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

On December 23, 2015, S&P Maalot published an updated rating report/notice:

1. Rating report or notice

M Rating of Corporation: S&P Maalot ilAA
Comments/Nature of the Notice: Rating affirmation

stable

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

Date Subject of Rating Rating Comments/Nature of the Notice
25/12/2014 | Israel Discount Bank Ltd. S&P Maalot Rating upgrade
ilAA __________ stable
21/01/2014 | Israel Discount Bank Ltd. S&P Maalot Rating affirmation
ilAA- __________ stable .
15/01/2013 | Israel Discount Bank Ltd. S&P Maalot Rating affirmation
ilA4- stable
M Rating of Debentures of the Corporation
Stock
Exchange
Security
Name and Class Registration Rating Current Comments/
of Security Number Company Rating Nature of the Notice
Discount hybrid capital 6910095 S&P Maalot S&P Maalot Rating upgrade
notes (Series A)
ilAd- __________ stable
Subordinated 6910129 S&P Maalot S&P Maalot Rating affirmation
debentures (Series J)
ilAA- stable
Subordinated 6910137 S&P Maalot S&P Maalot Rating affirmation
debentures (Series K)
ilAA- stable




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

Stock
Exchange Class of
Name and Security Security
Class Registration Being
of Security Number Date Rated Rating Comments/Nature of the Notice
Discount 6910095 | 25/12/2014 | Capital S&P Maalot Rating upgrade
hybrid notes ilBBB+
capital notes stable
(Series A)
Discount 6910095 | 21/01/2014 | Capital S&P Maalot Rating affirmation
hybrid notes ilBBB
capital notes stable
(Series A)
Discount 6910095 | 17/01/2013 | Capital S&P Maalot Rating affirmation
hybrid notes ilBBB
capital notes stable
(Series A)
Subordinated | 6910129 | 25/12/2014 | Debentures | S&P Maalot Rating upgrade
debentures ilA4-
(Series J) stable
Subordinated | 6910129 | 21/01/2014 | Debentures | S&P Maalot Rating affirmation
debentures ilA+
(Series J) stable
Subordinated | 6910129 | 17/01/2013 | Debentures | S&P Maalot Rating affirmation
debentures ilA+
(Series J) stable
Subordinated | 6910137 | 25/12/2014 | Debentures | S&P Maalot Rating upgrade
debentures ilA4-
(Series K) stable
Subordinated | 6910137 | 21/01/2014 | Debentures | S&P Maalot Rating affirmation
debentures ilA+
(Series K) stable
Subordinated | 6910137 | 17/01/2013 | Debentures | S&P Maalot Rating affirmation
debentures ilA+
(Series K) stable

S&P Maalot’s rating update report is presented in the appendix below.

2. On

announced that the rating for ... had been

withdrawn.

This Report has been signed on behalf of the Corporation, in accordance with Regulation 5 of the Securities Regulations
(Periodic and Immediate Reports), 5730-1970, by Uri Levin, Senior Executive Vice President and Head of Planning,
Strategy and Finance Division and Joseph Beressi, Senior Executive Vice President and Chief Accountant.



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

Prior names of the reporting entity:

Date of updating structure of form: December 15, 2015

Name of person making electronic report: Sokolov-Danoch, Michal;  Position: Corporate Secretary
Name of Employing Company:

23 Yehuda Halevi St., Tel Aviv 6513601, Israel, Tel: 972-3-5145582; Fax: 972-3-5171674

e-mail: michal.sd@discountbank.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.



Convenience translation by the bank of S&P Maalot’s Hebrew report
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Rating Update

Domestic Issuer’s Rating Of Israel
Discount Bank And Mercantile Discount
Bank Affirmed At ‘ilAA’, Outlook Stable;
Rating Of Hybrid Equity Instruments
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ISRAEL DISCOUNT BANK LTD.
MERCANTILE DISCOUNT BANK LTD.

Rating Update
Domestic Issuer’s Rating Of Israel Discount Bank

And Mercantile Discount Bank Affirmed At
‘i1AA’, Outlook Stable; Rating Of Hybrid Equity
Instruments Issued By Israel Discount Bank
Raised

Overview

e The domestic issuer’s rating of Israel Discount Bank Ltd. and Mercantile Discount Bank has been
affirmed at a level of ‘ilAA’.

e The global rating of Discount Bank, which serves as the basis for determining the ratings of the hybrid
instruments it issues, has been raised to a rating of ‘BBB’, with a stable outlook, from a level of ‘BBB-’,
with a positive outlook.

e Consequently, the ratings of the series of hybrid tier 2 capital and hybrid tier 1 capital issued by
Discount Bank, which are derived from both the global rating and also from the domestic rating, have
been raised to a level of ‘ilA+’ and ‘ilA-’, respectively.

e This rating action is in accordance with our methodology for rating hybrid instruments.

e The rating outlook for the Discount group remains ‘stable’.

Rating Action

On December 23, 2015, Standard & Poor's Maalot raised the rating of the subordinated equity instruments
issued by Discount Bank. The rating of the hybrid tier 2 capital was raised to a level of ‘ilA+’ from a level
of ‘ilA’, and the rating of the hybrid tier 1 capital was raised to a level of ‘ilA-’ from a level of ‘iIBBB+’.

Rationale

The raising of the rating of the series of hybrid equity instruments issued by Discount Bank is supported by
the latest global rating of the bank, which has been raised to a level of ‘BBB’ with a stable outlook, by the
domestic rating of the bank that is unchanged at a level of ‘ilAA’ with a stable outlook, and by the lowering
of the rating levels (notches) in order to reflect the characteristics of the subordinated instruments, this
being in accordance with our methodology for rating hybrid instruments.

The global rating of Discount Bank has been raised due to our assessment of improvement in its business
position. This improvement is reflected in the success of the bank’s management in reducing the cost
structure and due to our belief that it remains committed to further improve the bank’s cost structure. In
addition, the bank has focused on its business activity, through selling its noncore business operations,
including the sale of its holding of FIBI shares, the sale of the operation in South America, the closure of
the London branch and the agreement to sell the operation in Switzerland. We think these steps, alongside
its ongoing capital base strengthening in accordance with regulatory requirements, will continue to
contribute to improving the financial stability of the bank and its competitive ability, and will support the
growth of its core operations in Israel and the United States.
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ISRAEL DISCOUNT BANK LTD.
MERCANTILE DISCOUNT BANK LTD.

The rating of Discount Bank also reflects our assessment of the Israeli banking sector from a global
perspective (BICRA — Banking Industry Country Risk Assessment), which gives it a ranking of 4 (on a
scale of 1-10, with 1 reflecting the lowest risk). In addition, our “satisfactory” opinion of the bank’s
business position takes into account it being one of the largest domestic banking groups, its diverse
business lines and its stable customer base.

The bank’s rating also reflects its “adequate” capital base, which is offset by its “medium” risk profile
arising from the low capacity of its profits to absorb exceptional losses. We view the financing profile as
“average” with this being supported by a diversified and stable core resources base, like the rest of the
domestic sector, and by an adequate liquidity buffer.

The rating of Discount Bank also takes into account support from the State of Israel, as we believe the bank
to have “moderate” systemic importance in the domestic financial sector and we also consider that Israel
would be “supportive” toward its banking sector, were this to be needed.

We view Mercantile Bank as a “core company” of the Discount group. Accordingly, the rating actions for
Mercantile Bank reflect the rating actions for the group.

Outlook

The stable outlook reflects our assessment that the business position and financial profile of Discount Bank
will remain unchanged in the next two years. The stable outlook of Mercantile Bank reflects that of
Discount Bank.

The negative scenario

A potential worsening of the economic situation, including a downturn in the Israeli economy and a
correction in the residential property sector, could exert negative pressure on the rating of the bank. In
addition, in light of the bank still having a high level of concentration in its corporate credit portfolio,
financial pressure on several of its major borrowers could weaken the quality of the bank’s assets and lead
to negative rating actions.

The positive scenario

A positive rating action appears less likely at this juncture but could materialize if an improvement in the
economic situation were to lead to a further improvement in the quality of the bank’s credit portfolio, if
there were to be a further reduction in the concentration in the bank’s corporate credit portfolio, in
conjunction with the bank continuing to improve its profitability and cost structure.

Methodology and Related Articles

e Methodology — General: Credit Rating On Domestic Scales, September 22, 2014

e Methodology — Relationship Between The Global Rating Scale And The Domestic Rating Scale,
February 2013

o Methodology — General: S&P’s Conversion Tables Between The Ratings On The Global Scale And
Ratings On Domestic Scales, September 30, 2014

e Methodology— General: S&P’s Rating Definitions, November 20, 2014

o Methodology — Core Articles: Methodology For Rating Banks, November 9, 2011

o Methodology For Assessing Banking Industry Risk (BICRA), November 9, 2011

e Methodology For Assessing Capital Adequacy Appropriate To Banks’ Risk, December 6, 2010

e Methodology: Rating Corporate Groups, November 19, 2013
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e Methodology — General: Use Of Credit Watch And Outlooks, September 14, 2009

e Methodology — General: Timing Of Payments, Grace Periods, Guarantees And Use Of ‘D’ (Default)

And ‘SD’ (Selective Default) Ratings, October 24, 2013
e Bank Hybrid Capital And Nondeferrable Subordinated Debt Methodology And Assumptions, January

29,2015
o Revised Market Risk Charges For Banks In Our Risk-Adjusted Capital Framework, June 22, 2012
e Methodology For Mapping Short-And Long-Term Issuer Credit Ratings For Banks, May 4, 2010
e Commercial Paper 1: Banks, March 23, 2004
e Quantitative Metrics For Rating Banks Globally: Methodology And Assumptions, February 26, 2013
e Rating Of Banks’ Hybrid Instruments, November 29, 2015

The articles can be found on S&P Maalot’s website, www.maalot.co.il, or on S&P’s global website,
www.standardandapoors.com.

General Details (as of December 23, 2015)
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The content that appears on the website of Standard & Poor’s Maalot (“S&P”) (“the Website”), including
issuer’s ratings, RES, financial stability assessments, loan and private placement assessments, global ratings,
articles and also the ratings according to S&P’s international scale (collectively and severally, “the Content”) is
based on information received from S&P and from other sources that S&P believes to be reliable. Articles that
appear on the Website are based on articles that were written and drafted in English by Standard & Poor’s
global professional staff, and have been modified, edited, abbreviated and otherwise adapted so as to appear on
the Hebrew-language Website. S&P does not audit the information that it receives and does not verify its
correctness or its completeness, including, but not solely, inaccuracies or omissions arising from making
modifications, edits, cuts, adaptations and/or deletions to the articles, inter alia during the translation of the
articles and their adaptation for the Hebrew-language Website, as referred to above.

It is hereby clarified that that the Content does not reflect risks relating to and/or arising from violations,
through acts of commission or omission, of any of the commitments that the rated entities have assumed and/or
errors or inaccuracies in any of the representations made by such entities, or the facts on which the opinion
expressed by S&P is based as a condition for receiving the Content, acts of commission or omission in the
performance of fraud or embezzlement or any other act in contravention of the law.

The Content, including, but not solely, rating reports and financial stability assessments, only constitute S&P’s
subjective opinion at the time of its publication and does not constitute a statement of fact, or a recommendation
to purchase, hold or sell any securities, or to make any investment decisions. S&P does not assume any
obligation to update the Content subsequent to its publication. No reliance should be placed on the Content in
taking decisions relating to investments. S&P does not act as an “expert” or as an advisor on your behalf with
regard to investments and/or securities.

© All rights to the Content are copyrighted by S&P. This Content, either wholly or partly, is not to be copied,
photographed, disseminated, modified, reverse engineered, stored in a database or data retrieval system, or used
for any commercial purpose without the prior written permission of S&P. The Content is not to be used for any
purpose other than that specified in this document, under the usage terms and confidentiality policy.
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