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The Board of Directors, on March 31, 2011, approved and authorized for publication the Bank's consolidated financial statements
and its subsidiaries for the year ended December 31, 2010.

THE DISCOUNT GROUP - GENERAL OVERVIEW AND STRUCTURE
OF THE GROUP

Israel Discount Bank Ltd. (hereinafter: "the Bank") was incorporated in Palestine in 1935, as a public company under the Companies
Ordinance. The Bank was founded by the late Mr. Leon Recanati. The Bank is a banking corporation having a banking license under
the provisions of the Banking Law (Licensing), 1981 (hereinafter: "the Banking Law (Licensing)").

During the seventy six years of its operation the Bank has developed a chain of branches and a wide variety of commercial banking
activities in all banking spheres. The Discount Group is the third largest banking group in Israel.

DOMESTIC OPERATIONS

Discount Bank is a universal bank, offering its customers comprehensive banking services, in all areas of financial activity, through

147 branches in Israel, direct banking services, on-line banking and Internet services.

The Bank has two banking subsidiaries in Israel - Mercantile Discount Bank Ltd. - a commercial bank serving customers in all

fields of financial activity through 77 branches, and Discount Mortgage Bank Ltd., serving as the main arm of the Group in the

mortgage loan field.

The activities in Israel also include:

- Credit cards - The Bank controls Israel Credit Cards Ltd. (hereinafter: "ICC") and Diners Club Israel Ltd. ("Diners"), which issue
and market "VISA", "Diners" and "MasterCard" credit cards, both for domestic and overseas use;

- Securities portfolio management - the subsidiary, Tachlit Investment House Ltd., (hereinafter: "Tachlit") which manages
securities investment portfolios for private customers, corporations, not-for-profit organizations and institutional bodies;

- Non-financial investments and underwriting - the subsidiary "Israel Discount Capital Markets and Investments Ltd." engages
in investment banking, investments in private equity funds, in venture capital funds and in other non-financial investments.
This subsidiary also engages in underwriting and managing the issue of securities.

In addition, the Bank has an affiliated company, The First International Bank of Israel Ltd., also being one of the five major

banking groups in Israel. (For details regarding an agreement according to which the Bank will gradually reduce its holdings in

the First International Bank, see Note 6 D to the financial statements).

In the years 2009-2010 the Bank continued to strengthen its position in the retail banking market, by several central processes:

attracting State employees and teaching staff, marketing mortgages jointly with the subsidiary Discount Mortgage Bank, and the

pension advisory services activity.

Since the middle of 2008 the Bank has been operating against the background of the international financial crisis, while taking the

necessary steps required under the circumstances. Alongside the diligent management of the credit portfolio during this period,

the Bank made considerable efforts in supporting its longstanding customers also at times of slowdown and crisis.
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The year 2010 is marked as the year in which the Bank solidified its capital adequacy. In December 2010 the Bank raised core
capital by way of share and rights issues, in a net, total amount of NIS 450 million, and ended the year with a ratio of capital

to risk assets of %, in terms of Basel II, and %, in terms of Basel I (for further details, see "Capital resources" below).

The year 2010 has also been a record year regarding the integration of material regulatory requirements: completion of the
processes of integrating the various pillar’s of Basel II at the beginning of the year, including reporting to the public in the 2009
Annual Report, in accordance with the third pillar, and submission of the ICCAP document to the Supervisor of Banks' staff in the
middle of the year; completion of the preparations for the transfer of the credit management systems to the regime of the new
directive regarding the measurement and disclosure of impaired debts, credit risk and provisions for credit losses; and completion
of the preparations for the adoption of international financial reporting standards (IFRS) in respect of a series of matters that are
not part of the core banking business.

Mr. Giora Offer retired from the Bank at the end of the year, after ten years in office as President and CEO. Mr. Reuven Spiegel,
who in recent years served as President and CEO of the subsidiary IDB New York, has been appointed the Bank’s President and CEO
with effect as from January 1, 2011. Following and concurrently with the change in this position, changes are being made in the
composition of the Bank's management (see "Board of Directors and Management" below) and decisions have been made regarding
changes in the Bank’s organizational structure (formerly: the Retail Banking Division) For details regarding the reorganization of
the service layouts in the Corporate Banking Division and in the Banking Division, see below under "Human resources".

OPERATIONS ABROAD

Most of the operations abroad are conducted by Israel Discount Bank of New York, which is the largest of all Israeli banks operating
abroad. The Bank, through IDB New York, also holds a commercial bank in Montevideo and Uruguay and directly holds a bank in
Switzerland, with branches in Geneva and Zurich, which focuses on private banking. The Bank operates a London branch, which
provides commercial and private banking services.

The Bank also has representative offices in Paris, Buenos Aires and Santiago and IDB New York has representative offices in various
locations in South America.
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MARKET SHARE AND ADITIONAL DETAILS

Based on data relating to the banking industry as of September 30, 2010, published by the Bank of Israel, the Discount Bank Group's share
in the total of the five largest banking groups in Israel was as follows:

September 30, 2010 December 31, 2009 December 31, 2008
In %

Total assets 17.9 18.0
Creditto granted thepublic 18 167
Deposits of the public 178 178
Earnings from financing operations 230 230
Provision for doubtfuldebts 184 154
Operatingincome 04 199
Operating expenses 212 209

THE BANK’S SHAREHOLDERS
B Public

M Bronfman-Schron Group

74.84%




ited and its Subsidiaries

Israel Discount Bank Li

DISCOUNT GROUP STRUCTURE

BANKS IN ISRAEL

100%
MERCANTILE
DISCOUNT BANK
100%
DISCOUNT
MORTGAGE BANK
26.4%

THE FIRST INTERNATIONAL
BANK OF ISRAEL

CAPITAL MARKETS AND

INVESTMENT

100% 100%

DISCOUNT BANCORP, INC. ISRAEL DISCOUNT CAPITAL

(A BANKHOLDING COMPANY) MARKETS & INVESTMENTS

100% 100%

ISRAEL DISCOUNT BANK OF TACHLIT

NEW YORK INVESTMENT HOUSE

100%

DISCOUNT BANK
LATIN AMERICA

100%

IDB (SWISS) BANK

FINANCIAL COMPANIES

CAPITAL 71.8% | VOTING - 79%

ISRAEL CREDIT CARDS (ICC)

CAPITAL 51% | VOTING - 57%

DINERS CLUB ISRAEL

100%

DISCOUNT LEASING

100%

DISCOUNT MANPIKIM

LONDON

REPRESENTATIVE OFFICES

PARIS (FRANCE)

BUENOS AIRES
(ARGENTINA)

SANTIAGO (CHILE)
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FORWARD LOOKING INFORMATION

Some of the information detailed in the directors’ report, which does not relate to historical facts, comprises forward-looking
information, as defined in the Securities Law, 1968.

The Bank's actual results might differ materially from those indicated in the forward-looking information due to a large number
of factors, including, among other things, global and local capital market changes, macro-economic changes, changes in the
geo-political situation, regulatory changes and other changes, not under the control of the Bank, and which may result in the
non-realization of the estimates and/or in changes in the Bank's business plans.

non non nons non

Forward-looking information is typified by terms and words like: "believe", "anticipate", "estimate", "intends", "prepares to...",
"might" and similar expressions, in addition to nouns such as: "desire", "anticipation”, "intention", "expectation", "assessment",
"forecast", etc. Such forward-looking expressions involve risks and uncertainties as they are based on evaluations by management
as to future events, which include, among other things, evaluations as to the state of the economy, public preferences, domestic
and foreign interest rates, inflation rates, etc. as well as regarding the effects of new legislative and regulatory provisions,
relating to the banking industry and the capital market and to other fields that have an impact on the Bank's activity and on the
environment in which it operates, and that by the nature of things, their realization is uncertain.

The information presented below relies, among other things, on information in the hands of the Bank, inter-alia, publications by
other entities such as the Central Bureau of Statistics, the Ministry of Finance, the Bank of Israel, the Ministry of Housing and
other entities, that publish data and assessments as to the Israeli and global financial and capital markets.

The above reflects the Bank's point of view and its subsidiaries at the time of preparation of the financial statements as to future
events, based on evaluations that are uncertain. The Bank's evaluations and business plans and its subsidiaries are derived from
such data and assessments. As stated above, actual results might differ materially and impact the realization of the business plans
or bring about changes in these plans.

DISCOUNT GROUP SEGMENT OF OPERATIONS - CONDENSED DESCRIPTION

The Bank reports its operations, in accordance with instructions of the Supervisor of Banks, under six operating segments, as follows:

- Retail Banking - Household Segment: This segment includes customers the Bank’s Banking Division (formerly: the Retail
Banking Division) who are private customers, who are defined as customers who are either salaried employees, possess the
potential for growth, or may be viewed as VIP customers (the definition excludes customers of the private banking centers).
The segment also includes the customers of Mercantile Discount Bank in that bank’s household segment - private customers
of Mercantile Discount Bank, whose activities are typical of those of households, including credit of a volume not exceeding
NIS 200 thousand and deposits of a volume not exceeding NIS 500 thousand.

- Retail Banking - Small Business Segment: This segment includes customers of the Bank’s Banking Division and customers of
Mercantile Discount Bank which are defined as small companies and small businesses with borrowings of up to NIS 10 million.

- Corporate banking: The segment includes primarily companies with annual turnovers of over NIS 150 million and/or total
indebtedness exceeding NIS 50 million, which are customers of the Bank and of Mercantile Discount Bank. The segment also
includes customers of IDB New York's corporate banking segment.

- Middle Market banking: This segment includes mainly companies with annual turnovers exceeding NIS 30 million and/or
total indebtedness of NIS 10-50 million, which are customers of the Bank and of Mercantile Discount Bank. The segment also
includes customers of IDB New York's commercial banking segment.

- Private banking: This segment includes, as part of the Bank’s domestic operations, customers of the Bank’s Banking Division
(individuals and corporations) who receive banking services at the private banking centers. These customers are generally
Israeli customers with financial wealth held with the Bank of US$1 million and over, as well as foreign resident customers with
financial wealth held at the Bank of US$0.5 million and above. The segment also includes customers of Mercantile Discount

11
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Bank and the London branch, of medium and high wealth, all the activity of IDB (Swiss) Bank and the private banking customer
activity at IDB New York including all the operations of the subsidiary Discount Bank Latin America.

Financial Management Segment: This segment includes activities that are characterized as banking operations, but do not
involve customers of the Group (except for activity with the dealing room, which is part of the segment). These activities
are mainly comprised of their own account operations of the Bank, Mercantile Discount Bank and IDB New York involving
securities and other banks, as well as management of market and liquidity risks and dealing room operations, including those
involving derivatives. This segment also includes the Bank’s share in the income of the First International Bank and its share
in the income of its affiliated companies which operate in a supporting capacity. The segment also includes the non-financial
corporations' sub-segment, which includes the Discount Group activity in non-financial investments.

These segments include also the related part of the operations of the product segments, and Discount Group's international

operations.

The Bank reports its activity in four product segments, as follows:

Credit Card operations: The Bank's activity in the credit card field is being conducted both through ICC, a credit card company
in which the Bank holds 71.8% in share capital and 79% in voting rights and by the issue as co-issuers of ICC credit cards to
the Bank's customers, as part of the services and products basket offered by the Bank.

The Bank's income from the credit card operations includes, primarily, various commissions related to the credit card activity
of ICC (both as an issuer of credit cards and as a clearing agent for credit cards), as well as the financing income from credit
granted to transactions effected through off-banking credit cards. In addition, the bank derives income from payments
transferred to it in respect of credit cards issued to its customers by ICC, at the Bank's initiative.

Operations in the Capital Market: The operations in the capital market includes securities activity (excluding activity for the
Bank’s own account), portfolio management and pension products. The activity includes the Bank's operations in the securities
field, pension layouts as well as the operations of a specialized subsidiary - Tachlit Investment House and the operations in
the capital market of Mercantile Discount Bank.

Construction and Real Estate Activity: This activity includes customers of the Bank’s various divisions whose industry
classification is construction and real estate. This activity also includes customers of the construction and real estate segment
of Mercantile Discount Bank, IDB New York and the London Branch and the loans for the purchase or construction of assets at
Discount Mortgage Bank and the building project finance segment at Discount Mortgage Bank.

Mortgage Activity - Housing Loans: This activity includes the mortgage operations of the Discount Group in Israel (Mercantile
Discount Bank and Discount Mortgage Bank). This segment includes the granting of loans for housing purposes (purchase, construction
etc.) and the granting of loans for any purpose secured by a mortgage on a residential apartment or other property.

For further details, see "Activities of the Group according to principal segments of operations”, "Further details regarding activities

in certain products" and "International activity" below.

12
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MAIN FIGURES FROM THE CONSOLIDATED FINANCIAL STATEMENTS

PROFITABILITY

For the year ended December 31 Rate of change in %

2010 2009 2008 2010 2009

Compared with

In NIS millions 2009 2008
Income from financing activities before provision
for doubtful debts 4,830 4,757 4,127 1.5 183
Provision for doubtfuldebts 82 98 780 awn 279
Income from financing activities after provision
for doubtful debts 4,009 3,759 3,347 (6.7) 12.3
Nonfinancingincome 2661 3001 2573 139 201
Of which: operating commissions 2547 2633 2504 (33 52
Nonfinencing expenses 5631 548 5348 26 26
Operating income before taxes 103 1364 572 (238) 1385
Operating income after taxes 572 85 403 @33 1127
Income (loss) from income after taxes 36 0 (10 (28000 1000
Netincome 724 93 25 | @16 2767
Net earnings per share of NIS 0.1 parvalue (nNIS) 073 093 025
The return on sharsholders’ equity,in % 69 98 27

BALANCE SHEET

As at December 31 Rate of

2010 2009 change

In NIS millions In %

Total assets 185,814 187,817 (1.1)
Credit granted to the public 118666 114426 37
Secures . 37176 36338 23
Deposits from the public 138011 141825  @7)
Shareholders’ equity including minority interests 11569 10202 124
Shareholders’equity 11241 9994 125

13
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FINANCIAL RATIOS
As at December 31
2010 2009
In %

Capital resources in relation to total assets 6.2 5.
Ratio of capital to risk assets (Basel I) 1360 1201
Ratio of the provision for doubtful debts to credit granted to the public o6 083
Ratio of credit granted to the public to total assets 639 60.9
Ratio of credit granted to the public to deposits of the public o 807
Ratio of deposits of the public to total assets 743 755
Ratio of operating income to operating expenses 73 563
Operating expenses relative to total income 752 69.9

THE STRATEGIC PLAN

A NEW STRATEGIC PLAN FOR THE YEARS 2011-2013

In recent months, the Bank’s Management together with additional agents in the Discount Group is diligently preparing a strategic

plan for the years 2011-2013 and according to guidelines determined by the Board of Directors, and forming new principles for
the optimal management of the Group, with a view of exhausting the business advantages of the various components of the Group
on the one hand, and improvement of the operating efficiency of the Group on the other hand.

The plan will be finalized in the coming months, under the supervision of the Board of Directors, and its final approval is expected
towards the third quarter of 2011.

PRINCIPLES OF THE STRATEGIC PLAN FOR THE YEARS 2011-2013

In March 2011, the bank adopted the principles of the strategic plan for the years 2011-2013. The principles of the strategic plan of the

Discount Group are based on the guidelines determined, as stated, by the Bank’s Board of Directors, the essence of which is as follows:

- Profitability - reaching the maximum potential profitability of the Group;

- Performance - increasing performance by creating an organizational culture of executive responsibility, measurement and
performance management;

Risk management - maintaining the risk profile of the Group within the limits and guidelines determined and which will be
determined by the Board of Directors;

Group management - the creation of an organizational-management structure supporting an effective group management and
strictly ensuring that the work plans of the various units complement one another and are in line with the Group strategy;

- Effective management - improving efficiency of processes and expanding management flexibility;

- Efficiency and savings - while emphasizing manpower, computer and operating costs.

As a consequence of the guidelines of the Board of Directors, the principles of the strategic plan reflect a change in the focus of
management of the Group, while emphasizing the following matters:

- Effective management of the Group's capital;

- Striving for a comprehensive and durable solution as regards costs;

- Improving purchasing and operating processes, while utilizing the advantage of size (on a group basis);

14
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- Increasing profitability by reducing the rate of customer desertion, increasing the purse share and enlarging the product and
service cover offered to the group’s customers;

- Improving performance in areas where the market share of the Group is lower than its share in the industry, in particular:
capital market activity, middle market banking, small businesses and private banking for Israelis;

- Leverage of the relative advantage of subsidiaries.

FORWARD-LOOKING INFORMATION

The strategic focuses discussed above include assessments and plans considered a forward-looking statement. Such assessments
and plans are based on the most recent information and data in the hands of the Bank's management at date of publication of the
financial statements and they reflect Management’s plans as of that date. Such assessments and plans might change as a result of
changes in the economic environment and/or changes in regulations having a material effect, which may require changes in the
said focuses and updating of the plans.

INCOME AND PROFITABILITY

The Group’s net income in 2010 amounted to NIS 724 million, compared with NIS 923 million in 2009, a decrease of 21.6%.

Return on shareholders’ equity for 2010 was 6.9%, compared with 9.8% in 2008.

Net earnings per one share of NIS 0.1 par value amounted in 2010 to NIS 0.73, compared with NIS 0.93 in 2009.

Following are the main factors that had an effect on the business results of the Group in 2010, compared with 2009:

(a) An increase of 1.5% in income from financing activities before provision for doubtful debts.

(b) A decrease of 17.7% in provisions for doubtful debts.

(c) A decrease in operating and other income at the rate of 13.9%, affected by a decrease of 3.3% in operating commissions, a
decrease of NIS 178 million in other income, mostly due to profits recorded by the severance pay funds, and a decrease of NIS
166 million in profits on investment in shares.

(d) An increase in operating and other expenses at the rate of 2.6%, affected from an increase of 0.5% in payroll and related
expenses, an increase of 11.2% in buildings and equipment depreciation and maintenance expenses and an increase at the
rate of 1.1% in other expenses.

(e) A tax expense of NIS 467 million on earnings from ordinary operations in 2010, compared with NIS 507 million in 2009.

(f) The Bank’s share in earnings from ordinary operations of affiliates in 2010 amounted to earnings of NIS 186 million (including
an amount of NIS 53 million in respect of the reversal of a part of the provision for taxes in respect of the investment in the
First International Bank), compared with NIS 158 million in 2009 (including an amount of NIS 10 million in respect of the
reversal of a part of the provision for taxes regarding the investment in the First International Bank).

(g) Net profit from extraordinary operations after tax amounted in 2010 to NIS 36 million, compared with a loss of NIS 20 million
in 2009.

15
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NET INCOME PER SHARE NET INCOME AND RETURN ON EQUITY
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DEVELOPMENTS IN INCOME AND EXPENSES

Income from financing activities before provision for doubtful debts amounted to NIS 4,830 million in 2010, compared with
NIS 4,757 million in 2009, an increase of 1.5%.

After eliminating adjustments to fair value of derivative financial instruments, the effect of tax hedging, gains and provisions
for impairment of bonds, earnings from financing operations before provision for doubtful debts amounted to NIS 4,675 million,
compared to NIS 4,713 million in 2009, a decrease of 0.8%.

Following are details of the impact of certain components on financing income:

2010
Fourth Third Second First
Annual quarter quarter quarter quarter

In NIS millions

Reported financing income 4,830 1,293 1,331 1,091 1,115

Effectof adiustments to fairvalue
of derivative financial instruments ALM 146 (74) ® 86 129

Effect of tax hedging in respect of IDB New York o @ @ 57 02)
Provision for impaiment of held to maturity bonds 2 20 2 0 -
Gains on sale of available for sale bonds, net ) G ‘@ 6 (©9)
Provision for impairment of available for sale bonds s 6 I

Net realized and unrealized losses (income) on bonds
in the trading portfolio (1) 17 (2) (8) (8)

Financing income after adjustments 4,675 1,191 1,175 1,194 1,115
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Following are details of the impact of certain components on financing income (continued):

2009
Fourth Third Second First
Annual quarter quarter quarter quarter

In NIS millions

Reported financing income 4,757 1,235 1,326 1,259 937
Effectof adustments to fairvalue
of derivative financial instruments ALM 247 (49) 14 4 278
Effect of tax hedging in respect of IDB New York @ 6 G 09 135
Gains on sale of available for sale bonds, net @8 9 @ G0 (187
Provision for impairment of avallable for sale bonds - e " 17 s 51

Net realized and unrealized losses (income) on bonds

in the trading portfolio (13) 9 17 (4) (35)
Financing income after adjustments 4,713 1,163 1,225 1,156 1,179
I e S

The principle factors affecting profits from financing operations before provision for doubtful debts in 2010, compared

with 2009, were:

a. Anincrease at the average rate of 2.7% in the income producing financial assets, from an amount of NIS 273,230 million to
NIS 280,624 million.

b. Adjustments to fair value of derivative financial instruments which created a positive gap of NIS 101 million, due to lack of matching
between the methods of accounting for the value of base assets for these transactions, measured on an accrual basis, and of accounting
for the value of the derivative financial instruments used as hedge for such base assets, measured on a fair value basis.

Increased contribution of the active capital.

d. A net decrease in other finance (as seen from the following Management Review) in the amount of NIS 74 million, mainly due
to a decrease of NIS 60 million in gains on realization and adjustments of bonds.

E. Hedge operations made by the Bank in order to eliminate the volatility in the provision for taxes, stemming from changes
in the value of investment in consolidated subsidiaries abroad due to the devaluation or appreciation of currency exchange
rates, resulted in an increase of NIS 79 million in profit from financing operations in 2010, compared to an increase of NIS 9
million in 2009. The effect of such hedge operation was offset in full against the taxes on income item.

Income from financing activities before provision for doubtful debts in the fourth quarter of 2010 amounted to NIS 1,293

million, compared to NIS 1,235 million in 2009, an increase of 4.7%. Disregarding adjustments to fair value of derivative financial

instruments, the effect of tax hedging, gains and provisions for impairment of bonds, profit from financing operations before

provision for doubtful debts amounted to NIS 1,191 million, compared with NIS 1,153 million in 2009, an increase of 3.3%.
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INCOME FROM FINANCING ACTIVITY BY LINKAGE SEGMENTS

Below is the composition of income from financing activity by linkage segments (including the effect of derivative financial instruments which

may be allocated to segments of activity - ALM):

For the year ended December 31

2010 2009

Contribution to profit Contribution to profit Changes in

Volume of Volume of contribution

activity” in NIS activity” in NIS in NIS

in % millions In % in % millions In % millions

Unlinked shekels 50.7 2,844 58.9 49.2 2,375 49.9 469
CPHinked shekels 02 sy o 04 @ o (M
Foreign Currency 391 133 274 04 1604 6 @21)
100.0 4,119 86.3 100.0 3,972 83.5 147

Options 131 2.7 83 1.7 48
Other derivative financial

instruments (not including

hedged derivatives and ALM) (3) (0.1) 32 0.7 (35)
Finencing commissons 177 37 6 6
Otherfinancing income
(expenses), net 406 8.4 499 10.5 (93)

Total 4,830 100.0 4,757 100.0 73

* According to the average balance of the assets.

For further details of earnings from financing operations according to linkage terms, see "Financing income and expense ratios"

in Schedule C in the Management Review hereunder.
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NET INTEREST INCOME ACCORDING TO LINKAGE SEGMENTS (INCLUDING ALM)

In the non-linked shekel segment, net interest income amounted to NIS 2,844 million in 2010, compared with NIS 2,375 million
in 2009, an increase of 19.7%. Income from this segment constituted 58.9% of total net interest income in 2010, compared with
49.9% in 2009.

The average balance of assets in this segment increased in 2010 by 5.8% compared with the preceding year.

The interest margin of the segment increased from a rate of 1.70% in 2009 to a rate of 1.92% in 2010.

The increase in profit of this segment, stems from the increase in the interest spread, inter-alia in respect of an Income of NIS 35
million in respect of fair value adjustments of derivative financial instruments in 2010 compared to an expense of NIS 57 million
in 2009 from an increase in the contribution of the active capital, as a result of the growth in the capital invested in this segment
and the increased volume of activity in the segment.

The interest rate spread, after elimination of adjustments to fair value of derivative financial instruments ALM, reached a rate of
1.89% in 2010, compared to 1.75% in 2009.

The CPI-linked Shekel segment recorded in 2010 net interest expense of NIS 48 million, compared with expenses of NIS 47 million
in 2009. Its proportion of total net interest income in 2009 was a negative rate of 1.0%, similar to 2009.

The average asset balance in this segment in 2010, rose by a negligible rate of 1.4% compared with the preceding year.
Adjustments to fair value of derivative financial instruments created a positive gap of NIS 152 million due to the inconsistency
in accounting between the method for computing the value of the base assets for these transactions, measured on an accrual
basis, and the method for computing the value of derivative instruments used to hedge the base assets, which are measured on
the basis of fair value. If such adjustments were eliminated, the interest spread in the CPI linked segment would have reached a
negative rate of 0.21% in 2010, compared to 0.35% in 2009. This compared to an actual negative spread of 0.46% in 2010 and
compared to an actual negative spread of 0.45% in 2009.

The decrease in the interest rate spread, after elimination of adjustments to fair value of derivative financial instruments ALM,
stems mostly from a relatively low rate of decline in the cost of resources, part of which were designed to improve the Bank's
capital adequacy, compared with the decline at a higher rate in the returns on income producing applications.

The contribution of the active capital in this segment remained similar in the years 2009 and 2010.

In the foreign currency segment, which includes activities in the foreign currency-linked shekel segment, net interest income
amounted to NIS 1,323 million in 2010, compared with NIS 1,644 million in 2009, a decrease of 19.5%. Its proportion of all net
interest income was 27.4% in 2010, compared with 34.6% in 2009.

In 2010, the average balance of assets in this segment decreased by a negligible 0.8% compared with 2009.

The interest margin of the segment decreased from a rate of 1.51% in 2009 to a rate of 1.08% in 2010.

The decline in profits of the segment stems from a decrease in the interest spread, among other things, due to an expense of NIS
113 million in respect of adjustments to fair value of derivative financial instruments in 2010, in contrast to an income of NIS 31
million in 2009, which was offset due to the increase in the contribution of the active capital.

The interest rate spread, after elimination of adjustments to fair value of derivative financial instruments ALM, reached a rate of
1.18% in 2010, compared to 1.49% in 2009. In addition, a hedging operation performed by the Bank resulted in an increase of
NIS 79 million in earnings from financing operations in 2010, compared to an increase of NIS 9 million in 2009.

The overall margin (excluding the effect of derivatives) reached a rate of 2.87% in 2010, compared with a rate of 2.40% in 2009.
The interest margin, including the effect of other derivatives (in hedge transactions and ALM), reached a rate of 2.87% in
2010, compared with a rate of 1.40% in the preceding year.

The balance of the negative accumulated adjustment to the fair value of derivatives as of December 31, 2010, amounted to NIS
414 million, and stems mostly from the CPI linked segment. The said adjustment will be reduced in the following years until its
elimination upon settlement of the present transactions, and is expected to increase the Bank’s financing income accordingly.
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Total interest margin, disregarding the effect of adjustments to fair value of ALM derivative financial instruments and the
effect of tax hedging in respect of IDB New York reached a rate of 1.51% in 2010 compared with 1.49% in 2009.

The following is the composition of the income from financing activities, before provision for doubtful debts, by segments of operations:
I e O

For the year ended December 31

2010 2009 Rate of

change

In NIS millions in %

Retail - household segmemt 1,386 1,253 10.6
Retal - small bussiness segmemt 90 g8 124
Corporate marker segment 1025 1097 (66
Middle market segment g6 68 (03
Private banking segment 3w 302 (15
Finencial management  g5g 569 (10.7)
Total 4,830 4,757 1.5

* Reclassified.

The increase in the household sector stemmed mostly from the increase in interest spreads, due to the increase in market interest
rate. The decrease in the business sector stemmed mostly from the decrease in volume of operations in this sector. The decrease in
the financial sector stemmed mostly from decline in gains on sale of held to maturity of available-for-sale bonds and from realized
and unrealized gains from adjustment to fair value of trading bonds and the provisions for impairment of and available-for-sale
bonds, and from a decline in interest gain on bonds.

Provision for doubtful debts in 2010 amounted to NIS 821 million, compared with a provision of NIS 998 million in the preceding
year, a decrease of 17.7%. In 2010, the provision constituted 17.0% of the income from financing activities before provision for
doubtful debts, compared with 21.0% of this income in the preceding year.

Following are details regarding the provision for doubtful debt expenses:
I e O

For the year ended December 31

2010 2009 Rate of

change

In NIS millions in %

Specific provision for current year 1,079 1,264 (14.6)
Reduction of specific provision and collection of debts written-off in previous years (338) (233)

Change of specific provision 741 1,031 (28.1)
Change of supplemental provision 80 (33)

Provision charged to statement of Income 812 998 (17.7)

The annual provision for doubtful debts, as a ratio of credit granted to the public, not including off-balance sheet credit risk,
was 0.66% in 2010 (0.44% - including off-balance sheet credit risk), compared with 0.83% (0.55% - including off-balance sheet
credit risk) in 2009.

The balance of the provision for doubtful debts, which includes the specific provision, the general provision and the supplemental
provision, but not including provision for off-balance sheet credit risk, amounted to NIS 6,236 million in 2010 (NIS 6,384 million -
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including provision for off-balance sheet credit risk). The balance of this provision constitutes 4.99% of the credit granted to the public
(3.45% - including off-balance sheet credit risk), compared with a balance of the provision in the amount of NIS 6,394 million, not
including provision for off-balance sheet credit risk (NIS 6,641 million - including provision off-balance sheet credit risk), constituting
5.29% of the credit granted to the public (3.64% - including off-balance sheet credit risk) at the end of the preceding year.

The specific provision for doubtful debts amounted to NIS 741 million in 2010, compared with NIS 1,031 million in the preceding
year, a decrease of 28.1%.

The specific provision was made on a conservative basis, in accordance with management’s assessment of expected losses in the
credit portfolio, based on an examination and monitoring of the condition of debtors and their business activity, an assessment
of the risks related to their financial condition and in relation to the type and value of the collateral.

Following are details of the quarterly development in the provision for doubtful debts (in NIS millions):
I e Ay

2010 2009

Fourth Third Second First Fourth Third Second First

quarter quarter quarter quarter quarter quarter quarter quarter
Specific provision 241 164 222 114 277 253 242 259
Supplemental provision 33 B 39 3 (8) (7) (11) (7)
Total 274 169 261 117 269 246 231 252
Rate of specific provision from credit
granted to the public” 0.78% 0.52% 0.72% 0.38% 0.92% 0.83% 0.79% 0.82%
- - - - - -~ -- .-~ - -~ | - - | -~ - |

* On an annual basis.

Income from financing activities after provision for doubtful debts amounted to NIS 4,009 million in 2010, compared with
NIS 3,759 million in the preceding year, an increase of 6.7%.

Non-financing income in 2010 amounted to NIS 2,661 million, compared with NIS 3,091 million in the preceding year, a decrease
of 13.9%.

The distribution of operating and other income item components are as follows:

2010 2009 2008
In NIS millions

Account management 633 655 614
Creditcards 94 1000 97
Revenue from the capital markst 56 a5 386
Gains on investment in shares, net 3 197 51
The handling of credit s 221 223
Conversion differences e 13 165
Foreign trade operatons s 5 6
Other 196 31 130
Total 2,661 3,091 2,573

Operating Commissions amounted to NIS 2,547 million in 2010, compared with NIS 2,633 million in the preceding year, an
increase of 3.3%. The decrease results mainly from a decrease in commissions from credit cards.
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Income from credit card operating activities amounted to NIS 914 million in 2010, compared with NIS 1,010 million in 2009, a
decrease of 9.5%, as a result of a reduction in international trading activity.

Income from capital market activity in 2010 amounted to NIS 456 million, compared with NIS 445 million in 2009, an increase
of 2.5%. The increase stems from the distribution of pension products.

Presented below are details regarding earnings from capital market operations in the years 2008-2010:
I O A
Consolidated

2010 2009 2008

In NIS millions

Income from operations in securities and in certain derivative instruments 338 339 306
Distribution of financial products g & 37
Management, operating and trusteeship services to institutional enttes 35 9 30
Other 2 2 13
Total 456 445 386

For details regarding "Capital market move" launched in the fourth half of 2010, see "Developments in the operations" in the
section "Operations in the capital market" below.

Gains on investment in shares, net, amounted to NIS 31 million in 2010, compared to NIS 197 million in 2009. For details see
Note 25 to the financial statements.

Other income in 2010 amounted to NIS 83 million, compared with NIS 261 million in the preceding year, a decline of 68.2% due
mostly to the impact of the decline in profits of the severance pay fund.

Non-financing expenses amounted to NIS 5,631 million in 2010, compared with NIS 5,486 million in 2009, an increase of 2.6%.
Salaries and related expenses amounted to NIS 3,190 million in 2010, compared with NIS 3,175 million in the preceding year,
an increase of 0.5%. (for details as to the components of this item, see Note 27 to the financial statements).

Following are details of the effects of certain components on salaries and related expenses:
e

For the year ended December 31 Change in %
2010 2009
2010 2009 2008 compared to
In NIS millions 2009 2008
Salaries and Related Expenses - as reported 3,190 3,175 3,106 0.5 2.2
Awards (91) (179) (103)
Expense resulting from share based payment transactions o @ a
The effect of changes in retirement rates
on the provision for long-term service awards - (65) -
Waiver of wagesin2009 ae “ o -
Encouragement of early retirement expenses o © -
The influence of the severancepayfund 94 8 e
Salaries and Related Expenses -
Disregarding certain components 3,163 3,047 2,907 3.8 4.8
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The increase in payroll expenses in 2010, disregarding certain components, compared to the preceding year, has been affected
mostly by the wage agreements expected for 2010 at the Bank and at Mercantile Discount Bank.

In 2010, the severance pay funds recorded profits of NIS 158 million, which served to partially cover the increase in liabilities for
severance pay in respect of prior years in the amount of NIS 94 million, resulting from the wage agreement for 2010 and the surplus
profit in the amount of NIS 62 million being recorded in other income. The severance pay funds recorded in 2009 profits of NIS 340
million, used in part to cover the increase in severance pay liabilities in respect of prior years in the amount of NIS 80 million, the
remaining profits in the amount of NIS 260 million recorded as "other income". For further details see "Human Resources" below.
Salaries expenses, excluding related expenses, amounted in 2010 to NIS 2,169 million, compared with NIS 2,135 million in 2009,
an increase of 1.6%.

Depreciation and maintenance of building and equipment amounted to NIS 1,148 million in 2010, compared with NIS 1,032
million in the previous year, an increase of 11.2%. The majority of the increase is due to the growth in the Bank’s depreciation
expenses, following the amortization of software costs for which in house development has been completed.

Other expenses amounted to NIS 1,293 million in 2010, compared with NIS 1,279 million in the previous year, an increase of
1.1%. The changes in other expenses were mainly off set by a decrease in computer, insurance and other expenses, which was
offset by an increase in advertising and professional services expenses.

The cover rate of non-financing income to non-financing expenses reached 47.3% in 2010, compared with 56.3% in the
preceding year.

Total operating expenses in relation to total income reached a rate of 75.2% in 2010 compared to 69.9% in the previous year.
Operating income before taxes amounted to NIS 1,039 million in 2010, compared with NIS 1,364 million in the preceding year,
a decrease of 23.8%.

Provision for taxes on operating income amounted to NIS 467 million in 2010, compared with NIS 507 million in the preceding
year. The ratio of the provision for taxes in relation to earnings from ordinary operations, before taxes, reached 44.9% in 2010,
compared with 37.2% in 2009.

Operating income after taxes amounted to NIS 572 million in 2010, compared with NIS 857 million in 2009, a decrease of 33.3%.
The Bank's share in operating income after taxes of affiliated companies in 2010 amounted to income of NIS 186 million (including an
amount of NIS 53 million in respect of the reversal of a part of the provision for taxes in respect of the investment in the First International
Bank) - see note 29 L to the Financial Statements, compared with NIS 158 million in the preceding year (including an amount of NIS 10
million in respect of the reversal of a part of the provision for taxes regarding the investment in the First International Bank).

Net operating income amounted to NIS 688 million in 2010, compared with NIS 943 million in the preceding year, a decrease of 27%.
The ratio of operating income before taxes to shareholders’ equity, including minority interest, was 11.4% in 2010, compared
with a ratio of 17.0% in the preceding year.

The ratio of operating income after taxes to shareholders’ equity, including minority interest, was 6.3% in 2010, compared
with a ratio of 10.7% in the preceding year.

Net income from extraordinary operations, after taxes, amounted, in 2010, to NIS 36 million, compared to losses of NIS 20
million in 2009.

Net income in 2010 amounted to NIS 724 million, compared with of NIS 923 million in the preceding year, a decrease of 21.6%.
Return on shareholders’ equity reached a rate of 6.9% in 2010, compared with a rate of 9.8% in 2009.

Net earnings per one share of NIS 0.1 par value amounted in 2010 to NIS 0.73 compared with NIS 0.93 in the preceding year.
The net earnings of the Discount Group for the fourth quarter of 2010, amounted to NIS 135 million, compared with NIS 288
million for the third quarter of the year, a decline of 53.1%.

The return on equity for the fourth quarter of 2010, reached the rate of 5.1%, compared to 11.3% for the third quarter of the year.
Net earnings per share of NIS 0.1 par value, amounted in the fourth quarter of 2010 to NIS 0.13, compared to NIS 0.29 in the
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third quarter of the year.
The major factors affecting the business results of the Group in the fourth quarter of 2010, compared with the previous quarter, were:

A.
B.
C.

A decline of 2.9% in income from financing operations before provision for doubtful debts.

An increase of 62.1% in the provision for doubtful debts.

An increase of 6.8% in operating and other income, effected by an increase of 1.7% in operating commissions, decrease of
NIS 13 million in other income resulting mostly from a decline in gains recorded by the severance pay funds, and an increase
of NIS 47 million in gains on investment in shares.

. An increase at the rate of 18.5% in operating and other expenses, effected by an increase of 15.0% in payroll and related

benefits, mostly due to awards granted by a consolidated subsidiary, the updating of actuarial provisions and an increase in the
provisions for vacation and severance pay, an increase of 13.3% in maintenance and depreciation expenses of buildings and
equipment, mostly at the Bank and an increase of 32.5% in other expenses, mostly advertising, consulting and professional
services as well as operating failures in credit not under the responsibility of the Bank.

Provision for taxes on income from ordinary operations in the amount of NIS 107 million in the fourth quarter of 2010, compared
with NIS 230 million in the previous quarter.

The share of the Bank in earnings from ordinary operations of investee companies amounted in the fourth quarter of 2010 to
NIS 87 million (including an amount of NIS 53 million in respect of the reversal of a part of the provision for taxes in respect
of the investment in the First International Bank), compared with NIS 32 million in the previous quarter.

Net earnings from extraordinary operations after taxes in the fourth quarter of 2010, amounted to NIS 5 million, compared
with NIS 1 million in the previous quarter.

An estimate of the effect of the Bank’s and Mercantile Discount Bank's wage agreements on the business results for the

first quarter of 2011. The Bank will include in its financial statements for the first quarter of 2011, the full increase in the

provisions for wage related liabilities in accordance with Management's evaluation of the cost of the wage agreement for 2011,
in the estimated amount of NIS 140 million (first quarter 2010: NIS 115 million).

INCOME FROM FINANCING ACTIVITIES BEFORE
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DEVELOPMENT OF ASSETS AND LIABILITIES

Total assets as at December 31, 2010 amounted to NIS 185,814 million, compared with NIS 187,817 million at the end of the
preceding year, a decrease of 1.1%.
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Following are the developments in the principal balance sheet items:
e O

December 31 Rate of

2010 2009 change

In NIS millions in %

Assets
Cashanddeposits withbanks 18187 24583 26.0)
Secures . 37176 36338 74|
Credit granted to the public 118666 114426 37
Liabilites
Deposits from the public 138011 141825  (27)
Deposits fombanks 3387 3724 (90
Subordinated capital notes 12294 11529 66
Shareholders' equity 11241 99% 125

CREDIT GRANTED TO THE PUBLIC

General. Credit granted to the public as at December 31, 2010, amounted to NIS 118,666 million, compared with NIS 114,426
million on December 31, 2009, an increase of 3.7%. The ratio of credit granted to the public to total assets reached 63.9% at the
end of 2010, compared with 60.9% at the end of 2009.

For details regarding credit risk management, including strategy and policy relating to the credit risk management field, the
structure and organization of credit risk management functions and more, see "Credit risk management" under "Exposure to risks
and risk management" hereunder.

COMPOSITION OF CREDIT GRANTED TO THE PUBLIC BY LINKAGE SEGMENTS

Following are data on the composition of credit granted to the public by linkage segments:

December 31, 2010 December 31, 2009

% of total % of total Rate of

In NIS credit to In NIS credit to changes

millions public millions public in %

Non-linked shekels 65,359 55.1 59,498 52.0 99
CPI-linked shekels 19,160 16.1 19,021 16.6 0.7
Foreign currency and foreign currency-linked shekels 34,147 28.8 35,907 31.4 (4.9)
Total 118,666 100.0 114,426 100.0 3.7
e e

Credit granted to the public denominated in foreign currency and in Israeli currency linked thereto decreased by 4.9% compared
with December 31, 2009. In U.S. Dollar terms, credit granted to the public in foreign currency and foreign currency linked Shekels
increased by US$110 million as compared to December 31, 2009, an increase of 1.2%.

The total credit granted to the public, which includes credit in foreign currency and Israeli currency linked to foreign currency,
computed in dollar terms, increased by 5.6% as compared to December 31, 2009.
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DEVELOPMENTS IN THE PROVISIONS FOR DOUBTFUL DEBTS AND IN CREDIT TO PROBLEMATIC
BORROWERS IN THE GROUP

The balance of the provision for doubtful debts to credit granted to the public (excluding off-balance sheet credit risk) reached
4.99% in 2010 compared to 5.29% in 2009.
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Following are data as to the overall credit risk at the responsibility the of the Group as regards problematic debts net of provision for doubtful

debts:
e
December 31

2010 2009
in NIS millions

Ponpemenineyeeois 280 Al
Reorganized debts™ . \er. 1,497
Debts due for reorganization®™ .9 ___ 26
Debts temporarily inarears _________________________________________________.®%s b4
Debts under special supervision'¥ 3,433 3,703
Total balance sheet credit to problematic borrowers 7976 . 8540
Off-balance shest credit risk regarding problematic borrowers® 87 872
Debentures of problematic borrowers 722
Other assets in respect of derivative 2 24
Total overall credit risk concerning problematic borrowers 8,957 9,448
The overall credit risk in respect of problematic borrowers and banks 17 11

* Reclassified.

Notes:

(1) Not including problem debts for which the collateral received is available for set-off with respect to the limitations on indebtedness of
a single borrower and of a group of borrowers (Proper Banking Management Directive No. 313).

(2) Credit reorganized during the current year as well as credit reorganized in prior years with waiver of income.

(3) Credit to borrowers, which per Management decision is to be reorganized, but which reorganization has not yet been implemented.

(4) Of which: debts of NIS 403 million, presented net of specific provision made thereof, and housing loans of NIS 133 million, in respect
of which a provision according to the period of default exists (December 31, 2009: NIS 903 million and NIS 156 million, respectively).

(5) As computed for the purpose of limitations on indebtedness of a single borrower or of a group of borrowers, except for guarantees
granted by a borrower to secure a third party indebtedness.

The major part of the overall credit risk is in the construction and real-estate, financial services and industry sectors.
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A DIRECTIVE IN THE MATTER OF "MEASUREMENT AND DISCLOSURE OF IMPAIRED DEBTS,
CREDIT RISK AND PROVISION FOR CREDIT LOSSES"

General. On December 31, 2007, the Supervisor of Banks issued a Directive in the matter of "Measurement and disclosure of impaired

debts, credit risk and the provision for credit losses (hereinafter: "the Directive"). The Directive aligns the reporting principles

applying to banking corporations in Israel with those applying to banks in the United states, and among other things, it is based on

U.S. accounting principles and on the directives of the bank regulatory authorities in the U.S. as well as on the SEC. The principles

on which the directive is based constitute a material change in the present directives regarding classification of problematic debts

and measurement of provisions for credit losses in respect of these debts. On February 18, 2010, the Supervisor of Banks published

an update of the original instruction, which, among other things, defers the implementation of the instruction to January 1, 2011

(instead of January 1, 2010, as stated in the original instruction). See Note 1AA (3) to the financial statements.

Preparations by the Bank. Implementation of the directive required significant changes in existing information systems in order

to ensure the process of evaluation and creation of the provision for credit losses, including the establishment of internal control

systems assuring the proper implementation of the directive and validation of the effectiveness of the method of computing
the provision. The Bank’s management has prepared for the implementation of the Directive within the framework of a project
conducted by the Bank’s Corporate Banking Division.

Development of the principal parts of the designated information system was completed only in December 2010. The first production

of data was made in December 2010 with respect to data as of September 2010, within the framework of the preparation of an

initial assessment of the impact of the implementation of the Directive on the Bank for the purpose of reporting to the Supervisor
of Banks. Integration of the system was completed in January 2011. Various corrections and improvements in the system were
made in February 2011, and it is possible that further improvements will have to be made also in the coming months.

Manner of implementing the Directive. Upon the initial implementation of the Directive, banking corporations are required to

write off accounting wise, the balance of problematic debts that qualify the criteria specified in the Directive for an accounting

write-off, to reverse all interest income accrued until January 1, 2011, if not actually collected by this date, in respect of impaired
debts as defined in the Directive and to create provisions in accordance with the requirements of the directive.

The instruction is not to be applied retroactively in financial statements for prior periods. Adjustments of the balance of the

provision for credit losses in respect of credit granted to the public and in respect of off-balance sheet credit instruments, according

to the requirements of the instruction, will be reflected directly in the retained earnings item of shareholders’ equity.

For details regarding the tax aspects of the implementation of the Directive, see "Taxation" below.

Effect of the implementation of the Directive. (proforma) Following are details clarifying the effect of the initial adoption of the

Directive, on the main balance sheet items in the financial statement as of December 31, 2010, had it been applied on that date.

As appears from the data presented below, implementation of the Directive (pro-forma) would have reduced shareholders' equity

as of December 31, 2010, by NIS 817 million (including the effect of impaired debts at the First International Bank). It should

be noted that the said reduction does not reflect a deterioration in the quality of the credit portfolio of the Discount Group. The
reduction is made in accordance with an instruction of the Supervisor of Banks, requiring the banking industry in Israel to change
into a new system of managing and measuring provisions for credit losses and to make a one off adjustment of the equity.

Among the main effects of the new system, the following might be mentioned:

- The group provision is computed in respect of all debts, including performing debts, while up to now no provision had been
included in respect of performing debts;

- Computation of the rate of the group provision is being impacted by the cancellation of accrued interest income on nonperforming
debts in the various sectors. Whereas in certain sectors, the relative weight of nonperforming debts at the Bank is higher than
that of the banking industry, the rate of the group provision as computed by the Bank is relatively high (affecting, as stated,
also the computation of the group provision in respect of the performing debts in those sectors);
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- For the purpose of computing the specific provision, collateral that may be recognizes have been reduced to material collateral
and to documented future cash flows only.

It should be noted that in the Immediate Report issued by the Bank on March 3, 2011, the reduction in the shareholders equity

in respect of the initial adoption of the Directive was assessed at NIS 850 million (excluding the effect of impaired debts of the

First International Bank). The Bank diligently continues to improve and examine the data, and such efforts resulted in a lower

assessment of the effect on the shareholders equity (including the effect of the impaired debts of the First International Bank)

to an amount of NIS 817 million.

(1) Non-performing assets, performing impaired debts, commercial criticized exposure and non-impaired debts that are in
arrears for 90 days or over (pro-forma). All balances presented below are stated according to the new Directive, had it been

initially implemented on December 31, 2010 (consolidated).
I EEEEEEEEE———
Balance as of

December 31, 2010

In NIS millions

1. Non-performing assets:

Examined on a specific basis 4,220
Exeminedonagroupbasis 7
Non-performing impairedbonds 27
Total non-performing assets 4,294
2. Performing impaired debts of restructured troubled debt 1,667

3. Commercial criticized exposure: "2

Balance sheet credit risk in respect of the public 8,242
Off-balance sheet credit risk in respect of the public® 608
Total commercial criticized exposure in respect of the public 8,850

Commiercial criticized exposure in respect of others =

Total commercial criticized exposure 8,850
4. Non-impaired debts in arrears for 90 days or over 483
Of which: housing loans in respect of which provisions according to period of arrears exist 131

Non-impaired bonds in arrears for 90 days or over -

Notes:

(1) Balance sheet and off-balance sheet credit risk is stated before provision for credit losses and before the effect of collateral available
for deduction for the purpose of computing indebtedness of a single borrower and of a group of borrowers.

(2) Balance sheet credit risk (credit, bonds, other debts recognized in the balance sheet) and off-balance sheet credit risk that is impaired,
substandard or under special mention, excluding balance sheet and off-balance sheet credit risk in respect of private individuals.

(3) As computed for the purpose of restrictions of indebtedness of a single borrower and of a group of borrowers, excluding in respect of
guarantees provided by a borrower which secure the debt of a third party, before the effect of collateral available for deduction.

(4) Housing loans in respect of which the minimum provision is computed according to the period in arrears, which are in arrears over 3
month and up to 6 months and other non-impaired housing loans which are in arrears for 90 days or over and the minimum provision
in respect thereof is not computed according to the period of arrears.
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(2) Effect on shareholders' equity (pro-forma). Following are details of the effect on shareholders' equity had the new Directive been
implemented on December 31, 2010. As stated, in accordance with the requirements of the new Directive, the adjustments of the

outstanding balance of the provision for credit losses are recognized directly in shareholders' equity as of January 1, 2011.
. ______________|
December 31, 2010

In NIS millions

Balance of retained earnings as stated in the financial statements 7,037
Cumulative effect, net of taxes, of the initial implementation of the new Directives (770)

Other changes in provision for credit losses (1,367)

Related taxeffect 53
The Share of minority interest in the changes in provision for credit losses 4

Cumulative effect, net of tax, of the initial implementation of the new Directives in an affilated company ~ (47)
Balance of retained earnings in accordance with the new Directive 6,220

(3) Effect on credit risk indices (pro-forma). Following are several credit risk indices computed as of December 31, 2010, had

the new Directive been applied on that day.
. __________________________________________________________________________________________________________________________________________________|
December 31, 2010

In %
Ratio of non-performing impaired credit granted to the public balance to total credit granted to the public 3.6
Ratio of non-impaired of credit granted to the public balance in arrears for 90 days or over to total credit
granted to the public 04
The ratio of the balance of the provision for credit losses in respect of credit granted to the public, to the balance of
credit granted to the public 1.7
Ratio of the outstanding balance of provision for credit losses in respect of credit granted to the public
to the outstanding non-performing balance of impaired credit granted to the public 48.9
The ratio of commerecial criticized exposure in respect of the public, to the total credit risk in respect of the public 5.0

Notes:
(1) For the purpose of computing the above mentioned ratios, the balance of credit granted to the public has been computed according to
the recorded amount of credit granted to the public.

THE RISK CHARACTERIZATION OF THE CREDIT GRANTED TO THE PUBLIC PORTFOLIO

The improvement in the quality of the portfolio was expressed by the decline in the ratio of the balance sheet problematic debt to
the total balance sheet credit granted to the public of the Group, from 7.3% at the end of 2009 to 6.7% at the end of 2010.
Starting with the second half of 2009, improvement was experienced in the activity and repayment ability of most of the borrowers
in most economic sectors, where during 2010, the growth in activity of borrowers continued as a result of the recovery in levels
of demand both in Israel and abroad.

The provision for doubtful debts of the Group amounted in 2010 to NIS 821 million, compared to a provision of NIS 998 million
in 2009, a decrease of 17.7%.

The Group's specific provision for doubtful debts amounted in 2010 to NIS 741 million, compared to a provision of NIS 1,031
million in 2009, a decrease of 28.1%.

As a result, the rate of the specific provision has declined in relation to the balance sheet credit. from 0.9% in 2009 to 0.6%
in 2010.

Restructured troubled debts or intended for restructuring increased by an amount of NIS 155 million (from NIS 1,763 million in 2009 to
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1,918 million in 2010) this, due to the classification of restructured troubled debts amounting to NIS 1.0 billion, regarding a number
of borrowers belonging to a certain group of borrowers, operating mostly abroad. Disregarding this exceptional classification, the debt
in this classification group would have been smaller by 50% compared with 2009, a fact that indicates the improvement that has taken
place in the quality of the credit portfolio due to improved operating profit margins and cash flows of most of the borrowers.

The non-performing debt decreased to an amount of NIS 2.14 billion, compared with NIS 2.43 billion in 2009, a decrease at the

rate of 11.9%, as a result of the stricter collection arrangements and/or debt repayment arrangements with customers and from

the increase in the value of collateral securing the debt to the Bank.

The improvement in the financial condition of borrowers in the various economic sectors stemmed from the following

developments:

- Commercial sectors — growth was recorded in revenues and in operating profit margins in most sectors due to growing demand
in the domestic market;

- Construction and real estate sector - the domestic market recorded a steep rise in revenues from residential construction due
to a growth in the number of new residential units sold as part of private enterprise and due to sharp price increases in the
housing market. Occupancy rates and rental prices of income generating commercial properties remained stable. Occupancy
rates for office premises in preferred areas in the center of the country increased slightly, excluding in Tel Aviv, where slight
reductions were recorded in occupancy rates and rental prices. The slowdown in activity of entrepreneurial and income generating
property companies operating abroad continued, mostly as a result of shortage in resources of finance, though selectivity
exists and in some of the markets that had recovered from the economic crisis, new investments have been recorded;

- Industrial sectors - the volume of industrial production grew as a result of increases in domestic and foreign demand, on the
background of the growth in volume of global trading and acceleration in the domestic activity;

- The communications sector - recorded a moderate growth in activity with an improvement in operating profit margin on the
background of mergers, acquisitions and increased competition;

- Other business services sector - moderate improvement was recorded in the financial condition of private and small and medium
business borrowers who provide services in various fields, compared to large suppliers of services in other economic sectors.

Following are the rates of the specific provisions for doubtful debts recorded for certain sectors, in relation to the outstanding balance of

problematic debts (both balance sheet and off-balance sheet) in such sectors:
|
Proportion of provision

Sector 2010 2009
Construction and real-estate 5.5% 7.8%
Hotels, hotel servicesand food en% 36%
Commerce M7%  199%
Industy . ge%  116%
Communications and computer services ~~~03%  103%
Financial services . 27%  250%
Otherbusiness services 317%  192%

* Decrease in provision.

The data presented above shows that, with the exception of the other business services sector, all other principal economic sectors
recorded a decline in the rates of the provision for doubtful debts in relation to the balance of problematic debts. The significant
increase in the other business services sector stemmed from the relatively moderate improvement in the operations of small and
medium suppliers of services, which has not yet been reflected in the operations of a large part of the customers.
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Following are the rates of the specific provision for doubtful debts in certain sectors in relation to the consolidated balance sheet credit

granted to the public in these sectors:
- '

Sector 2010 2009
Construction and real-estate 0.9% 1.3%
Hotels, hotel services and food 0e% 13%
Commerce . os% 09%
Industy . oe% 09%
Communications and computer services ~~o00% 17%
Financiel services . o1% 08%
Otherbusiness services 4% 11%

* Decrease in provision.

The data presented above shows that, with the exception of the other business services sector, in all other main economic sectors
the rates of the specific provisions for doubtful debts have declined in relation to the credit granted to the public at the Bank. The
decline in the real estate sector stemmed, mostly, from the decline in provisions in respect of borrowers activity in Israel, from
NIS 162 million in 2009 to NIS 91 million in 2010, while the provision in respect of the overseas activity of borrowers amounted
to NIS 117 million compared with NIS 123 last year. The decrease in the provision for doubtful debts in the hotel and tourist
services sector stemmed from an improvement in borrowers financial condition as a result of growth in the number of bed/nights
and the number of tourist in 2010, compared with 2009. The decrease in the provision for doubtful debts in the communications
sector reflects mostly the consequence of the exceptional provision recorded last year, stemming from the Bank’s exposure to one
specific borrower.

Following are the proportionate share of certain economic sectors in the total specific provision compared to 2009:
|
Proportion of provision

Sector 2010 2009
Construction and real-estate 28.1% 27.6%
Hotels, hotel servicesand food - 37%
Commerce . 90% 96%
Industy 136%  134%
Communications and computer sevices ~~o01% 48%
Finencial sevices . 20% 95%
Otherbusiness services 169% ___100%

* The reduction of the provision in the hotel sector was expressed in the reduction of the total provision, which in relation thereto, the
weight of the provisions in the remaining sectors is being measured.

The data presented above indicates an increase in the weight of the construction and real estate sector, industry sector and the
other business services sector in the total provision, compared to 2009.
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CLASSIFIED BY ECONOMIC SECTORS CONSOLIDATED -

BORROWERS IN ISRAEL DEVELOPMENT IN NON-PERFORMING CREDIT
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Development of credit granted to the public by economic sectors. Balance sheet credit risk for the construction and real estate
sector amounted to NIS 22.4 billion as at December 31, 2010, compared with NIS 22.8 billion on December 31, 2009, a decrease
of 1.9%, which constituted about 18.3% of the total balance sheet credit risk to the public, compared with 19.4% on December
31, 2009. Off-balance sheet credit risk for the construction and real estate sector (mostly sales guarantees and non-utilized
credit lines) amounted to NIS 12.6 billion as at December 31, 2010, compared with NIS 11.3 billion on December 31, 2009, and
it constituted 21.1% of the off-balance sheet credit risk, compared with 18.3% as at December 31, 2009.

Total credit risk for the construction and real estate sector constituted 19.2% of the total credit risk to the public as at December
31, 2010, compared with 19.0% on December 31, 2009.

Total credit risk for the industrial sectors amounted to NIS 27.6 billion as at December 31, 2010, compared with NIS 27.3 billion
at December 31, 2009, an increase of 1.3%, and it constituted 15.1% of the total credit risk to the public under the Group’s
responsibility, compared with 15.2% as at December 31, 2009. Credit to industry is extended to a large number of customers in
various industrial sectors.

Included within the framework of credit to industry is credit to the diamond industry with a small spread. The Bank’s total credit
risk to the diamond industry as at December 31, 2010 amounted to NIS 2.5 billion, compared to NIS 2.9 billion on December 31,
2009, a decrease of 13.8%.

Total credit risk for the commercial sector amounted to NIS 17.8 billion as at December 31, 2010, compared with NIS 17.4 billion
as at December 31, 2009, an increase of 2.2%, and it constituted 9.8% of the total credit risk to the public, compared with 9.7%
as of December 31, 2009.

Total credit risk to individuals was NIS 54.4 billion as at December 31, 2010, compared with NIS 51.6 billion as at December 31, 2009, an
increase of 5.6%, and it constituted 29.9% of the total credit risk to the public, as compared with 28.8% as at December 31, 2009.
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The following is a review of developments in the balance of credit granted to the public, by segments of operations:
- - |

December 31

2010 2009

% of % of Rate of

InNIS  total credit In NIS  total credit change

millions to public millions to public in %

Retail - household segmemt 36,268 30.5 33,323 291 8.8
Retail - small bussiness segmemt 14820 125 13653 1ne 85
Coporate markersegment 4461 375 44755 391 (08
Middle market segment 19,455 16.4 19,815 17.3 (1.8)
Private banking segment 3662 31 2910 26 258
Total 118,666 100.0 114,426 100.0 3.7

* Reclassified.

Developments in credit granted to the public, including off-balance sheet credit risk by borrower size. Approximately 99.5%
of borrowers were granted credit of less than NIS 1.2 million. Credit to this group constituted 32.0% of total credit granted to
the public as at December 31, 2010, compared with 31.5% as at December 31, 2009.

The credit bracket between NIS 1.2 million and NIS 200 million constitutes about 50.6% of all credit as at December 31, 2010,
compared with 51.8% as at December 31, 2009.

The 73 largest borrowers, in the credit brackets between NIS 200 million and NIS 2,000 million, were granted credit constituting
17.42% of total credit as at December 31, 2010, compared with 64 borrowers that were granted credit constituting 16.7% of the
total credit as at December 31, 2009.

Credit levels in excess of NIS 800 million - additional details. The financial statements as of December 31, 2010, present details
regarding composition of credit granted to the public and off-balance-sheet credit risk, by size of credit to individual borrower
(Note 4 D), in accordance with public reporting instructions published by the Supervisor of Banks.

Following are general details regarding the largest borrowers included in the upper levels (over NIS 800 millions) of the said Note!" As at
December 31 2010 and December 31 2009 (Consolidated):

As at December 31

Field of activity:

Finance 1,830,645 1,217,540
Seafreight 1192081 985185
Infrastructure 1,021,000 914,000
Realestate 982,447 929,384
Seeudty o oes1es 1135741
Real estate 951,963 945,620
Energy 897,744 1,082,979
Fance e a8
Food stuff @ 910,496
Finance o 968,970
Footnotes:

(1) The above data represent "indebtedness" data (also including unutilized credit facilities).
(2) The indebtedness of these borrowers was not included in the upper levels as of December 31, 2010.

33



Israel Discount Bank Limited and its Subsidiaries

CREDIT GRANTED TO GOVERNMENTS

Credit granted to the Governments amounted to NIS 1,556 million as at December 31, 2010, compared with 1,820 million as at
end of 2009, a decrease at a rate of 14.5%.

The balance as at December 31, 2010 includes NIS 1,551 million deposited with the Accountant General’s deposit as part of the Bank’s
success in the teachers tender and the state employees tender (compared to NIS 1,517 million as at December 31, 2009; see "Retail
banking segment - Household segment" under "Activities of the Group according to principal segments of operations" hereunder).

SECURITIES

General. Securities amounted to NIS 37,176 million as at December 31, 2010, compared with NIS 36,338 million at the end of
2009, an increase of 2.3%. It is clarified that the "nostro" portfolio to the Discount Group as of December 31, 2010, did not
include any security the investment in which comprised 5% or over of the value of the total portfolio.

Nostro portfolio management policy. The Bank's "nostro" investment portfolios and of its subsidiaries are used primarily as a
central tool in the management of linkage base and interest rate risks, as well as in the management of excess liquid funds. The
portfolios are managed with a general overview, aiming at maximizing interest income, under risk limitations determined by the
Board of Directors and the Boards of Directors of the subsidiaries. The asset and liability management committee is the factor
which actually determines the composition of the portfolio in each of the companies.

As seen from the data detailed hereunder, some 65% of the portfolio is invested in Government bonds, and 23% of the portfolio
is invested in bonds of U.S. Government Supported Enterprises (GSE).

Within the framework of the steps taken by the Bank In 2009 for the improvement in its capital adequacy and for the preparations
towards the implementation of the Basel II guidelines, the Bank realized a large part of the corporate bonds portfolio held by it in
Israel. Likewise, IDB New York has exchanged part of its asset backed securities (ABS) of the Fannie Mae and Freddie Mac agencies
for collateralized mortgage obligations (CMO) of the Ginnie Mae agency, which are fully guaranteed by the government.

During 2010, the Bank increased the volume of bonds in the held to maturity portfolio, in order to reduce the sensitivity of the
capital reserve to changes in the market value of the bonds.

COMPOSITION OF THE SECURITIES PORTFOLIO BY LINKAGE SEGMENTS

Following is the composition of the securities portfolio by linkage segments:

December 31 Rate of
2010 2009 change

In NIS millions in %
Non-linked shekels 12,603 8,594 46.6
CPHinkedshekels 6202 6897 (88
Foreign currency and foreign currency-inked shekels 17588 20134 (12.6)
Shares -non-monetaryitems gy 713 (8
Total 37,176 36,338 2.3

Securities in foreign currency and in Israeli currency linked foreign currency decreased by 12.6% compared with December 31,
2009. In U.S. Dollar terms, the securities in Israeli currency and in foreign currency linked Israeli currency decreased by US$378
million, a decrease of 7.1% as compared with December 31, 2009.

Total securities, including securities in foreign currency and in Israeli currency linked to foreign currency expressed in U.S. Dollar
terms, increased by 5.4% as compared with December 31, 2009.
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COMPOSITION OF THE SECURITIES PORTFOLIO ACCORDING TO PORTFOLIO CLASSIFICATION

In accordance with directives of the Supervisor of Banks, securities have been classified into three categories: held-to-maturity
bonds portfolio, available-for-sale securities portfolio, and trading securities portfolio.

Following is the composition of investments in securities according to the above categories
I ey S

December 31, 2010 December 31, 2009
Net Net
adjusted Fair Book adjusted Fair Book
cost value value cost value value

In NIS millions

Bonds

Heldtomaturty 6752 6785 6752 1989 2014 1989
Available forsale 27440 27,550 27550 31,451 31491 31,491
Tadng 218 2181 2181 2110 2145 2,145
Shares
Available forsale 65  es 68 700 703 703
Tadng 1212 1216 10 10
Total Securities 37,056 37,209 37,176 36,266 36,363 36,338

The net difference (after tax effect) between the fair value of the available-for-sale portfolio and its written-down cost in the
amount of NIS 128 million as of December 31, 2010, is included in equity under "adjustments to fair value of available-for-sale
securities" as a positive capital reserve (December 31, 2009: NIS 39 million as a positive capital reserve). In addition, included
in equity is the difference, as stated, relating to the Bank’s share in equity of the First International Bank amounting to NIS 1
million as a positive capital reserve (December 31, 2009: NIS 17 million as a positive capital reserve).

Transfer of bonds from the available-for-sale portfolio to the held-to-maturity portfolio. Due to the significant change in
the treatment of available-for-sale bonds when computing the ratio of capital to risk assets (in Basel II terms), the Supervisor of
Banks allowed banking corporations the one off transfer on March 31, 2010, of bonds from the available-for-sale portfolio to the
held-to-maturity portfolio, subject to the terms determined by him. In accordance with that stated above, the Bank and IDB New
York transferred on March 31, 2010, bonds from the available-for-sale portfolio to the held to maturity portfolio, the fair value
and the stated value of which amounted on date of transfer to NIS 3.57 billion. For further details see Note 3 C to the financial
statements.

Corporate bonds. Discount Group’s available for sale securities portfolio as of December 31, 2010, includes investments in corporate
bonds in the amount of NIS 3,369 million (an amount of NIS 1,638 million is held by IDB New York and an amount of NIS 723
million, directly by the Bank), compared with NIS 3,350 million as of December 31, 2009 (an amount of NIS 1,381 million is held
at IDB New York and an amount of NIS 1,573 million is held directly by the Bank). For details as to the balance of unrealized
losses included in the balance of the said bonds, see Note 3 to the financial statements.
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Available for sale bonds - data according to economic sectors. Following are details regarding to the distribution of bonds in

the available for sale portfolio according to economic sectors:
' ________________________|
December 31, 2010

Cumulative other
comprehensive income

Net adjusted Fair
cost value profits losses

In NIS millions

Non govermental bonds and bills

Industry 103 106 4 1

Constructionand real estate e 03 5 /]
Electricityand water m 24 13 -
Transportationand storage 8 o2 6 -
Financial services 3197 2088 27 236
Total non governmental bonds and bills 3,652 3,369 55 238

Government bonds and bills

USgovernment’ 3187 3208 3 14
lsrael Government 13677 1382 160 24
OtherGovernments 41 40 2 3
Total government bonds and bills 17,265 17,430 206 41

Government Sponsored Enterprises (GSE) Agencies

FreddieMac 2107 2157 55 5
Fannie Mae 4451 4529 8 7
Total government Sponsored Enterprises (GSE) Agencies 6,623 6,751 140 12

Total available-for-sale bonds 27,440 27,550 401 291

December 31, 2009

Total non govermental bonds and bills 3,698 3,350 33 381
Total government bonds and bills 18,768 18,937 213 44
Toal government Sponsored Enterprises (GSE) Agencies 8,985 9,204 238 19
Total available-for-sale bonds 31,451 31,491 484 444

* Including Ginnie Mae bonds in a fair value of NIS 2,423 million.
For further details see next page.
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(1) Following are details regarding available for sale securities in financial services sector:

December 31, 2010

Cumulative other
comprehensive income

Net adjusted Fair
cost value profits losses
Rating In NIS millions
Banks and banking holding companies® 2,980 2,770 25 235
Insurance 3% 3% T -
Other 182 182 T i
Total financial services 3,197 2,988 27 236

(2) Following are details according to geographical areas of investments in available for sale securities of banking and banking holding

companies:
M
Westeurope 50 a1 - 19
lsrael g 78 °s 2
Asa s 25
Other a7 8 T -
Total bank and other banking holding companies 2,980 2,770 25 235

(3) Following are details by rating of investments in available-for-sale bonds of banks and bank holding companies in the available-for-sale
portfolio in North America:

AAA 86 87 1 =
A s s 1]
AttoA . g g7 3 78
BBB+t0BBB- . 50 a0 3 103
BB-toB+ g2 6
Notrated 8 3 8 26
Total 1,687 1,488 15 214

(4) Following are details by country of investments in available-for-sale bonds of banks and bank holding companies in the available-for-sale
portfolio in Western Europe:

Country

England 276 263 - 13
Other’ o4 18 - 6
Total 500 481 - 19

* Fair value amounts lower than NIS 100 million per country.
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Held-to-maturity bonds - data according to economic sectors. Following are details regarding the distribution of bonds in the

held-to-maturity securities portfolio according to economic sectors:
. ___________________'_________________ ________________________|
December 31, 2010

Unrecognized Unrecognized

gains from  losses from

Amortized adjustment to adjustment to
cost Fair value fair value fair value

In NIS millions

Non govermental bonds and bills

Industry 16 16 - -
Electricityand water 0 0 -
Commerce 0 0 - -
Transportation and storage s s -
Financial services 73 283 0 -
Total non govermental bonds and bills 313 323 10 -
Total Government bonds and bills 4,785 4,845 76 16

Government Sponsored Enterprises (GSE) Agencies

Freddie Mac 546 538 3 11
FennieMae 8 76 5 9
Othergovernmentagencies 728 708 - 25
Toal government Sponsored Enterprises (GSE) Agencies 1,654 1,617 8 45
Total held-to-maturity bonds 6,752 6,785 94 61

December 31, 2009

Total non govermental bonds and bills 408 384 2 26

Total government bonds and bills 1,561 1,609 49 1

Toal government Sponsored Enterprises (GSE) Agencies 20 21 1 -

Total held-to-maturity bonds 1,989 2,014 52 27
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Trading bonds - data according to economic sectors. Following are details regarding the distribution of bonds in the available-

for-sale securities portfolio according to economic sectors:
' ' ______________/ |
December 31, 2010

Unrealized Unrealized

gains losses

from from

Amortized adjustment  adjustment
cost Fair value  to fairvalue  to fair value

In NIS millions

Non governmental bonds and bills

Industry 19 20 1 -
Construction and real estate 7 7 -
Electricity and water 2 ]
Commerce o T -]
Transportationand storage 3 > - /]
Communicaon 3 3 -
Financial services 50 a2 - 3
Otherbusiness services 0 w - 2
Total non governmental bonds and bills 105 100 1 6
Total government bonds and bills 2,064 2,063 3 4
Total government Sponsored Enterprises (GSE) Agencies 18 18 - -
Total trading bonds 2,187 2,181 4 10

December 31, 2009

Total non govermental bonds and bills 111 107 2 6
Total government bonds and bills 1,994 2,033 41 2
Toal government Sponsored Enterprises (GSE) Agencies 5 5 - -
Total trading bonds 2,110 2,145 43 8

For further details regarding exposure to foreign financial institutions, see hereunder in the Chapter "Exposure to risks and risk
management".

INVESTMENTS IN ASSET BACKED SECURITIES

General. Discount Group’s securities portfolio as of December 31, 2010 includes investment in asset backed securities in the amount
of US$3,071 million, which are held by IDB New York, compared to an amount of US$3,641 million as at December 31, 2009,
a decrease of 15.6%. In 2010, IDBNY acquired Ginnie Mae CMOs, which are a direct obligation of the U.S. Government, amounting
in total to US$532 million. About 98% of the mortgage backed securities portfolio is comprised of debentures of various federal
agencies (Ginnie Mae, Fannie Mae, Freddie Mac) witt an AAA rating in the U.S. The investment in the said bonds does not include
exposure to the subprime market, excpet for exposure in a neglibible amount, as detailed below.

As of December 31, 2010, the portfolio of mortgage backed securities (MBS) included unrealized net gains of US$52 million.
U.S. Government Sponsored Enterprises. Fannie Mae and Freddie Mac are Government Sponsored Enterprises (GSE) chartered by the
U.S. Congress with mission to provide liquidity and stability to the U.S. housing and mortgage markets. To accomplish their mission, the
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GSE operate in the secondary mortgage market. Rather than granting home loans directly to the consumers, the GSE work with mortgage
banks, brokers, and other primary mortgage market partnerships ensuring they have the funds to lend to home buyers at affordable
rates. The GSE fund their mortgage investments primarily by issuing debt securities in the domestic and international markets.

The market for GSE Mortgage Backed Securities (MBS) has always operated under the assumption that these securities had
the implicit guarantee of the U.S. Government, as such the actions taken by the Federal Government, placing the GSE into
conservatorship were welcomed by the market.

This measures adds to market stability by providing additional security to GSE debt holders - senior and subordinated and adds
to mortgages affordability by providing additional confidence to investors in GSE mortgage-backed securities. This commitment
also eliminates any mandatory triggering of receivership.

All of IDB New York's GSE-MBS are performing up to their conditions. As at December 31, 2010 their market value increased by
US$46 million over their value in the books.

In addition to Fannie Mae and Freddie Mac, a third GSE is the Federal Home Loan banks whose mission is to provide liquidity and
stability to its U.S. member banks.

Direct investments in Federal Agencies’ bonds. The securities portfolio of the Discount Group as at December 31, 2010, includes
a direct investment in Federal Home Loan Bank (FHLB), Fannie Mae and Freddie Mac bonds (hereinafter: "the Federal Agencies"),
that are held by IDB New York, in an amount of US$420 million, compared to US$161 million on December 31, 2009.

Exposure to ALT-A loans and to sub-prime loans

IDB New York holds a portfolio of held to maturity bonds, bonds of the RMBS ALT-A type, with a total balance sheet exposure of NIS 148
million. This investment was made in the first half of 2008, and was backed by mortgage backed loans of private home owners.
The legal maturity periods of these bonds vary between 25 years and 37 years. The average maturity of bonds of this type is
generally much lower, due to current repayments of the mortgages backing the loans.

Additional exposure exists to sub-prime RMBS in the available-for-sale portfolio in respect of a single investment amounting at
December 31, 2010, to NIS 2 million, which is rated at a level below investment grade rating, and is due on June 25, 2037.

The valuation of the RMBS type instruments is particularly sensitive to assumptions regarding the rate of repayment of the mortgage
loans and the expected level of default pertaining to these loans. The higher the rate of repayment of the loans the higher would
be the value of the bonds, while the higher the volume of losses on these loans the lower would be the value of the bonds.

The rating of all mortgage backed securities of the ALT-A type has been decreased during the past year to below the investment
rating. IDB New York recorded in 2010 a provision for impairment of an other than temporary nature in the amount of NIS 42
million in respect of these securities. All securities of the RMBS type were sold in the first quarter of 2011 (for further details see
Note 3 D to the financial statements).

Following are details regarding RMBS Alt-A and RMBS Subprime Exposure:
- ' '

As at December 31, 2010 As at December 31, 2009
Maturity Adjusted Fair Book Adjusted Fair Book
Date cost Value Value cost Value Value

In NIS millions

RMBS Alt-A 2035 58 58 58 92 82 92

””””””””””””””””””””””” 206 4 4 4 & 8B 6

””””””””””””””””””” 207 3 38 3 12 e84 T2

””””””””””””””””””””””” 207 12 12 12 25 24 25

Total RMBS Alt-A 148 149 148 251 225 251

Total RMBS Subprime 2037 2 2 2 4 3 3
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As reflected in the table, the amount of exposure was reduced during 2010 this as a result of current repayments and provisions
for impairment.

Exposure to commercial mortgage backed securities (CMBS).

IDB New York holds a portfolio of commercial mortgage backed bonds (CMBS) with a total balance sheet exposure of NIS 68 million.
These securities are classified under the financial services segment. The collateral pertaining to these securities is all located in
the United States.

During the first quarter of 2010, IDB New York transferred all its marketable mortgage backed securities from the available-for-sale
portfolio to the held-to-maturity portfolio (see Note 3 C to the financial statements).

As regards the remaining balance of such securities, managements of IDB New York and of the Bank are of the opinion that the
impairment in value of these securities is not of an other than temporary nature.

Following are details regarding CMBS Exposure:
I e O

As at December 31, 2010 As at December 31, 2009
Adjusted Fair Book Adjusted Fair Book
Maturity Date cost Value Value cost Value Value

In NIS millions

2039-2040 17 18 17 19 18 18
20452047 12w 12 14 138 13
20492081 39 4 3 8 a4
Total CMBS 68 76 68 81 72 72

DETAILS REGARDING IMPAIRMENT IN VALUE OF AVAILABLE FOR SALE SECURITIES

General. The point in time for determining the length of the period in which the investment was in a continuous unrealized loss
position, is the date of the financial statements for the reporting period during which a continuous impairment first occurred.
The rate of the decline in the fair value below cost is computed as of the reporting date. This is so even if during the period in
which the investment was in a continuous unrealized loss position, the rate of decline in fair value below cost was significantly
different from the rate applying on the reporting date.

Unrealized losses - shares available for sale. At December 31, 2010, and at December 31, 2009, there were no unrealized accumulated
losses in respect of available-for-sale shares.

Unrealized losses - asset backed securities available for sale. Following are details regarding the distribution of unrealized
accumulated losses on asset backed securities available for sale, according to the ratio of unrealized loss to the cost of the

investment and the period of time in which this loss accrued:
N N S W
December 31, 2010

Period of decline in fair value below amortized cost

In NIS millions

Up to From 6 to From 9 to Over 12

Ratio of unrealized loss to amortized cost 6 months 9 months 12 months months Total

Up to 20% 16 1 - - 17

Total 16 1 - - 17
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December 31, 2009

Period of decline in fair value below amortized cost

In NIS millions

Up to From 6 to From 9 to Over 12
Ratio of unrealized loss to amortized cost 6 months 9 months 12 months months Total
Up to 20% 31 6 - 7 44
From20%t040% . 5 5
Total 31 6 - 12 49

Unrealized losses - bonds available for sale. Following are details regarding the distribution of unrealized accumulated losses
on the said bonds, according to the ratio of unrealized loss to the cost of the investment and the period of time in which this

loss accrued:
. ! ' ' ! ]

December 31, 2010

Period of decline in fair value below amortized cost

In NIS millions

Up to From 6 to From 9 to Over 12

Ratio of unrealized loss to amortized cost 6 months 9 months 12 months months Total
Up to 20% 37 14 - 31 82
From20%t040% 16 166
Total 37 14 - 223 274
Of which: Government bonds 24 14 - 8 41

Up to 20% 31 2 6 52 91

From20%t040% . . 2,3 253

Total 31 2 6 356 395

Of which: Government bonds 18 - - - 18
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Presented below are details as of December 31, 2010 and December 31, 2009, of certain debentures with unrealized losses, which are
considered temporary, held by IDB New York in their available for sale portfolio, with a ratio of unrealized loss to amortized cost in excess of

20%, and where the period in which the fair value has been lower than the amortized cost exceeds 12 months:
- _________________________________ ]
December 31, 2010

Securities Ratings

Net adjusted Market Unrealized Final
Issuer's / Group's Name Cost Value Loss Maturity Moody's S&P Fitch

In NIS thousands

Securities with ratio of unrealized loss over 40%

Community trust bancorp 16,567 7,450 (9,117) 2037 NR NR NR

United bancsharesinc 16102 7453  (8649) 2037 NR NR NR
International bancshares corp. 1 16439 7,808  (8631) 2037 NR NR NR
Boden-Argentna 25 7 ng 2012 B3 B B

Total securities with ratio of unrealized loss
over 40% 49,133 22,718 (26,415)

Securities with ratio of unrealized loss
from 20% to 40%

Bank of America 183,828 134,316 (49,512) 2028 Baa3 BB+ BBB-
WelsFargo 196948 154044  (42904) 2027  Baal A A
JP Morgan Chase 178383 139,894 (38489 2037 A2 BBB+ A
SuntrustCapitl 73131 53672  (19459) 2027 NR BB BBB-
Huntngtonbank 1 17745 12084 (5661 2027  Bal BB BBB-
BarclaysBank 1 17745 12084 (5661 2026 A3 NR O AA
Firsf Maryland 17195 13476 (3719 2027  Baa2  BBB- NR
Other 3524 2474 (1050 2037
Total securities with ratio of unrealized loss

from 20% to 40% 688,499 522,044 (166,455)

Notes:

NR - Non Rated.
The data in the table was aggregated by isuer's group.
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December 31, 2009

Securities Ratings

Net adjusted Market Unrealized Final
Issuer's / Group's Name Cost Value Loss Maturity Moody's S&P Fitch

In NIS thousands

Securities with ratio of unrealized loss over 40%

Huntington bank 18,875 7,799 (11,076) 2027 Baa3 B BB+

Community trustbancorp 17610 6606 (11004 2037 NR NR NR
International bancshares corp. 17437 6607  (10830) 2037 NR NR NR
United bancsharesine 1 17089 6606 (10453 2037 | NR NR NR
BarclaysBank 18875 11314  (7561) 2026 A3 AA AA
Boden-Argenna 4 15 ) 2012 B3 B- B-

Total securities with ratio of unrealized loss
over 40% 89,898 38,947 (50,951)

Securities with ratio of unrealized loss
from 20% to 40%

Wells Fargo 209,437 137,795 (71,642) 2027 Baa2 A- A
JP Morgan Chase 243271 173981  (69.290) 2037 A2 BBB+ A+
Bankof America 195210 139785 (55425 2028 Baa3 BB BB+
SuntrustCapital 77754 48677 (0077 2027 | NR BB+ BBB
PNCBank 23730 16437 (7293 2028  Baal BBB A
FirsfMarylnd 18252 11,406  (6846) 2027  Baal  BBB- | NR
Other 5710 4188 (1552 2049
Total securities with ratio of unrealized loss

from 20% to 40% 773,364 532,239 (241,125)

Notes:

NR - Non Rated.
The data in the table was aggregated by isuer's group.

65% of the unrealized loss in the IDBNY securities portfolio at December 31, 2010 relate to Trust Preferred Securities (hereinafter:
"TRUPS"), issued by financial institutions. Unrealized loss in the amount of NIS 75 million is in respect of securities rated below
investment grade by one or more rating agencies.

TRUPS Characteristics:

- Background - Formal guidelines for the issuance of TRUPS were published by the Federal Reserve Board in 1996, which allowed
Bank Holding Companies ("BHCs") to raise capital cost-efficiently through the issuance of TRUPS. While TRUPS are treated as
debt securities for U.S. financial statement and income tax purposes, the FRB ruled that a BHC's TRUPS can be treated as part of
the company's regulatory tier I capital (up to a limit of 25%) if it meets certain criteria as described under structure below.

- Issue structure - TRUPS are limited-life, cumulative preferred stocks, for the most part issued with contractual maturities up to
35 years. Although TRUPS may be issued by corporations and bank holding companies, when issued by a bank holding company
and adhering to certain criteria, TRUPS may be treated as requlatory capital rather than debt. It is for this reason that the vast
majority of TRUP issuances have been by banks. Dividend payments on the TRUPS are more like interest payments, since the
issuer usually pays them quarterly or semi-annually and as previously noted are tax-deductible as interest for the issuers. For
a BHC, the revenue source for the servicing of its TRUPS obligations are dividends upstreamed from its bank subsidiary (ies),
as the primary asset of the typical BHC is the equity ownership in its bank subsidiary (ies).
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In order to qualify as regulatory capital the debt must meet the following creteria:

- A five-year cumulative deferral of interest at the option of the issuer. If interest is deferred, all prior interest deferred is
contractually due to the holder of the instrument after the deferral period ends.

- The debenture issued must also have a minimum stated maturity of 30 years (not to exceed 50 years for tax-deductibility) and
be subordinate to all other forms of debt issued by the BHC.

- The issuer may not announce of an early redemption until the end of the first five years.

- TRUPS may not have voting rights.

- Restrictions - the FRB has restricted the maximum amount of cumulative preferred stock (TRUPS or reqular perpetual preferred
stocks) that will be eligible for inclusion as tier I (core) capital up to 25% of total capital. Any excess over 25% is treated as
tier I (supplementary) capital.

- Deferral Provision - Dividend payments on a security may be deferred by the issuer for up to five years accumulated. If an
issuer elects to defer interest payments on TRUPS it must also cease dividend/interest payments on preferred and common
stock-Parent Guarantee - TRUPS have a parent holding company guarantee that only provides for payment of dividends or
distributions, if the SPTV has sufficient funds to pay investors. If the BHC has defaulted on its junior subordinated note payment
to the SPTV and as a consequence the latter does not have funds on hand to pay investors, then the BHC is not obligated to
pay any amount owed on the TRUPS.

The Company reviews its Available-for-sale and Held-to-maturity investment securities quarterly to determine whether an impairment
that is considered to be other-than-temporary (OTTI) has occurred. If a decline in fair value is judged by the Company to be
other-than-temporary, and if there are significant credit concerns regarding a particular security and it is expected that the Company
will not recover its amortized cost, the security is written down from its original cost basis to reflect the adjusted fair value and a
new cost basis is established. Management’s assessment also addresses the impact of the length of time an investment has been
in an unrealized loss position. In general, the longer the length of time that a security has been in an unrealized loss position and
the greater the magnitude of the unrealized loss, the more likely it is that the security is OTTI. Factors that management considers
in its reviews for OTTI are the financial condition and near-term prospects of the issuer, recent events specific to the issuer or
the issuer’s industry, adverse or positive changes in fair value and ratings announced by one or more rating agencies, trends and
volatility in earnings, whether the issuer of the debt security has remained current on principal and interest payments, whether the
decline in fair value appears to be issuer specific or, alternatively, a reflection of general market conditions, and current analyst
evaluations and other key measures, and if relevant, cash flow models based on the specific structure of the security to determine
if there are adverse changes in cash flows.
The Company has the ability and intent to hold securities with unrealized losses until a market price recovery (which for debt
securities may not be until maturity) and currently intends to hold all temporarily impaired securities to full recovery. Future
reviews for OTTI will consider the particular facts and circumstances during the respective reporting period. There remain significant
market and economic uncertainties that could result in further declines in the fair value of securities in our portfolio in the
future. There continues to be considerable challenges facing the U.S. and global economies and a prolonged economic downturn
could have implications and impact any recovery in security valuations. In spite of numerous market interventions and programs
implemented by U.S. and global governments and regulators there continues to be a lack of liquidity and capital market flows
to facilitate an improvement in many securities markets. Therefore, there is still a risk that there may be additional other than
temporary impairment write-downs in the future.

All the securities presented in the table are current in principal and interest and management has stated that it has the intent

and ability to hold the security to maturity or recovery

Review of fluctuations in prices of the aforementioned securities subsequent to the balance sheet date (through February 28,

2011) did not reveal any significant change compared to market prices as of December 31, 2010.
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Below are further details in reference to certain groups for which an unrealized loss of NIS 10 million or more exists:

Bank of America Corporation (BOA). BOA reported a net loss of US$1.24 billion for the fourth quarter of 2010, compared to a
net loss of US$7.3 billion in the previous quarter, and a net loss of US$194 million in the corresponding quarter last year. The
loss for the quarter was effected from an impairment charge in goodwill of US$2 billion. Excluding this charge, the net income
for the fourth quarter of 2010 was US$756 million. The provision for credit losses decreased to US$5.1 billion, compared with
US$5.2 billion in the previous quarter. Per share loss in the fourth quarter amounted to US$0.16, compared with a per share loss
of US$0.72 in the previous quarter. Total assets amounted to US$2.26 trillion, a decline compared to US$2.34 trillion at the end
of the previous quarter and US$2.22 trillion at the end of the corresponding quarter last year.

The ratio of non-performing loans to the total gross loans was 7.18% at the end of the fourth quarter of 2010, a decrease compared
to 7.34% in the previous quarter.

BOA is a well capitalized institution with a total capital ratio of 15.77% as of December 31, 2010, compared to 15.65% at the
end of the previous quarter.

JP Morgan Chase (JPM). JPM reported net income of US$4.8 billion for the fourth quarter of 2010, compared to US$4.4 billion
in the previous quarter and compared to US$3.3 billion for the corresponding quarter last year. The provision for credit losses
decreased to US$3.2 billion, compared with US$3.24 billion in the previous quarter. Per share earnings amounted to US$1.12,
compared with US$1.01 in the previous quarter. Total assets amounted to US$2.11 trillion, a decline compared to US$2.14 trillion
at the end of the previous quarter. The ratio of non-performing loans to the total gross loans was 6.4% at the end of the fourth
quarter of 2010, a decrease compared to 6.6% at the end of the previous quarter.

JPM is a well capitalized institution with a total capital ratio of 15.51% as of December 31, 2010, compared to 15.45% at the
end of the previous quarter.

Wells Fargo & Co. (WFC). WFC reported net income of US$3.4 billion for the fourth quarter of 2010, compared to US$3.3 billion
in the previous quarter, and to US$2.8 billion for the corresponding quarter last year. The provision for credit losses decreased to
US$3 billion, compared with US$3.5 billion in the previous quarter. Per share earnings for the fourth quarter of 2010 amounted
to US$0.61, compared with US$0.63 in the previous quarter. Total assets amounted to US$1.25 trillion, an increase compared to
US$1.22 trillion at the end of the previous quarter. The ratio of non-performing loans to the total gross loans was 6.9% at the end
of the fourth quarter of 2010, a decrease compared to 7.5% at the end of the previous quarter.

WFC is a well capitalized institution with a total capital ratio of 15.01% as of December 31, 2010, compared to 14.88% at the
end of the previous quarter.

Sun Trust Banks, Inc. (STI). STI reported net income of US$184 million for the fourth quarter of 2010, compared to US$153 million
in the previous quarter, and to a net loss of US$248 million in the corresponding quarter last year. The provision for credit losses
decreased to US$509.4 million, compared with US$619.8 million in the previous quarter. STI reported per share earnings for the
fourth quarter of 2010 of US$0.23, compared with US$0.17 in the previous quarter. Total assets amounted to US$172.9 billion, a
decrease compared to US$174.7 billion at the end of the previous quarter.

The ratio of non-performing loans to the total gross loans was 4.75% at the end of the fourth quarter of 2010, a decrease compared
to 4.98% at the end of the previous quarter.

STI is a well capitalized institution with a total capital ratio of 16.54% as of December 31, 2010, compared to 16.42% at the end
of the previous quarter.

Impairment provisions. In 2010, IDBNY recorded provisions in respect of impairment of an other-than-temporary nature amounting to
US$12.7 million, $11.3 million In respect of held-to-maturity securities and $1.4 million in respect of available for sale securities.
The Bank has recorded a provision of NIS __ million for impairment not of a temporary nature in the value of a fund of hedge funds.
Review of impairment of securities. According to directives and guidelines issued by the Supervisor of Banks and accepted
accounting principles applying to banking corporations, available for sale securities are stated in the balance sheet at fair value,
except for shares in respect of which fair value is not available, which are stated at cost less a provision for impairment that is

46



Annual Report 2010
Report of the Board of Directors to the General meeting of the Shareholders

not of a temporary nature, which is reflected in the statement of income. Gains or losses not yet realized from adjustment to fair
value, less the tax effect, are stated directly as a separate item of shareholders’ equity and are taken to the statement of income
in certain cases, including when realized. Unrealized losses reflected as a capital reserve are losses of a temporary nature only.
Losses which are of other than temporary nature are stated directly in the statement of income.

For details regarding the considerations involved in the decision as to the type of losses accumulated in respect of securities as
stated see below in the item "Critical accounting policy" and Note 1 I 7 to the financial statements. Based on a review of the
impairment of the said securities, and where relevant, basing itself also on the review made by the relevant subsidiary, the Bank’s
Management believes that the impairment is of a temporary nature.

For further details see Note 3 to the financial statements.

DEPOSITS FROM THE PUBLIC

Deposits from the public as at December 31, 2010, amounted to NIS 138,011 million, compared with NIS 141,825 million at the
end of the preceding year, a decrease of 2.7%.

Following is data on the composition of deposits from the public by linkage segments:

December 31, 2010 December 31, 2009

% of % of
deposits deposits
In NIS from the In NIS from the change
millions public millions public in %
pondiveeneele ____________7Er oly____ GBERE wWo_ 22 |
rnedsekels ] [ L i e
Foreign currency and foreign currency-linked shekels 54,810 39.7 60,795 42.9 (9.8)
Total 138,011 100.0 141,825 100.0 (2.7)

Deposits from the public in foreign currency and in Israeli currency linked to foreign currency decreased at the rate of 9.8%,
compared with December 31, 2009. In dollar terms the deposits from the public in foreign currency and in Israeli currency linked
to foreign currency decreased by US$650 million, a decrease of 4.0% compared with December 31, 2009.

Total deposits of the public, including deposits in foreign currency and in Israeli currency linked to foreign currency, expressed in
U.S. Dollar terms, decreased by 0.2% as compared with December 31, 2009.

The following is a review of developments in the balance of deposits from the public, by segments of operations:
I O
December 31

2010 2009

% of % of Rate of

InNIS  total credit InNIS  total credit change

Millions to public Millions to public in %
eall-eveoneldesgment s 47 83 S )
el emlllussiness segmetmic . ] et o1 h2g7r S sl
ConpeRipmaneresemens . . 22 USRS e a8 66
Middle marketsegment 7982 58 9281 65 0138
Private banking segment 37,395 27.1 39,001 27.5 (4.1)
Total 138,011 100.0 141,825 100.0 (2.7)

* Reclassified.
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The ratio of total credit granted to the public to deposits from the public was 86.0% at the end of 2010, compared with 80.7%
at the end of the previous year.

DEVELOPMENT OF CREDIT GRANTED TO THE PUBLIC
DEVELOPMENT OF TOTAL ASSETS - CONSOLIDATED AND DEPOSITS FROM THE PUBLIC - CONSOLIDATED
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FIXED ASSETS AND INSTALLATIONS

BUILDINGS AND EQUIPMENT

At the end of 2010, the investment in buildings and equipment amounted to NIS 3,138 million, compared with NIS 3,178 million
at the end of 2009, a decrease of 1.3%.

Most of the premises on which the Bank's business is conducted in Israel are owned directly by the Bank or by its auxiliary
corporations.

The total office space at the Bank’s disposal at December 31, 2010, was 161 thousand square meters, compared with 172 thousand square
meters at the end of 2009. Of this area, 104 thousand square meters were freehold property and 57 thousand square meters leasehold
property (2009: 111 thousand square meters were freehold property and 61 thousand square meters leasehold property). At the end of
2010, some 78 thousand square meters served the Bank’s branches and the balance served the head office, similar to 2009.

For details as to the Bank’s investments in buildings and equipment, see Note 7 to the financial statements.

Concentration of the offices of Mercantile Discount Bank's management. Management of Mercantile Discount Bank and its
central Head Office units operated until the beginning of 2011 in five different locations. In order to improve the efficiency of
management's and head office work, Mercantile Discount Bank signed an agreement on September 22, 2009, for the purchase of a
part of an office building in central Tel Aviv, in consideration for NIS 110 million. During 2010 the office space in the building had
been modified to the needs of Mercantile Discount Bank, and upon completion of the work at the beginning of 2011, relocation
of the various Head Office units to the new building began.

INFORMATION AND COMPUTER SYSTEMS

GENERAL

The information and control systems stand at the core of the Bank's operations and comprise the backbone on which the Bank’s
operations are based. The Bank’s data processing system is a central computerized system composed of main frame computers
located at the Bank’s computer centers and work stations at the branches and at the head office units. The central system is
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currently based on IBM computers.

Some 9,000 work stations (PC’s) and 400 servers are installed at the branches and at head office units, providing service to both
internal and external customers.

Direct banking services are provided by the Bank through a variety of channels: Internet, information stations, automatic teller
machines, computerized vocal response and more. These services are interfaced with the central computer in order to receive and
update data, by way of designated servers using advanced data security technology.

Over 400 information stations are available to customers providing also self service operations and a wide variety of services -
"Discount Information Station".

Most of the various computer systems serve both the Bank and Mercantile Discount Bank.

Over the years the Bank has developed efficient, stable and effective computer solutions with respect to all business areas in which
the Bank operates. The solutions developed are among the most advanced existing in banks in Israel. These systems are capable
of serving the Bank for many years to come, subject to maintenance services being provided at an appropriate level.

For details as to the cost of in-house development of computer programs, see Note 7 F to the financial statements. For details
regarding the engagement for providing computer services to Discount Mortgage Bank, see "Main future projects" below.

LOCATIONS OF THE OPERATION

The Bank's mainframe systems are located at two different locals, in various cities in the Greater Tel Aviv area. The fact that the
two systems are located at a distance from one another adds to the survivability of the Bank's information systems. The Bank's
two computer sites are connected by optical fibers in two different routes. These sites also house the disc systems of EMC and
IBM, cassette robots, central printers and additional peripheral equipment required for the Bank's operation. Needless to say that
this equipment is also backed-up at the two sites.

The branches and the head office units are connected to the computer center by two communication lines. Both lines are active
at the same time and provide a band width of 3MB. In the event of failure, one line provides back-up for the active applications
on the other line, and vice versa.

BACK-UP AND DISASTER RECOVERY

The Bank operates by the "hot backup" method. This means that the computers in both locations are updated concurrently as
to the transactions conducted at the Bank's branches, so that in case of failure at the central computer, the secondary location
begins operations without losing any entry.

The Bank is acting to upgrade the capabilities of the direct banking operations at times of disaster. The upgrade will enable direct
banking to operate even when the Bank's telephone service center is out of service.

DATA PROTECTION

The Bank's information technology layout constitutes a central component of the Bank's current and proper operation and
management, and as such dominates all areas of the Bank’s operation. The importance of this layout increases in view of the
technological developments in recent years and its consequences on the Bank. Therefore, the Bank views the protection of data
as a primary interest and invests vast resources in order to protect the data on hand.

The principal risks involving data protection are: improper use of the information by system users and unauthorized changes in the
data maintained therein; harming the system environment, the operation of the system and its impact upon the Bank's business;
sensitivity of the information and violation of privacy and confidentiality of the data and its owners (Bank customers).

The protection of data at the Bank is conducted mostly in accordance with provisions of the Law including the Computer Law, the
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Protection of Privacy Law, and the Supervisor of Bank’s Proper Banking Management Directives. The principal procedure as regards
the management of information systems at banking corporations is Proper Banking Management Directive No. 357, and the Bank’s
activity with respect to data protection is conducted in compliance with the guidelines of this Instruction.

As regards the Bank's links to the Internet, in view of the importance of the information and in order to minimize risks, the system
providing information to customers via the Internet is managed separately from the central banking system providing information
to Bank employees, who conducts banking business on an ongoing basis. Thus, the exposure to the risk of changing the real data
at the Bank is minimized.

The Bank operates a data protection center the purpose of which is to identify risks and breaches in the data protection system.
Furthermore, as part of the internal audit operates a unit which specializes in the field of information systems, which conduct a
current audit of these matters.

MAIN FUTURE PROJECTS

1. The capital market move - a project, the objective of which is the cutting down of the reaction to market time, the adjustment
to a competitive market and increasing the volume of operations. The project began in 2010.

2. E-Banking - a project for the upgrading the Bank's Internet site as well as modifying it for small and medium business customers
as well as to additional projects, such as cellular. This project began in 2007.

3. Projects intended to conform to requlatory instructions regarding credit and risk management (Basel II) matters and in the
matters of securities and the capital market.

The Bank’s budget for 2011 in respect of projects for the development of information systems, including for information system

development projects, amounts to NIS 309 million. This, compared with NIS 320 million in 2010.

The contents of the above section constitutes a forward-looking information based on past experience in everything related to

system development and technological abilities, the investment required for the development of new systems and adaptation of

existing systems in order for them to comply with regulatory demands and the Bank’s business requirements. The above is also

based on regulatory provisions existing at date of publication of the Annual Report (even though they have not as yet become

effective) and provisions expected by the Bank to apply, based, inter alia, on drafts published by the various Regulators. The

above is also based on the Bank's development programs existing at date of publication of the Annual Report, and on business

intentions, the realization of which would require the development of supportive computer systems.

Legislative and regulatory changes unknown at the above date, including changes in the details of existing initiatives and drafts,

technological developments and/or activities of competitors bringing about changes in customer demands and expectations, as

well as macro developments in Israel and in the world, may bring about changes in the assessments or in the ability to carryout

the Bank’s plans at date of the Annual Report.

Engagement for provision of computer services to Discount Mortgage Bank. In December 2008, the Bank and BDL Computer and

Administration Services, a subsidiary of the Bank (hereinafter together in this paragraph: "the Bank") entered into an agreement

with Discount Mortgage Bank for the provision of computer services, which includes all the computer systems as well as the

"Shamayim" project (Discount Mortgage Bank being in the midst of its development).

At the first stage, services will be provided relying on Discount Mortgage Bank's present systems. At the second stage, the service

will be provided on the basis of the Bank's computer systems. Completion of the transition to the use in full of the Discount Bank

systems had been initially planned for the beginning of March 2011, but was postponed to May, 2012. The agreement relates also

to the use of the backup site.

The Bank has acquired in full from Discount Mortgage Bank the ownership rights in the "Shamayim" project, purchased and/or

developed by Discount Mortgage Bank, in consideration for the accumulated as of the end of 2008.

The development of the system supporting the granting of loans had been completed and so was the integration of the system in

all branches of Discount Mortgage Bank and in its relevant Head Office units.
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MAJOR SUPPLIERS

The Bank has a large number of major suppliers in the field of information systems and their development. The Bank has no
significant dependence on any supplier, with the exception of IBM. IBM is engaged with the Bank through IBM (Israel) Ltd.

INTANGIBLE ASSETS

Trade marks and brand names. The Bank has exclusive intellectual property rights in the following trademarks that are duly
registered with the Registrar of Trademarks, and in the label accompanying each of them: "Israel Discount Bank Ltd.", "Discount
Bank", and "Discount". In addition, the Bank registers from time to time, for the purpose of its business and marketing operations,
names of services and products such as: "Drive, you have the drive to live" and slogans such as "In Discount we take you personally"”,
"Discount Banking from the heart", etc. In 2010, the Bank registered the "Key" and "Discount key" trademarks as well as the
trademark of the key chart. In February 2011, the Bank registered the following trademarks: "Discount", "Discount taking you
personally" and "Israel Discount Bank", which include the new logo.

Following the commencement of competition in the VISA credit card field, ICC started to develop a distinct symbol in order to
differentiate it from the other VISA issuers, using the brand name "ICC" or "Cal".

Furthermore, ICC owns many registered trade marks in Israel, including "ICC", "Cal" "Active" and "WWW.Card". In addition, ICC is
in the process of registering a number of additional trademarks.

ICC is also in the process of registering several additional trade marks. Furthermore, the Bank's subsidiary companies own trade
marks, related brand names and slogans registered for the purpose of their business and marketing operations.

Licenses and franchises. The Bank and ICC have the status of a "principal member" in the International VISA Organization, which
grants them the license to use the trade marks of VISA as well as the right to issue and clear credit cards under this brand name
in Israel.

The International Diners Organization has granted Diners in Israel the exclusive franchise for the use of the "Diners" trade mark and
for operating issuance and clearing services for Diners credit cards in Israel. Diners and Diners International signed agreements in
March 2007 granting Diners the license to make use of trade marks and to issue credit cards, to open accounts and the exclusivity
to provide services to customers in Israel until the year 2017. The said agreements are renewable for periods of five years each at
the discretion of Diners International.

The bank and ICC have the status of a "principal mamber" in the MasterCard Worldwide organization, which has granted them
licenses to use the "MasterCard", "EuroCard", "Cirrus" and "Maestro" trade marks in Israel.

Software. The Bank also has intellectual property rights in designated software systems and various modules used in its business,
which the Bank develops and/or acquires in the course of its ongoing operations for its own use and/or the use of subsidiaries
and affiliates.

Data bases. The Bank and its subsidiaries have data bases regarding their various fields of operations relating mostly to their
customers and employees. Thus, among other things, ICC holds three data bases of registered customers holding VISA, Diners
(through Diners) and MasterCard credit cards, as well as of traders accepting these cards.

TAXATION

GENERAL

The Bank and most of its subsidiaries in Israel are considered a financial institution under the Value Added Tax Law, 1975, and as

such are chargeable to payroll tax and to profit tax at the rate of 16.0% of the payroll expense and of the profit, respectively.
Final tax assessments have been issued to the Bank for the years up to and including the tax year 2005 (For details regarding an
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assessment under appeal for the 2006 tax year, see Note 29 C to the financial statements).

For details regarding reduction in company tax rates and changes in the rate of "payroll tax" and "profit tax", see Note 29 G and H
to the financial statements.

Taxation of the foreign banking subsidiaries

In accordance with an agreement reached with the Israeli Tax Authorities, the earnings of the foreign banking subsidiaries are added
to the Bank’s chargeable income, so that the Bank complements the taxes paid abroad on the pre-tax accounting profits of the foreign
subsidiaries to the amount of taxes that would have been paid in Israel based on the tax rate applicable to the Bank in Israel.

Tax aspects of the Directive regarding impaired debts

The Givoli Committee, appointed by the Commissioner of Income Tax to examine the tax aspects relating to doubtful debts of
banks, submitted its conclusions in 1992. Though the recommendations of the Givoli Committee have not been reflected in
legislation amendments, in practice, the banks with the acquiescence of the Commissioner of Income Tax acted in accordance
with the principles laid out by the committee.

Implementation of the Directive regarding "measurement and disclosure of impaired debts, credit risk and provisions for credit
losses" requires preparations for the treatment of the tax aspects relating to such implementation. Accordingly, in recent months,
the banks, by means of the Union of Banks, are negotiating with the Tax Authorities as to the timing of recognition for tax purposes
of the credit loss expense to be recorded in the books in accordance with the Directive.

A QUALIFIED INTERMEDIARY (Ql) STATUS

The Bank has been granted the status of Qualified Intermediary (QI), as defined by the US Tax Authorities. The significance of this
is that the Bank has entered into an agreement with the U.S. Tax Authorities, whereby it is entitled to withhold tax with regards
to its customers' securities transactions.

For further details regarding the Bank’s provision for taxes, final assessments and reconciliation of the Bank’s applicable statutory
tax rate to the effective tax rate, see Note 29 to the financial statements.

CAPITAL RESOURCES

TRANSITION TO MEASUREMENT OF CAPITAL RATIO ACCORDING TO
BASEL Il GUIDELINES

From December 31, 2009, capital adequacy has been computed in accordance with the provisional instruction issued by the
Supervisor of Banks regarding "framework for the measurement of capital adequacy" dated December 31, 2008. The provisional
instruction was instituted in June 2010 as part of Proper Banking Management Directives (hereinafter: "Basel II guidelines").
Until December 31, 2009, capital adequacy has been computed in accordance with Proper Banking Management Directives Nos.
311 and 341 regarding "minimum capital ratio" and "allocation of capital in respect of exposure to market risk", respectively
(hereinafter: "Basel I guidelines").

For details regarding clarifications by the Supervisor of Banks in the matter of the continued recognition of hybrid capital instruments
issued prior to the coming into effect of the Basel II guidelines, see Note 14 6 a to the financial statements.

Additional issues of hybrid capital instruments. For details regarding the clarification of the Supervisor of Banks, according
to which banking corporations must take into consideration the high probability that new issues of such instruments will not be
recognized in the future for capital adequacy purposes, see note 14 6b to the financial statements.

In view of the above, the Bank has suspended plans for the issue of additional hybrid capital instruments included in the work
plan for 2010.
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Policy regarding capital for the interim period. The Basel Committee published in December 2009 draft recommendations in the

matter of "Strengthening the resilience of the banking sector", and informed that it is its intension to publish a material part of

the proposed changes as final recommendations as early as at the beginning of 2011, with effect as from December 31, 2012 (the

recommendations were published in December 2010).

In his letter of June 30, 2010, the Supervisor of Banks informed that he is following developments in this respect and intends

to examine the new recommendations in their final form with a view of modifying the existing directives applying in Israel, as

the case may be.

In the interim period until the modification of the directives, the said letter requires banking corporations to take the following

actions:

- To adopt until December 31, 2010, a target for the core capital ratio; this ratio is to relate to the core capital, less all deductions
required by tier I, in accordance with Proper Banking Management Directive No. 202, "Measurement and capital adequacy -
components of capital". The target has to be determined at a rate not lower than 7.5%;

- To submit to the Supervisor of Banks by the end of August 2010, a work plan designed to attain the said target;

- A banking corporation encountering difficulties, regarding the stated above, shall apply to the Supervisor of Banks in order
to arrive at an agreed layout for reaching the target.

- To avoid the distribution of dividend, without prior approval from the Supervisor of Banks, if a bank has not attained the said
target or if the distribution of the dividend will create such a situation.

In view of the above, the Bank's Board of Directors held a discussion regarding a proposed plan, which includes a target for the

core capital ratio for the end of 2010, as well as a rising outline for the years 2011-2012.The plan submitted for approval of the

Board of Directors was based on the examinations of several scenarios, the result of a number of which is that as of December 31,

2010, the Bank might not attain the required target. On August 31, 2010, the plan was submitted to the Supervisor of Banks and

the Bank acted in order to form an outline agreed with the Supervisor of Banks for attaining the target.

The Supervisor of Banks informed on January 24, 2011, that the Bank may determine a core capital target of not less than 7.5%

in effect until December 31, 2011 instead of December 31, 2010, on condition that certain terms determined by the Supervisor

of Banks are fulfilled, including approval of a capital adequacy outline for maintaining a core capital target of not less than 7.5%

until December 31, 2011, even if significantly different developments than those assumed at the base of the work plan occur.

Furthermore, the Board of Directors shall receive a monthly report regarding compliance with the capital outline that had been

determined, and that such report will also be submitted to the Supervisor of Banks. The Bank is required to form the said plan

and submit it to the Supervisor of Banks.

The meeting of the Board of Directors held on March 2, 2011, approved a detailed outline for attaining a core capital target at the

rate of between 7.5% and 8%, and in any case, a target that shall not fall below 7.5%, as well as a total capital adequacy ratio

of not less than 13%, and this until December 31, 2011.

The layout is based on strict management of the Bank’s capital and includes a series of measures to assure the said capital targets

even under conservative scenarios.

It should be noted that in view of the agreement signed between FIBI and the Bank and in view of the approvals granted in respect

thereof (see Note 6 D to the financial statements), in which a layout has been determined for the sale of the Bank's holdings

in FIBI, the Supervisor of Banks has permitted the Bank to exclude from the core capital the deduction in respect of the Bank's
investment in FIBI.

The core capital ratio as of December 31, 2010, computed in accordance with the above stated, reached a ratio of 7.9%.
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CAPITAL ADEQUACY
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COMPONENTS OF CAPITAL

The Bank’s capital resources as at December 31, 2010, including minority interest, amounted to NIS 11,569 million, compared
with NIS 10,292 million at December 31, 2009, an increase of 12.4%.

Shareholders’ equity as at December 31, 2010, amounted to NIS 11,241 million, compared with NIS 9,994 million at December
31, 2009, an increase of 12.5%.

The change in shareholders’ equity in 2010 was affected, among other things, by earnings in that period, by an increase of NIS
79 million in the "net adjustments for the presentation of available for sale securities at fair value, net of tax" item, and from the
share and rights issues of NIS 450 million completed in December 2010 (see below).

The ratio of shareholders’ equity, including minority interest, to total assets as at December 31, 2010, stood at 5.5%, compared
with 5.0% at the end of the preceding year.

Ratio of tier I capital to risk assets as of December 31, 2010, reached a rate of 8.54%, compared with 7.57% at the end of
2009.

Ratio of original tier I capital to risk assets ("original tier I capital to risk assets ratio" in Basel I terms), reached a rate of
7.96% as of December 31, 2010, compared with 7.08% at the end of 2009.

It should be noted that the Bank's Board of Directors resolved with respect to the issuance of subordinated capital notes, to
adopt a capital adequacy policy according to which the Bank will maintain, at all times, an original tier I adequacy ratio of at
least 6.5%.

The ratio of total capital to risk assets, as at December 31, 2010, reached a rate of 13.69%, compared to a rate of 12.15% on
December 31, 2009.

Innovative complex capital instruments constitute capital notes recognized as part of tier I capital (see Note 14 to the financial
statements, item 7). The Bank’s innovative complex capital instruments as of December 31, 2010 amounted to NIS 1,680 million,
compared with NIS 1,636 million as of December 31, 2009. The innovative complex capital instruments are limited to 15% of the
overall tier I capital. As of December 31, 2010, the innovative complex capital instruments amounted to 12.97% of the overall
tier I capital (December 31, 2009: 14.05%). See above regarding the suspension of plans to raise funds by means of additional
hybrid capital instruments.

Lower tier II capital. The Bank’s lower tier II capital totalled NIS 6,475 million as at December 31, 2010, compared with NIS 5,826
million as of December 31, 2009. The extent of subordinated capital notes is limited to 50% of the tier I capital that was not allocated
against market risks. At December 31, 2010, the said ratio was 50% (December 31, 2009: 50%). In view of the said restriction,
capital notes in the amount of NIS 531 million were not included in the Bank’s Lower tier II capital as of December 31, 2010.
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Upper tier II capital. The Bank’s upper tier II capital amounted to NIS 1,668 million as of December 31, 2010, including NIS
254 million of general provision for doubtful debts, compared with NIS 1,595 million as of December 31, 2009. The volume of the
upper tier II capital is limited to 100% of the tier I capital. The balance of the upper tier II capital that the Bank is permitted
to raise as of December 31, 2010, amounted to 4,807 NIS million. See above regarding the suspension of plans to raise funds by
means of additional hybrid capital instruments.

Issuances of lower tier II capital in 2010. In 2010, the Bank and its subsidiary companies raised lower Tier II capital in the
amount of NIS 600 million.

Effect of the agreement with FIBI. If the Bank were to sell 6% of its equity holdings in the First International Bank according to
the value of the shares in the Bank's books, the deductions from the Bank's tier I capital and the tier II capital will be reduced by
an amount of NIS 337 million. This will, among other things, increase the ratio of total capital to risk assets to 13.93% in terms
of December 31, 2010. For further details see note 6 D to the Financial Statements.

The effect of the initial implementation of the Directive regarding "measurement and disclosure of impaired debts, credit
risk and provisions for credit losses". As stated, upon the initial implementation of the Directive, the Bank is required to post to
the retained earnings item of shareholders' equity as of January 1, 2011, the adjustments of the outstanding provision for credit
losses in respect of credit granted to the public and the provision in respect of off-balance sheet credit instruments. According
to the pro-forma computation (see Note 1A to the financial statements), the said charge, had it been applied on December 31,
2010, would have reduced the core capital of the Bank by an amount of NIS 817 million, and respectively increased the volume
of debt notes not included in the lower Tier II capital of the Bank as of December 31, 2010 in the amount of NIS 410 million. The
above would have reduced the total ratio of capital to risk assets to a rate of 12.90%, and the ratio of the core capital to a rate
of 7.35%, all in terms of December 31, 2010.

Issuance of Capital Notes in 2011. An amount of NIS 925 million of capital notes issued in the past will be deducted in the
course of 2011 from the tier II capital of the Group, used in calculating the ratio of capital to risk assets.

RIGHTS ISSUE AND PUBLIC OFFERING

Within the framework of measures for the improvement of capital adequacy, the Bank has examined in cooperation with the
controlling shareholders the possibility of raising tier I capital in a move for the offer of shares to the public together with a rights
issue to shareholders. The process of public offering and rights issue was for a long period at the stage of obtaining approval by
the various regulatory authorities in Israel and primarily abroad. The required permit from the Federal Reserve Bank of New York
was given on October 15, 2010.

In December 2010, the Bank raised a gross amount of NIS 462 million, through the public issue of shares as well as a rights issue.
Expenses of issue amounted to NIS 12.9 million (excluding commission paid to a subsidiary in the amount of NIS 2 million). For
additional details, see Note 13 D to the financial statements.

The controlling shareholders of the Bank have exercised in full the rights offered to them within the framework of the rights issue.
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CAPITAL STRUCTURE

Capital Adequacy Data

]
December 31

2010 2009

In NIS millions

1. Capital for Calculating ratio of capital

Tier 1 capital less deductions 12,101 10,700
Ter2 cepital lessdeductons 7593  ‘64p9
Total capital 19,394 17,169
2. Weighted credit risk balance

Creditrisk 125514 125641
Marketrisk . o907 2752
Operationalrisk 13233 12,969
Total weighted credit risk assets balance 141,654 141,362

3. Ratio of capital to risk assets!"

Ratio of original tier 1 capital to risk assets 8.0 7.1
Ratio of tier 1 capital to risk assets 85 76
Ratio of total capital toriskassets 137 "12.1
Ratio of total minimum capital required by the Supervisor of Banks 9.0 9.0
* Reclassified.

Footnote:

(1) For details regarding the capital ratio of significant banking subsideries see Note 14 to the financial statements.

56



Annual Report 2010
Report of the Board of Directors to the General meeting of the Shareholders

Capital Structure
e e
December 31

2010 2009

In NIS millions

a. Capital elements

Tier 1 capital

Sherecapital 4075 3,600
Retained eanings . 707 6313
Othercapitalreserves 25
Minority interests in the equity of consolidated subsidiaries 38 298
Total core capital 11,440 10,236
Innovative hybrid capital instruments 1,680 1,636
Amounts deducted from tier 1 capital:
Goodwill (149 (176
Intangibleassets 0 a4
Tier 1 capital less deductions from this tier's capital only 12,951 11,652
50% deductions from tier 1(B) capital ©50 (©52)
Total tier 1 capital 12,101 10,700
Tier 2 capital

45% of net gains of adjustment for presentation of available for sale securities at fairvalue 90 42
General provision for doubtful debts g5 54
Preferedshares 2 2]
Innovative hybrid capital instruments 131 ‘1297
Subordinated capitalnotes . 545 586
50% deductions from tier 2capital ®50 (©52)
Total tier 2 capital 7,293 6,469
Total qualified capital 19,394 17,169
b. 50% deductions from tier 1 capital and from tier 2 capital

Investments in non-realistic companies with significant influence® 1548 1650
Other deductions from tier 1and 2 capital 152 254
Total deductions 1,700 1,904

* Reclassified.
Footnote:
(1) Of which: in respect of the First International Bank of Israel Ltd. 1,532 1,632

57



Israel Discount Bank Limited and its Subsidiaries

Risk assets
e e S
December 31, 2009

Risk Capital Risk Capital
assets requirements assets requirements
9% 9%

In NIS millions

Risk assets and capital requirements in respect of credit risk
caused by exposures of:

Sovereigns 583 52 872 78
Public sector entities 91 89 1438 129
Banks 3925 353 4634 ‘n7
Coporates 87444 7862 ‘86845 7819
Secured by commercial real estate 660 59 - -
Single retailer exposures 11865 1068 12397 ‘1,116
Smallbusinessloans 6534 588 6204 ‘558
Secured by residential real estate 7801 700 7311 664
Securitizaon 7 3 7 3]
Otherassets 5674 511 583 526
Total risk assets and capital requirements in respect of credit risk 125,514 11,294 125,641 11,310
Risk assets and capital requirements in respect of market risk

according to the standard approach 2,907 263 2,752 248
Risk assets and capital requirements in respect of operational risk

according to the basic indicator approach 13,233 1,191 12,969 1,167
Total risk assets and capital requirements 141,654 12,748 141,362 12,725
* Reclassified.

Footnote:

(1) The minimum capital requirement in respect of the first pillar instructions with the addition of 1% in respect of the second pillar
instructions.

RATING THE BANK’S LIABILITIES

Details regarding the rating determined for the Bank and some of its subsidiaries by different rating agencies are presented hereunder.

Date of rating/
Subject Rating ratification
Rating given by of rating Rating horizon of rating Additional details

Discount Bank

Standard & Poor's, Issuer rating
Ma'alot (including
deposits) il AA- Negative  January 24, 2010
Subordinate il A+ Stable December 15, The rating horizon has been updated from
capital notes 2010 'negative" to "stable".
The rating also relates to subordinate capital
notes issued by Manpikim.
Upper tier |l il A- Negative  July 5, 2010
capital (Series 1)
Hybrid tier | il BBB- Negative  January 24, 2010

capital (Series "A")
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Details regarding the rating determined for the Bank and some of its subsidiaries by different rating agencies are presented hereunder (continued).

Date of rating/

Subject Rating ratification
Rating given by of rating Rating horizon of rating Additional details
Discount Bank (continued)
Midroog Long-term Aa2 Stable May 17, 2010
deposits
Short-term P-1 Stable May 17, 2010
deposits
Junior A2 Stable May 17, 2010
Subordinate Debt
Subordinate Aa3 Stable May 17, 2010 The rating also relates to subordinate capital
capital notes notes issued by Manpikim.
The Issuer rating A-3 Stable December 15,
international Short-term 2010
rating agency S&P Issuer rating BBB- Stable December 15,
Long-term 2010
The Issuer rating C- Negative  April 28, 2010 On March 2, 2010, Moody's published a review of
international the Israeli banking industry, which noted, among
rating agency other things, that in the event that economic
Moody's growth will continue for several more months, and
that as a result the quality of the credit portfolio
will continue to improve, they would be willing to
consider a change in the rating horizon to "stable".
Long-term foreign A-2 April 28, 2010
currency deposits
Discount Mortgage Bank
Midroog Long-term Aa2 Stable November 4, 2009
deposits
Short-term P-1 Stable November 4, 2009
deposits
Subordinate Aa3 Stable November 4, 2009
capital notes
Mercantile Discount Bank
Standard & Poor's, Issuer rating iIAA- Stable December 15, The rating horizon has been updated from
Ma'alot (including deposits) 2010 "negative" to "stable".
Subordinate iIA+ Stable January 24, 2010

capital notes

Discount Bank Latin America

The international
rating agency S&P

Issuer rating
(including deposits)

BB

Stable

September 7,
2010

DBLA rating is identical to the Country's rating
of Uruguay. The rating was raised from "BB-",
following Uruguay rating's raise.

As part of the rating of the subordinate capital notes (Series A), which comprise hybrid tier I capital, Ma'alot and Midroog

emphasized that this rating was based, inter-alia, on the decision of the Bank's Board of Directors regarding the subordinate

capital notes, in accordance with which the Board adopted a capital adequacy policy according to which the Bank will maintain,

at all times, an original tier I capital adequacy ratio (excluding hybrid tier I capital) of at least 6.5%. Midroog also noted that the

determined ranking is based on the Bank's total capital adequacy ration.
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DIVIDENDS

The Bank has not distributed dividends to its shareholders since 1996, excluding the distribution of dividend in October 2008,
and except on the Bank's cumulative preference shares, in an annual amount of £24 thousand (see Note 13 B and F (4) to the
financial statements), which the Bank distributes regularly.

The main limitation affecting the Bank's ability to distribute a dividend in the recent years was the capital base limitation.

For details regarding a limitation set by the Governor of the Bank of Israel, in the permit issued to the Bronfman-Schron Group for
the acquisition and holding of means of control in the Bank, see "The Governor of the Bank of Israel’s permit for the control and
holding of means of control in the Bank" under "Control of the Bank" hereunder and Note 13 F (2) to the financial statements.
Distribution of dividend. The Bank's Management believes that it would not be possible to distribute a dividend in 2011.

LIQUIDITY AND THE RAISING OF RESOURCES IN THE BANK

GENERAL

The year 2010 was characterized by the continued expansionary monetary policy, through the rather moderate increase of the Bank

of Israel interest rate (1%) alongside a significant moderation in the combined money supply in the market:

- Following an exceptional increase in the liquid money supply M1 (cash held by the public and Shekel bank current accounts
deposits) in 2009, at the rate of approx. 52%, the growth rate was slowed down significantly in 2010 standing at 5%. The
material change occurred in current account deposits — from an increase of 76% in 2009 to only 3% in 2010. Concurrently,
the growth in the amount of cash held by the public has also slowed down from 20% to 8%.

- Moderation has also been recorded in the wider liquid money supply M2 (M1 with the addition of unlinked deposits of up to
one year), from 14% in 2009 to 4% in 2010. In this respect, it should be noted that while time deposits from one to seven
days recorded a decline of 5% (compared with an increase of 40% in 2009), time deposits from seven days to one year an
upward trend is being recorded (from a decline of 4% to a growth of 6%). These contrasting directions match the increase in
the Bank of Israel interest rate and the interest rate on bank deposits.

- The trend of moderation regarding the monetary components typified the whole year, and in fact had begun already in
September 2009, together with the beginning of the monetary reduction, with a gradual increase in the interest rate (a record
was registered in August 2009 in the annual growth rate of M1 and M2, 64% and 20%, respectively).

In contrast to the said moderation in the liquid money supply M1 and M2, the monetary base continued to expand in 2010, even

over and above the growth recorded in 2009, some NIS 12 billion compared to NIS 5 billion, respectively. The increase in the

monetary base stems from the inflow by the Bank of Israel while Government activity had only a minimized effect:

- Asharp decline occurred in 2010 in the purchases of foreign currency by the Bank of Israel (from NIS 77 billion in 2009 to NIS
44 hillion in 2010) as well as a transition from inflow of cash by means of open market operations (NIS 5 billion) to absorption
of cash by means of the issue of short-term loans (MAKAM) (NIS 49 billion). At the same time, Government activity led to an
inflow of NIS 1 billion, compared with an absorption in the amount of NIS 14 billion in 2009.

- Inview of the operations by the Bank of Israel in the foreign currency and the MAKAM markets and the fact that Government
activity hardly affected liquidity in the market, the Bank of Israel was not required to absorb surplus liquidity by a massive
expansion of Shekel deposits, as was the case in 2009 (by NIS 63 billion). Instead, the Bank of Israel provided liquidity by
means of these deposits in an amount of NIS 13 billion.

- The last quarter of 2010, stands out in the purchase of foreign currency by the Bank of Israel in a very large volume of NIS 19
billion, some 43% of the annual amount. Absorption of the surplus liquidity was achieved by extending the Shekel deposits
tenders by NIS 13 billion (in contrast to reducing the tenders during the first three quarters of the year), while the volume of
absorption by open market operations dropped significantly compared to the previous three quarters.
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THE BANK

During the entire year, the Bank maintained liquid assets in a volume higher than its liquid liabilities. Following are the changes
in the composition of the Bank's deposits in 2010:

The non-linked segment. The volume of non-linked deposits of the public with the Bank reached at the end of 2010 an amount
of NIS 61.3 billion, compared with NIS 58.3 billion at the end of 2009, an increase of 5.1%.

The CPI linked segment. The total of CPI linked financial resources amounted to NIS 12.4 billion at the end of 2010, compared
with NIS 13.6 billion at the end of 2009, a decrease of 8.4%.

The foreign currency and foreign currency linked segment. The volume of non-linked deposits of the public with the Bank reached
US$8.5 billion at the end of 2010, compared to US$9.0 billion at the end of 2009, a decrease of 5.6%. After eliminating exchange
differences, the change between the currencies amounted to a decline of US$321 million, a drop of 3.6%.

Raising of capital. For details regarding raising capital in 2010, by means of various capital instruments, see "Capital resources"
above.

EXPOSURE TO RISKS AND RISK MANAGEMENT

RISK MANAGEMENT POLICY AND OBJECTIVES

The Bank’s activity as a financial broker involves risk taking, the principal of which are: credit risks, market risks and liquidity
risks. Additional risks relate to these risks, such as operational and legal risks.

The risk management policy is intended to increase the profit expectancy as part of the means to attain the Bank’s business targets.
This, within the framework of the approved risk appetite, in accordance with the Bank's ability to bear such risk.

In order to address all risks, the Bank adopted a risk management policy that defines the kind of risk exposure to the Bank, the units
responsible for the risk exposure or for hedging against exposure, and their authorization. In addition, tools and mechanisms were
defined for the management, measurement, monitoring, control and reporting of risk exposure. The policy was modified in 2010,
within the framework of the preparations for the implementation of the Basel II guidelines, with a view of upgrading the quality
of risk management according to the best accepted practice. A model for risk management has been defined, as detailed below.

THE STRUCTURE AND ORGANIZATION OF THE RISK MANAGEMENT
FUNCTION FACTORS INVOLVED IN RISK MANAGEMENT

Risk management model. The Enterprise Risk Management Model, which has been adopted by the Bank and the Group, is intended
to create a balance between the separate circles related to risk management and to define the relations and affinities between
them. The factors involved in risk management include: the Board of Directors, the Board's Risk Management Committee, the Bank's
Management as well as the three circles related to risk management: the creators of risk, the factors responsible for the independent
management of risk and the internal audit. The risk management model is included within the framework of a basic document
dealing with Group risk management, which was approved by the Board of Directors in May 2010. The document determines the
vision, principles guiding risk management, the functions participating in the core processes of risk management, and the work
interface with subsidiaries in the field of risk management. In addition, in May 2010, the Board of Directors approved the policy
document on the matters of risk appetite and capital planning.

The guideline document for the formation of risk management policy documents (Meta policy) has been approved by Management
and presented to the Board's risk management committee and the Board of Directors. These guidelines are designed to create a
uniform infrastructure for the development and consistent implementation of policy documents and risk management processes.
The chart on the next page describes the Corporate Governance framework tasked with risk management at the Bank.
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The Bank's Board of Directors. The Board bears the ultimate responsibility for determining the risk management model and policy
of the Bank and of the Group and for supervising their implementation, subject to the provisions of the law. This includes: capital
adequacy of the Bank; determination of the Bank's capital targets; determination of the risk propensity as part of planning the
use of capital and approval of the limitations on risk derived from the propensity; determination of a policy for risk management;
the determination of strategy and of business policy assuring compliance with the limits of risk appetite; establishment of the
organizational structure and core processes for risk management (as defined by the policy); supervision and control of exposure
to risks and the manner of its management.

The Board of Directors is assisted by its Risk Management Committee, and by various factors within the Bank's Management (risk
management, legal counseling, internal audit and more).

The Risk Management Committee of the Board. The Committee discusses and submits recommendations to the Board of Directors
with respect to any issue related to the risk management field at the Bank, including procedures of the Board in this field.

The Committee supervises the implementation of the risk management policy both in the Bank and in the Group, including the
examination of various issues which arise from time to time, such as: the implementation of new proper banking management
directives published by the Bank of Israel, the determination of new limitations, management policy documents of the various
risk and suchlike. Generally, the committee convenes once a month.

The risk management issues, which among other things include the policy, exposure and authorizations determined for their
management and the nature of their monitoring and control, are tabled once every quarter for discussion by the Board of Directors
within the framework of the exposure document. This document includes a report on the Bank's overall exposures to various types
of risks in the past quarter. This document also relates to risks at the banking subsidiaries.

The Bank's Management. The Management is responsible for the realization of the risk management model and policy, the existence
of control and supervision over the quality of risk management and the appropriateness of risk measurement and evaluation.
Management acts through the Chief Risk Manager and the risk management layout and by a committee of risk managers of the
Bank and of the Bank Group.

Risk Managers Committee. The Bank's Management acts through the committee of risk managers headed by the Bank's Chief Risk
Manager. The committee’s members are:

Mr. Yair Avidan, Executive Vice President - Chief Risk Manager and Chairman of the Committee;
Ms. Dorit Ben-Simon, Senior Executive Vice President - Market and Liquidity Risk;
Ms. Orit Alster, Executive Vice President - Credit Risk Manager (replacing Mr. Ehud Arnon,
who retired from the Bank at the end of 2010);
Ms. Esther Deutsch, Senior Executive Vice President - Legal risk manager;
Mr. Shai Vardi, Senior Executive Vice President - IT Risk Manager;
Mr. Amir Rozin - Deputy Manager of the Risk Management Layout

Each risk manager is responsible for risk management in his own sphere of activity.

The committee is engaged in forming the Bank's risk management policy in the various areas, in identifying new risk areas and
risk centers and in initiating changes required in the risk management policy. The committee also serves as the Bank's steering
committee in the matter of the Bank's preparations for the implementation of the Basel II directives.

The Supervisor of Banks' guideline regarding a chief risk manager and the risk management function. In December 2009,
the Supervisor of Banks issued a guideline on this subject, which is based on the principles of the second pillar of Basel IT and
specifies guidelines regarding the position, duties and responsibilities of the risk management function and the officer heading
it. The guideline determines that the risk management function shall have a significant position in the organization and that it
shall be headed by a chief risk manager, who is to be independent and shall not be involved in business decisions creating risks.
The chief risk manager shall be a member of management and shall be directly responsible to the President & CEO.

Within the framework of the preparation for implementation of the guideline, the Bank's Board of Directors decided on March 28,
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2010, to establish a risk management layout. On May 24, 2010, the Board appointed Mr. Yair Avidan as the Bank's Chief Risk Manager

(CRO) and member of Management with the title of Executive Vice President. The Board of Directors approved on October 3, the

structure of the risk management layout. The risk management department, the foreign extensions and subsidiaries department,

market and liquidity risk controller, credit control unit and the compliance officer and the prohibition of money laundering and
finance of terror unit have been transferred to the risk management layout.

On June 9, 2010, after obtaining the consent of the Supervisor of Banks, Mr. Avidan commenced his tenure as the Bank's chief risk manager.

Ms. Ben-Simon, who until that date acted as chief risk manager, continues to act as the Bank's market and liquidity risks manager.

The Risk Management Layout. The layout, headed by the Chief Risk Manager, is responsible for managing the overall risks at the

Bank and the Group within the framework of the second control circle (see below), including the implementation of the Basel

guidelines, excluding legal risks and regulation risks, which are managed by the Legal Services Layout and financial reporting

risks, which are handled by the Accounting Layout. In addition, the Layout is responsible for managing and coordinating projects
in the area of risk management at the Discount Group as a whole.

Creators of risk (the first control circle). The Bank's units that take on risks for the Bank and are responsible for the current

management of such risks. These units are responsible both for forming the "strategy and business policy" and its execution, and

for the implementation of the "risk management policy" with respect to the risks taken as part of their operation. The first control
circle includes the middle office and back office units, which act under the creators of risk (in divisions where such units exist)
and assist them in the realization of the risk management policy.

Independent management and control (second control circle)

- Chief Risk Manager - has the overall responsibility for risk management at the Bank and Group levels;

- Risk management layout - the layout through which the Chief Risk Manager operates is responsible for assuring the understanding
of risks facing the Group; the development of methodologies and of quantitative and qualitative tools for identifying and measuring
exposure to risk; support of creators of risk in everything relating to managing the risks for which they are responsible; analysis
and reporting exposure of the Bank and the Bank Group to the various risks, including supervision and control over overseas
extensions and a subsidiary in Israel. Furthermore, the Layout is responsible for the evaluation of capital adequacy, for verifying
the effectiveness of risk management processes, and for the formation of recommendations relating to risk management, including
the risk management policy, definition and updating of the risk appetite, the capital adequacy target, etc.;

- Independent risk controllers — The credit controller and the market and liquidity risk controller form part of the risk management
layout and assist the Chief Risk Manager in supervising risks, including the efficiency and effectiveness of their management;

- The compliance officer-monitors the Bank's preparations towards the fulfillment of the duties imposed on it under the legislation
and regulation in the field of consumer instructions, including verification of the Bank's compliance with consumer instructions
relevant to new operations of the Bank. The compliance officer also verifies the correction of deficiencies identified in this field.

- Officer in charge of money laundering prohibition - is responsible for complying with the duties imposed on the Bank with
respect to prohibition of money laundering and prohibition of financing of terror activities.

Audit factors (third control circle). The internal audit layout, which is subject to the Board of Directors, serves the Board and

Management as the third control circle in the audit of risk management, including efficiency and effectiveness of controls. It

should be noted that whereas the audit of the risk controllers is the authority and responsibility of the internal audit, it belongs

to a control circle that is separate from them.

CREDIT RISK MANAGEMENT

GENERAL

Credit risk is the risk of damage to the Bank's value and profitability following deterioration in the ability of borrowers to honor
their obligations or due to a decline in the quality of borrowers and in the value of the collateral provided by them to the Bank.
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The credit risk management concept at the Bank and at the Discount Group is designed to secure a proper balance between the
business factors that directly create and manage exposure to credit risk, and the factors engaged in supervision, control and risk
evaluation, including the formation of the policy and methodology for credit risk management, analysis, evaluation and reporting
procedures regarding exposure to credit risk and independent risk control, and the factors engaged in the independent audit.
The Bank is working towards adapting the risk management policy to the required format according to Basel II guidelines, the
object of which is to assure the understanding of the risk management concept, the existence of effective processes of credit risk
management, including compliance with determined exposure limits.

In this context, a risk management unit has been established in the Corporate Banking Division.

A department is established within the framework of the unit, which will be integrated into the credit approval process and will prepare
an independent review of credit applications, prior to their approval. In addition, the unit will include the economic department,
which, among other things, is engaged in forming the Bank’s credit strategy and policy, as well as the business and operations control
department, that among other things, will engage in the development of a uniform methodology for business control at the Bank.
The application of the credit risk management policy at the Bank is reflected in the credit strategy and policy documents.

The credit strategy document outlines the mode of the Bank's operation as regards the granting of credit, within the framework
for the implementation of the Bank's strategic plan, by detailing target markets and business targets, improving the management
of the credit portfolio and its quality and the pricing of credit with a view of reflecting and expressing credit risks.

The credit policy includes principles and guidelines supporting the management of credit risk, including the policy regarding
collateral, credit authority, the credit underwriting process and exposure limits. Risk indicators have been determined within the
framework of the credit policy, the existence of which requires validation and updating of the documents. Furthermore, a policy
and specific limitations have been determined with respect to exposure defined as significant.

The Bank is acting towards the integration of group credit risk management, that shall bind all subsidiaries. Each subsidiary in the
Group will be required to approve a credit risk management policy, which in all material respects, is compatible with the guidelines
of Discount Bank. In this framework, the risk appetite of the Group and its concept of credit risk management will, among other
things, be integrated. As a first step in the move for the implementation of a Group credit strategy and policy, the principal items
in the strategy and policy documents of the Bank and of Mercantile Discount Bank have been coordinated this year. The credit
strategy of IDB New York has been reviewed by the Bank's Management.

Credit risk management is conducted by means of procedures and work processes that define the underwriting principles at the Bank,
the management and control of the existing credit portfolio, credit granting authority and the ranking of the credit committees,
work methodology approval and control procedures, required collateral, the monitoring of credit portfolios and reporting by means
of information systems. The role of all of these is to secure an appropriate management of the Bank’s credit portfolio, reducing
to the extent possible of the credit risk.

The procedures for the treatment of credit, collateral and the relevant information systems are being updated on a current basis,
with a view of improving the credit management.

In addition, the Bank makes ongoing use of analysis and control tools, with the objective of locating, as early as possible, borrowers
who might become problematic.

Hereunder is included reference, as the case may be, to the principal subsidiaries - IDB New York, Israel Credit Cards and Discount
Mortgage Bank. In view of the fact that Mercantile Discount Bank is similar to the Bank in its general characteristics, from the
general lines of operation and related requlatory aspects, no separate reference is generally included with respect to this bank.

STRATEGY AND POLICY OF THE BANK WITH RESPECT TO CREDIT RISK MANAGEMENT

The strategy and policy of the Bank and of its subsidiaries with respect to the granting of credit to the public are, among other
things, intended to improve the quality of the credit portfolio, to diversify the portfolio, to limit its concentration and to spread
out the risks inherent therein.
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The documents are discussed once a year, while determining strategy and credit policy for the following year. The policy is approved
by the Bank's Management and Board of Directors. Due to the crisis in 2008, it has been decided to examine the credit policy on
a current basis, and where necessary, to submit to the Board of Directors a proposal for amendment of the policy.

In addition, a detailed credit strategy is determined with respect to various areas and activities that include: economic sectors,
large borrowers and borrower groups. Special emphasis is put on economic activities having a material and unique credit risk,
such as: the acquisition of means of control, the diamond industry, real estate and construction projects, the London branch,
large capital market operators.

A policy has been determined also for environmental issues in view of the increased awareness of ecological and social damage
caused as a by-product of the activities of corporations and due to increased legislation in the matter and in accordance with the
guidelines of the Supervisor of Banks in this respect. A strategy has also been determined with respect to complex foreign trade
transactions and to banks and financial institutions as well as borrowers in less developed countries (LDC).

The strategy document has been broadened to include the items detailed in the letter of the Supervisor of Banks dated December 10,
2009, regarding "Lessons learnt from the financial crisis regarding credit risk management". Among other things, a detailed credit
strategy has been determined for holding companies, including guidelines for manner of financing.

At the beginning of 2011, the Bank modified the credit strategy and policy documents to the principles determined in the new
Proper Banking Management Directive No. 301 in the matter of "the Board of Directors". Among other things, the modification
related to the following issues: determination of business targets and target markets for the granting of credit, determination of
new limits to the level of exposure to risks inherent in the credit portfolio, addition of principles regarding the granting of credit
to employees and to related parties and reference to compliance with supervisory and regulatory requirements.

The regulatory limitations imposed on banking corporations within the framework of directives of the Supervisor of Banks as to
industry concentration, single borrower, group of borrowers and the six largest borrower groups, impose an effective limitation on
the group regarding the granting of credit to certain borrowers. The Discount Group complies with these limits. In addition, the
credit policy of the Bank and of its subsidiaries include internal restrictions and lines of operation in addition to those promulgated
by the Supervisor of Banks.

The distribution of risk among economic sectors is based on the evaluation of forecasted developments through current reviews
of the situation in the economic sectors and surveys of various industries.

The Bank conducts ongoing monitoring of large borrowers/the six largest borrower groups and of compliance with the limitations
set by the Supervisor of Banks and with the internal limitations determined by the Bank in their respect. Each large borrower
group is discussed by the Bank at periodic intervals.

According to the Supervisor of Banks' instructions, the Bank prepares in each quarter an exposure document that describes,
among other things, the overall credit risks in the different areas to which the Bank and the Group are exposed, compliance with
regulatory limitations as well as the Bank's and the Group's internal restriction for monitoring and control purposes. The exposure
document is presented to the Bank's Board of Directors.

The credit exposure document relates to the following exposures: linkage segments base exposure, exposure to segments of
operation, exposure to economic sectors, and exposure to large borrowers/large borrower groups.

In addition, the quality of the credit portfolio is examined in accordance with the distribution of the indebtedness rating of
borrowers, the volume of problematic debt and the expense for doubtful debt provision.

Foreign extensions - IDB New York. The credit portfolio of the subsidiary IDB New York, is monitored according to the following
concentration categories: type of industry, geographical distribution, exposure to large borrower groups, risk rating and the real
estate portfolio, with the aim of distributing the risks inherent in the credit portfolio. Management of IDB New York is responsible
for determining limitations and/or targets within the framework of such concentration risks. Credit exposure and compliance with
limitations are reported to the Board of Directors on a quarterly basis.

ICC. The credit policy of ICC, which is approved by the Board of Directors of ICC at least once a year, determines limitations to
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the different lines of operation. Within the framework of the credit risk exposure report, the Board of Directors and the Bank's
Management examine in each quarter, among other things, compliance with the limitations set by the board, deviations from such
limitations and plans of action for correction of these deviations.

The mortgage loans field. The activity of the Group in granting mortgage loans is mainly conducted through the subsidiary Discount
Mortgage Bank Ltd. (hereinafter: "DMB"). This activity is typified by a highly spread out credit portfolio, due to the focus of loans
to households. DMB's policy in recent years dictated the focus on mortgage loan activity, both in financing the acquisition of
residential units, including the construction of private houses, and in loans for other purposes secured by a residential unit owned
by the borrower. This policy contributes to the distribution of the existing credit portfolio over a large number of borrowers, at
a significant geographic distribution. In addition DMB also finances the acquisition of property for commercial, office or light
industry purposes in demand areas, both for owner use and for investment in income producing property. DMB does not provide
new financing for hotels, event halls, heavy industry real estate or large commercial centers. DMB also finances groups of borrowers
organized as "acquisition groups", mostly for residential purposes.

DMB has determined limitations on exposure to the following segments of activity: (a) the ratio of credit to the commercial segment
to the total credit portfolio; (b) the ratio of credit to foreign residents to the total mix of DMB's operations; (c) the combined
volume of credit facilities allocated to acquisition groups. Furthermore, DMB has defined internal limitations on exposure to a
single borrower and to groups of borrowers.

STRUCTURE AND ORGANIZATION OF THE CREDIT RISK MANAGEMENT FUNCTIONS

The organizational structure designed for the management of credit risk is composed, as above said, of three control circles.

The first control circle

- Various processes for the reduction of credit risk are performed within the framework of the business units through the economic
and business analysis of applications for credit in order to evaluate the credit risk involved in the operations of the borrower,
credit rating and the ongoing monitoring and control over the credit granted as well as the quality of the borrower. Within the
framework of such processes, the collateral provided is being assessed and revalued in accordance with the collateral policy
and procedures derived there from. The current survey of credit files includes a review of implementation of decisions taken by
the credit committees, including documents related to credit transactions (loan agreements, pledge documents, compliance
with terms and conditions, availability of current reporting by the customer, etc.)

The control procedures are performed using irregularity reports and outstanding debt reports at various profiles. The aim of
the control is to identify as early as possible defaults in customer accounts and to draw the attention of the business factors
to the urgent need to correct any irregularities in their indebtedness;

- The credit committees discuss and take decisions on matters of credit, both as regards new applications for credit and as
regards existing indebtedness. Discussions of the committees include a review of borrowers including compliance with the
credit terms, changes in credit profitability, developments in the financial condition of the borrower, evaluation of the level
of exposure to changes in exchange rates, rating of the borrower, etc;

- Credit risk management unit at the Corporate Banking Division, which includes the following units:

- "Second opinion" unit - a new department to engage in providing an independent opinion as part of the credit
underwriting process;

- Business control units monitor deviations from credit terms and signs of deterioration in the financial condition of customers.
This is achieved through periodic irregularity reports and ongoing follow-up of customers in respect of whom "red flags" have
been identified and the monitoring thereof by way of conducting a "follow-up list".

- The Economic department at the corporate banking division, among its duties are: preparing strategy and credit policy
documents, and analysis of credit exposure at the Bank's level;
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Participation in the development of models for credit rating and designing the methodology for the analysis of credit risk;
Preparation of surveys for credit risk evaluation of the different economic sectors and of certain borrower groups; The analysis
of credit risk applying to complex applications for credit.

- Credit management and operation unit is engaged in the preparation and updating of follow-up files for the credit committees.
The unit is also responsible for relating groups of borrowers, in accordance with directives of the Bank of Israel in the matter,
and for the current monitoring for the prevention of deviations from the limitations on a single borrower/group of borrowers;
The unit is also responsible for the writing of a part of the credit and collateral procedures at the Bank.

The Bank has two units engaged in the management of problematic debts with a view of arriving at collection arrangements
and repayment of the debt: the special credit department that operates teams of business managers and deals with large
credit files. The collection department, responsible for customers of the Banking Division, managing small credit files.
The second control circle
- Duties of the credit risk management unit, which operates within the framework of the risk management department, include:
- Formation and implementation of policy and methodology documents for the management of credit risks, all this in order
to monitor and verify that the credit portfolio is managed in accordance with exposure limitations approved by the Board
of Directors;

- Development and application of internal models for internal credit rating of Bank customers, in order to quantify credit risk
and support decisions;

- Development of a statistical model for the computation of a group provision, according to the directive of the Supervisor
of Banks concerning defective debts;

- Follow-up of trend and developments in the field of risk management and their communication to all of the Bank's units.

- Development of models for stress tests and the examination of their impact on the portfolio of the Bank and of the Group.

- The credit control unit evaluates, independently of factors approving the credit, the quality of the specific borrower and of
the Bank's credit portfolio. The unit also renders an opinion on the quality of borrowers rating. The sample test includes the
Bank's principal borrowers, according to that required under Proper Banking Management Directive No. 319. The unit reports
to the Bank's Chief Risk Manager.

Mercantile Discount Bank has decided on the formation of credit control units, planned to begin in 2011.

The third control circle

The internal audit performs sample test checks of credit files. It examines the procedures for approval of the credit granted, the

management of credit, examines borrowers' files and tests whether work procedures are in line with the Bank's procedures. In

addition, the internal audit performs across the board audits in respect of credit issues.

CREDIT UNDERWRITING AND MANAGEMENT PROCESSES

The credit underwriting process at the Bank is defined by procedures, credit authority and work processes. The underwriting
process is structured and begins with the customer's application for credit, analysis of the application, stages of approval of
the application in accordance with the credit authority, the actual granting of credit, following which the current control of the
borrower's file.

The Bank has determined a scale of credit authority for managers and the various credit committees, reaching up to the Board of
Directors. The credit authority at the Bank is determined by the Board of Directors and is defined by the procedures of the Board.
According to procedures, credit applications by customers are directed to the different credit committees in accordance with the scope
of credit facility of the borrower or of the group of borrowers to which he belongs, in accordance with the following scale:

- The Bank's Board of Directors;

- The credit committee of the Board;
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- The central credit committee headed by the Bank's CEO;

- Division level credit committees (corporate and Banking Divisions) and at the level of the commercial department;

- Local credit committees (in accordance with the business unit to which the customer belongs).

In 2011 the Bank will prepare for the change in the process of approval of credit, so that the involvement of the Board of Directors

with the approval of credit will be limited and will mainly focus on approval of transactions that are inconsistent with the Bank's

credit policy, as required by the new Proper Banking Management Directive No. 301.

Specific credit committees exist for customers belonging to the diamond industry. These are rated according to the scope of the

customer's credit facility, starting with the credit committee of the Diamond Exchange branch and reaching the Board of Directors.

The considerations for the granting of credit to a business customer are mostly based on purpose of credit and repayment ability,

financial soundness, business position and quality of collateral provided by the customer. An additional important parameter is

the quality of the customer and past experience with him.

An economic and business analysis of the customer is performed as part of the approval of the credit designed to locate and

evaluate credit risks inherent in his business. Furthermore, as part of the discussions held by the credit committee, it is being

considered whether the approval of the credit reflects acceptance of a reasonable risk on the part of the Bank concurrently with
profitability and an appropriate return.

The consumer credit at the Bank is characterized by small amounts and a high distribution. The methodology and procedures

regarding the examination of credit applications submitted by private customers, is intended to focus more on acquaintance with

the customer, on socio-economic parameters and on his financial soundness in addition to the examination of the collateral.

Furthermore, a private customer credit scoring system is also used, in order to determine the rating and credit recommendations

for existing customers. Decisions on the granting of consumer credit are taken under personal authority or by the relevant credit

committee, in accordance with the scope of credit.

The Bank emphasizes the qualitative examination process of the credit application and the response to the customer. The Bank

also offers a comprehensive financing package and endeavors to modify it to the customer's needs.

Within the framework of the credit management process at the Bank, current discussions are conducted at the credit committees

at frequencies of about twice a year in respect of every customer having a credit facility in excess of NIS 400 thousand. Preparation

and updating of follow-up files are made prior to each discussion. Developments and principal changes in the business condition
of the borrower are reviewed within the framework of the discussion, including compliance of the borrower with the credit terms,
changes in the credit profitability, the financial condition of the customer and his indebtedness rating.

The Bank acts according to procedures that define criteria for identifying credits having a problematic potential, in order to ensure

the ongoing monitoring of the quality of the credit portfolio, and where required, the classification of problematic debts and/or

creation of provisions at the appropriate time. The process of classifying debts as problematic and determination of provisions is
made once a quarter by the Bank's Management, and in a manner that would reflect the risk level of the credit portfolio.

The monitoring process of the credit portfolio includes two stages:

- Identifying and locating borrowers having negative indications, by means of the "red light" system and follow-up lists.

- Identification of customers whose financial condition and/or their ability to honor their obligations towards the Bank have
deteriorated, and classifying them, in consequence, as "problematic debts".

- The creation of provisions that reflect the expected loss to the Bank in respect of the "problematic debts". In determining the
provisions, the Bank's Management relies on information at hand regarding the borrower, such as: his credit rating, financial soundness
and/or owner guarantees, scope and quality of the collateral held, the risk level of the industry in which he operates, etc.

The Bank has prepared for the management of the credit portfolio and of the provisions for credit losses in accordance with the

requirement of the new Directive in respect of impaired debts.

Credit underwriting process at IDB New York. The credit underwriting process at IDB New York begins with the submission of

a credit application by the business unit. The credit risk management unit prepares an "opinion" with respect to each credit
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application, which, among other things, relates to cases where the credit exposure exceeds the various limitations determined by

the credit policy. The opinion may voice consent, consent under certain terms or a recommendation for rejection.

Credit underwriting and management processes at ICC. ICC operates according to procedures and work processes which define

the underwriting principles, management and monitoring of the credit portfolio. Procedures for the handling of credit and collateral

and the relevant information systems are updated on a regular basis with a view of improving credit management.

Evaluation of credit risk at ICC is based on the following statistical models:

- Credit scoring model - a statistical model used for determining customer scores, according to which the level of credit/type
of card is determined.

- Behavior scoring model - a statistical model used for determining customer scores based on their behavior during the period
of their relationship with the company.

Every new of evaluation and re-approval of credit facilities is made in accordance with criteria and authority scale defined in the

policy document.

Credit underwriting and management processes at DMB. The documentation and criteria required for the examination of

applications for credit are defined in the procedures of this bank and include, among other things, a "getting to know the customer"

policy, evaluation of the repayment ability of the customer in accordance with his characteristics (private and corporate), purpose

of the transaction and the type of collateral offered in respect thereof.

DMB does not operate the grading model prior to the approval of credit, and is acting towards the formation of principles for the

development of such a system.

However, DMB operates credit quality control from the moment of granting the credit through a back office that includes an underwriting

unit and an examination unit, which serve as control units over the operation of the branches prior to the granting of the credit.

The underwriting unit performs control over both the appropriateness of documents submitted by the customer and his economic

condition, both as to the rights offered as collateral and the statements made by him in connection with the granting of the credit,

as well as the possibility of registering the property as an adequate collateral for the loan. Following the validation of the file, the

underwriting unit issues an approval, which includes reference to the collateral documents required for the granting of the credit.

DMB reviews periodically the large credit files in accordance with the authority scale approved by the Board of Directors of this

bank. In addition, DMB grades its customers, excluding housing loans, in accordance with requirements and definitions of the

Supervisor of Banks. The grading system includes behavioral scoring received once a month. DMB makes efforts for the continued

improvement of the grading model.

The review of the credit portfolio is performed by the collection unit in order to examine the need for the classification of debts

and the creation of provisions. Furthermore, the unit deals with loan arrears both by forming repayment arrangements and by

taking legal action, as the case may be.

CREDIT RISK MEASUREMENT AND REPORTING SYSTEMS

The Bank uses several measurement and reporting systems supporting credit risk management, as follows:

- Computerized system for the management of credit facilities and for the management of borrower debt, which also enables
following up on the volume of the credit file. The system covers all Bank customers whose indebtedness exceeds NIS 400
thousand. The system is in the integration stage also with respect to customers of the Banking Division having a smaller
indebtedness. The system provides information regarding the status of credit and collateral of the borrower, credit facility,
guarantees and financial covenants. The system supports the work of the various credit committees and summarizes customer
data in a comprehensive report presented to the various credit committees. In addition, the system supports the process of
analyzing financial statements and evaluation of floating pledges.

Furthermore, the system supports the customer credit risk management on the basis of a model for customer indebtedness
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rating. This rating model is composed of a questionnaire and includes a scoring of a financial statistical model for credit rating,
based on an analysis of the borrower's financial statements;

- A computerized system for credit scoring and providing credit recommendations for private customers;

- A computerized system for the management of material collateral. The system documents pledges on real estate assets, fixed
assets, securities and floating pledges. The system manages the value of the material collateral securing the debt;

- A computerized system for guarantee management;

- Aninformation system used for assessing the profitability of a single portfolio and of a business unit (under development is
the enlargement of the system in respect of assessment of yield from an individual customer);

- The Bank has integrated a computerized system for the computation of risk assets on a Group level, in accordance with Basel II
guidelines.

REDUCING THE RISK IN RESPECT OF CONCENTRATION OF CREDIT

Concentration risk is the risk emanating from the lack of diversification of the credit portfolio. This risk is made up of two main
categories: (1) Risk emanating from a large volume of credit granted to a specific borrower and/or several borrowers who belong
to the same group of borrowers; (2) Risk emanating from a large volume of credit granted to borrowers belonging to a certain
economic sector or to a certain geographical area.

Spreading of the credit risk is reached, among other things, by the spreading of the credit portfolio over a large number of
borrowers/groups of borrowers in various economic sectors and industries.

Reducing the credit risk in respect of the concentration of borrowers/groups of borrowers. The Bank performs an ongoing
follow-up of the situation of large borrowers/the six large borrower groups and compliance with the Bank of Israel limitations and
within internal limitations determined by the Bank. In addition, the Bank conducts surveys and holds periodic discussions with
respect to each borrower group, with a view of evaluating the credit risk at Group level.

The Bank complies with the Bank of Israel limitations and with internal limitations in respect of a single borrower and in respect
of the six large borrower groups.

Reduction in credit risk in respect of concentration according to economic sectors. The Bank performs industry surveys of various
economic sectors as well as current surveys of the situation of the economic sectors in Israel in order to evaluate the credit risk at
the industry level. Within the framework of the individual application for credit, an analysis of the economic sector of the borrower
is performed and it is examined whether the application is in line with the credit policy according to economic sectors.

The Bank complies with the Bank of Israel limitations and with internal limitations in respect of economic sectors, including the
specific limitations regarding the real-estate industry.

Reduction in exposure to exchange rate risks. The Bank is monitoring the minimization of exposure to possible changes in the
exchange rate of the Shekel as against foreign currencies, among other things, by way of testing the sensitivity of borrowers that
took out loans in foreign currency to changes in the exchange rate. Regarding borrowers defined as being highly exposed, the
Bank is taking steps to reduce the exposure by way of increasing the collateral and demanding hedging transactions.

METHODOLOGY AND TRAINING IN CREDIT MANAGEMENT

- Methodology and procedures exist with respect to the manner of preparation of credit applications and for financial analysis
of the condition of the borrower. A current analysis is performed on most recent financial statements of the Bank's business
customers and a current follow-up of their business and financial condition is conducted. Furthermore, an economic and
business analysis of credit applications is made, which focuses on the identification and evaluation of credit risk inherent in
the customer's operations;

- Several methods developed by the Bank for the evaluation of the repayment ability of the borrower, of his needs for working
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capital and for evaluating the reasonableness of the credit exist. These methods are modified to the type of customer and
structure of the transaction;

- Credit officers at all levels undergo training and study sessions with a view of preserving and updating the existing knowledge
and their professional standards;

- A process of drawing conclusions is conducted at the Bank by committees from the various divisions, discussing various issues
including credit issues. The committees meet periodically in order to discuss failure events, to analyze failure data and to form
means for the prevention of similar failure events in the future.

DEFINITION OF PROBLEMATIC DEBTS

The identification and classification of debts as "problematic debts" is performed according to classifications determined by Proper
Banking Management Directive No. 314 and according to criteria specified in this Directive: "doubtful debts", "non-performing
debts", "rescheduled debts", "debts in temporary arrears" and "debts under special supervision". See Note 1 to the financial
statements for details regarding expected changes in the above definitions, following the instruction regarding "Measurement
and disclosure of impaired debts, credit risk and provisions for credit losses" taking effect.

For details regarding credit risk and its components relating to problematic debts, see above "Credit granted to the public" under
"Developments of assets and liabilities".

DESCRIPTION OF THE APPROACH AND STATISTICAL METHODS FOR THE CREATION OF
SPECIFIC AND GENERAL PROVISIONS

As part of the Bank's preparation for the implementation of the instruction in the matter of "Measurement and disclosure of impaired
debts, credit risk and provisions for credit losses", the Bank acted towards the development of methodology and statistical tools for
the determination of provisions for credit losses. See Note 1 A to the financial statements for details regarding this instruction.

QUANTITATIVE DISCLOSURE REGARDING CREDIT RISK

Segmentation of credit risk according to main credit exposure types

1. Gross credit risk exposure
e O

December 31, Average in  December 31, Average in
2010 20101 2009 2009'"
In NIS millions

Credit 146,493 146,177 148,894 143,609
Bonds 25972 25462 24703 '30,455
Others? 7588 8505 8521 8717
Guarantees and other liabilties on account of clients® 62435 63389 ‘63521 65,439
Transactions in derivative financial instruments® 1913 2312 2316 2743
Total 244,371 246,845 247,955 250,963
* Reclassified.
Footnotes:

(1) The average for 2009 and onwards is computed on a quarterly basis as from 31, 2008. The data in respect of quarters prior to December
31&1'2029 are based on data reportedto the Supervisor of Banks during the period of integration of the Basel Il quidelines and are not
audited.

(2) Primarily: cash, shares, fixed assets.

(3) Off balance sheet credit risk is stated prior to conversion to credit equivalent (before multiplication by the CCF coefficient).

(4) Credit risk in respect of transactions in derivative financial instruments is presentedmin terms of credit equivalent (after netting effect
and after multiplication by the "add-on" coefficient).
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Counterparty type distribution of exposures
e e O

December 31, 2010

Guarantees and  Transactions
other liabilities in derivative
on account of financial
Credit Bonds Other' clients? instruments® Total

In NIS millions

Sovereigns 14,212 19,288 - - - 33,500
Public sector entities 797 2898 - o 3 4015
Baks 13089 1849 - 44 80 15802
Coporates 73448 3 - 38592 93 114694
Secured by commercial real estate 653 - - w87
Single retailer exposures 16543 - - 17913 s 34,465
Smallbusinessloans 10026 - - 3484 3 13513
Secured by residential real estate 17,775 - - 2107 69 19951
Securitzaton - 28 - - . 08
Otherassets o . 7588 - - 7,558
Total 146,493 25,972 7,558 62,435 1,913 244,371

Sovereigns 19,213 16,864 = = = 36,077
Public sector entities 1,047 ‘4003 - 7 3 5,470
Banks ‘14686 1519 - 45 86 17,106
Coporates 72313 ‘1886 - 40260 1277 115736
Single retailer exposures ‘e84 - - ‘g0 B 33,837
Small business loans ‘9096 - - ‘'3sa2 4 12842
Secured by residential real estate 15675 - - 2487 ‘83 18225
Securiizaton - o34 - . g
Otherassets - 851 - - 8521
w
* Reclassified.

Footnotes:

(1) Primarily: cash, shares, fixed assets.

(2) Off balance sheet credit risk is stated prior to conversion to credit equivalent (before multiplication by the CCF coefficient).

(3) Credit risk in respect of transactions in derivative financial instruments is presentedmin terms of credit equivalent (after netting effect
and after multiplication by the "add-on" coefficient).
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Division of the file according to remaining contractual maturity periods!"
- - |
December 31, 2010

Over 1 year No fixed
andupto5b Over 5 maturity  Total Cash
Up to 1 year years years date®? Flow

in NIS millions

Credit 80,856 42,543 25,914 3,019 152,332
Bonds 8051 11192 30839 - 50082
Others® 2431 274 208 4645 7,558
Guarantees and other liabilities on account of clients® 42,987 13330 4238 1880 62435
Transactions in derivative financial instruments® 14892 2767 2576 - 20235
Total 149,217 70,106 63,775 9,644 292,642
Footnotes:

(1) This note presents the anticipated future contractual cash flows in respect of the exposures, according to the remaining period to the
contractual maturity date of each cash flow.
The data is shown net of the provision for doubtful debts, the allocation of which over periods is made in accordance with an estimate
based on the credit periods in respect of which they were made.

(2) Includes past-due receivables totaling NIS 1,653 million.
(3) Primarily: cash, shares, fixed assets.
(4) Off balance sheet credit risk is pre conversion to credit risk (pre multiplying by CCF coefficient).
(5) Presented as calculated for the purpose of limitation on borroewr indebtedness.

December 31, 2009
Credit "90,355 35,211 24,097 "3,802 153,465
Bonds 6,578 13,217 30,565 20 50,380
Others® 3,183 295 178 4,865 8,521
Guarantees and other liabilities on account of clients "45,002 12,928 3,762 1,829 63,521
Transactions in derivative financial instruments® 12,957 2,163 2,460 = 17,580
Total 158,075 63,814 61,062 10,516 293,467
I e O A
* Reclassified.
Footnotes:

(1) This note presents the anticipated future contractual cash flows in respect of the exposures, according to the remaining period to the
contractual maturity date of each cash flow.
The data is shown net of the provision for doubtful debts, the allocation of which over periods is made in accordance with an estimate
based on the credit periods in respect of which they were made.

) Includes past-due receivables totaling NIS 1,821 million.

) Primarily: cash, shares, fixed assets.

) Off balance sheet credit risk is pre conversion to credit risk (pre multiplying by CCF coefficient).

) Presented as calculated for the purpose of limitation on borroewr indebtedness.

DISCLOSURE AS TO CREDIT FILES MANAGED ACCORDING TO THE STANDARD APPROACH

For the purpose of averaging out exposure risk, the Bank and its banking subsidiaries in Israel use international rating data issued
by Moody's - the international rating agency. IDB New York uses rating data issued by the international rating agencies - Moody's,
Fitch and S&P.

The Group uses independent rating for all types of relevant exposures, including: sovereign entities, public sector entities,
multi-purpose development banks, banking corporations, securities companies, corporations and securitization.

The Group acts according to the standard mapping published by the Supervisor of Banks.

The process, which is used for the application of public issue rating to similar assets existing in the banking book, is in accordance
with the framework published by the Supervisor of Banks. When the Bank invests in a particular issues that has a specific issues
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rating the weight attributed to the risk is based on such rating. Where the debt to the Bank does not comprise a particular rated
issues, the Bank applies the principles determined in the framework.

Exposure amounts according to risk weights
I e e
December 31, 2010

Deduction
from
0% 20% 35% 50% 75% 100% 150% capital Total
In NIS millions
Exposure before
credit risk mitigation("? 34,804 17,165 16,596 3,833 49,569 119,099 3,153 152 244,371
Exposure after
credit risk mitigation("? 35,109 11,633 16,566 8,903 39,101 114,231 3,121 - 228,664
December 31, 2009

Exposure before
credit risk mitigation("? 36,809 20,721 14,467 "4,122 748,480 119,788 3,314 254 247,956
Exposure after
credit risk mitigation!"? 37,020 14,443 14,430 9,175 39,369 114,213 3,270 - 231,920
. ' ! ! ___________ _________|
* Reclassified.
Footnotes:

(1) Off balance sheet credit risk is pre conversion to credit risk (pre multiplying by CCF coefficient).
(2) Credit risk in respect of transactions in derivative financial instruments is presentedmin terms of credit equivalent (after netting effect
and after multiplication by the "add-on" coefficient).

REDUCTION OF CREDIT RISK

General qualitative disclosure regarding the reduction of credit risk. The Bank operates according to a policy, procedures and
work processes regarding the acceptance of collateral and its management that includes guidelines as to revaluation of the asset, the
rate of reliance on the collateral, pledges registered on the collateral and their registration with the relevant Registrars, etc.
According to the Basel II guidelines, banking corporations may obtain relief from capital requirements with respect to usage of
methods of reducing credit risks (CRM), subject to legal certainty. Legal certainty requires, among other things, that all documents
securing a transaction, setoff documents, guarantees, etc. shall be binding on all parties involved and may be legally enforceable
in all relevant judiciary fields.

In computing the capital requirements as of December 31, 2010, the Bank has only recognized a part of the collateral potential

eligible for mitigation in accordance with the Basel II guidelines. The Bank continues to act towards the improvement of processes

and procedures in order to achieve the legal certainty required for the recognition of additional collateral.

Collateral management and control processes. Collateral received with respect to credit of various types is managed and controlled

by the different units, as follows:

- The business units evaluate and value the collateral in accordance with the collateral policy and procedures derived there
from. In addition, current control is performed over customer files, which includes a review of the collateral documents and
updating of their value;

- The business control unit (within the first control circle) engaged in a sample testing of the value of collateral, compliance with
procedures and is responsible for the development of control and warning reports with respect to the value of the collateral,
validity of valuation, etc.;
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- The valuation unit performs a periodic review of the value of real estate and closed finance projects accepted as collateral, in
accordance with the type of asset and at frequency determined in the Bank's procedures;

- The credit control unit (within the second control circle) performs a sample check of customer files, which includes an examination
of documents evidencing the collateral and whether they are in compliance with the Bank's policy and procedures;

- Theinternal audit department performs each year current audits of the business divisions. Such audits include an examination
of collateral from the registration and reporting aspects, evaluation of the value of collateral, existence of insurance policies
etc. The audit monitors the correction of deficiencies and the implementation of recommendations by the business factors
until completion of the process;

- The legal department is involved in the management of collateral, in accordance with its type, as regards one or more of the following
three aspects: preliminary legal advice, preparation of the collateral documents, examination and approval of the collateral.

The Bank is acting towards improving the said management and control processes.

Policy and procedures regarding balance sheet and off-balance sheet netting. The Bank does not make use of balance sheet

netting (in terms of Section 188 of the Instruction, and not in accounting terms of balance sheet setoff).

The reduction of credit risk relating to banking corporations. The Bank's policy, as approved by the Board of Directors in February

2010, is to enter into transactions in financial derivatives only with banking corporations with which an ISDA agreement had been

signed. This agreement leads to a reduction in credit risk by permitting the netting of liabilities and mutual demands stemming

from over the counter derivative transactions in cases of insolvency of the counterparty.

The agreements are signed separately with each legal entity; with certain of the said banking corporations a credit support

annex (CSA) to the agreement is signed, which regularizes with the counterparty the issue of collateral in respect of derivative

transactions. The CSA includes a threshold amount that reflects the maximum exposure that each of the counterparties is ready
to accept without receiving collateral.

IDB New York transacts business only with banking corporations with which ISDA agreements had been signed.

Mercantile Discount Bank applies off-balance sheet netting with respect to transactions in derivative instruments with banks with

which netting agreements had been signed that comply with ISDA rules.

The reduction of clearing risks. The clearing of derivative transactions with foreign banks and financial institutions constitutes

the main source for the Bank's exposure to clearing risks. In order to hedge the clearing risk inherent in these transactions, the

Bank uses the services of the CLS - Continuous Linked Settlement system where the clearing process is executed net in the various

currencies, simultaneously.

In order to reduce clearing risks, the Bank, where possible, performs the clearing of dual transactions in the principal currencies

with banks, using CLS.

Policy and processes regarding the valuation and management of collateral. The Bank has a detailed policy as regards collateral

referring to the acceptance of the collateral, management of the various collateral accepted and the rate of reliance thereon. In

general, the Bank's practice is to grant credit to customers against collateral of various types, including liquid assets, fixed assets,
pledges and guarantees of various kinds.

The scope and quality of the collateral are derived from the level of credit risk that the Bank is ready to accept at the time of the

granting of credit, putting a special emphasis on borrowers' repayment ability. Thus, in certain cases, such as: a borrower having a high

indebtedness rating, a reliable borrower, credit might be granted without collateral and/or special terms imposed on the borrower.

To the extent possible, the collateral is adjusted to the credit it secures from the stand point of the period of credit, currency in

which the loan is granted, paid-up or renewable credit.

The collateral management policy and determination of their value for security purposes are based on principles and rules

determined within the framework of the Bank's procedures for the granting of credit, in accordance with the type of assets. The

rate of coverage of the debt by collateral is adjusted to the characteristics of the customer, his financial condition and the industry
and economic sector in which he operates.

76



Annual Report 2010
Report of the Board of Directors to the General meeting of the Shareholders

As a condition for reliance on material collateral (pledge on fixed assets, such as: motor vehicles, residential real estate, commercial

real estate, machinery and equipment), the Bank requires an insurance policy for the asset pledged.

Determination of the value for security purposes of the different collateral is derived from their type, their quality and how quickly

they may be realized, including changes in their value due to situations of slowdown or growth in the economic environment of

the borrower.

Furthermore, Bank procedures include determined maximum rates of reliance on collateral in accordance with the type of asset,

for the purpose of reducing the risk upon realization of the asset.

Valuation of the collateral is performed periodically, determining the value of the asset and the appropriate rate of reliance thereon,

which should not exceed the maximum rate determined by the procedure. In certain cases, financial covenants are imposed on the

borrower. Compliance with such covenants is examined periodically, the violation of which constituting a cause for the immediate
repayment of the loan or a demand for additional collateral.

Main types of collateral accepted by the Bank. The Bank accepts the following main types of collateral:

- "Eligible collateral" and guarantees available for netting - collateral used by the Bank for the reduction of risk assets in the
credit field in accordance with Basel II instructions, which include:

- Deposits pledged in favor of the Bank;

- Bank guarantees provided to the Bank as security for credit granted;

- Securities deposit and securities pledged in favor of the Bank (only securities defines as qualified under the rules of Basel II);

- "Other collateral" - all other collateral that are not defined as qualified (available for setoff). Other collateral serving the
Bank for the purpose of hedging credit risks, include the pledge on fixed assets, such as: motor vehicles, residential property,
commercial property, machinery and equipment, floating pledge, negotiable instruments that include credit card vouchers and
documentary credit and including securities not defined as qualified.

The principles for the valuation of the various types of collateral are as follows:

- Liquid collateral - The Bank procedures determine the rate of reliance on liquid collateral in accordance with their type;

- Pledge on property - the valuation of real estate used as collateral for credit is made by the Bank's valuation department

and/or on the basis of assessments by qualified appraisers. An updated valuation is required in accordance with the period of
reliance thereon as specified in the Bank's procedures.
Bank procedures regarding pledges on real estate determine, among other things, the method of computing their value, the
security spreads, the frequency of updating of the value and the authority for examination and approval of valuations in respect
of the granting of credit. Furthermore, the Bank's procedures determine the rates of reliance applying to the different assets,
such as: income producing property, stores, residential property, industrial buildings, land of various types, etc.;

- Fixed pledge - Bank procedures include guidelines for the evaluation of a pledge on fixed assets of various kinds. The procedures
detail the frequency of updating the value of the pledge and the rates of reliance on the different assets in accordance with
the type of the asset, its age, the level of marketability and possibility of realization. This includes: the value of motor vehicles
is based on a suitable independent price list that is reqularly updated, while the value of machinery and equipment is based
on their purchase price or on an assessment by an appraiser;

- Floating pledge - Bank procedure determine guidelines for the valuation of a floating pledge, frequency of updating the
valuation, rates of reliance on the various assets included in the pledge and computation of the Bank's share in the pledge. A
floating pledge is formed based on updated information, knowledge of the borrower's business, type of active assets and the
possibility of their realization. In cases where the information at hand for the purpose of determining the floating pledge is
insufficient, the rates for reliance are reduced accordingly.

- Marketable securities - the value of marketable securities, at a holding rate lower than 5%, is based on market price, the rate
of reliance for the security being determined by the securities research department. The value of securities held at a higher
rate is assessed by the business factor at the Bank dealing with the customer.

77



Israel Discount Bank Limited and its Subsidiaries

- Within the framework of the Bank's policy regarding the financing of acquisitions of means of control, rules have been determined
for the valuation of the acquired shares for the purpose of securing such credit. A valuation of the acquired company is performed
in accordance with the value of the transaction, market price, or according to a valuation assessment, as well as an examination
as to the ability of the acquired company to pay dividends, being generally the source of funds for the repayment of the loan.

Redaction of credit risk
' - ]

December 31, 2010

Credit exposure

covered by
Total credit eligible financial Total Total Net credit
exposure!? collateral® outflows® Inflows'® exposure
In NIS millions
Sovereigns debts 33,500 - - 305 33,805
Public sector entities debts s0t5 - ey - 3847
Banksdebts 15802 s - 6616 15643
Corporatesdebts 14694 @2a2) 766) - 109686
Debts with commercial real estate securites 667 - - - 67
Single retailer exposures 34465 1851 Gy - 26,653
Smallbusinessloans 13513 eesn @ - 1080
Secured by residential real estate 19,951 @ - - 19921
Securitization 206 - - . 2086
Otherassets 7568 - 7,553
Total 244,371 (15,555) (6,921) 6,921 228,816
December 31, 2009
Sovereigns debts 36,077 - - 211 36,288
Public sector entities debts ‘5470 @ ey - 5,257
Banksdebts 17,106 weay - ‘5866 15731
Corporatesdebts ‘115,736 ‘was) @43 - 110511
Single retailer exposures 33837 wro ‘6109 - 26,958
Smallbusiness loans 12642 ‘0249 ay - 10379
Secured by residential real estate 18225 @ - - 18188
Securitization o841 -z
Otherassets 8521 - - 8521
Total 247,955 (15,781) (6,077) 6,077 232,174
* Reclassified.
Footnotes:

(1) Off balance sheet credit risk is pre conversion to credit risk (pre multiplying by CCF coefficient).

(2) Credit risk in respect of transactions in derivative financial instruments is presented in terms of credit equivalent (after netting effect
and after multiplication by the "add-on" coefficient).

(3) After balance sheet or off-balance sheet netting, when relevant, and after application of haircuts.

(4) Including gold.

(5) The amount of exposure covered by guarantees and transferred to the counterparty debts who gave the guarantee.
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GENERAL DISCLOSURE REGARDING EXPOSURE RELATED TO CREDIT RISK OF A COUNTERPARTY

Over the counter derivatives. Counterparty credit risk is the risk that the counterparty to the transaction will be in default before
the final settlement of the cash flows in respect of the transaction. The main source for the Group's exposure to counterparty
credit risk is over the counter (OTC) derivative transactions.

The Bank's policy regarding the management of counterparty credit risk is established in the policy document approved by the

Board of Directors every year. The policy document includes, among other things, principles for the identification, measurement

and evaluation of the risk, requirements for the determination of combined limitations and for exposure reporting as well as

definition of responsibilities and authorizations.

Exposure of the Group to counterparty credit risk is created mostly with respect to international banks and financial

institutions.

The framework of exposure to international financial institutions is approved at Group level on the basis of an internal model. The

approved framework is allocated by the Bank among the subsidiaries in the Group.

Activity in derivatives is conditional on the prior approval of the credit facility that determines limitations on counterparty

exposure.

The framework of exposure to customers is approved in accordance with credit approval authorizations based on obtaining financial

collateral only (government bonds, rated corporate bonds, shares and deposits), to the volume of the exposure framework. The

credit committee is authorized to approve the acceptance of collateral in accordance with actual exposure only. Furthermore, the
granting of a framework to a customer without collateral is possible in accordance with the facts of the case.

The monitoring of counterparty credit risk exposure is performed as follows:

- Exposure to foreign banks and financial institutions - the back office unit at the finance division performs, a comparison of
actual exposure to the approved framework on a daily basis;

- Exposure to large customers and/or those having complex activities - The middle office unit at the finance division performs a
comparison of actual exposure to the approved framework, on a daily basis, including application of extreme scenarios. As part
of management and control over the utilization of the exposure framework, the information system produces a daily irregularity
report, which, among other things, includes a list of customers whose actual utilization of the exposure framework is equal or
exceeds 85%. The purpose of this report is to give warning to the responsible business factor as to the high utilization rate.

In addition, the Bank determined a set of internal limitations imposed on combined credit exposure of counterparties, such as:

combined limitations according to currencies and types of products.

The methods used by the Bank for counterparty credit risk reduction, include:

- Daily monitoring of the customer's collateral situation, and where needed, a demand for additional collateral;

- A contractual "stop loss" clause - enabling the Bank to enforce the closing of a customer position, in cases where a deviation
in loss terms from the "stop loss" amount determined for the customer exists;

- The signing of ISDA agreements and CSA annexes (for explanations regarding "ISDA agreement” and "CSA annex", see "Reduction
of credit risk" above).

The method for determining counterparty credit exposure limitations. For regulatory reporting purposes the Group uses the

"present exposure method", according to which the present cost of replacement is computed by the revaluation of agreements to

market prices together with an "add-on" coefficient, in order to reflect the future potential exposure over the remaining life time

of the agreement. The future potential exposure, computed on the basis of the notional principal sum of the total counterparty
file, is in accordance with the type of product and the remaining period to redemption, according to a coefficient table included
in the Basel II guidelines

For counterparty credit risk exposure management purposes, the Group uses the "customer exposure model", based on the

computation of exposure in equal value credit terms that includes a mark to market valuation of transactions together with the

future potential exposure.
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In the years 2008-2009, the Bank made changes to the future exposure coefficients use by it for assessing credit exposure involving
derivative financial instruments (CCR), this following financial developments in these years. During 2008 exposure coefficients
were raised and through 2009 they were reduced.

Policy for the protection of collateral, its valuation and management. According to the Bank's policy, the financial collateral
is valued on a daily basis. The rate of reliance on such collateral is determined according to the risk volatility of its market price
over time, and are secured in the policy document approved by the Board of Directors.

The effect of the amount of collateral that would have to be provided by the Bank in case of a reduction of its credit rating.
Some of the collateral agreements to which the Bank is a party within the framework of the ISDA agreements, state that the
threshold amount and the minimum transfer amount shall be reduced in the event that the Bank's credit rating would be reduced.
Accordingly, in such cases the Bank would be required to provide to the foreign bank collateral in higher amounts (in the event
that the foreign bank has a profit on derivatives).

Disclosure regarding over the counter derivatives

e
December 31

In NIS millions

Gross positive fair value of contracts':

Shekel/CPI 1 2
Other . 410 s
Foreign currency contracts 910 769
Contractsonshares s 139
Commodities and other contracts 7 218
Total Gross positive fair value of contracts 2,200 2,009
Potential off balance sheet exposure® 17309 1500
Nettingbenefits (196 (1,083)
Current credit exposure after netting®? 1,913 2,316
Heldcollateral s (140)
I\Ietderivativescredite)mww—w
* Reclassified.

Footnotes:

(1) Including embedded derivatives,as at December 31, 2010, in the amount of NIS 72 million (December 31, 2009 NIS 74 million).
(2) Potential off-balance sheet credit exposure with respect to derivative instruments is calculated based on the notional principal amount
of the entire counter-party portofolio, multiplied by the "Add-on" coefficient.

ACTIVITY IN DERIVATIVE FINANCIAL INSTRUMENTS

Note 20 to the financial statements presents details of operations in derivative instruments - scope, credit risk and maturities.
Part 2 of the aforementioned Note presents details of credit risk with respect to derivatives by counter party, on a consolidated
basis. Following are further details regarding data presented in part 2 of the aforementioned Note.
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(1) Following are details according to rating of balances of assets derived from transactions in derivative instruments where the counterparty

is a bank:
)

On December 31,2010  On December 31, 2009

In NIS million

Balances of assets deriving from transactions in derivative instruments

where the counterparties are foreign financial institutions

Withan AMATating ]
Withan AArating a9 s
Withan AArating 1 25
Withan AA-rating s a0
Withan A+ rating 4 1
Withan Arating a5 37
WithaBBBratng 24 16
Notrated 0 5
Total against foreign financial institutions 1,296 1,022
Total against Israeli financial institutions 384 265
Total balances of assets derivinﬂ from transactions in derivative instruments 1,680 1,287

(2) Following are details according to rating of off balance sheet credit risk in respect of transactions in derivative instruments where the
counterparty is a bank:

On December 31, 2010 On December 31, 2009

In NIS million

Off Balances of assets deriving from transactions in derivative instruments

where the counterparties are foreign financial institutions

Withan AMATating 23
Withan A+ rating 1008 1,755
Withan A ratng . em 1,416
Withan AA"""rating 2877 1,440
Withan A+™""rating s 4
Withan A ratng &9 1,184
Withan BBB+rating ]
Withan BBBrating s« 61
Notrated 2 19
Total against foreign financial institutions 6,254 6,583
Total against Israeli financial institutions 2,861 1,604
Total off balances of assets derivina from transactions in derivative instruments 9,115 8,187

*

December 31, 2010 - includes an amount of NIS 140 million with Credit Suisse and NIS 938 million with JP Morgan Chase. December

31, 2009 - includes an amount of NIS 923 million with Deutsche Bank and NIS 680 million with JP Morgan Chase. B ) )

*¥ December 31, 2010 - includes an amount of NIS 482 million with HSBC Bank PLC, NIS 385 million with BNP Paribas and NIS 72 milion with Societe
Generale. December 31, 2009 - includes an amount of NIS 898 million with HSBC Bank PLC and NIS 246 million with BNP Paribas.

*¥**  December 31, 2010 - includes an amount of NIS 406 million with Barclays Bank PLC, NIS 446 million with UBS, NIS 290 million with
Commerzbank AG. NIS 399 million with Royal Bank of Scotland Plc and NIS 1,071 milion with Deutsche Bank. . )
Becembeg31k2009 - includes an amount of NIS 438 million with Barclays Bank PLC, NIS 347 million with UBS and NIS 289 million with

ommerzbank.

****  December 31, 2010 - includes an amount of NIS 273 million with Citibank and NIS 197 milion with Merrill Lynch International Bank.
December 31, 2009 - includes an amount of NIS 446 million with Citibank. . ]

¥*xx* December 31, 2010 - includes an amount of NIS 387 million with Morgan Stanleﬁ,_NIS 246 million with Goldman Sachs Group
December 31, 2009 - includes balances of five foreign financial institutions, the highest of which amount to NIS 434 million, NIS 410

million, NIS 290 million, and none of the other institutions exceeds the amount of NIS 46 million.

81



Israel Discount Bank Limited and its Subsidiaries

(3) Following are details of the column "Other" according to the overall credit to the public risk per economic sectors:

On December 31,2010  On December 31, 2009

In NIS million

Agriculture 12 15
Industry:
Machines, electrical and electronic equipment 78 79
Mining, chemical industry and oil products 280 3B
Other o gsp 07
Total industry 725 621
Constructionand real estate:
Acquisition of land for construction o 6
Real estate holdings e s
Other g9 1y
Total construction and real estate 190 77
Electricityandwater 20 19
Commerce 47 206
Hotels, hotel servicesand food T 2]
Transportationand storage 21 s
Communications and computer services e 9

Financial institutions (excluding banks) 417 361

Private customers active on the capital market 158 1003
Financial holding institutons 24 g
Insurance and provident fund services o4 62
Total financial services 2,418 2,011
Otherbusiness services 02 107
Publicand community sevices 7 16
Private individuals - housing loans o
Private individuals-other 57 210
Total 3,965 3,467

* Reclassified.

SECURITIZATION EXPOSURE

IDB New York invests in several types of securitized securities, in marketable mortgage backed securities (CMBS), in securities of
the "trust preferred CDO" type and residential mortgage backed securities (RMBS).

IDB New York is an investor in securitized securities and is not the issuer of any securitized securities.

For the purpose of averaging the risk of securitization exposure, IDB New York makes use of ratings published by the international
rating agencies Moody's, Fitch and S&P.

The securitization exposure included in the following Table does not include mortgage backed securities issued by GNMA, FNMA
and FHLMC agencies, due to the fact that they do not include layers according to repayment order.
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For further details, see Note 3 to the financial statements and "Investment in asset backed securities" under "Developments of
assets and liabilities" above.

Securitization exposure
e e
Total exposure

December 31

2010 2009

In NIS millions

Mortgage-backed securities (MBS):

Other mortage-backed securities (including CMO, REMIC and STRIPPED MBS) 194 325
Bond backed securities (TRUPS CDO) 12 16
Total mortgage and asset-backed securities 206 341

December 31

2010 2009
Total Capital Total Capital
exposure requirements exposure requirements
9% 9%

In NIS millions

Risk weights:

20% s -
s0% . w T m 2
00% e 2 s /]
Deductions fromcapital 51 51 54 254
Total 206 155 341 257
Footnote:

The above exposures do not include exposures issued by agencies operating under the auspices of the U.S. Government (GNMA, FHLMC,
FMNMA).

CREDIT EXPOSURE TO FOREIGN FINANCIAL INSTITUTIONS

General. In view of the financial crisis which began in 2008 and apprehensions regarding the implications of the crisis on foreign
financial institutions, banking corporations are required to include in the Directors’ Report a separate disclosure regarding credit
exposure to foreign financial institutions.

Foreign financial institutions include: banks, investment banks, brokers/dealers, insurance companies, institutional entities and
entities controlled by the said entities.

As opposed to the definition of the "financial services" economic sector for the purpose of disclosure in the Management Review
concerning the "Overall credit risk according to economic sectors", the exposure in respect of foreign financial institutions
presented in the table hereunder includes exposure to foreign banks a