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Bank Leumi le-Israel B.M. and Subsidiaries and Affiliates 
  
Directors’ Report 
 
The following is the fifty-eighth annual report of Bank Leumi le-Israel B.M. and the one hundred and 
seventh report of the business founded in 1902. This report will be presented to the Bank’s fifty-eighth 
Annual General Meeting. This report is based on an analysis of the data included in the Bank’s Financial 
Statements and Management Review, and upon additional data as required. This report is prepared in 
accordance with the public reporting directives of the Supervisor of Banks of the Bank of Israel. 
 
 
B. General Developments in the Group's Business 
 
Description of the Leumi Group's Business Activities and their General 
Development 
 
Bank Leumi and its subsidiary companies constitute one of the largest banking groups in Israel, continuing 
activities that began 107 years ago. The Bank's predecessor, The Anglo Palestine Company, was 
established in London in 1902 by Otsar Hityashvuth HaYehudim Jewish Colonial Trust Limited, the 
predecessor of Otsar Hityashvuth HaYehudim B.M.1 
 
The Bank is defined as a banking corporation under the Banking (Licensing) Law, 1981, and holds a 
banking license under that law.  As a "bank" and a "banking corporation" the Bank's activities are 
governed and delineated by a system of laws, orders and regulations, including inter alia the Banking 
Ordinance, the Bank of Israel Law, the Banking (Licensing) Law and the Banking (Service to Customer) 
Law, as well as directives, rules, instructions and position papers of the Supervisor of Banks. 
 
The Leumi Group is involved in a variety of banking, financial and non-banking activities, in Israel and 
overseas. The Group's activities are carried out through the Bank, subsidiary companies and companies 
included on the equity basis, through 251 branches located throughout Israel, and through 88 branches, 
agencies and representative offices in 22 countries throughout the world. 
 
The Group's policy, in Israel and overseas, is to provide comprehensive banking and financial solutions to 
its customers and a high level of professional service, to enable them to make use of varied distribution 
channels and to offer them a wide variety of products, adapted to their needs. 
 
As a leading banking group, aiming to achieve high levels of long-term profitability, Leumi constantly 
scrutinizes the trends and changes in the business environment in which it operates and formulates 
strategies to deal with these changes. 
 
To implement its strategy, the Bank is organized into five business lines, concentrating on different market 
segments, with each business line specializing in providing banking and financial services to a particular 
customer segment:  
 
Corporate banking concentrates on servicing major and international companies, commercial banking 
concentrates on servicing middle market companies, international and private banking is aimed at wealthy 
customers requiring investment solutions at a highly sophisticated level, retail banking concentrates on 
providing banking services mainly to households and small businesses, and Capital Markets and Financial 
Management coordinates the activities of all the dealing rooms and the nostro within one division, with a 
view to improving and widening the range of services to customers active in the capital and financial 
markets, including institutional customers.  

                                              
1  Otsar Hityashvuth HaYehudim B.M. was the controlling shareholder of the Bank until the equalization of voting 

rights in the Bank in 1991. In 1993, most of the shares of the Bank passed to the ownership of the State, under 
the Bank Shares (Arrangement Shares) (Temporary Provision) Law, 1993. On 3 September 2007, the company 
ceased to be an interested person in the Bank. 
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Some of the financial services are provided by means of subsidiary companies that operate in various 
fields, such as: credit cards, mortgages, leasing and underwriting. 
 
Further, the Group invests in non-banking corporations operating in the fields of infrastructures, Israeli 
and overseas real estate, communications and the media, energy, shipping and the chemical industry.  
 
In August 2005, the Knesset (the Israeli parliament) passed a number of laws to implement a reform of the 
Israeli capital market, having a significant effect on both the banking system in general and on the 
activities of the Leumi Group in particular.  
 
As a result of the reform, the Group was required to dispose of its holdings in its mutual fund and 
provident fund management companies, and to reduce its holdings in additional companies, such as 
insurance companies.  Therefore, beginning in 2006, the Bank sold its provident funds, mutual funds and 
investment portfolio management activities. In addition, as a result of the reform and of other limits 
imposed by the Banking (Licensing) Law on the holdings of banking corporations in non-banking (real) 
holding companies (conglomerates), the Bank sold its holdings in Africa Israel Investments Ltd., and 10% 
out of its holdings in Migdal Insurance and Financial Holdings Ltd. The Bank is required to complete the 
sale of its remaining holdings in Migdal by 30 August 2009, as well as the sale of an additional non-
banking (real) investment by 30 June 2009, as described on pages 142 to 144 of the Report. 
 
Following the reform, the Group's capital market activities in Israel are focused mainly on the provision 
of investment counseling and pension counseling, on the provision of operating services to entities that 
are active in the capital market, and on underwriting and the distribution of private and public offerings – 
activities which are carried out by Leumi Partners Underwriting Ltd. (a subsidiary of a subsidiary).  
 
Regarding the provision of pension counseling, see pages 36 to 37 above. 
 
Following the legislation and the reform of the capital and financial markets, and against the background 
of the crisis in the capital and financial markets, changes are occurring in the business paradigm of the 
banking system. 
 
On the basis of banking system data as of 30 September 2008, as published by the Bank of Israel, the 
Leumi Group's market share in relation to the Israeli banking system was as follows:  
 

 30.9.2008 31.12.2007 31.12.2006 31.12.2005 31.12.2004 
 In percentages   

Total assets 29.0 30.0 30.1 30.0 30.0 
Credit to the public 29.0 29.9 29.8 29.9 29.9 
Deposits of the public 29.5 30.2 30.5 30.6 30.3 
Operating profit before taxes** 56.2 37.9 27.5* 30.2 34.0 
Operating profit after taxes** 70.8 38.4 25.6* 30.5 34.1 

 
* The decrease in the Bank's share arises mainly from exceptional salary expenses, some half of which was the result 

of the privatization in 2006. 
**After neutralizing Bank Hapoalim’s losses of 37.6% and 30.4%, respectively. 
 
The Leumi Group operates in a competitive market in all its activity segments. The main competitors are 
the other Israeli banks, although in certain segments there are additional competitors whose numbers are 
constantly growing, such as overseas banks and non-bank competitors such as insurance companies and 
other institutional entities. 
 
In 2008, the world’s financial and capital markets were hit by a financial crisis which began with the crisis 
that had started in the mortgage market in the United States in 2007, especially in its weakest segment, the 
sub-prime sector.  These loans, on the basis of which complex financial instruments were constructed, led 
the large banks in the United States and in additional countries throughout the world to revalue these 
instruments, and as a result thereof substantial losses were recorded. Against the background of this 
situation, a liquidity problem developed in the European and American banking systems, which 
necessitated the involvement of the central banks in the United States and Europe. In the US and Europe, 
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central banks also reduced interest rates significantly, both in order to reduce the negative impact of the 
financial crisis on economic activity, and the governments were required to inject liquidity in the scope of 
hundreds of billions of dollars. The main impact of this crisis on Israel, as of now, is the slowdown in 
economic activity throughout the world and primarily in the United States.   
 
Regarding the measures taken by the Bank of Israel and the Ministry of Finance, see pages 27 to 28 and 30 to 31 
below. 
Regarding the impact of the global crisis on the Leumi Group and additional details, see pages 55 to 65 in the Report. 
 
Total assets under management of the Group (both balance sheet and off-balance sheet*) amounted to NIS 
653 billion as at 31 December 2008, as compared with NIS 764 billion at the end of 2007, a decrease of 
some 14.5%.   
The decrease results primarily from the collapse of markets in Israel and throughout the world. 
 
Following the intensification of the global financial crisis, the continuing decline in stock market prices 
throughout the world and in Israel and the worsening condition of the Israeli economy, the Group’s results 
deteriorated in 2008.  The said crisis led to a significant increase in the provisions for doubtful debts, 
partially due to an increase in the volume of problem debts (primarily those that are classified as debts 
under special supervision) and to large provisions for declines in value and the realization of investments 
in securities and other investments. 
 
The Group’s operating loss was primarily affected by losses from the Bank’s operations, from a decline in 
the profitability of a number of subsidiaries in Israel and abroad, and in light of the global financial crisis. 
Profits of overseas subsidiaries were also adversely affected due to the appreciation of the shekel against 
the foreign currencies.  
 
The operating loss of the Group totaled NIS 158 million in 2008, as compared with a profit NIS 2,984 
million in 2007.  
 
The net profit of the Group totaled NIS 92 million, a decrease of 97.3% as compared with 2007.  
 
See page 64 below for details regarding the decline in profit from extraordinary items.  
 
Return on equity of net profit reached 0.5%, compared with 17.4% in 2007.  
 
The net profit per share in 2008 was NIS 0.06, compared with NIS 2.37 in 2007. No dividend was 
distributed for 2008, as compared with a dividend of NIS 1.0 per share in 2007. 
 
The following table sets out a breakdown of the contribution of profit centers in the Group to the net 
operating profit (loss): 

 2008 2007 
 Scope of 

Investment 
Contribution to Net 

Profit 
Scope of 

Investment 
Contribution to Net 

Profit 
  (1) (2)  (1) (2) 

 NIS  
billions 

NIS 
millions 

 NIS 
billions 

NIS 
millions 

 

The Bank  7.7 (644) (453) 8.7 1,934 2,127 
Subsidiary companies in Israel  5.6 432 432 5.2   710    710 
Overseas subsidiary 
companies  

 
4.1 

 
(110) 

 
(301) 

 
4.4 

 
  220 

 
    27 

Companies included on the 
equity basis  

 
1.3 

 
164 

 
164 

 
1.2 

 
  120 

 
   120 

Total 18.7 (158) (158)    19.5 2,984 2,984 
 (1) After neutralizing the effect of exchange rate differentials at the Bank and the foreign subsidiaries in respect of 

the financing of overseas investments.  
(2) According to the Financial Statements (without neutralizing the effect of exchange differentials). 

                                              
*  Total assets and customers' securities portfolios, the value of securities of mutual funds, provident funds and supplementary 

training funds held in custody, for which operational management and custodial services are provided. 
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Business Strategy  
 
Leumi's Vision 
 
The Leumi Group has formulated a multi-year business strategy, which is based on Leumi's vision: 
 
• To be the most profitable banking group in Israel in the long-term. 
 
• To be an international Israeli group. 
 
• To be a group that provides the highest level of value to its customers; to be innovative and to 

demonstrate initiative adapted to its customers' needs. 
 
• To be the first choice of its employees, by being a solid and stable work-place that cares for its 

human resources and remunerates in accordance with contribution. 
 
• To be a banking group that continually strives to maximize value for its shareholders. 
 
• To be a banking group that is involved in and contributes to the welfare of the community, with an 

emphasis on the generation of the future. 
 
 
Background Conditions 
 
Changes in the business environment 
 
The competitive and business environment in which Leumi operates is complex and influenced by many 
and various exogenic factors: the world market, the Israeli economy, regulation in Israel and abroad, 
changes and trends in areas such as environmental protection, globalization, technology, innovation in the 
field, and more.   
 
What began as a local crisis regarding sub-prime mortgages in the United States developed into a 
worldwide crisis regarding real estate, finance, the labor market and the global industrial economy.  
Governments and central banks throughout the world are taking far-reaching measures to solve the crisis – 
nationalizing banks, injecting billions of dollars of capital into banks and other financial and industrial 
companies, making substantial cuts in interest rates, and working to increase the liquidity in the system.  
The crisis, the changes in the world financial map, and the unprecedented involvement of the various 
governments in the crisis are expected to continue and also to have consequences for the financial system 
in Israel.  The business and competitive environments expected to be affected significantly, as will be risk 
management and the rules of control and supervision. 
 
Pension counseling – in the context of the legislation proposed by the Bachar Committee, after the banks 
sold the mutual funds and provident funds that they had held, the small and medium-sized banks began to 
provide pension counseling nationwide to the self-employed and to salaried workers.  Bank Leumi 
received a licence to provide counseling to the self-employed and to salaried workers in peripheral areas; 
it began to provide such counseling and is expected to expand its activity in the field over the course of 
2009.  Beginning in 2010, Leumi and Bank Hapoalim will be permitted to operate on a full scale basis 
(including the provision of counseling regarding life insurance products). 
 
Provident funds – the regulatory changes regarding pension savings, and particularly the changes 
concerning the provident funds, have created a new reality in the world of long-term savings.  The 
cancellation of the right to withdraw money after 15 years, from the funds for the self-employed in respect 
of new savings, the cancellation of the ability to withdraw in a single lump-sum (another change 
concerning new savings), the obligation to provide for pensions and the increase in the management fees 
of the funds after their sale, following the Bachar Committee recommendations, led to a significant 
decrease in savings in this channel.  In addition, due to the significant increase in the equity and corporate 
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debenture components of the provident funds’ asset portfolios in recent years, the financial crisis in the 
markets has led to negative returns for the provident funds in 2008.  The fund members have increased the 
rate of withdrawals from the funds and have moved to more solid investments. 
 
The competitive environment 
 
Local banks: 
 
In 2008, as a consequence of the global crisis, the Israeli banking sectors' profitability also suffered.  The 
sector’s exposure to the source of the crisis – the American residential property market – was relatively 
limited.  The effects resulting from the development of the crisis in the American residential property 
market into a global financial crisis and to a crisis in the industrial economy as well are expected to be 
more extensive.  This is due to of the banks’ exposure to financial entities around the world, the adverse 
impact on customers’ profitability and stability and the value of their collateral, and of the decline in 
income from capital market activity and in the profitability of non-financial holdings. 
 
In this light, it appears that the stability of the banking system as a whole is also being given higher 
priority by the various regulators.  According to the Bank of Israel’s estimates, as expressed in the media 
by the Governor of the Bank of Israel, Israel’s banking system remains strong.  
 
Foreign banks  
 
The profound crisis in the U.S. economy has led to dramatic changes in the map of U.S. investment banks, 
beginning with the collapse of two large investment banks - Bear Stearns and Lehman Brothers – and the 
purchase of an additional large investment bank – Merrill Lynch – by the Bank of America – and 
continuing with the transformation of Morgan Stanley and Goldman Sachs into commercial banks subject 
to government supervision.  Since then, notwithstanding the massive support and the extensive measures 
taken by the various governments, the worldwide banking system has not yet stabilized.  It appears that in 
light of the dramatic crisis in the financial world, efforts will focus on the stabilization of the system and 
less on expansion into various markets.  Continued structural reorganization may therefore be expected, 
along with mergers and the creation of enormous global entities. 
 
Non-banking competitors 
 
- Financing from the capital market and institutional investors – after four successive years in 

which the volume of the capital raised by businesses through offerings on the capital market 
and through institutional investors has significantly exceeded bank credit, the market in 
debenture offerings underwent a drastic contraction in 2008.  According to a Stock Exchange 
estimate, the volume of capital raised was some NIS 11 billion in the first half of 2008, as 
compared was NIS 70 billion during 2007.  The financial crisis makes it difficult for 
companies – including large companies that had previously received high ratings – to raise 
funds on the capital market and they will have difficulty meeting the significant sums required 
for redemption of debentures that are due in the coming years. 

   
- Capital market and brokerage activity – in addition to the competition felt during the last two 

years from investment houses, insurance companies, pension funds and additional institutional 
entities in the field of credit and investment, there has been an increase in their capital market 
and brokerage activity, with regard to both commercial and corporate customers, and they 
have brought an ever-increasing level of competition in these fields too.  Here it is reasonable 
to assume that this trend may change in light of the crisis.  It appears that there will be a return 
to basic products, at the expense of sophisticated high risk products. 
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Increased regulation 
 
The impact of regulation on the banking sector is intensifying and expanding in Israel and throughout the 
world.  The financial crisis is expected to further increase the power of the regulators, and supervisors in 
every respect and these will constitute a key element in the stabilization of the financial system. 
 
As well as the local regulatory activities, the banks are also affected by global regulation. The local 
regulators adopt international treaties and directives, such as the "Basel II" directives, the IFRS 
(international accounting standards that do not apply to Israeli banks), the Sarbanes-Oxley Act, etc.  Some 
of these apply specifically to banks and some to all business organizations. There may be changes in 
legislation, including in the Basel II directives, following the lessons learned from the financial crisis.  
 
The increased regulation creates material pressures in terms of expenses, in addition to the management 
inputs required for careful preparation and compliance with directives. 
 
In addition, regulation has an impact on competition, as it imposes restrictions on the banks, such as the 
prohibition of the purchase of other banks in Israel.  
 
Leumi's Strategy   
 
In order to realize Leumi's vision of being the leading bank in Israel in terms of long-term profitability, 
and in accordance with the changes in the business environment, without being at a high risk level, the 
Leumi Group has set multi-year goals for increasing shareholder value through improved profitability, in 
both local and international activities.  Improved profitability will be sought while managing the risk 
levels as reflected in the desired capital adequacy ratios and with the Group's risk management policy 
described below. 
 
Although Leumi strives to adapt its activities to its strategy, and to achieve excellence in all of the areas 
described above, strategic planning, by its nature, involves a not insignificant amount of uncertainty. The 
achievement of the strategic plan depends on many variables, including: the state of the markets in Israel 
and abroad, especially in light of the financial crisis, the security situation, employment relations within 
the Group, regulatory changes and the ongoing effects of regulatory changes, the extent of whose effects 
in the long term cannot yet be definitely defined.  
 
In order to ensure continued growth and profitability in the long-term, Leumi is focusing its strategic 
efforts and its resources – capital, human and managerial - on business areas that produce high yields 
and/or require relatively little capital,  while improving profitability in areas with low levels thereof.  
Additionally, Leumi is investing in building-up its abilities in order to ensure good results in the long-
term. 
 
Leumi’s strategy therefore rests on three pillars –  

 
1. Recruitment of clients and increasing the Bank’s share in high yield areas, especially areas in 

which the Bank’s market share is relatively low; and increasing profitability in sectors in which 
yields are unsatisfactory, including the increased use by customers of direct channels, and by 
reaching a level of excellence in managing the customer’s experience with the Group. 

 
2. Upgrading risk management within the Group – Bank Leumi has set a goal of continuing to 

lead in terms of the quality of risk management, and to strengthen its ability in this area.  The 
importance of comprehensive, methodical and high quality risk management has increased 
greatly in light of the crisis in the markets, and Leumi sees the upgrading of risk management 
as an important element of its activity. 

 
3. Leumi is continuing to seek to expand its international activity, on the basis of its existing 

geographic distribution, while leveraging the Bank’s strengths, and intensifying support for 
corporate and commercial customers and the service granted to wealthy clients.   
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4. Upgrading operational excellence – achieving savings, efficiency and optimization of the 
allocation of the organization’s resources for the purpose of achieving its objectives.  

 
5. Human resources – building up and development of human resources, so as to support the 

achievement of the Group’s strategic objectives.  
 
6. Applying technology to achieving the Group’s goals – adapting technology to the strategic 

needs of the Bank and the Group. 
 
7.  Continued promotion of social responsibility to the community.  

 
The strategy is implemented alongside the maintenance of desired risk levels, the use of advanced 
procedures and tools for managing the different types of risk, and the completion of preparations for the 
regulatory requirements, including those of Basel II. 
 
The above-mentioned Group objectives have been adjusted to the lines of business in which Leumi 
operates and which are described below.  Each line of business specializes in a particular market sector 
and its purpose is to create a comparative advantage in relation to its targeted market.  
 
Part of the information in this chapter is "forward looking information".  For the meaning of this term, see the section 
"Description of the Banking Corporation's Business and Forward-Looking Information in the Directors' Report" on 
pages 47 to 48 below. 
 
 
Control of the Bank  
 
On 31 December 2008, the State of Israel held 11.46% of the issued share capital of the Bank (fully 
diluted - 11.28%) and 14.20% of the voting rights in the Bank (fully diluted – 13.97%).  On 1 March 2009 
(following the expiry of the balance of the options in issue in February 2009), the State held 11.46% of the 
issued share capital of the Bank and 14.20% of the voting rights in the Bank.   
 
Pursuant to the Bank Shares (Arrangement Shares) (Temporary Provision) Law, 1993, in order to avoid 
involvement of the government in the ongoing management of the banks' business (during the period until 
the sale of the shares), while protecting the material interests of the State in the shares, a committee was 
established for each of the banks that were subject to the shares arrangement, the purpose of which was to 
participate in general meetings of shareholders of the bank, and to vote at such meetings by virtue of the 
shares held by the State. The term of office of the shares committee of the Bank expired at the end of 
October 2008. On 12 March 2009, the Bank Shares (Arrangement Shares) (Temporary Provision) Law 
(Appointment of Other Committees and Terms of Office) Directives, 2009, were published, pursuant to 
which other committees for the shares of the relevant banks (including the Bank) would be appointed for 
an additional term of three years (subject to the possible shortening of the term, as detailed in the said 
directives). On 24 March 2009, a shares committee was appointed for the Bank accordingly. 
 
Sale of Shares in the Bank by the State 
 
Further to the procedure for the sale of up to 20% of the State’s shares in the Bank, published by the 
Accountant General in the Ministry of Finance and M.I. Holdings Ltd. ("MIH") in 2005, Barnea 
Investments B.V. (“Barnea”) purchased 9.99% of the Bank’s share capital. 
 
The government also granted Barnea an option to purchase a further 10.01% of the capital of the Bank. 
The option expired on 24 May 2007. According to the conditions of the sale procedure, Barnea was 
required to sell at least 4.99% of the shares of the Bank (of the 9.99% that it purchased) within a year of 
said date. Consequently, on 18 May 2008, Barnea notified the Bank that on 15 May 2008 it had 
transferred 70,570,211 ordinary shares of the Bank to Gabriel Capital Corporation or its affiliates 
(together, "Gabriel Funds") in consideration for the interest of Gabriel Funds in Barnea S.a.r.l (the parent 
company of Barnea), and an undertaking of Gabriel Funds to make future payments to Barnea, subject to 
certain conditions and circumstances. In addition, Barnea notified the Bank that, following the above 
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Shareholders' Equity relative to Total Assets on 31 December 2008 reached 6.0%, compared with 6.5% 
on 31 December 2007. 
 
Shareholders' Equity relative to Risk Assets was 11.49% on 31 December 2008, compared with 
11.52% on 31 December 2007. This ratio is higher than the minimum ratio of 9% set by the Supervisor of 
Banks. The ratio of Tier I capital to risk assets reached 7.51% on 31 December 2008, compared with 
7.55% at the end of 2007. 
 
For additional details regarding the components of equity and risk assets, see Note 13(C) to the Financial Statements. 
 
Issue of Capital Notes and Commercial Paper 
  
On 12 February 2008, Leumi Finance Company Ltd. ("Leumi Finance") carried out an offering of NIS 
793,116,000 par value subordinated capital notes (Series H), for a consideration of NIS 815 million, made 
by way of expansion of a listed series (Series H), and the issue of NIS 1,700,000,000 par value 
subordinated capital notes (Series I), by means of a shelf offering report of 10 February 2008. The Series I 
capital notes are not linked to the CPI (principal and interest), bear annual interest of 6.29%, and are 
redeemable in a single payment on 12 August 2013.  
 
During the period March to September 2008, the Bank raised a total amount of some NIS 600 million 
through four private offerings to institutional investors of commercial paper. The issues were carried out at 
variable interest – the Bank of Israel interest rate plus 0.18%. As of 31 December 2008, the amount of the 
commercial paper in issue was NIS 32 million.  As of 8 March 2009, the entire amount of the commercial 
paper in issue had been paid up. 
 
On 22 December 2008, Leumi Finance carried out an issue of subordinated capital notes of NIS 
665,300,000 par value (Series J), through a shelf offering report of 21 December 2008.  The principal and 
interest on the Series J capital notes are linked to the CPI, with the base index being the CPI for November 
2008.  The notes bear annual interest of 5.3% and are redeemable in a single payment on 23 January 2015. 
 
With the objective of improving and strengthening capital adequacy, the Bank is planning to issue various 
capital notes during the course of 2009, including hybrid capital instruments. The terms and types of 
issues will be determined close to the dates of issue.  The scope of the issues will be determined over the 
course of the year, subject to business developments.   
 
Against the background of the global financial crisis, the Ministry of Finance informed the banking system 
that the State wished to encourage the banks to expand the supply of credit for activity in Israel and was 
therefore willing to guarantee the banks’ liabilities to purchasers of capital notes (which are not 
convertible into shares) to be issued by the banks in accordance with the terms of the letter of guarantee 
issued to the banks by the Accountant General. 
 
The Bank has notified the Accountant General in the Ministry of Finance that it has agreed to the terms of 
the letter of guarantee, which would apply to issues that the Bank may choose to carry out with the State’s 
guarantee. According to the terms of the letter of guarantee, its provisions do not prevent the Bank from, 
at any time and at its discretion, issuing securities of any kind whatsoever, including capital notes, to 
which the State guarantee will not apply. The Bank’s share in the plan is NIS 1.8 billion out of a total 
amount of NIS 6.0 billion. The Bank has an option to utilize this guarantee to the extent that the market 
conditions and prices for raising capital conform to the Bank’s policy and expectations. This right remains 
in force until 30 June 2009, and if the Bank wishes to extend it until 30 September 2009, it is required to 
pay an "intent fee" to the Accountant General of 0.025% of the amount that the Bank wishes to utilize. 
   
Interested Persons' Transactions in the Shares of the Bank 
 
On 15 May 2008, Barnea Investments B.V. ceased to be an interested person in the Bank. 
 
For details see “Control of the Bank” on pages 15 to 16 above. 
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Issue of Options to Employees 
 
In February 2006, 84,853,960 options were issued to Leumi employees without consideration, exercisable 
in two tranches, pursuant to the option program outline published by the Bank in accordance with an 
agreement between the State and the Bank’s employees regarding the Bank’s privatization and the sale of 
the State’s holdings of its shares in the Bank. 
 
In February 2008, the employees exercised all of the 41,723,516 options that were in issue and which 
constituted the first tranche.  Of the second tranche, 17,595,025 options were exercised by 12 February 
2009, the last date for exercise. The balance of 24,062,240 options that were in issue, expired. 
 
The adjusted exercise price on 31 December 2008 was NIS 10.555 and on 12 February 2009 it was NIS 
10.489. 
 
The Bank recorded salary expenses in accordance with the fair value of the options at the date of allotment 
with the addition of salaries tax and national insurance contributions, over a period of two years from the 
date of allotment.  In 2008, the expense was reduced by NIS 16 million, as compared with an expense of 
some NIS 247 million in 2007. 
 
As a result of the global crisis in the financial and capital markets, the prices of securities declined 
significantly, and the Leumi share price also decreased. During 2008, the share price declined by some 
58%, and on 31 December 2008 it stood at NIS 7.9, as compared with NIS 18.7 at the end of 2007. 
Therefore, the value of the benefit to the employees declined and in 2008, the salary expenses were 
reduced by NIS 16 million, and deferred taxes in the amount of NIS 82 million were cancelled at the same 
time. The overall net negative effect on results for 2008 was some NIS 66 million. 
 
The balance of the loans provided by Israel Discount Bank to Leumi employees in order to finance their 
exercise of the options was NIS 109 million as of 31 December 2006 (out of a total amount of NIS 277 
million in loans that were provided in February 2008). 
 
Further details are provided in Note 15 to the Financial Statements. 
 
Increase of the Bank’s Issued Share Capital 
 
Up to 31 December 2008, 59,318,541 options issued to Group employees pursuant to the outline dated 24 
January 2006 had been exercised, and on that date, the Bank’s issued capital came to NIS 1,473,551,221 
par value. There has been no change as of the date of the publication of the Report. 

 
Increase of the Bank’s Authorized Share Capital 
 
On 7 October 2008, the General Meeting approved an increase of the Bank’s authorized capital to NIS 
2,215,000,000, through the creation of 500,000,000 ordinary shares of par value NIS 1 each, convertible 
into stock when issued and fully paid, for the purpose of issuing hybrid subordinated capital notes only. 
This was pursuant to the Bank’s announcement in September 2008 according to which the Board of 
Directors had approved in principle a framework of up to NIS 3 billion for the issue of hybrid 
subordinated capital notes as Tier I capital, according to conditions to be determined and approved from 
time to time in the future. The conditions of the notes will include the possibility of compulsory 
conversion to ordinary shares, although only in most exceptional circumstances, and will bear CPI-linked 
interest at a rate to be determined close to the date of issue. 
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Distribution of Dividends 
 
A. Dividend Policy for 2006-2008 
 
On 29 March 2006, the Bank's Board of Directors resolved to determine the dividend policy as follows: 
 
It is the intention of the Board of Directors to recommend to the General Meeting the distribution of an 
annual dividend, for the years 2006 and 2007, in an amount constituting at least 50% of the net annual 
distributable profit of the Bank, should there be no adverse change in the profits of the Bank and/or in its 
business and financial position and/or in the general position of the economy and/or in the legal and fiscal 
environment. 
 
All dividend distributions will comply with the provisions of the Companies Law, 1999, which provides, 
inter alia, that the Bank may make a distribution out of its profits provided that there is no reasonable 
concern that the distribution will prevent the Bank from meeting its present and anticipated obligations, 
when they become due. Moreover, the Bank is required to comply with the limits laid down by the 
Supervisor of Banks such as: a minimum capital ratio of not less than 9%, compliance with the 
requirements of Section 23A of the Banking (Licensing) Law, 1981, which set limits on the percentage of 
equity that a banking corporation may invest in non-banking (real) corporations, and also compliance with 
the limits determined by the Supervisor of Banks regarding granting credit as a percentage of equity and 
the limits he set regarding dividend distributions, such as: no dividend will be distributed out of capital 
reserves or positive differentials arising from the translation of the financial statements of autonomous 
overseas units; or where one or more of the last three calendar years ended with a loss. 
 
The aforementioned policy declaration does not constitute any undertaking towards any third party 
(including concerning the dates of distribution of the dividend or the rates of dividends in the future). 
 
As a result of the global crisis, the deterioration of the economic situation and the uncertainty regarding 
the scope and depth of the crisis’ impact on the Israeli banking system, including on the Bank, the Board 
of Directors resolved on 30 March 2009 not to declare the distribution of a cash dividend for the year 2008 
and in this way to strengthen the Bank’s capital adequacy and stability. 
 
B. The Dividend Policy for 2009 
 
In light of the prevailing uncertainty in the Israeli economy regarding the regarding the scope and extent 
of the impact of the financial crisis on the Israeli banking system, including on the Bank, the Board of 
Directors resolved on 30 March 2009 not to set a dividend policy for 2009 at this stage. 
 
C. Dividend for 2007 
 
The Special General Meeting convened on 17 January 2008 approved the Board of Directors’ 
recommendation of 11 December 2007 regarding the distribution of a cash dividend at the rate of some 
49.8% of the net profit for the first nine months of 2007 (some NIS 1,414 million), at the rate of 100.0% 
of the paid-up capital.  

The dividend was paid on 5 February 2008 to shareholders of record on 20 January 2008 (the record 
date). The shares traded “ex” dividend on 21 January 2008. The dividend was at the rate of NIS 1.0 for 
every ordinary share of NIS 1.0 par value. 

The Annual General Meeting, which was held on 5 June 2008, approved the Board of Director’s 
recommendation of 30 March 2008 with regard to the distribution of an additional cash dividend for 2007 
of some 52.2% of the net profit of the fourth quarter of 2007 (some NIS 270 million), and at the rate of 
18.373% of the paid-up capital.  The dividend was paid on 30 June 2008, to shareholders of record on 17 
June 2008 (the record date). The stock traded “ex” dividend on 18 June 2008. The dividend was at the 
rate of some 18.373 agorot for every ordinary share of NIS 1.0 par value. 

The total dividends for 2007 amounted to NIS 1,684 million, which is some 50.2% of the net profit for 
2007, and at the rate of NIS 1.18373 for every ordinary share of NIS 1.0 par value. 
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Certain declarations appearing in the above paragraphs contain "forward-looking information". For the meaning of 
this term, see the section "Description of the Banking Corporation's Business and Forward-Looking Information in 
the Directors Report" on pages 46 to 47 below. 
 
 D.  Following are details of cash dividends declared and/or paid in the Group*: 
 

**     2008    2007    2006 
1. Bank Leumi le-Israel B.M. - in NIS millions - 1,684 2,500 
2. The Arab Israel Bank Ltd. - in NIS millions 80.0 89.7      60 
3. Various wholly-owned subsidiaries of the Group - in NIS millions 36.8 25     18 
4. Leumi International – in US$ millions 10 -   - 
5. Leumi Re – in US$ millions 10 5      5 
6. Bank Leumi (UK) – in £ millions - 5.7       37.6
7. Bank Leumi (Switzerland) – in CHF millions - -       62.8
8. Migdal Insurance and Financial Holdings Ltd. - in NIS millions*** 4.9 62.1 42.0
9. Israel Corporation Ltd. – in NIS millions 32.2 45.3     54 
10. Paz Oil Company Ltd. – NIS millions 80.0 14     17 
    
*  The Group's share in the dividend, as set out in Note 6 to the Financial Statements, relates to the reporting year 

in respect of which the dividend was declared and not necessarily to the year of payment. 
** The dividend is for the year of the account.  
*** Half the holding was sold in the first quarter of 2006. 
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Bank Leumi le-Israel B.M. and its subsidiaries 
 

Principal Data of Bank Leumi Group 
 
 2008 2007 2006 2005(c) 2004 
         Reported amounts 
 

Income, expenses and profits (in NIS millions)      
Net interest income before provision for doubtful debts 6,380 7,648  6,922   6,629   6,359  
Provision for doubtful debts 2,145 407  933   1,426   1,514  
Total operating and other income  2,800 4,222  3,881   3,727   3,403  
Total operating and other expenses 7,003 6,937  7,267   6,080   5,488  
Of which: costs of voluntary retirement 3 -  175   107   14  
                costs of privatization (issue of shares      
                and options to employees)  (66) 250 452  -  -  
Operating profit before taxes 32 4,526  2,603   2,850   2,760  
Net operating profit (loss) (158) 2,984  1,454   2,059   1,904  
Profit (loss) from extraordinary items after tax 250 373  2,080   77  (8) 
Net profit  92 3,357  3,534   2,136   1,864  
Net operating profit (loss) per share (in NIS)  (0.11) 2.11  1.03   1.46   1.35  
Net profit per share (in NIS) 0.06 2.37  2.50   1.51   1.32  
Dividends paid (in respect of the reported year) - 1,684  2,500   1,103   1,004  
 

Assets and liabilities at end of period (NIS millions)      
Total assets (total balance sheet) 310,792 302,151  289,341   276,119   260,531  
Credit to the public 213,215 198,557  183,800   180,881   174,367  
Securities 44,910 47,169  46,375   47,825   43,543  
Deposits of the public 244,783 238,045  231,823   221,828   209,652  
Debentures and notes 20,636 19,248 15,622  17,253  11,256  
Shareholders' equity 18,672 19,549  17,491   16,000   14,986  
 

Major financial ratios in annual terms (in %)      
Credit to the public to total balance sheet 68.6 65.7  63.5   65.5   66.9  
Securities to total balance sheet 14.5 15.6  16.0   17.3   16.7  
Deposits of the public to total balance sheet 78.8 78.8  80.1   80.3   80.5  
Deposits of the public to total credit 114.8 119.9 126.1  122.6  120.2  
Total shareholders' equity to risk assets (a) 11.49 11.52  11.56   11.55   11.25  
Tier I capital to risk assets 7.51 7.55  7.53   7.46   7.53  
Shareholders' equity (excluding minority interest)      
 to total balance sheet 6.0 6.5  6.0   5.8   5.8  
Net profit to average shareholders' equity (excluding       
 minority interest) 0.5 17.4  20.1   13.5   12.6  
Net operating profit to average shareholders' equity       
 (excluding minority interest) (0.8) 15.4  8.3   13.0   12.9  
Rate of provision for tax from profit - 38.0  50.7   41.9   45.1  
Provision for doubtful debts from credit to the public 1.01 0.20  0.51   0.79   0.87  
Provision for doubtful debts from total credit risk to the public 0.67 0.13  0.34   0.54   0.61  
Net interest income before provision for doubtful debts      
 to total balance sheet 2.05 2.53  2.39   2.40   2.44  
Total income to total assets (b)  2.95 3.93  3.73   3.75   3.75  
Total income to total assets managed by the Group (b) 1.41 1.55  1.55   1.62   1.98  
Total operating and other expenses to total assets 2.25 2.30  2.51   2.20   2.11  
Total expenses to total assets managed by the Group 1.07 0.91  1.05   0.95   1.11  
Net profit to total average assets 0.03 1.13  1.29   0.82   0.75  
Net operating profit to total average assets (0.05) 1.01  0.53   0.79   0.77  
Financial margin including income and expenses from      
 derivative financial instruments 1.63 1.71  1.82   1.60   1.76  
Operating expenses (excluding costs of voluntary      
 retirement) to total income (b) 76.3 58.4  65.6   57.7   56.1  
Operating and other income to operating and other      
 expenses (excluding cost of  voluntary retirement) 40.0 60.9  54.7   62.4   62.2  
Operating and other income from total income (b) 30.5 35.6  35.9   36.0   34.9  
 

(a) Shareholders' equity – plus minority interest, less investments in capital of companies included on equity basis and various adjustments. 
(b) Total income – net interest income before provision for doubtful debts plus operating and other income. 
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C.   Other information  
 
Principal Developments in the Economy* 
 
General 
 
In 2008, the Israeli economy grew at a real rate of some 4.0%, after growth rates of 5% and more in each 
of the preceding four years.  During the first half of 2008, the economy continued to grow at a fast pace.  
However, the impact of the global financial crisis on the Israeli economy made its appearance, and during 
the third quarter and especially in the last quarter of the year, there was a significant slowdown in 
economic activity, and gross domestic product shrunk by some 0.5%, in annual terms, compared with the 
third quarter of the year. The slowdown in economic activity during the second half of the year was 
reflected in private consumption, in exports and imports and in most sectors of the economy. This was 
reflected, inter alia, in a significant adverse effect on the State’s revenues from taxes, while the global 
financial crisis, which also affected the Israeli capital market, led to a sharp drop in revenues from taxation 
of the local capital market.  The decline in the State’s revenues from taxes led to a deviation from the 
planned budget deficit.  The deficit amounted to some 2.1% of GDP as compared to a planned deficit of 
1.6% of GDP. 
 
The shekel appreciated against the dollar during 2008 by some 1.1%, although volatility was high. During 
the third quarter of the year, the Bank of Israel increased its intervention in the foreign currency market, 
which began in March 2008 with the purchase of some US$ 100 million on a daily average. This measure 
led to an increase of some US$ 13.8 billion during the past year in the foreign currency reserves, which 
amounted at the end of 2008 to some US$ 42.3 billion, and to a devaluation of the shekel of 11.1% during 
the fourth quarter of the year.   
 
Inflation in the economy amounted to 3.8% in 2008, a deviation from the price stability target of 1% to 
3%. In light of this, the Bank of Israel raised the interest rate during the second and third quarters of the 
year.  At the same time, in October 2008, with the worsening global financial crisis and the concern at the 
possibility of a severe economic slowdown increasing significantly, the Bank of Israel began to reverse 
this process and to reduce the interest rate. Thus began a process of sharp reductions in the interest rate, to 
2.5% in December 2008. At the beginning of 2009, with the publication of additional negative data 
regarding the condition of the global economy and of the Israeli economy, the interest rate was reduced at 
the end of the months of January, February and March, down to 0.50% (effective for the month of April 
2009).  
 
On the stock market, sharp declines of some 46.4% were recorded for 2008 in the shares and convertible 
securities index.  Most of these declines took place during the second half of the year, against the 
background of the worsening global financial crisis which impacted negatively on the local market as 
well.  The market for CPI-linked corporate debentures recorded sharp declines of some 16.6%, with a 
significant increase in the gap between yields to maturity of these debentures compared with government 
debentures, following the significant worsening of the financial situation.  
 
The Global Crisis and its Implications for the Israeli Economy 
 
The global financial crisis worsened during the second half of 2008, after signs of a slowdown in global 
economic activity had increased during the first half of the year. This was against the background of the 
continuing crisis in the residential real estate market and in the mortgage market in the United States and 
the United Kingdom, which had begun in the middle of 2007, and also had a negative impact on the 
banking and financial systems. This was manifested in significant write-offs by major banking groups 
worldwide, including the major investment houses. During the second and third quarters of the year, 
uncertainty regarding the financial strength of these institutions grew rapidly, which led to the bankruptcy 

                                              
*  Source of data: publications of the Central Bureau of Statistics, the Bank of Israel, the Ministry of Finance and 

the Tel Aviv Stock Exchange 
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of some of them.  Consequently, lack of confidence and lack of liquidity developed in the global banking 
system, which led to coordinated intervention by governments and central banks throughout the world by 
means of exceptional and significantly large "rescue plans". The measures that were taken included, inter 
alia, significant reductions of interest rates by central banks (the Federal Reserve Bank in the United 
States reduced the rate to 0-0.25%), the injection of liquidity into the system, assistance through the 
granting of government guarantees for deposits and bank debentures in order to support the functioning of 
the inter-bank market and the financial markets, and the enlargement of the banks’ capital basis by the 
governments (bank nationalization). These measures began to be implemented during the fourth quarter of 
2008. 
 
During February 2009, following the new US administration's taking of office, a government plan was 
presented involving some US$ 789 billion for expansion of economic activity and job creation.  The 
central elements of the approved plan were tax reductions for households, and investments in 
infrastructure and science and in the fields of health, education and energy. 
 
The Bank of Israel estimates that the global financial crisis is impacting on the Israeli financial system and 
is being manifested through a significant increase in volatility and uncertainty in local capital markets, 
declines in prices on the Tel Aviv Stock Exchange and increased risk margins for debentures, especially 
corporate debentures. 
 
The Central Bank also estimates that the crisis is expected to impact economic activity through declining 
securities prices in Israel and the world, which will cause an erosion of the value of assets held by the 
Israeli public and a decline in private consumption is therefore anticipated. Additionally, in the event of a 
slowdown in growth or a worldwide economic recession, especially in developed countries, Israel’s 
exports will decline and this will lead to a reduction in the economy's income. An expected result would 
be a decline in private consumption. Against this background, in March 2009, the Central Bank updated 
its real macro-economic forecast, and it now projects that the rate of growth in 2009 will be negative: 
- 1.5%, and that the business sector will also have a negative growth rate: -2.5%.  In light of this, it should 
be noted that in March 2009, the International Monetary Fund (IMF) adjusted its global growth forecast 
for the year 2009 downward, and it now estimates that growth in the United States and in the euro zone in 
2009 will be -2.6% and -3.2%, respectively, as compared with 1.1% and 0.9%, respectively, in 2008.  The 
expected negative effect on exports and consumption in Israel, as well as the difficulty in raising capital 
and credit in global markets, is expected also to have a significant adverse impact on local investments.  
 
The Government’s Plan for Handling the Financial Crisis 
 
On 19 November 2008, the Ministry of Finance announced an "acceleration program", which included a 
package of measures for acceleration of activity in the economy, in light of the global recession. 
 
The government program, as presented by the Ministry of Finance, includes, inter alia, the following 
measures: 
 
1. Government investment in infrastructure projects in the amount of some NIS 21.7 billion in 2009, 

while granting immediate budget provision for committing some NIS 10 billion to available projects.  
 

2. Expansion of credit sources to the business sector of some NIS 3.3 billion. In this context, a fund has 
been established in the amount of some NIS 1.3 billion, the purpose of which is to provide credit to 
medium-sized businesses. 
 

3. Continuing with the existing plan for reducing taxes. 
 

4. An additional NIS 250 million for investment in R&D, and the granting of up to some NIS 100 
million for investment in accordance with the Encouragement of Capital Investment Law. 
 

5. Various steps to strengthen the labor market. 
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6. Removal of obstacles in the real estate market.  

 
7. In the context of the government program, it has been decided that a tender will be issued for the 

establishment of a number of investment funds (“leverage funds”), which will specialize in 
refinancing debt of companies in need thereof, and in providing assistance for credit arrangements for 
such companies. NIS 5 billion have been budgeted for this through a spending authorization, and the 
funds will invest in companies whose main operations are in Israel. 
 

8. An additional element of the program is the acceleration of the provision of a State guarantee in the 
amount of some NIS 6 billion to the banking system. On 19 January 2009, the Ministry of Finance 
announced that this guarantee would be granted to the banking system in order to enable the banks to 
raise funds by issuing subordinated capital notes. The objective is to enable a significant expansion of 
credit in the economy, without impacting on the banks’ capital adequacy.  
 

9. On 15 February 2009, the Ministry of Finance announced that it intended to allow the local financial 
system’s foreign currency balances to be deposited in a designated deposit with the Accountant 
General.  The deposit would be carried out through a number of tenders through which the interest 
rate that the deposit will bear would be established, with the duration of the deposit ranging from 12 to 
36 months. 

 
At this stage, it is not possible to estimate the impact of the economic measures on the Bank’s activity. 
 
Business Product and Economic Sectors 
 
The business sector product rose at a real rate of some 4.4% in 2008, following a rapid rate of growth of 
more than 6%, according to Central Bureau of Statistics data, in each of the years 2004 to 2007. This 
growth rate is the result of the rapid growth in the first half of the year and a sharp slowdown during the 
second half of 2008. In particular, during the fourth quarter of the year there was a sharp slowdown in 
growth in the business sector, which contracted at an annual rate of some 1.6% compared with the third 
quarter. The source of the slowdown is the contraction of activity in the industrial, commercial, 
accommodation and food services, and financial and business services sectors. 
 
The Bank of Israel’s companies’ survey for the fourth quarter of 2008 pointed towards an intensification 
of the slowdown and even to a reduction in business activity, pursuant to the trend towards a slowdown 
which had become significant by the third quarter of the year. There was a marked reduction in activity in 
all sectors. The expectation is for a continuation of reduced activity in all sectors in the next quarter as 
well, while it is expected that the reduction of activity will worsen in the construction, services and hotels 
sectors.  
 
The tourism sector continued to expand during 2008, particularly with regard to incoming tourism into 
Israel. The volume of overnight hotel stays (tourists and Israelis) increased by 5.4%, in comparison with 
2007, and it reached an all-time record level of some 21.6 million overnight stays. Tourist overnight stays 
increased by some 21.2% compared to 2007, and hotel room occupancy also increased in all regions and 
reached an average of some 67%, a rate which was last exceeded in 1995.  
 
The State Budget and its Financing  
 
The State Budget deficit (excluding net credit granted) amounted in 2008 to some NIS 15.2 billion which 
is some 2.1% of the GDP, as compared to a planned deficit of some 1.6% of the GDP. This is an 
(upwards) deviation from the target deficit established in the State budget, following four years in which 
the actual deficit was lower than the target. The primary explanation for the deviation this year is, 
according to Ministry of Finance announcements, the significant increase in expenses in December 2008, 
as compared to the month of December in previous years, due to, inter alia, the acceleration and 
advancement of expenses in an effort to accelerate activity in the economy and to ease matters for the 
Ministries with respect to their activities at the beginning of 2009, as the budget has not yet been 
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approved.  In addition, there was a significant reduction in revenues and the deficit for December therefore 
amounted to some NIS 13.9 billion, i.e. almost the entire annual deficit. The decline in State revenues, 
against the background of the marked slowdown in economic activity, caused the State’s annual total 
revenues from taxes to amount to some NIS 184.1 billion, compared with the original forecast of some 
NIS 190.6 billion used in constructing the 2008 budget, i.e. a shortfall of NIS 6.5 billion. 
 
Foreign Trade and Capital Flows  
 
Israel's trade deficit in 2008 amounted to some US$ 13.7 billion, an increase of some 35% in comparison 
with the deficit in 2007. In addition, the source of the deficit’s expansion is the increased cost of energy 
products due to their increased prices throughout the world for most of the past year. Imports and exports 
expanded by some 15% and 11% respectively. These data reflect the development over the entire year, but 
there was a significant change in the trend during the last months. The data for exports of goods, and in 
particular the data for industrial exports, indicate a decline in volume, while an analysis of industrial 
exports according to technological intensity shows a contraction of all components other than exports of 
traditional industrial technology which maintained stability in terms of its level. This reflects a reduction 
in demand throughout the world for Israeli exports, which developed against the background of the 
expanding crisis and the impact of the drop in the prices of some of the raw materials, the increases in 
which at the beginning of the year served to expand the dollar revenues from exports in certain sectors (for 
example, the chemical industry).  As to imports, the decline in energy prices and in the prices of other raw 
materials impacts on the reduction of their dollar value, and therefore on the size of the expenditure on 
imports.  
 
The current account data for the balance of payments indicate a surplus of some US$ 1.6 billion (0.8% of 
GDP) in 2008, compared with some US$ 4.2 billion (2.6% of GDP) in 2007. A key explanation for this 
deterioration is the increase in foreign currency expenses related to fuel imports, due to the rise in global 
prices at that time. This increase was only partially set off by an increase in the surplus in the services 
account. 
 
An examination of the overall situation concerning the development of the key components of the capital 
flows in 2008 (after neutralizing the impact of the large transaction involving the acquisition of a foreign 
company by an Israeli pharmaceutical company), indicates the different character of the key components:  
the financial capital flows contracted significantly, while foreign residents realized investments and 
Israelis reduced investments, and the direct investment components, which reflect decisions of a long-term 
character, have indicated until now that there is a slowdown in investments by Israelis overseas and a 
moderate increase in the investments of foreigners in Israel. Overall, it appears that the contraction in 
investments by foreigners in Israel since the beginning of the year has been mostly offset by the 
contraction of the investments made by Israelis abroad. Since these are primarily the financial investment 
components, the explanation for this is the financial crisis throughout the world and in Israel.  
 
These data indicate that the impact of capital flows supported the shekel’s relative stability. 
 
Exchange Rate and Foreign Currency Reserves 
 
2008 ended with a slight appreciation of 1.1% in the rate of shekel against the dollar and an appreciation 
of some 6.4% against the euro. At the same time, during the course of the year, the volatility of the 
exchange rate increased significantly, influenced by, inter alia, development of the exchange rate of the 
dollar against world currencies.  Thus, the exchange rate of the shekel against the dollar reached a low of 
some NIS 3.2 to the dollar and a high of some NIS 4 to the dollar. 
 
In March 2008, the Bank of Israel began purchasing dollars in the foreign currency market for the first 
time since 1998, in the framework of a program for increasing reserves over the next two years by some 
US$ 10 billion (some US$ 25 million per day) - a program announced by the Central Bank on 20 March 
2008.  
 
On 10 July 2008, the Bank of Israel announced that beginning on that date it would increase the rate of its 
foreign currency purchases and would purchase US$ 100 million on a daily average. In its announcement, 
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the Central Bank explained that the decision to accelerate the purchases had been made after the program 
for increasing its balances had been examined against the background of the market conditions at that 
time, and of the rapid accumulated change in the shekel’s exchange rate. After the Bank of Israel’s 
announcement, the shekel began a process of depreciation and its exchange rate, which on 9 July had been 
NIS 3.23 to the dollar, reached NIS 3.802 to the dollar by the end of the year. This devaluation was 
affected by, inter alia, the actions of the Bank of Israel and the strengthening of the dollar throughout the 
world. The devaluation continued at the beginning of 2009, and at the end of February 2009, the dollar’s 
exchange rate had reached NIS 4.162.   
 
On 30 November 2008, the Central Bank announced that it had updated the size of the desired foreign 
currency reserves which now stand at US$ 40 to 44 billion.  At the end of December 2008, the foreign 
currency reserves at the Bank of Israel stood at some US$ 42.3 billion, compared with some US$ 28.5 
billion at the end of 2007.  
 
Inflation and Monetary Policy  
 
The CPI rose by 3.8% in 2008, which exceeded the upper limit of the government’s price stability target 
of 1% - 3%. An analysis of the CPI according to its key items indicates marked rises in prices in two 
items: housing, which rose by 12.1% and contributed some 2.5 percentage points to the overall rise in the 
CPI, and food, which rose by some 9.1% and contributed some 1.3 percentage points. In effect, the 
contribution of these two categories amounts to the entire increase in the CPI during the past year (3.8%), 
while the contribution of the increases and decreases in the other items were minor and offset each other. 
The increase in the housing item this year reflected a combination of excess demand in housing and the 
end of the linkage of prices to the dollar (which weakened against the shekel during most months of the 
year) along with a transition to renewed lease contracts (on the basis of which the housing item is 
estimated) of which today only some 20% are linked to the dollar, compared with some 90% until a few 
years ago. The rises in prices in the food item are the result of the impact of significant increases in the 
prices of raw materials throughout the world during the first half of the year. Since then, price decreases 
have been recorded, of which only a small portion have been reflected in the food item until now.  
 
There was a high degree of volatility in the development of Bank of Israel’s interest rates during the year. 
At the beginning of the year, the Bank of Israel raised the interest rate from 4.0% in December 2007 to 
4.25% in January 2008, and later in the first quarter, the Central Bank began a process of reducing the 
interest rate, down to 3.25% in April. Beginning in June 2008, in light of the increased inflationary 
environment which deviated significantly from the price stability target, the Bank of Israel began raising 
the interest rate, up to 4.25% in September 2008, in order to restore the rate of inflation to the price 
stability range. As the global financial crisis worsened, and concerns increased regarding a significant 
economic slowdown, the Bank of Israel began a process of reducing interest rates. Thus, in a number of 
reductions, the rate for the month of December 2008 reached 2.5%. The sharp reductions in the interest 
rate continued at the beginning of 2009, and the rate for the month of April 2009 stood at 0.50%. 
 
On 24 December 2008, the Bank of Israel announced a series of monetary tool measures to improve the 
liquidity situation in the economy: 
 
1. Since January 2009, the Bank of Israel has reduced the absorption of liquidity surpluses that has been 

carried out through the issuance of Makam. 
   

2. Monetary loans for longer terms than the one week or one day currently granted to the banking 
system within the framework of tenders are being added. 

 
3. The Bank of Israel’s interest spread at the credit window and at the commercial banks' deposits 

window dropped from plus/minus 1.0% to plus/minus 0.5% on 23 February 2009. In the context of 
the March interest rate decision, the Bank of Israel announced that this spread had dropped to 
plus/minus 0.25%. 

 
4. The repo tenders for commercial banks and institutional entities will be offered for longer periods 

than the current period of one week. 
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Beginning on 17 February 2009, the Bank of Israel has been using an additional tool for executing 
monetary policy. In this context, the Bank of Israel carries out transactions in the secondary market in 
various types of government debentures, with varying periods to maturity. The purpose of this measure, 
according to the Bank of Israel, is to increase the liquidity that will be available to financial institutions, 
businesses and households, and to increase the effectiveness of the monetary policy. 
 
The Capital Market  
 
In 2008, the share and convertible securities index declined by some 46.4%, following a rise of some 
22.9% in 2007.   The sharp declines in prices are the result of the global financial crisis which impacted on 
the stock market in Israel, and as the crisis deepened during the second half of the year, the price declines 
accelerated, reaching some 39%.  Trading turnovers also declined, particularly in the fourth quarter of the 
year, although on a cumulative basis during all of 2008, the trading turnover for shares and convertible 
securities on and off the Tel Aviv Stock Exchange amounted to some NIS 1.96 billion, on daily average – 
a figure which reflects a decrease of some 5%, compared with the average for 2007. This followed double-
digit increases in recent years.   
 
The debenture market was characterized in 2008 by differing developments for government debentures 
and for corporate debentures. Thus, during the past year, CPI-linked government debentures stood out; 
their prices rose by some 9.6%, as a result of the significant increase in inflation over the course of the 
year and the concerns regarding the growth of the budget deficit and the increased demands for assets with 
low risk as compared to other financial instruments. In particular, the prices of the long-term (7-10 years) 
debentures rose by some 12.5%, while the yields to maturity (of the 7 year debentures) reached an average 
of some 3.0 % during 2008, as compared with some 3.3% in 2007 and some 3.8% in 2006.  The unlinked 
government debentures (“Shahar”) index rose at a significant rate of some 12.5% during the same period. 
In contrast with government debentures market, prices for CPI-linked non-government debentures 
(corporate debentures) declined sharply during the reported period at a rate of some 16.6%, in light of 
concerns that the companies would have difficulty in repaying their debts, which were reflected in the 
increased gap between the yields to maturity of corporate debentures as compared with the yields of 
government debentures, due to the worsening of the economic situation. During the last quarter of the 
year, as the global financial crisis intensified, this index declined by some 14.3%. 
 
At the beginning of 2009 (until 16 March), the shares and debentures indices experienced price rises: the 
Tel Aviv 100 Index rose by some 7.8% and the CPI-linked government debentures index rose by some 
2.6%. 
 
Key Capital Market Indices – Rate of Periodic Change in 2008 
 First quarter Second quarter Third quarter Fourth quarter Annual 
 Percentages     
Tel Aviv 100 (19.6) 6.4 (18.6) (29.8) (51.1) 
Ma’of (18.1) 8.9 (18.3) (26.2) (46.2) 
Government debentures 
index 

 
2.7 

 
2.0 

 
- 

 
4.6 

 
9.5 

Bank shares index (18.7) 3.9 (25.5) (28.6) (55.1) 
 
Yield to Redemption – Monthly Averages  
 December 

2007 
March 
2008 

June 
2008 

September 
2008 

December 
2008 

 Percentages     
Makam – 1 year to 
redemption 

 
4.6 

 
3.8 

 
4.3 

 
4.3 

 
2.0 

Shahar – 3 years 5.5 4.4 4.9 4.9 3.4 
Shahar – 7 years 6.0 5.5 5.9 5.8 5.0 
Galil – 5 years  3.2 2.3 2.6 3.0 3.1 
Galil – 10 years 3.5 3.0 3.1 3.4 3.4 
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Financial Assets of the Public  
 
The portfolio of financial assets held by the public amounted at the end of December 2008 to some NIS 
1,885 billion, a decrease of some 8.4% (some NIS 173 billion) compared with their level at the end of 
December 2007. This decrease was moderated by the inclusion since the beginning of February 2008 in 
the CPI-linked portfolio, of the government's undertaking to assist the long-established pension funds in 
the amount of some NIS 72 billion – which led to an increase of some 3.5% in the value of that portfolio.  
Thus, if the inclusion of this element is neutralized, there was a nominal decline of some 12% in the 
portfolio’s value. An examination of the portfolio’s components indicates an erosion of the value of the 
shares held by the public as a result of the price declines in Israel and abroad, due to the global financial 
crisis and a decline in the value of the foreign currency-linked assets due to the appreciation in the 
exchange rate of the shekel, in particular against the dollar and the euro. In contrast, the non-linked 
elements and the CPI-linked elements rose, also due to the accumulation of assets due to the continued 
growth in the economy. 
 
The public’s financial assets managed by the Group (deposits of the public, debentures and capital notes, 
securities portfolios, including securities of mutual funds, provident funds and supplementary training 
funds held in custody), in relation to which operation management and custody services are provided, 
amounted at the end of December 2008 to some NIS 607.5 billion, compared with some NIS 719.2 billion 
at the end of December 2007, a decrease of 15.5%. 
 
Bank Credit  
 
The year 2008 was characterized by a change in direction in the credit market in the Israeli economy. 
Non-bank credit, which had undergone a sharp expansion in recent years, contracted because of the 
decline in the value of debentures which constitute the lion’s share of this type of credit. The scope of 
debentures issues, which constitute an alternative to bank credit, amounted to some NIS 11-13 billion 
(according to an estimate based on Tel Aviv Stock Exchange data) – a sharp decline in comparison to 
issues amounting to close to NIS 70 billion in 2007.  Moreover, most of the funds raised during the past 
year were raised during the first half of the year, while the volume of debenture issues in the second half 
was very low. The financial crisis and the global economic slowdown, which also affected the Israeli 
economy during the second half of the year, caused concern among investors – most of whom are 
institutional investors – that the ability of the borrowers (the companies that issued the bonds) to repay the 
loans would be adversely affected. The yields to redemption of these debentures therefore rose 
significantly and the companies had difficulty raising capital. As a result, bank credit again became the 
main source of loans for the business sector, after a number of years in which the importance of such 
credit had declined. According to Bank of Israel data, bank credit provided to the business sector grew by 
some 7.6% in 2008 and credit provided to households grew by some 8.8%. This is in contrast with 
expansion rates in 2007 of some 6.1% and 7.8%, respectively. The explanations for this seem to be the 
increase in economic activity, mainly during the first half of the year, and the business sector’s difficulty 
in enlarging the credit granted to it by the non-bank market. 
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Development of credit in the economy (rates of quarterly change) in 2008: 
  
  

First 
quarter 

 
Second  
quarter 

 
Third 
quarter 

 
Fourth 
quarter 

January –
December 
2008 

Credit balances at 
end of December 
2008 

Rate of change In percentages (NIS billion) 
Business sector credit 1.0 2.2 (1.6) (1.8) (0.3) 737.8 
From banks 1.4 2.6 1.5 1.9 7.6 407.7 
Non-bank credit 0.6 1.7 (4.9) (6.1) (8.6) 330.1 
Credit to households  1.1 3.1 4.0 0.1 8.5 284.1 
From banks 1.2 3.2 4.1 0.2 8.8 278.6 
of which: housing credit 
+ designated credit 

 
0.4 

 
2.7 

 
2.9 

 
- 

 
6.1 

 
220.5 

of which: consumer 
credit 

 
4.4 

 
5.2 

 
8.9 

 
0.7 

 
20.4 

 
58.1 

 
Source: Bank of Israel, Information and Statistics Division 
 
The Bank’s credit to the public amounted at the end of December 2008 to some NIS 144.6 billion, an 
increase of some 8.1% as compared with the end of 2007.  
 
Development of credit to the public at the Bank according to quarters in 2008: 
 
 First quarter Second quarter Third quarter Fourth quarter Annual total: 
Rate of change In percentages  
Non-linked 4.0 5.6 0.5 1.2 11.5 
CPI-linked 1.2 (0.8) 2.3 (7.3) (4.8) 
Foreign currency 
and foreign-
currency linked 

 
 

(4.1) 

 
 

(10.2) 

 
 

7.8 

 
 

18.5 

 
 

9.9 
Total  1.6 1.0 2.2 3.2 8.1 
Foreign currency 
and foreign-
currency linked in 
US$ millions   

 
 
 

3.8 

 
 
 

(4.8) 

 
 
 

5.6 

 
 
 

6.5 

 
 
 

11.2 
 
Credit Rating of the State of Israel and of Bank Leumi  
 
On 11 February 2008, the Fitch credit rating agency announced that it was raising Israel's credit rating 
from 'A-' to 'A', with a rating outlook of "stable". The rise in the rating was explained by the rapid decline 
in the public debt/GDP ratio, which reached just over 80% in the past year, its lowest level ever. On 14 
February 2008, the agency announced that it was raising the Bank’s credit rating from 'BBB+' to 'A-', with 
the rating outlook of "stable". This was further to the State’s improved credit rating and the agency’s view 
that the State’s ability to provide support to the Bank, if needed, had strengthened.   
 
On 17 April 2008, the Moody’s credit rating agency announced that it was raising Israel’s foreign 
currency and local currency credit ratings from 'A2' to 'A1'. The increased rating reflects Israel’s resilience 
in the face of economic and political shocks, its budgetary discipline and the continued financial and 
political support from the United States and from world Jewry.  On 22 April 2008, the agency announced 
that it was raising the Bank’s credit rating from 'A2' to 'A1', following the raising of the State’s credit 
rating.  On 16 December 2008, the agency announced the downgrading of both the financial stability 
rating of the Bank (FSR) and the ratings outlook for long-term local currency deposits from "stable" to 
"negative". On 12 March 2009, the agency announced that certain ratings would be downgraded for a 
number of Israeli banks, including Leumi, in light of concerns regarding the banks’ financial stability as a 
result of the worsening economic situation in Israel which may lead to a higher rate of provisions for 
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doubtful debts than had been the case previously.  The change for Leumi included, inter alia, 
downgrading the rating for local currency deposits to 'A1'. 
 
On 30 October 2008, the S&P rating agency announced that it was downgrading the credit rating outlook 
for Israel from “positive” to “stable.”  The 'A' credit rating remained unchanged.  This outlook was ratified 
on 20 January 2009. 
 
On 4 March 2008, the S&P Maalot rating agency announced that it was setting a rating of 'A-1+' for the 
commercial paper to be issued by the Bank, in an amount of up to NIS 1 billion.  
 
On 26 June 2008, the agency announced a downgrading of its rating for the subordinated capital notes 
issued by the Bank, from 'AAA' to 'AA+'. This was a result of S&P Maalot’s adjustment to S&P’s 
international rating methodology for all its ratings relating to issues made by the Israeli banking system. 
Accordingly, the agency determined that subordinated capital notes of Israeli banks which it had rated in 
the past would now be rated at one rating level lower than the issuer’s rating. On 15 December 2008, the 
agency announced that it was confirming the 'AA+' rating for subordinated capital notes to be issued by 
Leumi Finance in an amount of up to NIS 2 billion. 
 
In December of 2008, the Midrug agency announced a downgrading of the Bank’s subordinated capital 
notes from 'Aaa' to 'Aa1'.  The rating was given in the context of the issue of subordinated capital notes 
and debentures in an amount of up to NIS 4 billion which the Bank intends to utilize gradually, and for all 
remaining subordinated capital notes that had been rated in the past. 
 
Foreign and local ratings agencies' credit ratings 
 
  

Rating agency 
Short-term 

rating 
Long-term 

rating 
Long-term 

ratings forecast 

Moody’s P-1 A1 stable 
S&P A-1 A stable 

State’s rating in foreign currency 

Fitch F1 A stable 
Moody’s P-1 A1 negative 
S&P A-2 A- stable 

Leumi’s rating in foreign 
currency 
 

Fitch F2 A- stable 
Leumi’s rating in local currency Moody’s P1 A1 negative 

Maalot  AA+  Leumi’s rating in local currency 
for subordinated capital notes Midrug  Aa1  

Maalot  AAA  Leumi’s rating in local currency 
for debentures and standard 
deposits 

 
Midrug 

  
Aaa 
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The following table sets out details of representative exchange rates and the Consumer Price Index, and 
the rates of change therein: 
 
 31 December  
 2008 2007 2006 2005 2004 
 NIS     
Exchange Rate of:      
US dollar 3.802 3.846 4.225 4.603 4.308 
Euro 5.297 5.659 5.564 5.446 5.877 
Pound Sterling 5.548 7.710 8.288 7.941 8.307 
Swiss Franc 3.565 3.420 3.465 3.498 3.806 
Consumer Price Index: (points)     
November – known CPI 106.5 101.9 99.1 99.4 96.8 
December – CPI in 
respect of 

 
106.4 

 
102.5 

 
99.1 

 
99.2 

 
96.9 

 
The following are the exchange rates for 16 March 2009 :  
US$ – 4.135, GBP – 5.867, Euro – 5.388, CHF – 3.495. 
 
The following table sets out the rates of change  
 

  For the year ending 31 December 
 2008 2007 2006 2005  2004 
Rate of change In percentages 
US dollar (1.1) (9.0) (8.2) 6.8 (1.6) 
Euro (6.4) 1.7 2.2 (7.3) 6.2 
Pound Sterling (28.0) (7.0) 4.4 (4.4) 5.8 
Swiss Franc 4.2 (1.3) (0.9) (8.1) 7.2 
Consumer Price Index:      
November – known CPI 4.5 2.8 (0.3) 2.7 0.9 
December – CPI in 
respect of 

 
3.8 

 
3.4 

 
(0.1) 

 
2.4 

 
1.2 

 
 
General Environment and the Effect of External Factors on Activities 
 
Part of the information in this Section is "forward-looking information". For the meaning of this term 
see the section "Description of the Banking Corporation's Business and Forward-Looking Information in 
the Directors' Report" in this chapter. 
 
Capital Market Legislation and Proposed Legislation 
 
On 9 November 2004 the team which was appointed by the Minister of Finance for the purpose of 
examining and recommending the steps required in order to intensify competition in the Israeli capital 
market, published its recommendations.  The team's recommendations were approved by the government. 
 
Following their recommendations, on 10 August 2005 three laws implementing a substantial reform of the 
capital market were published.  These were: 
 
The Intensification of Competition and Reduction of Concentration and Conflicts of Interest in the Israeli 
Capital Market (Legislative Amendments) Law, 2005; 
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The Financial Services (Control) (Engagement in Pension Counseling and Pension Marketing) Law, 2005 
(the “Pension Counseling Law”); 
The Financial Services (Control) (Provident Funds) Law, 2005 (the “Provident Funds Law”). 
 
The above-mentioned legislation (the "Capital Market Reform") obligated the Bank to dispose of its 
holdings in mutual fund and provident fund management companies, and it allows the Bank to provide 
pension product counseling, after obtaining a license from the Supervisor of Capital Markets, and to 
continue to engage in investment counseling regarding financial products. 
 
With regard to the above activities, the Bank is entitled to receive distribution commissions from 
institutional entities which manage mutual funds and supplementary training funds.  After the Bank 
obtains a pension counseling license, the Bank will also be entitled to receive such fees from institutional 
entities which manage additional types of provident funds.  The Bank may also provide operating services 
to institutional entities and may receive operating commissions from them. 
 
Regulation of the Engagement in Pension Counseling, in accordance with the above-mentioned 
Legislation and according to the Outline agreed upon between the Supervisor of Capital Markets, 
Insurance and Savings and the Chairman of the Knesset Finance Committee 
 
On 27 August 2008, the Bank received a pension counseling license. Pursuant to the terms of the license, 
the Bank may provide pension counseling throughout the country to the self employed, to individuals aged 
55 and above who are not salaried employees and to minors, with respect to the categories of products 
listed in paragraphs 1-4 and 9 of the definition of “categories of pension products” in the Pension 
Counseling Law, that is with regard to provident funds, pension funds and supplementary training funds.  
 
The Bank may provide pension counseling to the entire population (i.e., to salaried employees and the self 
employed) with regard to the mentioned products and at the places as specified in the Schedule to the 
Counseling Law ("branches in the periphery"). 
 
At this stage, the Bank is not permitted to provide pension counseling regarding insurance funds or 
regarding risk life insurance or loss of earning capacity insurance (“managers’ insurances”) (“Insurance 
Products”). 
 
The Bank has been permitted to offer pension counseling regarding Insurance Products in peripheral areas 
as of 1 January 2009 and throughout the rest of the country as of 1 April 2009. 
 
The Bank is preparing for the creation of computerized interfaces with the institutional bodies that manage 
provident funds, for the purpose of simplifying the process of transferring information and the execution of 
transactions carried out pursuant to the pension counseling and pursuant to, later on, the counseling 
regarding supplementary training funds in the context of investment counseling. 
 
In light of the fact that there are no computerized interfaces between institutional bodies and distributors of 
Insurance Products and as the Ministry of Finance has not dealt with single values on its website – 
“BituachNet” – which would allow for the products to be examined and identified, there is no practical 
possibility of providing insurance counseling.  Without single values for Insurance Products, the Insurance 
Products cannot be ranked for the purpose of providing counseling.   Similarly, in the absence of single 
values, as stated, and in the absence of interfaces with the institutional bodies, it is not possible to monitor 
the realization of the counseling recommendations, vis-à-vis the institutional bodies.  
 
Leumi is working, through the Banks Association, towards a regulation of the issue and is looking for a 
solution to be agreed upon the counselors, the institutional bodies and the authorities.  
 
As of 1 August 2010, the Bank will be permitted to provide pension counseling to the entire population, 
in all parts of the country, and in effect, as of that date, the Bank will be permitted to provide counseling 
to the entire population regarding all categories of pension products. 
 
For additional details, see page 108. 
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Distribution commissions in relation to provident funds, including supplementary training funds, and in 
relation to pension funds, were established in regulations.  The maximum distribution commission rate 
regarding new deposits made as from 1 January 2006 is 0.25%, and it is 0.1% regarding deposits made up 
to and including 31 December 2005, excluding monies in a fund controlled by a banking corporation on 
10 August 2005, and monies to be transferred, as from 1 April 2006, from a fund that was controlled by a 
banking corporation on 10 August 2005, to another fund. In both of these cases, monies deposited prior to 
31 December 2005 will bear the maximum commission rate of 0.25%. The commission calculation will 
be made with regard to the value of the fund assets deposited, transferred or that remain in the fund 
following continuation of membership as a result of advice that will be given to the member, including 
profits accrued thereto, and in a provident fund for pension, the value of the assets standing against the 
obligations of the fund to the customer. This balance does not include the premiums that are transferred 
for insurance coverage in a provident fund for pension. 
 
Additionally, no regulations have yet been enacted with respect to the payments of distribution 
commissions for counseling regarding Insurance Products. 
 
In September 2008, a draft amendment of the Control of Financial Services Regulations (Provident 
Funds) (Distribution Commissions) was submitted to the Knesset Finance Committee for approval.   
Pursuant to the draft, the possibility of receiving a distribution commission for the accumulated balance in 
provident funds that are insurance funds will be regulated.  The maximum rate for a distribution 
commission for such funds will be identical to the rate established in relation to the provident funds that 
are not insurance funds, as described above.   However, according to the draft, no distribution commission 
will be paid for payments that were deposited in a guaranteed-return insurance fund up until 31 December 
1991.  Similarly, no distribution commission will be paid for payments in loss of earnings capacity and 
life insurance plans which are included in another pension product or which are sold with such product. 
 
On June-July 2008, a number of private members' bills were tabled before the Knesset for the amendment 
of the Pension Counseling Law, 2005.  The proposed amendments relate primarily to the subject of 
distribution fees paid to banks engaged in pension counseling. 
 
Regulation of Operating Services and Commissions for Such Services 
 
Pursuant to a circular published by the Supervisor of the Capital Market, Insurance and Savings (the 
"Supervisor") in 2006, the maximum annual rate that the Bank may collect for providing operating 
services to provident funds is 0.1%.    In the context of providing operating services to the provident 
funds, the Bank continues to provide services to members that accompany the operating services, 
including informational services and services with regard to withdrawals and ongoing deposits. 
   
Coming into Effect of Amendment No. 10 of the Regulation of Engagement in Investment 
Counseling and Marketing and in the Management of Investment Portfolios Law and the Proposed 
Regulation of Engagement in Investment Counseling and Marketing and in the Management of 
Investment Portfolios (Amendment No. 11) Law, 2008  
 
Upon completion of the sale of the provident funds and mutual funds that had been under the Leumi 
Group’s management and the reorganization of the Employees’ Funds following the legislation 
implementing the recommendations of the Bachar Committee, Amendment No. 10 of the Regulation of 
Engagement in Investment Counseling and Marketing and in the Management of Investment Portfolios 
Law (“Amendment 10”) went into effect.   
 
In Amendment 10, enacted in the context of the Intensification of Competition and Reduction of 
Concentration and Conflicts of Interest in the Israeli Capital Market (Legislative Amendments) Law, 2005 
a distinction was made for the first time between “investment counseling” and "investment marketing” 
with the banks serving as investment counselors, other than with respect to structured products, options and 
futures contracts which they produce, for which they act as marketers.  In addition, without detracting from 
the law’s provisions regarding disciplinary offenses, disciplinary proceedings and penalties, a chapter was 
added to the law which allows the chairman of the Israel Securities Authority to impose civil fines for 
certain violations of the Law's provisions on license-holders and banking corporations. 
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The proposed Amendment 11, published in July 2008, primarily regulates the ability of foreign entities 
that have been licensed to engage abroad in investment counseling and marketing and in the management 
of investment portfolios, to engage in these occupations and to provide such services to parties in Israel, 
without obtaining an Israeli license. 
 
According to the proposal, an Israeli bank will be able to contract with a foreign entity regarding their 
engaging in counseling in Israel. 
 
The proposal also deals with the expansion of the types of sophisticated clients regarding whom 
counselors are subject to less stringent requirements in the counseling process, such as being exempt from 
signing a counseling agreement and from certain disclosure requirements when providing counseling to 
institutional investors acting for themselves only, so as to include counseling provided to institutional 
investors acting for others and corporations with shareholders' equity exceeding NIS 50 million, and 
individuals, the value of whose financial assets and securities exceeds NIS 15 million. 
 
Actions Taken by the Bank following the Capital Market Reform Legislation 
 
Following such legislation, the Bank has taken the following actions: 
 

- the Bank sold it activities in the field of management of provident funds, including 
supplementary training funds and mutual funds and signed on distribution agreements and 
agreements to provide operating services in relation to the sold funds.  

 
- On 31 July 2008, the structural change in the benefits funds of Bank Leumi's employees and of 

Leumi Mortgage Bank's employees (the “Employees Funds”), was completed and these funds have 
come to be funds that are managed by a management company held by the members of the funds. 
The Bank continues to provide the management company with all the services it needs, as 
permitted by the legislation.  The completion of this process paved the way for obtaining the 
pension counseling license.  

 
- The Bank set up central severance payment funds for its employees and the employees of 

additional companies in the Group, which are managed by a wholly-owned subsidiary of the 
Bank. 
 

- The Bank has a subsidiary, Leumi Partners Underwriters Ltd., which acts as a distributor of 
securities and is registered in the Underwriters Register.   It should be noted that the Securities 
Regulations (Underwriting) (Amendment), 2007 impose significant restrictions on the 
management of public offerings by underwriting firms in which banking corporations hold 20% 
or more. 

 
For further details, see pages 160 to 161. 
 

Effect of the Capital Market Reform Legislation on the Bank and the Group 
 

- The reform legislation has a material effect on the Group's activities in the capital market.  The 
Group has until now engaged both in managing assets on the capital market for the public, and in 
counseling and distribution, as well as in underwriting and in providing additional capital market 
services. Following the reform, which limits the Group's activity in the Israeli market, and as a 
result its ability to spread risk, the Group's activities in Israel focuses mainly on investment 
counseling, pension counseling, and operating services and banking and financial services to 
entities active in the capital market. 

 
- The legislation has restricted the banks’ activities in various ways which may make it difficult to 

compete with non-bank financial entities which are not subject to the said restrictions.  
 
- Furthermore, the disposal by the Bank of its holdings in mutual fund, provident fund and 

supplementary training funds, has caused a reduction in the Bank's current income from these fields 
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of activity. On the other hand, the legislation allows, as mentioned above, the receipt of distribution 
commissions from institutional entities, and the receipt of commission in respect of operating 
services to institutional entities, and these commissions have, to a partial extent, reduced the 
adverse effect.  The Bank and the Arab-Israel Bank Ltd. have entered into distribution agreements 
regarding most of the mutual funds and most of the provident funds, including supplementary 
training funds and pension funds.  In addition, the Bank has entered into operating agreements with 
institutional entities regarding the provident funds under their management, and has entered into 
such contracts with the purchasers of the provident funds, including the supplementary training 
funds, that the Bank had sold. 

 
- An additional amendment to the Provident Funds Law entered into force in January 2008, which 

revokes the possibility of continuing to deposit in provident funds for pension.  The provident funds 
for pension have become provident funds that do not pay out pensions.  Monies (other than 
severance pay amounts) may not be withdrawn from these funds, until they are transferred to 
pension paying provident funds, and subject to conditions that will apply to pension paying 
provident funds. Furthermore, the amendment limits the ability to allocate monies to central 
severance pay funds until the end of 2010.  The Bank is examining the effect of the Law’s 
amendment. 
 

The following is the effect on the Group’s operating income, including the consequences of the crisis in 
the capital market: 

 
 2008   2007         Change 
 NIS millions  NIS millions       % 
From mutual funds 123 165 (42) (25.5)
From provident funds 2   10 (8) (80.0) 
From supplementary 
training funds 

 
2 

 
  19 (17) (89.5) 

Total 127 194 (67) (34.5) 
 
 
The Reform of Bank Commissions 
 
On 1 July 2008, a material reform regarding commissions went into effect. 
 
The reform was established by Amendment Number 12 (enacted in July 2007) to the Banking (Service to 
Customers) Law, 1981.  
 
As the Law provides, its purpose was to establish a new commission price list for individuals and small 
businesses.  In establishing this price list, “the Governor of the Bank of Israel will take steps to ensure a 
fair and comprehensive presentation of the commissions, with the objective of ensuring that customers can 
compare the cost of managing an account and of means of payment.” The legislation followed the 
establishment of a Parliamentary Committee of Inquiry regarding Bank Commissions - a committee 
whose letter of appointment indicated that its main purposes were the creation of transparency in the 
system of commissions and to make that system comprehensible to the customers, as well as to increase 
competition between the banks. 
 
In the framework of the reform, the Banking Supervision Department established a uniform and 
mandatory list of banking services for which banking corporations are permitted to charge commissions 
from individuals and small businesses, as defined in the legislation (the “Complete Price List”). 
 
A number of objectives were thereby achieved: 
 
Reduction in the number of commissions – the number of commissions for consumer services provided to 
individuals and small business customers was reduced by some two thirds, through the consolidation and 
cancelling of commissions. 



 40

Establishment of uniform names for banking services – identical services are to be given identical names 
by all the banks, to facilitate comparison.  
 
Establishment of basic price lists – in addition to the complete price list, common banking services were 
grouped together in three basic price lists, each of which includes a single central topic: current accounts, 
mortgages, and credit cards. The grouping of the common commissions in the basic price lists makes 
examination and comparison of commissions in different banks easier.  
 
One of the main changes made by the Bank of Israel with respect to the commissions price list for 
individuals and small businesses was the consolidation of the most common operations in current accounts 
under the heading “operation through a teller” or the separate heading “operation by direct channel.” 
 
In early May 2008, in accordance with the Supervisor’s instructions, Leumi submitted to the Banking 
Supervision Department its new price list for individuals and small business customers (the “New Price 
List”), which includes the rates established by Leumi. Following the response of the Banking Supervision 
Department, a number of changes were made to the price list.  It should be clarified that pursuant to the 
Bank’s determination, a different price list applies to customers that are not individuals or small business. 
 
In addition, on 26 August 2008, the Governor of the Bank of Israel published an amendment to the 
Banking (Service to Customers) (Commissions) Rules and to the full commissions price list attached to 
those rules. The amendment states, inter alia, that customers who are “senior citizens” or disabled will be 
entitled to have four teller operations carried out each month at the price of an operation by direct channel, 
which is materially lower than the price of an operation through a teller. The amendment took effect on 1 
September 2008.   
 
Another change that was made to the reform is the transfer of the supervision of the prices for the banking 
services from the Supervisor of Prices to the Supervisor of Banks. 
 
After the commissions' reform went into effect, various private members' bills were submitted to the 
Knesset, with the aim of imposing additional restrictions in connection with the collection of commissions 
from individuals and small businesses, including, inter alia, limiting the collections of such commissions 
under certain conditions.  
 
Leumi estimates that, in light of the circumstances currently known to it, and in light of the amount of the 
income from commissions collected since the implementation of the reform, and before examining the 
above-mentioned private members' bills, that the adverse effect on the Group’s income from 
commissions, as a result of the reform, in annual terms, will amount to some NIS 85 million.  
 
Property of Holocaust Victims  
  
In January 2005, the Parliamentary Committee of Inquiry Regarding the Tracing and Return of Property of 
Holocaust Victims published its concluding report. The report indicates that assets of Holocaust victims 
that had been deposited with the Anglo-Palestine Bank were transferred, pursuant to provisions that were 
in force at the time, to the British government’s Custodian of Enemy Property, to the Israeli Custodian of 
Enemy Property, to the Administrator General, or were returned to those entitled to them. Nevertheless, 
the report recommended that the funds be revalued, together with retroactive linkage differentials, for the 
period in the past during which they were held by the Bank. 
 
On 3 January 2006, the Assets of Holocaust Victims (Restitution to Heirs and Endowment for the purpose 
of Assistance and Commemoration) Law, 2006 (the “Law”) came into effect.  The Law provides that a 
party who holds, in Israel, assets of Holocaust victims (as such terms are defined in the Law) must transfer 
them to the Tracing and Return of Property of Holocaust Victims Company Ltd. (the "Company"), which 
was established pursuant to the provisions of the Law, together with linkage differentials and interest in 
amounts determined by a special revaluating committee. The revaluating committee’s report was delivered 
to the Bank, and appropriate provisions were made, as estimated by the Bank.   
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Out of sensitivity to public sentiment and to demonstrate its goodwill, the Bank transferred the sum of NIS 
20 million to the Company, to be used for making payments to the heirs of victims and to survivors during 
their lifetime, in accordance with the provisions of the Law and pursuant to appropriate criteria to be 
established by the Company, as required by the Law. 
 
The Bank has notified the Company that if it is determined that the Bank is not obligated to make any 
payments whatsoever (which is the Bank’s position), or that it is required to make a payment which is 
lower than that which has been paid, any balance of the amount will be considered to be a donation to be 
used for the above purposes. If it is determined that the Bank is required to pay amounts to Holocaust 
survivors or to the heirs of Holocaust victims which are higher than the amount that has been paid, then 
the Bank will set off the payment made (linked to the CPI and bearing interest) against the amount of the 
liability. 
 
On 4 March and on 18 September 2008, the Bank received two requests from the Company for the 
payment of amounts which the Company claimed that the Bank is required to transfer to it according to 
the Law.  The amount of the two requests, after having been reduced by the company and revalued to 31 
December 2008, is some NIS 186 million.  The Bank responded to these two requests while rejecting the 
claim that it has any financial liability with respect to the majority of the assets included in the requests.  
 
The Bank appointed the Honorable Supreme Court Justice (ret'd) Theodore Orr as an external examiner to 
carry out an independent and impartial investigation of the Bank’s obligations pursuant to the Law, if any, 
and of the Bank’s conduct regarding the assets of Holocaust victims, as such are defined in the Law. In the 
report that he delivered to the Bank, the examiner reinforced the Bank's position with regard to the main 
points of disagreement between the Bank and the Company. The examiner refers to the dormant accounts, 
details of which were published by the Bank in 2000 on its website, in coordination with the Administrator 
General, as "unclaimed accounts". The examiner states that the legal obligation to prove whether these 
funds belong to Holocaust victims is borne by the Company, and that it will be difficult to prove this. The 
examiner recommends that the Bank grant the Company a certain amount, as a gesture of goodwill, such 
to be estimated by the Bank in the future, following the submission of all the Company's requests. The 
examiner mentions the amount already transferred by the Bank, as referred to above, and that such amount 
may constitute all or part of this grant. Following submission of all the Company's requests, and once it 
has all the relevant data, a discussion will be held by the Board of Directors, while taking into account this 
recommendation.     
 
At this stage, the Bank estimates that no additional provision in respect of the above-mentioned requests 
or in respect of the contents of the examiner's report is necessary. 
 
On 11 February 2009, the Bank received an additional request from the Company, for the payment of a 
revalued amount of some NIS 120 million. The Bank is examining this request.  At this stage, it is not yet 
possible to evaluate the factual and legal basis for this request.     
 
Reform of the Banking Payment and Settlement Systems 
 
1. Real Time Gross Settlement (RTGS) and Continuous Linked Settlement (CLS) 
 

Since September 2007, the Bank has been participating in the RTGS system, established as part of the 
reform being led by the Bank of Israel in the payment and settlement systems for carrying-out shekel 
transfers during the business day between banks in Israel and the other participants in this system. One 
of the principles of the system is the clear determination of the point in the process when the payment 
becomes final, and after which the payment order may not be cancelled. The system obligates the 
banks to manage shekel liquidity in real time.  
 
In addition, the Bank became a member of CLS, and in this framework intends to provide nostro 
shekel services to the other member banks of CLS and shekel liquidity services to CLS Bank. The 
CLS Group provides a platform that facilitates the guarantee of mutual payments arising from 
transactions between the currencies traded through its system, while reducing settlement risks and the 
need for settlement liquidity. The group includes CLS Bank (a US company) that supplies banking 
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services, and a service company (a UK company) that supplies operating and computer services. Some 
60 leading international financial institutions are currently members of CLS, with 17 currencies being 
settled.  
 
A precondition for the inclusion of the shekel is the existence of the RTGS system in Israel, and its 
proper operation for a period of half a year, and the enactment of the Payment Systems Law, 2008, 
which regulates, inter alia, the operation of the RTGS and the CLS systems.   
 
Activity in foreign currency as part of the CLS system began on 25 February 2008. The Israeli shekel 
was added to the group of currencies settled through CLS on 26 May 2008.  
 

2.    The Payment Systems Law, 2008 
 

The Payment Systems Law, 2008, published in February 2008, regulates the operation of payment 
systems, primarily those whose operations are of the utmost importance to the national economy’s 
payment systems.   The purpose of the law is to anchor in legislation the provisions that are required 
in order to minimize the risks and to provide legal certainty for those participating in the systems, in 
order to ensure the stability of the payments systems for such participants, for banks and for other 
financial entities, and for their customers. 
 
One of the most basic characteristics of a “Designated Controlled System” as defined in the law, is the 
finality of the payments carried out through the system. As part of the overall regulation, the law deals 
with the liquidation of a participant in such a system, in a manner that reduces the instability that such 
a liquidation can create for the system.   
 
In the first quarter of 2008, the Governor of the Bank of Israel declared that RTGS and CLS are 
“Designated Controlled Systems.” 
 
The law allows the Bank of Israel to grant intra-day credit to a participant in a Designated Controlled 
System, against the receipt of collateral. 

 
Consortium Arrangements for the Granting of Credit 
 
The Antitrust Authority (in this section, the "Authority") notified the banks in 2002 that consortium 
arrangements for the granting of credit might be considered restrictive arrangements, and that the General 
Director would not enforce the provisions of the Antitrust Law with regard to consortium arrangements 
that complied with the conditions laid down by her. The notice of the Authority has been extended from 
time to time. 
 
In March 2007, the Authority announced that it had found it appropriate to make minor changes to the 
conditions under which the General Director would not enforce the provisions of the Antitrust Law. 
 
The updated conditions (some of which are identical to those laid down in the original notice) as 
formulated in the Authority's approval are: 
 
1. The formation of the consortium is essential in that had it not been formed, the granting of credit to 

the customer on reasonable conditions would not be possible. (The General Director made it clear 
that what was intended was that were it not for the formation of the consortium, the level of risk of 
each of the banks would be materially higher when compared with the level existing under the 
consortium).  

  
2. Advance written consent was given by the customer for formation of the consortium. 
 
3. The customer will be able to negotiate the terms of the credit with any of the banks. 
 
4. The Bank and Bank Hapoalim B.M. will participate in a consortium for the granting of credit only if 

the aggregate amount of the participating credit that each of the two banks is required to grant 
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exceeds NIS 300 million. This restriction will not apply to debt repayments arising from credits 
granted to a customer prior to 18 August 2002, and it is in addition to the above-mentioned 
conditions. 

 
In addition, the banks are entitled to apply for specific exemptions for certain joint credit transactions. 
 
The General Director’s approval was valid for one year from the date it was first given.  In March 2008, 
the Authority announced that it would not be taking further steps against credit consortia, even if the 
members of the consortium include insurance companies, in addition to banks, and even if only insurance 
companies are members of the consortium. This is subject to the members of the consortium complying 
with the above conditions, with the requisite changes. The Authority's notice is to be in force for three 
years from its publication date.   
 
In January 2009, the Authority announced that in order to be able to keep with current developments that 
have taken place in the area of the joint provision of credit, and in light of the request that it had received 
from various banks in connection with the conditions, the Authority is re-examining the conditions for 
banks to combine in a credit consortium.   In light of this, the Authority has extended the force of the 
conditions from March 2007 and the notice of non-enforcement for an additional 6 months – i.e., until 3 
July 2009. 
 
 

Legislation Affecting the Banking System  
 
Proposed Prohibition of Money Laundering (Amendment Number 7) Law, 2007 
 
A government sponsored proposed law (the “Proposed Law”) for the amendment of the Prohibition of 
Money Laundering Law, 2000 (“the Law”) was approved by the Knesset in a first reading in July 2007. 
 
The proposed amendments include the following: 
 
- The imposition of the money-laundering prohibition regime on the precious stone trader sector; 

 
- Amendments relating to criminal aspects of the Law, including an amendment of the clause regarding 

the offenses against the prohibition of money laundering, amendments relating to lien on property,  
and amendments relating to the restrictions on disclosing the identity of the reporter; 

 
- Amendments relating to the authorization of the various regulators regarding the issuance of orders 

pursuant to the Law, the significance of which is the expansion of the details which financial service 
providers, such as banks,  will be required to obtain from their customers.  Among other things, the 
amendment refers to the obtaining of details regarding a “founder” with respect to a trust, and an 
expansion of the concept of “control” with regard to corporations. 

 
- In addition, the Proposed Law contains authorization to include in the orders, the duty to report 

transactions that have not been completed.  
 

- Amendments relating to the expansion of the list of offenses that serve as a "source offenses" 
pursuant to the Law, to be included also as additional offenses pursuant to the Value Added Tax Law, 
1975.   
 

- Amendments relating to the functions of the Prohibition of Money Laundering Authority at the 
Justice Ministry. 

 
Prohibition on Investment in Corporations that Maintain Business Relations with Iran, 2008 
 
The above-mentioned Law was enacted by the Knesset in April 2008.  
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The purpose of the law is to prevent investments by Israeli financial institutions (including banking 
corporations) in corporations that maintain a material business relationship with Iran.  
 
An investment is defined in the Law as including loans, provided that these are loans for a fixed period of 
time of not less than five years, and that the amount of the loan is not less than five percent of the 
shareholders' equity of the corporation in which the investment is being made. 
 
The Law’s prohibition on investment applies to an investment in a corporation which maintains a material 
business relationship with Iran, this relationship being defined as a relationship in the energy field or with 
a corporation that is connected to the development of unconventional weapons by Iran, and which appears 
on a list to be published pursuant to the Law by the government committee whose establishment for this 
purpose is required by the Law.   The list may also include corporations regarding whom restrictions have 
been imposed by foreign countries; in such a case, it will also be possible to include in the list corporations 
that maintain an economic connection with Iran for its benefit or within its territory. 
 
According to the Law, if a financial institution has invested in a corporation which is afterward included in 
the list, the financial institution will be required to sell its holdings in the said corporation within a period 
determined in the Law (for this purpose only, a loan is not considered to be an investment).  
 
An investment in a corporation included in the list, or a failure to sell the holdings in such a corporation, 
will constitute criminal offenses.  The Bank is carrying out appropriate preparations such when the list is 
published it will be prepared for compliance with the Law’s provisions.  
 
Proposed Law to Increase Competitiveness in the Credit Field (Divesting the Ownership of Credit 
Card Companies from the Banks), 2007  
Proposed Banking (Licensing) (Amendment – Holding of Corporations That Issue Credit Cards) 
Law, 2007  
 
The two above-mentioned proposed laws deal with the same issue: the divestment of the banks’ ownership 
of the credit card companies in order to increase competitiveness in the area of retail credit.  (It may be 
assumed that the two proposed laws will be combined into one). 
 
The following is a discussion of the main points of the first proposal, which is more detailed: 
 
All the information which is owned and held by the credit card companies, including regarding all the 
transactions of credit-card holders would remain under the ownership of the credit card company even 
after the bank’s sale of the means of control. 
 
The sale of all the banks’ means of control of the credit card companies would take place gradually up 
until 1 January 2012, when two years before then (January 2010), no banking corporation would allow to 
have control of a credit card company, and three years before then (after January 2009), the banks would 
not participate in or vote for resolutions at a credit card company when such resolutions relate to the 
provision of credit to the public. 
 
The bank would be prohibited from adversely affecting a credit card company’s clearing possibilities and 
of the grant of credit to the public in relation to such transactions. 
 
Within one year from the sale of the means of control of the credit card company, the Supervisor of Banks 
would grant the banks a license to provide credit to the card-holders. 
 
Charge Cards (Amendment Number 4) Law, 2008 
 
On 6 December 2008, Amendment Number 4 to the Charge Cards Law entered into effect, the main points 
of which are the following: 
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The amendment to the Law exempts the card-owner from responsibility for the card’s abuse by a third 
party after the card-owner gives the card to another person and such other person loses the card or it is 
stolen from him.. 
 
The periods for crediting customers in cases in which they are to be credited (such as, for charges resulting 
from transactions carried out when the charge card is abused) have been shortened to ten business days. 
 
Unlike the previously situation, an issuer will end a charge to the customer if the asset was not provided to 
him on time or if the supplier has permanently stopped providing assets of the same type as the purchased 
asset, provided that the customer has cancelled the transaction. 
 
If the issuer is served with an application that has been submitted to the court for an order of asset 
receivership/liquidation order/bankruptcy order against the supplier, the issuer will immediately stop 
crediting the supplier for that transaction. 
 
A section was included which instructs the issuer to stop charging the customer for a standing order if the 
customer so instructs.  The new section effectively anchors the customer’s ability to cancel a standing 
order given with a credit card, in a manner similar to the cancellation of a standing order in an account. 
 
Draft Bill – Proposed Amendment of the Banking (Licensing) Law  
 
The draft bill under discussion proposes various amendments to the Banking (Licensing) Law.  Most of 
these relate to the credit card market and follow the recommendations of the Committee for the 
Examination of the Market Failures in Credit Card Clearing in Israel.   
 
In this proposed law, it is proposed to establish that the clearing of transactions carried out through a credit 
card will be done only by parties licensed for that purpose by the Governor of the Bank of Israel and that 
the Supervisor of Banks will be able to require a large clearer (as defined in the proposed law) to clear 
transactions of issuers with various suppliers.  
 
In addition, the Supervisor will also be authorized to require a large issuer (as defined in the proposed law) 
which is also a clearer to allow other clearers to clear transactions that were carried out with credit cards 
that it has issued. 
 
It is also proposed that the Supervisor be enabled to supervise the rate of the interchange fees (the fee paid 
by the clearer to the issuer).   
 
The following additional issues are included in the draft bill and are not related to credit cards: 
 
- The Banking (Licensing) Law includes provisions allowing the banking corporations exclusive rights 

to carry out certain activities, which include a provision to the effect that only a banking corporation 
may accept monetary deposits or carry out issues of securities that require a prospectus together with 
the granting of credit. The exceptions to the definition of “granting credit” include the granting of 
long-term credit to a person whose name appears in a prospectus or for the purpose of purchasing a 
banking corporation’s rights against its borrowers. It is now proposed to include as an additional 
exception from the definition of "granting credit", the granting of similar credit on a short-term basis.    
  

- Foreign banks and branches of foreign banks, which in the opinion of the Supervisor of Banks do not 
engage in significant retail activity, will be able to participate in the ownership and asset management 
of provident funds and mutual funds. (Currently, the volume of retail activity of such banks is 
determined on the basis of quantitative criteria).  

 
- It is proposed to transfer the authority to issue or revoke a banking corporation’s branch permit from 

the Governor of the Bank of Israel to the Supervisor of Banks. 
 
- Penalty provisions regarding violations related to the clearing of credit cards, such as clearing without 

a license, were enacted.. 



 46

- It is proposed that the authority of the Supervisor of Banks be made comparable to the authority of the 
Supervisor of Insurance, to determine up to seven office holders subject to the Supervisor of Bank’s 
approval in all types of banking corporations. 

 
- An additional amendment to the Banking Ordinance is proposed so as to allow the Supervisor of 

Banks to transfer documents and information that he has received to other departments within the 
Bank of Israel. 

 
Amendments to the Sales (Apartments) (Securing Investments of Apartment Buyers) Law and a 
uniform text for the guarantee for apartment buyers 
 
On 6 October 2008, Amendments 4 and 5 to the Sales (Apartments) (Securing Investments of Apartment 
Buyers) Law, 1974 entered into effect.  The amendments had been published in March and April 2008, 
and dealt with the regulation of guarantees for purchasers of apartments, imposing duties as well on the 
banking corporations that provide financing through the project finance method (“the Lending Banks.”)  
 
The new legislation and regulations require Lending Banks to issue coupons for each project financed by 
them, and to use these coupons as the sole method for receiving payments to be credited to the project’s 
account against the price of the apartments, and to issue sales guarantees pursuant to the above-mentioned 
law for all payments made with the coupons, as stated.   
 
Additional grounds have been added for exercising guarantees pursuant to the above-mentioned law:  
absolute prevention of delivery the apartment and an inability to deliver the apartment because of a stay of 
proceedings order. 
 
Banks that provide financing for the purchase of apartments to which the above-mentioned law applies, 
must notify the borrowing purchasers of the above-mentioned law and ascertain that they are receiving 
securities or commitments to provide securities pursuant to the above-mentioned law. 
 
These amendments join the two Proper Banking Management Directives published by the Bank of Israel 
and which have been in force since 1 June 2008: Directive 326 – Project Finance, which details the main 
points of the coupons arrangement and Directive 456 – Sales Guarantees, which establishes a uniform text 
for the sales guarantees pursuant to the above-mentioned law, which binds all banking corporations. 
 
The violation of any of the provisions relating to the use of the coupons arrangement by the Lending Bank 
or of those relating to the Lending Bank’s duty to ascertain the guarantees will constitute a criminal 
offense, punishable by a fine. Financial sanctions may also be imposed. 
 
Amendments of the Execution Law, 1967 
 
The amendment to the Law includes many modifications, including, inter alia:  the grant of authority to 
the Enforcement Office Registrar, under certain circumstances, to request and receive information 
regarding a debtor from various entities, with the aim of assisting the creditor in collecting the debt; a 
shortened procedure for collecting debts in an amount not exceeding NIS 10,000.  The purpose of the 
shortened procedure is to bring about the collection of the debt with minimal involvement of the creditor 
with the enforcement office system being the party acting to collect the debt by attaching a vehicle or 
funds owed to the debtor by a third party;  In cases where the shortened procedure is used, the creditor will 
not be granted attorney’s fees;  the granting of authorization to the Enforcement Office Registrar to take 
measures, in certain circumstances, to impose restrictions on a debtor (as stay of exit order,  preventing the 
debtor from using credit cards, founding corporations, receiving a driving license and more). 
 
It was also determined that alternative housing will be provided for a debtor in the event of the foreclosure 
of a mortgage or the realization of a pledge, if he has no other reasonable housing alternative and is 
financially unable to pay the costs of reasonable housing, and this is to ensure that the debtor and his 
family members will not be left homeless. If the mortgage deed or pledge state that the alternative 
arrangement will be in accordance with the Amendment of the Law, and the significance thereof has been 
explained to the debtor in clear language that he understands, the alternative housing shall be provided, for 
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no more than 18 months; the Enforcement Office Registrar has the authority to extend that period under 
special circumstances.  
 
The Amendment of the Law will come into effect 6 months after its legally required publication, with the 
above provisions regarding alternative housing applying only to mortgage or pledge agreements that are 
entered into after the Amendment of the Law enters into force. Regarding pledge or mortgage agreements 
that are entered into before the Amendment of the Law enters into force, the creditor is exempt of 
providing alternative housing to the debtor if the mortgage deed or pledge agreement states that and the 
debtor’s right to alternative housing and the waiver of such a right was explained to him. 
 
Memorandum Banking (Licensing) (Amendment) Law, 2009  
 
In March 2009, the Ministry of Finance distributed a legal memorandum for the amendment of Section 
24A of the Banking (Licensing) Law.  Pursuant to the memorandum, it is proposed that the restriction 
imposed on banking corporations allowing them to hold only a single non-banking (real) holding 
corporation (conglomerate) will not apply to the holdings of a banking corporation that do not exceed 1% 
of the means of control in the non-banking holding corporation.  It is also proposed to determine that an 
insurer will be viewed as acting in a single economic sector, the insurance sector, regardless of whether 
the insurer has passive financial investments in other corporations, as such an approach conforms to the 
insurer’s true occupation.  It is further proposed that the term “acts” in economic sectors be defined 
explicitly, such that a corporation will be considered to be a non-banking (real) holding corporation only if 
it has a significant ability to influence more than three economic sectors.  It is therefore proposed to 
determine that a holding in a corporation of less than 5% will not be considered to be the equivalent of 
“acting” for the purpose of section 24a.  The memorandum also provides that a banking corporation will 
be permitted to hold more than 1% of the means of control in a single insurer, whose capital exceeds NIS 
2,000 million.  In addition, a change is proposed with regard to the manner in which the amounts in 
section 24a of the Banking Law (Licensing) are updated.   
 
Description of the Banking Corporation's Business and Forward-Looking Information in 
the Directors' Report 
 
On 30 June 2004, Amendment No. 23 to the Securities Law, 1968 was published, further to principles 
recommended by the Barnea Committee (the "Amendment to the Securities Law").   
 
Together with the Amendment to the Securities Law, on 14 September 2004 an amendment to the 
Securities Regulations was published, further to the principles recommended by the Barnea Committee 
(the "Amendment to the Securities Regulations"). Inter alia, the Amendment to the Securities Regulations 
regulates the disclosure rules regarding the information required in a prospectus, substantially expands the 
disclosure required in periodic reports, changes the structure of the periodic report and also includes 
requirements for the disclosure of forward-looking information. 
 
In accordance with the Amendment to the Securities Regulations, the requirement to expand the disclosure 
in the periodic reports (Regulation 8(b) and 8A of the Securities Regulations (Periodic and Immediate 
Reports)) does not apply to banking corporations. 
 
In light of this, the need arose to apply the requirements of expanded disclosure which were added to the 
Securities Regulations, as mentioned above, to banking corporations, pursuant to clarifications given by 
the Israel Securities Authority, and subject to the changes required due to the nature of the business of 
banking corporations. 
 
In accordance with the above, the Supervisor of Banks amended the public reporting directives and on 19 
February 2006 published temporary provisions (the "Temporary Provisions") whereby additional 
information must be included in the Directors' Report, mostly based on the Amendment to the Securities 
Regulations, subject to the amendments that the Supervisor deemed appropriate to apply to the banking 
corporations. Pursuant to the Temporary Provisions, information has been included in the Directors' 
Report which does not fall into the category of a description of past facts, and is therefore forward-looking 
information, as defined in the Amendment to the Securities Law. 
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The Director's Report includes, as mentioned above, in addition to data relating to the past, information 
that relates to the future, which is defined in the Securities Law, 1969, (the "Law") as "forward-looking 
information". Forward-looking information relates to a future event or matter, the realization of which is 
not certain and is not within the exclusive control of the Bank. 
 
Forward-looking information is generally drafted by way of words or phrases such as "the Bank believes", 
"the Bank foresees", "the Bank expects", "the Bank intends", "the Bank plans", "the Bank estimates", "the 
Bank's policy", "the Bank's programs", "the Bank's forecast", "strategy", "aims", "likely to affect" and 
additional phrases testifying to the fact that the matter in question is a forecast of the future and not a past 
fact. 
 
Forward-looking information included in the Directors' Report is based, inter alia, on forecasts of the 
future regarding various matters related to economic developments in Israel and abroad, and especially to 
the currency markets and the capital markets, to legislation, to directives of regulatory bodies, to the 
behavior of competitors, to technological developments and to personnel matters. 
 
As a result of the inability to foresee with certainty that these forecasts will be realized, and the fact that in 
reality events may turn out differently from those forecasted, readers of the Report should relate to 
information defined as "forward-looking" with caution, since reliance on such information involves risks 
and uncertainty and the future financial and business results of the Leumi Group are likely to be materially 
different.        
 
The Bank does not undertake to publish updates of the forward-looking information in this Report.  
 
 
Accounting Policy on Critical Subjects 
 
General 
 
The preparation of consolidated financial statements in accordance with generally accepted accounting 
principles and the directives of the Supervisor of Banks requires Management to make estimates and 
assessments that affect the reported amounts of assets and liabilities and the amounts of income and 
expenses. 
 
The actual results relating to these items may differ from the estimates and/or the assumptions. 
The estimates and assessments are generally based on economic forecasts, assessments regarding the 
various markets and considered decisions based on past experience which Management believes to be 
reasonable at the time of signature of the Financial Statements. 
 
The principle accounting policies applied in the Leumi Group are set out in detail in Note 1 to the 
Financial Statements. 
 
Set out below is a brief description of the major critical accounting subjects which involve Management’s 
estimates and assessments and which have been discussed by the Board of Directors, Management and the 
joint auditors: 

 
Provision for Doubtful Debts and Classification of Problem Loans 
 
Specific provision 
 
Within the context of the Bank’s credit policy, principles have been determined for the granting of credit 
and the administration and supervision of the Bank’s credit portfolio, with the aim of improving its quality 
and reducing the risk inherent in its management. The Bank examines the credit portfolio on an ongoing 
basis and in accordance with procedures, for the purpose of identifying, as early as possible, those 
borrowers whose risk level and exposure has risen and who require special management attention and 
close monitoring, in light of the characteristics of the risk or as a result of the economic/market conditions 
that are likely to impact on the borrowers’ condition, so as to improve their position.  An assessment of the 
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extent of the problem is made while exercising business judgment, by the business entities dealing with 
the borrower, and by the credit department of the corporate division, as well as an honest evaluation of the 
difficulties that have been identified, in order to determine the risk level, and where necessary, to make 
specific provisions. 
 
As part of the measures used by the Bank to manage credit risk, the methodology for identifying and 
classifying problem loans has been updated, and the Bank is preparing to implement it in all its business 
lines. The methodology includes a structured quarterly work process in the context of which a through 
review of the credit portfolio is carried out on the basis of a number of criteria that give advance warning 
of a debt becoming problematic.  An additional aspect of the methodology being used deals with a 
methodical examination of the appropriateness of the provision for doubtful debts in respect of the debts 
regarding the collection of which the Bank has doubts, while establishing basic criteria for the manner in 
which the provisions for doubtful debts are to be calculated.  The calculation is made in accordance with 
the characteristics of the debt, the evaluation of the customer's business condition and ability to continue 
to operate, the business environment in which the customer operates and the degree to which the customer 
meets its obligations, in combination with past experience and a realistic examination of the collateral and 
the ability to realize same, in the judgement of the Bank’s Management. The Credit Risk Management 
Units (the RMU’s) participate in the process of examining the appropriateness of the provision.  
 
The process described above for estimating potential losses in the credit portfolio involves a high degree 
of uncertainty and subjective assessments, with regard to the classification of a loan as problematic and to 
the factors on which the calculations of provisions are based.  The assumptions and estimates may have a 
material effect on the amount of provisions for doubtful debts. 
 
The classification of the loans and the size of the provisions for principal and/or interest are determined 
pursuant to the Supervisor of Banks' Proper Banking Management Directive no. 314. 
 
A discussion is held each quarter by the Bank's doubtful debts committee, headed by the Chief Executive 
Officer, regarding the provisions required for the quarter.  The proposals for the quarterly provisions 
required on a customer-by-customer basis are presented for discussion.  In addition, the Financial 
Statements Review Committee and the Board of Directors discuss the provisions for doubtful debts so as 
to approve their amount.  Data on the debts and collateral of the major customers in respect of whom a 
provision is required, as well as the amounts of provision proposed by Management, are made available to 
the Directors as background material.  
 
The control process concludes with the decisions regarding classification or the making of a provision.  
 
Specific provisions in respect of housing loans granted by Leumi Mortgage Bank and Leumi are mostly 
made as percentages of the debts according to the extent of arrears.  These percentages have been 
determined in directives of the Supervisor of Banks. 
 
The provisions of consolidated Israeli subsidiaries are made in accordance with the procedures in effect at 
the Bank and in accordance with the Bank of Israel directive, with regard to banking corporations. 
 
The provisions of overseas consolidated subsidiaries are determined by their authorized bodies, in 
accordance with accepted practice in the countries in which they operate and the directives of the local 
regulatory authorities. 
 
Additional Provision 
 
The additional provision is calculated on the basis of the classification of loans and according to a formula 
determined in the Supervisor of Banks' Proper Banking Management Directive no. 315. The determination 
of the classification according to which the provision is calculated is carried out in accordance with fixed 
guidelines and at the various levels of management, but the classification is ultimately, to a large degree, 
the result of the exercise of discretion. 
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Changes in the classification of the loans and changes in the coefficients determined by the Bank of Israel 
regarding the rate of provision will cause a change in the level of provision required.  It should be noted 
that a change in the additional provision does not affect the tax liability, since the additional provision is 
not recognized as an expense for tax purposes. 

 
Derivatives 
 
In accordance with the directives regarding financial reporting of the Supervisor of Banks, the Bank 
applies FAS 133 and 138, as amended, with regard to the treatment and presentation of derivatives. In 
accordance with these, the values of derivatives traded on an active market are determined according to 
market value. 
 
Derivatives that are not traded on an active market are valued according to accepted models. The Black & 
Scholes model is used for pricing options. The models and the reasonability of their results are examined 
on an ongoing basis according to existing monitoring guidelines. The calculation of fair value is based on 
the yield of the underlying assets used for hedging these instruments, as well as additional parameters such 
as standard deviation, duration of term to maturity, the risk margin and the exchange rates. 
 
In cases where the Bank does not have a mathematical model for evaluating a derivative, the fair value is 
determined on the basis of price quotations received from traders in such derivatives. Although these 
quotations are received from reliable brokers with whom the Bank has chosen to work, it is not certain that 
the price quoted reflects the price obtainable in an actual transaction in any amount, and especially 
transactions in large amounts.  Derivatives whose fair value was determined on the basis of price 
quotations represent some 0.4% of total derivatives and some 0.01% of the Bank's assets as at 31 
December 2008. 
 
Securities 
 
Securities, other than debentures held to maturity, are presented in the balance sheet at fair value. Shares 
in respect of which the fair value is not available are presented at cost. 
 
The fair value is determined according to the price on an acceptable securities exchange, or in another 
acceptable trading system such as the trading systems operated through Bloomberg or Reuters, or 
according to data collected by an independent body which is engaged in the business of collecting market 
data for purposes including use for reporting in financial statements (The Financial Times).  Regarding the 
portfolio of CLO asset-backed securities, where there is no active market, the fair value is determined by 
an international company which is not engaged in any trading activity whatsoever and which operates as 
an external, independent valuer, which carried out the valuation solely for the purpose of the Financial 
Statements, for consideration which was established in advance and is not dependent on the valuation.  For 
securities that are Israeli corporate debentures which are not traded the fair value is determined with 
reference to the value determined by the “Sha’arei Ribit” company through a valuation carried out by a 
subsidiary of the Group.  This resulted, on average, in a reduction in the value as compared with the value 
established by “Sha’arei Ribit.” In other cases of securities that are not traded, which amount to some NIS 
2.0 billion, a price quotation is obtained from the bank from which the security was purchased.    
 
With regard to securities whose value is determined on the basis of quotations and those whose value is 
determined according to their stock exchange price (see also regarding derivatives) their fair value does 
not necessarily reflect the price that may be received on the actual sale of the security in large amounts.  
 
For further details, see page 88 of the Report. 
 
The Bank’s policy is to recognize a decline in value as being non-temporary in nature at least with respect 
to declines in value of each security regarding which one or more of the following conditions are met: 
 
1. A security that was sold by the date of the publication of the Report to the public. 
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A similar collateral arrangement exists with the Stock Exchange Clearing House. The total value of 
debentures pledged by the Bank to the Stock Exchange Clearing House as at 31 December 2008 was NIS 
151 million.  
 
On 23 July 2007, the Bank signed a debenture in favor of the Bank of Israel as security for amounts due or 
that will be due to the Bank of Israel from the Bank. As collateral for the above, the Bank created a floating 
charge in favor of the Bank of Israel, unlimited in amount, over debentures deposited in a specific account 
maintained at the Tel Aviv Stock Exchange Clearing House in the name of the Bank of Israel. The balance 
of the account as at 31 December 2008 was NIS 2.4 billion. 
 
As at 31 December 2008, the Bank had no outstanding credits from the Bank of Israel while the balance of 
the Bank's deposits with the Bank of Israel amounted to NIS 13.3 billion. 
 
Other assets 
 
At the end of 2008, other assets amounted to NIS 13.5 billion, compared with NIS 7.7 billion at the end of 
2007, an increase of some 76.8%. (At the Bank, the increase was 86.9%.) The increase in this item 
resulted from an increase in the balance of the fair value of derivative instruments of some NIS 5.1 
billion, from an increase in receivable deferred taxes of some NIS 480 million, and a surplus of pre-
payments of income tax in the amount of some NIS 639 million. 

 

Fixed Assets and Installations 
 
Buildings and Equipment - the cost after depreciation of buildings and equipment as at 31 December 
2008 amounted to NIS 3,445 million, compared with NIS 3,276 million as at 31 December 2007. 
 
The investments in buildings and equipment as at 31 December 2008 are as follows: 
 

  
Cost 

Accumulated 
Depreciation  

Balance for 
Depreciation  

 

   31 December 
2008 

31 December 
2007 

 NIS millions 
Buildings and land 3,163 1,566 1,597 1,577 
Equipment, furniture 
and vehicles 

 
5,680 

 
3,832 

 
1,848 

 
1,699 

Total 8,843 5,400 3,445 3,276 
 
The land and equipment are used mainly for the activities of the Group. Buildings that are not used by the 
Group and are leased to non-Group parties are included in the consolidated balance sheet as at 31 
December 2008 amounted to NIS 29 million.  
 
The majority of the structures in which the business of the Group is conducted in Israel are owned by the 
Bank or by subsidiaries. Most of the properties in which the business of the Group is conducted abroad are 
leased. 
 
Real estate assets of the Bank are owned by the Bank, Binyanei Bank Ltd. and Lyn City Center Ltd. 
(wholly-owned subsidiaries of the Bank). 241 properties are owned by the Group, of which 125 are 
branches and archives and 21 are head office buildings. Total property under ownership, of an area of 
some 256,500 sq.m., is divided into branches - some 82,945 sq.m., head office buildings - some 41,220 
sq.m., and the balance is divided amongst offices in use by subsidiaries, a logistical center, plots, vacant 
properties etc.  Vacant properties designated for sale constituted 5,300 sq.m. as of 31 December 2008, and 
are presented according to the lower of depreciated cost or realization value. 
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Investment in buildings in 2008 totaled NIS 135 million (including property purchases in the amount of  
NIS 13.6 million) compared with NIS 109 million in 2007 (including property purchases of NIS 12 
million). In addition to property owned by the Bank, the Bank leases 187 properties under unprotected 
leases and 10 properties under protected leases. Total property leased constitutes some 64,000 sq.m. 
 
"Keshev" – "The Yitzhak Rabin Bank Leumi Service Center". "Matam" – the computer, operations 
systems and administration service center of the Bank is located in Lod, within a facility comprising a 
total area of 78.8 dunams. The facility was purchased by Binyanei Bank Ltd. The Bank leases the property 
from Binyanei Bank and pays a monthly rental of NIS 1.96 million including VAT (as at 31 December 
2008). 
 
Leumi's mainframe computers are products of IBM, part of the Z Series range. The power measurement 
unit for these computers is "mips", the meaning of which is the number of instructions (in millions) that 
the computer is capable of performing per second. Two model Z Series computers operate at Keshev for 
use by the production systems: a primary computer with an operating power of some 7,103 mips and a 
second computer with an operating power of some 471 mips. The secondary production computer is 
expandable to a capacity of some 7,103 mips for internal back-up purposes in the Keshev facility. 
 
One computer, with an operating power of some 2,633 mips, operates at the Tel Aviv facility, and serves 
as the development and testing environment. This computer is expandable to a capacity of some 6,567 
mips in emergency situations in which the Keshev facility ceases to operate. 
 
The storage network of the Bank for use with the decentralized systems is based on central storage 
packages of IBM and XIV. The switching units are products of Cisco. The storage volume is some 416 TB 
(terra-bytes, a measurement of storage capacity). The storage volume of the mainframe computer 
environment is some 54 TB. 
 
The tapes cartridge system layout is based on IBM automatic libraries – two at the Keshev facility and two 
at the Tel Aviv facility. 
 
The server layout is made up of products of IBM, Sun and HP and includes some 1,850 servers in the 
production layout. The vast majority are based on the Windows operating system, with a minor portion 
being based on the Unix operating system. Some 4% of the WIN servers use virtualization technology. 
 
The Bank has a database of historical data stored on disks and tapes manufactured by XIV and IBM, with 
a capacity for tens of TB at the main Keshev computer facility and at the Tel Aviv backup facility. A third 
copy of the data is held in a different location in Israel. 
 
Leumi has a very advanced communications network for data and voice communication, with high-speed 
data transfer. The communications network is highly resilient, as is the whole of the Bank's computer 
network. 
 
Leumi's branches are computerized and connected on-line to the Bank’s computer center at Keshev. Some 
313 servers and some 7,200 work-stations, mostly PC-based, have been installed in the branches. There 
are 311 innovative automatic teller machines and some 545 self-service “Leumi Information” stations 
(333 stations in the branches and 212 external information stations in the walls of branches). At head 
office and district management units there are 8,000 personal computers connected in local area networks, 
with the capability of communicating directly with the computer center and separate external internet 
connection.  During the years 2008-2009, the Bank will be upgrading the network of “Leumi Information” 
customer stations with new and advanced equipment. 
 
Information security at Leumi is based on the principle of banking secrecy and various laws and 
directives, namely the provisions of the Protection of Privacy Law and related regulations, the provisions 
of the Computers Law, directives of the Bank of Israel, including Information Technology Management 
Directive 357, and accepted standards of information security. 
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Matam operates a computer services system for the Arab Israel Bank and for Union Bank.  (See page 219 
below of the Report regarding the agreement with Union Bank).  There is an agreement concerning the 
computer services that Matam provides to the Arab Israel Bank, including operational services, computer 
systems development, consultancy services, organization and methods services, back-ups, training and 
additional services. 
 
Based on these directives, extensive activity is undertaken in defining organizational information security 
policy, structuring work programs for the implementation of supervision and information security 
mechanisms, establishing systems and integration of information security management, and planning and 
execution of information security controls, including the preparation of guidelines. 
 
The operations and computer layout of the subsidiaries in Israel and abroad are based on independent 
systems, with the managements and boards of directors of those companies having professional and 
administrative responsibility. Within the context of a multi-year program together with the overseas 
subsidiaries, the Bank is improving and upgrading the systems at the overseas subsidiaries to a uniform 
computerized banking system.  
 
The computer systems of the Israeli subsidiaries are connected by communications systems to the Bank’s 
central computer in Israel. 
 
The computer center of Leumi Mortgage Bank is located outside of its offices, and is operated by means 
of outsourcing by IBM. This center has a backup facility located separately from the computer center, 
which is operated and maintained by IBM. The computer center is connected by communication systems 
to Leumi Mortgage Bank head office and to the Bank's computer center at Keshev.   
 
The overseas subsidiaries are connected to each other and to the Bank in Israel via a private 
communication network. This system is used for voice communication as well as for transmitting 
encrypted data in a secured manner. The Bank invests in maintaining and developing internet sites for the 
Bank’s overseas subsidiaries based on the infrastructure which serves the Bank’s central site. A project is 
planned for 2008-2009, involving the upgrading of the Bank’s international communications network for 
the Bank’s US and European subsidiaries and its representative offices. In addition, the technological 
infrastructure was upgraded to improve management information and customer service. 
 
Bank Leumi USA has outsourcing agreements with a number of US companies regarding the information 
systems used for the management of its banking business, including the management of various kinds of 
accounts for customers, granting credit, various investment related services and more. Most of these 
information systems are situated at the premises of the said companies, and managed pursuant to the SAS-
70 reporting directive.  At the beginning of 2008, Bank Leumi USA decided to replace its infrastructure 
and accompanying systems.   
 
In 2008, the Group invested some NIS 601 million in equipment, as compared with NIS 591 million in 
2007. The budget was adapted to support the strategic goals as defined by the Bank's Management and 
also for the operating requirements for the banking of the future. The projects that were carried out in 
2008 were designed for the benefit of the customers, to increase their satisfaction, reinforce their loyalty 
and to prevent their leaving. The major investment in 2008 (as in 2007) was focused on the following 
spheres: distribution network (with the aim of increasing the shift to direct channels), Leumi Call, the 
renewal of infrastructure systems dealing with collateral and the customer database, improving the 
“customer experience” and compliance with regulatory directives. Furthermore, the development of three 
projects continued: upgrading and improving the internet system (Kochav project), the upgrading and 
improvement of the content management system and a dealing room project for the replacement of the 
core of the foreign currency transaction systems, large parts of which are already in operation  (the project 
is being developed in stages.) 
 
The Bank has also issued a tender for the establishment of an internet-based sub-custody system for 
customers. A supplier has been chosen and the customization of the system has begun.  Development will 
continue in 2009. 
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In 2008, a new direct internet banking system for retail customers was put into place as part of the 
infrastructure for all segments of the Bank. 
 
During the course of 2008, a new content management system for the Bank’s overseas subsidiaries was 
put into place, as part of the infrastructure for all Bank websites. The system is used for the establishment 
of marketing websites for the Group on the internet.   
 
Against the background of various requirements of the authorities (Bank of Israel, Ministry of Finance 
etc.) for execution of various directives, the Bank incurred computer–related expenses estimated at some 
NIS 121 million in 2008 (some NIS 109 million in 2007). The principal issues were tax reform, 
implementation of the Commissions Law, payments and clearing systems and the information technology 
directives. In 2008, the preparation for implementation of the Bank of Israel’s directives on Basel II 
continued, the upgrading of the support systems for the provision of credit and for the ongoing 
management of the credit portfolio, the preparation for CLS (activity in foreign currency began in 
February 2008, and in shekels in May 2008) (see above on pages 41 to 42 of the Report), the upgrading of 
compliance, and the upgrading of the operating systems for provident funds in accordance with the 
statutory provisions. Additionally, a pension counseling system in regard to supplementary training funds 
was put into operation in 2007, and the pension and financial counseling system was put into operation in 
2008.  
 
The increase in investments in buildings and equipment is intended to adapt the logistical infrastructure 
and deployment of the Bank's branches to the expansion that has occurred in business activity, and to the 
operational needs of modern banking. 
 
Matam has been certified as being in compliance with the ISO 9001 quality control standard for software. 
According to data of the Israel Standards Institute, Matam was the first information systems entity in the 
Israeli banking system to be certified, and one of the largest software entities in Israel operating under the 
standard, a fact that contributes to the development of high quality systems and products for customers. 
The certification of Matam includes development, the running of the operations centers, the 
communications infrastructure, production management and service and the real estate and procurement 
department. 
 
The Real Estate and Procurement Department has been certified as being in compliance with the ISO 9001 
quality control standard. In 2007, it was also certified as being in compliance with the ISO 18001 work 
safety standard and with the ISO 14001 environmental management standard. The three standard 
certifications together provide the Real Estate and Procurement Department with a “gold label” which was 
presented in a festive ceremony of the Standards Institute during the fourth quarter of 2008. 
 
The Data Management and Security Section has been certified as being in compliance with ISO 27001 
(the data security standard) by the Israel Standards Institute. 
     
See Note 7 to the Financial Statements for further details. 
  
 
Intangible Assets 
 
1. The Bank is the sole proprietor of the "Leumi" mark, and accompanying design logo, in the banking 

and finance services field in Israel. 
 
 In addition, the Group makes use of the names of its companies and their logos for the purposes of 

its activities, and the names of services and products, some of which are registered as trademarks 
and service marks. 

 
2. The Group has registered data bases in which information is stored, inter alia, regarding customers, 

suppliers and employees of Leumi. Advanced technological means designed to secure customer 
transactions and business transactions of the Bank are used, while reducing the risks arising from the 
use of the information systems.  



 105

  
3. The Group holds various intellectual property rights and user rights in various computer programs 

and information systems for the purposes of managing its business, including for the provision of 
services to customers.   

 
 
 
Operational Segments in the Group 
 
This chapter describes the business development according to operational segments. 
 
For a description of the methodology of the operational segments, see above pages 17 to 20. 
 
Up until 2007, the construction and real-estate segment was presented as a separate segment. Beginning 
from 2008, the sector was reclassified under other segments and is now presented as a product in each of 
the segments where such activity takes place. In addition, the activities of Leumi USA were transferred 
from the corporate banking segment to the commercial banking segment. The comparative data for 2007 
were adjusted accordingly. 
 
Following are principal data according to operational segments of the principal balance sheet items as at 
31 December: 
 Credit to the Public Deposits of the Public Total Assets 
 2008 2007* Change 2008 2007* Change 2008 2007* Change
Segments NIS millions % NIS millions % NIS millions % 
Households(1) 62,145 56,812 9.4 120,846 115,802 4.4 62,775 57,476 9.2 
Small businesses(2) 18,161 18,232 (0.4) 14,475 14,428 0.3 18,183 19,093 (4.8) 
Corporate 
banking(3) 

76,563 64,129 19.4 23,111 24,382 (5.2) 79,962 67,548 18.4 

Commercial 
banking(4) 48,506 50,942 (4.8) 29,659 30,317 (2.2) 49,989 52,321 (4.5) 
Private banking 6,438 7,138 (9.8) 38,057 40,916 (7.0) 10,708 10,791 (0.8) 
Financial 
management – 
capital markets and 
others 1,402 1,304 7.5 18,635 12,200 52.7 89,175 94,922 (6.1) 
Total 213,215 198,557 7.4 244,783 238,045 2.8 310,792 302,151 2.9 
 
* Reclassified. 
 
(1) Credit to households also includes housing loans (mortgages). After neutralizing this credit, credit (banking and financial) to 

households increased by 6.5%.  Housing loans amounted to NIS 40.6 billion at the end of 2008, having increased by 11%.  
(The rate of increase in 2007 was 15.8%.) 

 
(2)  After neutralizing the effect of segmentation between the segments, there was an increase of 6.5%. 
 
(3) There was an increase of some NIS 13 billion in credit in the corporate banking segment in activities in Israel, and an increase 

of 19.4% overall, or 15.0% after neutralizing the effect of segmentation. 
 
(4) After neutralizing the effect of segmentation between the segments, there was a decrease of 0.1% only. 
 
 


