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BANK LEUMI LE-ISRAEL B.M

Rating reiteration
Reiteration of ‘ilAAA’ rating, outlook remained negative

Overview

« On October 1, 2024, S&P Global Ratings downgraded the State of Israel’s long-term credit rating
to ‘A’ from ‘A+’ due to the expectation that the key economic metrics will continue deteriorating
against the backdrop of the continuation of the war and its expansion to other fronts.

« The increase in government deficit might have an indirect adverse effect on the banking sector,
due to, among other things, the government’s reduced ability to continue supporting the economic
activity in Israel.

- Despite the uncertainty, Bank Leumi Le Israel B.M. (hereinafter - “Bank Leumi” or the “Bank”) has
displayed so far high resilience and its operating performance remained robust.

«  We reiterate Bank Leumi Le Israel B.M.’s issuer credit rating at ‘IlAAA’ and its issuance ratings.

« The negative rating outlook reflects the risk of further downgrading of Israel’'s sovereign rating
and the adverse impact on the Bank's credit profile over the next 12-18 months.

The rating action

On October 9, 2024, S&P Maalot reiterated Bank Leumi Le Israel B.M.’s issuer credit rating at ‘ilAAA’
and its issuance ratings. The outlook remained negative.

Key considerations

S&P Global Ratings downgraded the State of Israel’s sovereign credit due to the expectation
that the key economic metrics will continue deteriorating against the backdrop of the
continuation of the war and its expansion to other fronts. On October 1, 2024, S&P Global
Ratings downgraded the State of Israel’s long-term credit rating to ‘A’ from ‘A+’ and assigned a
negative rating outlook (see Israel Long-Term Ratings Lowered To 'A’' From 'A+' On Heightened
Security Risk, Outlook Negative, October 1, 2024). Under the base scenario, we now expect that the
war will continue into 2025, and that GDP growth in Israel will be lower than 1% in 2024 and approx.
2.2% in 2025. We also expect that the government deficit will be approx. 9% in 2024 and approx.
6% in 2025, mainly due to the increase in the defense budget. We expect the deposit to be approx.
5% in 2026 and 2027 too. The Bank’s issuer rating reflects our view that the Bank has high systemic
importance in Israel and that the government is supportive of the domestic banking sector, and
therefore, further changes in the sovereign rating of the State of Israel may impact the Bank’s rating.
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Theincrease in government deficit may have an indirect adverse effect on the banking sector,
due to, among other things, the government’s reduced ability to continue supporting the
economic activity in Israel. In the past year the government took many steps to support the
economic activity during the war; these steps included, among other things, supporting residents in
areas that suffered directly from the war, thereby moderating the adverse effect on the banking
sector. Given the continuation of the war and the increase in the government deficit, the
government’s ability to continue supporting the economic activity may diminish; it is also possible
that the need to increase government revenues will result in the imposition of additional taxes on the
banking sector.

The Bank displays robust operating performance, but uncertainty remains high. In 2023 and
in the first half of 2024 the Bank presented positive results. In the first half of 2024, the Bank’s net
interest income increased by approx. 6% compared to the first half of 2023. On June 30, 2024, the
rate of the Bank’s non-performing assets stood at approx. 0.56% of the credit portfolio to the public,
compared to 0.85% at the end of 2023. Return on equity stood at approx. 18% on June 30, 2024.
The results were supported by the high interest environment and by increased operational efficiency.
After accelerated growth of approx. 9% in the Bank’s credit portfolio to the public in 2023, the growth
rate slowed down to approx. 3.4% in the first half of 2024. In addition, the Bank’s expense in respect
of loan losses amounted to approx. 0.09% out of the total credit in the first half of 2024 compared to
approx. 0.58% in the corresponding period in 2023.

Under our base scenario, we expect loan losses of 30-40 basis points in 2025-2026. We also take
into account the new windfall tax for the sector that will be extended at least until the end of 2025,
and a 40% dividend distribution in 2024-2026. The believe that the tourism and services sectors, as
well as SMEs are more exposed to the current situation and to the deterioration in macroeconomic
metrics. We will also continue to monitor the exposure to the real estate sector, which is the Bank’s
most prominent area of activity. The Bank's CET 1 ratio stood at 12.04% as of June 2024, above the
minimum target of 10.23% required by the Bank of Israel. We do not expect the Bank would maintain
its current level of capitalization in a more stable geopolitical environment, as it usually works with
narrower buffers.

The rating outlook

The negative rating outlook reflects the negative outlook of the sovereign rating of the State of Israel
and the risk of adverse impact on the Bank’s credit profile over the next 12-24 months.

Downside scenario

We will consider a rating downgrade if the State of Israel’s rating will be downgraded again, since
we would then consider it less likely that the government would provide extraordinary support in case
of financial distress. We will also consider a rating downgrade if security risks will be heightened,
with negative consequences for the banking sector and Bank Leumi's asset quality, capital ratios, or
earnings.
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Upside scenario

We will consider revising the Bank’s rating outlook to stable if the State of Israel’s outlook is revised
to stable, and we will believe that security risks and their effect on the Bank’s financial ratios had
lessened.

Methodology and related articles

Methodology - General Criteria: Principles of Credit Ratings, S&P, February 16, 2011

Methodology - General Criteria: Methodology for Linking Long-Term and Short-Term Ratings,
April 7, 2017

Methodology - General Criteria: Group Rating Methodology, July 1, 2019

Methodology - General Criteria: Credit Risks Arising from Environmental, Social, and
Governance Factors, October 10, 2021

Methodology: Methodoloqgy for Rating of Financial Institutions, December 9, 2021

Methodology: Methodoloqgy for Banking Industry Country Risk Assessment, December 9, 2021

Methodology - General: Hybrid Capital Rating, March 2, 2022

Methodology - General: National Scale Credit Ratings Methodology, June 8, 2023

Methodology: Risk-Adjusted Capital Adequacy Assessment Methodology, April 30, 2024

Rating Scales and Definitions: Definitions of the Rating Scales of S&P Global Ratings’, June 9,
2023

Rating Scales and Definitions: The Link Between the Global Rating Scale and the Domestic
Rating Scale, February 1, 2024
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List of ratings

Publication date Last rating revision

Bank Leumi Le-Israel B.M. of initial rating date
Issuer’s rating(s)

Short-term iIA-1 + 09/03/2022 06/08/2024
Long-term iIAAA\Negative 01/05/1998 06/08/2024

Issuance rating(s)

Hybrid substandard debt
Subordinated notes with a
contractual loss absorption
mechanism (Series 402)

iIAA- 31/05/2018 06/08/2024
Subordinated notes with a
contractual loss absorption
mechanism (Series 403)

iIAA- 17/01/2019 06/08/2024
Subordinated notes with a
contractual loss absorption
mechanism (Series 405)

iIAA- 09/03/2022 06/08/2024
Short-term debt
Series 5 iIA-1 + 14/12/2023 06/08/2024
Series 6 iIA-1 + 04/09/2024 04/09/2024
Unsecured senior debt
Bonds (Series 179) iIAAA 31/05/2018 06/08/2024
Bonds (Series 182.183) iIAAA 09/11/2021 06/08/2024
Bonds (Series 184) iIAAA 09/03/2022 06/08/2024
Bonds (Series 180) iIAAA 17/01/2019 06/08/2024
Series 185.186 iIAAA 29/11/2023 06/08/2024
Issuer rating history
Long-term
May 02, 2024 iIAAA\Negative
October 7, 2014 iIAAA\Stable
May 05, 2010 ilAA+\Stable
April 30, 2009 iIAA+\Negative
June 21, 2007 iIAAA\Stable
May 14, 2006 iIAAA
February 20, 2003 iIAA+
May 1, 1998 iIAAA
Short-term
March 9, 2022 iIA-1 +

Additional Details

Time on which the event took place 09/10/2024 14:55
Date and time when the event first became known  09/10/2024 14:55
Rating initiated by The rated company
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S&P Maalot is the commercial name of S&P Global Ratings Maalot Ltd. To view the list of the most
up-to-date ratings and for further information about the credit rating monitoring policy, please go to
S&P Global Ratings Maalot Ltd.’s website at www.maalot.co.il

All rights reserved. © No content (including ratings, analyses and information related to ratings,
valuations, models, software or output thereof) or any part thereof (hereinafter collectively — the
“Content”) may be modified, reverse engineered, reproduced, distributed by any means, or stored in
a database or retrieval system, without the prior written permission of S&P Global Ratings Maalot
Ltd. or its related companies (hereinafter collectively — “S&P”). The content will not be used for illegal
or non-authorized purposes. S&P and any third-party service providers, including its directors,
managers, shareholders, employees, or agents (hereinafter, jointly — “S&P and the Related Parties”)
do not guarantee the accuracy, completeness, currentness, or availability of the Content. S&P and
the Related Parties are not liable for any errors or omissions (whether or not they are due to
negligence), for any reason, the results arising from the use of the Content, or the security or
maintenance of any data input by the user. The content is provided on an as-is basis. S&P and its
Related Parties give no express or implied warranties or representations, including, but not
only, about the quality or suitability thereof for a specific purpose, the absence of bugs,
software errors or defects, that the functioning of the Content will be uninterrupted or that
the Content will operate with any software or hardware configuration. In no event will S&P and
the Related Parties be liable for any direct and/or indirect damages, including incidental or
consequential damages, exemplary compensation, punitive compensation, or special compensation,
costs, expenses, legal fees, or losses (including, without derogating from the generality of the
aforesaid, compensation for lost income or lost profits, lost business opportunities or losses caused
by negligence) caused in connection with any use of the Content, even if advised in advance of the
possibility of such damages.

Ratings and other analytic analyses, including the ratings and other information included in the
Content, are statements of as of the publication date and are not statements of fact. The ratings and
other analytical analyses of S&P do not constitute recommendations to purchase, hold, or sell any
securities or to make any investment decisions, and do not address the adequacy of any securities.
S&P assumes no obligation to update the Content subsequent to publication thereof in any format.
The Content should not be relied on when making investment decisions or other business decisions,
and it is not a substitute for the skills, judgment, or experience of the users, their management,
employees, advisors, and/or customers when making such decisions. S&P does not act as an
“‘expert” or an investment and/or securities consultant, except where registered as such. Rating
reports are correct as of the time of their publication. S&P updates the rating reports following
ongoing or annual monitoring of events.

While S&P obtains information from sources it believes to be reliable, it does not perform an audit
and undertakes no obligation to conduct a due diligence review or independent verification of the
information it receives. S&P publishes rating-related reports for various reasons that are not
necessarily dependent on the activity of a rating committee, including the publication of a periodic
update of credit rating and related analyses.
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S&P maintains certain activities of its business units separate from one another in order to retain the
objectivity of their respective activities. Consequently, certain S&P business units may have
information that is not available to other S&P business units. S&P has established policies and
procedures to maintain the confidentiality of certain non-public information received in connection
with the analytical procedures it performs.

S&P receives financial compensation for its rating services and the analyses it carries out, normally
from issuers or underwriters of securities or from obligors. S&P reserves the right to disseminate its
opinions and analyses. S&P's public ratings and analyses are available on S&P Maalot’s website,
www.maalot.co.il and S&P’s website, www.spglobal.com/ratings, and may also be distributed
through other means, including through S&P publications and third-parties.
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