491 12,308 13,219
Trading liabilities and derivatives 2,299 8,641 10,469 9,348 6,323
Total funding and derivatives 93,253 350,537 347,603 333,181 293,329
Other liabilities 5,220 19,621 18,883 18,095 17,759
Preference shares and hybrid capital n.a. n.a. n.a. n.a. 1,852
Total equity 8,283 31,134 29,238 25,478 22,148
Total liabilities and equity 106,755 401,292 395,724 376,754 335,088
Exchange rate UsD1= UsD1= UsD1= UsD1=
I1LS3.759 ILS3.627 ILS3.519 ILS3.15

Source: Fitch Ratings, Fitch Solutions, IDB
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Key Ratios
30Jun24 31 Dec 23 31 Dec 22 31Dec21
Ratios (%; annualised as appropriate)
Profitability
Operating profit/risk-weighted assets 2.4 2.3 2.0 2.0
Net interest income/average earning assets 3.2 34 3.1 2.6
Non-interest expense/gross revenue 51.9 50.5 57.4 65.4
Net income/average equity 14.1 15.6 14.7 134
Asset quality
Impaired loans ratio 0.8 0.9 0.6 0.8
Growth in gross loans 3.6 7.8 12.8 11.7
Loan loss allowances/impaired loans 184.8 176.8 2111 169.2
Loan impairment charges/average gross loans 0.3 0.6 0.2 -0.3
Capitalisation
Common equity Tier 1 ratio 10.7 10.7 10.3 10.1
Fully loaded common equity Tier 1 ratio 10.6 10.6 10.1 10.0
Tangible common equity/tangible assets 7.7 6.5 5.9 57
Basel leverage ratio 6.9 6.7 6.2 6.0
Net impaired loans/common equity Tier 1 -6.2 -6.3 -6.7 -5.7
Funding and liquidity
Gross loans/customer deposits 90.8 89.4 844 83.8
Liquidity coverage ratio 132.6 130.7 130.5 123.1
Customer deposits/total non-equity funding 88.7 88.3 90.3 90.4
Net stable funding ratio 121.0 122.3 124.8 126.7
Source: Fitch Ratings, Fitch Solutions, IDB
Israel Discount Bank Limited
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Support Assessment
Commercial Banks: Government Support
Typlcal.D—SI.B GSR for 59vere|gn s rating level 2 or bbbt
(assuming high propensity)
Actual jurisdiction D-SIB GSR a-
Government Support Rating a-
Government ability to support D-SIBs
Sovereign Rating A/ Negative
Size of banking system Neutral
Structure of banking system Negative
Sovereign financial flexibility (for rating level) Positive
Government propensity to support D-SIBs
Resolution legislation Neutral
Support stance Neutral
Government propensity to support bank
Systemic importance Positive
Liability structure Positive
Ownership INEUIE]
The colours indicate the weighting of each KRD in the assessment.
I Higher influence I Moderate influence 8 Lower influence
IDB’s IDRs are driven by its GSR, which is in line with the domestic systemically important bank (D-SIB) GSR for Israel
and reflects Fitch’s view of a very high probability that Israel would provide support to IDB, if needed. Fitch believes
Israel’s ability and propensity to support IDB are very high, particularly given IDB’s systemic importance in the
country with a market share of about 15% of banking-sector assets.
Israel Discount Bank Limited
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The highest level of ESG credit relevanceis ascore of ‘3’, unless otherwise disclosed in this section. A score of ‘3’ means
ESG issues are credit neutral or have only a minimal credit impact on the entity, either due to their nature or the way
inwhich they are being managed by the entity. Fitch’s ESG Relevance Scores are not inputs in the rating process; they
are an observation on the relevance and materiality of ESG factors in the rating decision. For more information on
Fitch’s ESG Relevance Scores, visit https://www.fitchratings.com/topics/esg/products#esg-relevance-scores.
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SOLICITATION & PARTICIPATION STATUS

For information on the solicitation status of the ratings included within this report, please refer to the solicitation status shown in the relevant
entity’s summary page of the Fitch Ratings website.

For information on the participation status in the rating process of anissuer listed in this report, please refer to the most recent rating action
commentary for the relevant issuer, available on the Fitch Ratings website.

DISCLAIMER & DISCLOSURES

All Fitch Ratings (Fitch) credit ratings are subject to certain limitations and disclaimers. Please read these limitations and disclaimers
by following this link:  https://www fitchratings.com/understandingcreditratings.  In  addition, the following
https://www.fitchratings.com/rating-definitions-document details Fitch's rating definitions for each rating scale and rating
categories, including definitions relating to default. Published ratings, criteria, and methodologies are available from this site at all
times. Fitch'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://www.fitchratings.com/site/regulatory. Fitch may have provided another permissible or ancillary service to the
rated entity or its related third parties. Details of permissible or ancillary service(s) for which the lead analyst is based in an ESMA-
or FCA-registered Fitch Ratings company (or branch of such a company) can be found on the entity summary page for this issuer on
the Fitch Ratings website.

In issuing and maintaining its ratings and in making other reports (including forecast information), Fitch relies on factual information it receives from issuers and underwriters
and from other sources Fitch believes to be credible. Fitch conducts a reasonable investigation of the factual information relied upon by it in accordance with its ratings
methodology, and obtains 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 obtains will vary depending on 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 and/or the issuer is located, the availability and nature of relevant public
information, access to the management of the issuer and its advisers, the availability of pre-existing third-party verifications such as audit reports, agreed-upon procedures
letters, appraisals, actuarial reports, engineering reports, legal opinions and other reports provided by third parties, the availability of independent and competent third- party
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report will be accurate and complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the information they provide to Fitch and to the market in offering
documents and other reports. In issuing its ratings and its reports, Fitch must rely on the work of experts, including independent auditors with respect to financial statements
and attorneys with respect to legal and tax matters. Further, ratings and forecasts of financial and other information are inherently forward-looking and embody assumptions
and predictions about future events that by their nature cannot be verified as facts. As a result, despite any verification of current facts, ratings and forecasts can be affected by
future events or conditions that were not anticipated at the time a rating or forecast was issued or affirmed. Fitch Ratings makes routine, commonly-accepted adjustments to
reported financial data in accordance with the relevant criteria and/or industry standards to provide financial metric consistency for entities in the same sector or asset class.

The information in this report is provided "as is" without any representation or warranty of any kind, and Fitch does not represent or warrant that the report or any of its contents
will meet any of the requirements of a recipient of the report. A Fitch rating is an opinion as to the creditworthiness of a security. This opinion and reports made by Fitch are
based on established criteria and methodologies that Fitch is continuously evaluating and updating. Therefore, ratings and reports are the collective work product of Fitch and
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of payments made in respect to any security. Fitch receives fees from issuers, insurers, guarantors, other obligors, and underwriters for rating securities. Such fees generally
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subscribers.
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