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Bank Leumi le-Israel B.M.

Baseline Credit Assessment aalLil
(BCA) of the Bank ]
Long-term deposits and Aaa.il Outlook: Stable
bonds
Subordinated bonds with
contractual loss absorption Aa2.il(hyb) Outlook: Stable
mechanism (CoCo)
Short-term deposits P-1.il -

Midroog reiterates its rating of the Baseline Credit Assessment (BCA) of Bank Leumi le-Israel B.M.
(hereinafter - the “Bank”) unchanged - aa1.il. The rating of the Bank’s long-term deposits and
senior debt remains unchanged Aaa.il with a stable outlook, and they continue to reflect an
assumption of high external support from the state, which is equivalent to one rating level® (notch)
of the BCA.

The rating of the subordinated bonds with loss absorption mechanism (CoCo) by way of write-
down or partial write-down (classified as Tier 2 capital) was reiterated at Aa2.il (hyb), with a stable
outlook. This rating is one notch lower relative to the BCA and two notches lower relative to the
senior debt, reflecting the terms of the instrument, including its contractual subordination and loss

absorption mechanisms, and without an external support assumption.

In addition, Midroog reiterates the P-L1.il rating for short-term deposits.

Key considerations for assessing the baseline credit assessment (BCA) and
the Bank’s ratings

The assessment of the Bank’s baseline credit assessment (BCA) is supported by its good positioning in
the local banking system, which is based on a strong brand and significant market share, alongside a wide
and diversified customer base, that supports the Bank’s good income-generation capabilities. The Bank is
a universal bank that provides its customers a range of banking and financial services. The Bank has a
conservative risk management policy, that supports its risk profile, which is also reflected in positive credit
quality metrics relative to the BCA. However, in view of the effects of the war, we believe that in the short
to medium term, it is expected that the quality of the assets of the banking system will be adversely affected
due to an increase in the borrowers’ risk. Accordingly, the proportion of troubled debts out of the portfolio
is expected to increase and in our opinion range between 2.5%-2.9% in 2023-2024. The Bank is

1 We assess the probability of support as high on par with other banks in the system; however, due to the high BCA,
this support cannot be equivalent to more than one notch.
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characterized with a high sectoral credit concentration in relation to the capital absorption buffer that is
high relative to both the BCA and banking system, weighing on the Bank’s risk profile. In recent years,
the Bank’s profitability rates are on the rise, in view of high asset quality and good operational efficiency
over time as a result of the Bank’s implementation of its strategic plan. In that context, it should be noted
that as of the first half of 2023, the Bank’s profitability was adversely affected by the loss in respect of
impairment of the investment in Valley Bank? shares, which amounted to NIS 1.1 billion (post-tax).
Accordingly, in the first half of 2023, the core return on risk-weighted assets,® and the return on assets
amounted to approx. 3.3% and 1.0%, respectively. In Midroog’s baseline scenario for 2023-2024, we
predict that in view of the consequences of the war the Bank’s profitability indicators will moderate, to a
certain extent, compared with the first half of 2022 and 2023; however, those profitability indicators shall
continue to support further increase in equity and improvement of the financial profile, and the core return
on risk-weighted assets is expected to range between 2.4%-2.5%, and the return on assets shall range
between 0.7%-0.8%. It should be noted that the baseline scenario takes into account further expedients
to borrowers due to the war, both on behalf of the regulator and on behalf of the Bank*.

The Bank is characterized with a relatively wide range of Common Equity Tier 1 capital and overall capital
above the regulatory capital requirements), which in our opinion supports the Bank’s business flexibility
and its growth potential. In the baseline scenario Midroog expects that the capital buffer will remain
adequate relative to the BCA, and that the Tier 1 capital adequacy ratio will be approximately 11%. It
should be noted that in relation to Midroog’'s stress scenarios, the Bank’s capital buffer absorbs
unexpected losses in an adequate manner, and at this stage, is expected to support the Bank’s stability
throughout the War. The Bank’s liquidity profile is favorable relative to the BCA,; it is supported by a good,
wide and diversified sources structure, which is based on a significant rate of stable (retail) deposits, and
inventory of liquid assets. At the same time, the liquidity profile may be affected by a relatively high deposits
from institutional entities component, which in our opinion is less stable throughout the economic cycle. In
addition, the liquidity coverage ratio is significantly higher than the regulatory threshold (100%), which
supports the business flexibility.

The rating of the Bank’s long-term deposits and senior debt were assigned at one notch above the BCA,
which reflects our assessment that it is highly probable that the state will provide support when required.
The rating of the subordinated bonds with loss absorption mechanism (CoCo) by way of write-down or
partial write-down is one notch lower relative to the BCA and two notches lower relative to the senior debt,

2 0On September 23, 2021, Bank Leumi Corporation (BLC), a US-incorporated corporation (85% of which is held by
the Bank), which wholly owns BLUSA, entered into a merger agreement with Valley National Corp (hereinafter -
“Valley Bank”). Upon completion of the transaction on April 1, 2022, Bank Leumi holds approx. 14.2% of Valley’s
share capital.

3 Profit before tax and loan loss expenses to average risk-weighted assets.

4 It should be noted that the expected rate of return on the assets in the forecast years does not take into account a
one-off earning from the sale of “Beit Lin” and “Beit Mani”; the consideration from the sale of the assets is expected
to lead to a one-off improvement of 0.1% in this rate (post-tax).
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reflecting the terms of the instrument, including its contractual subordination and loss absorption
mechanisms, and without an external support assumption.

Rating outlook

The stable outlook of the Bank’s ratings reflects Midroog’s assessment that the Bank will maintain an
adequate financial profile in the forecast years, while maintaining the risk metrics in the credit portfolio as
well as loss absorption buffers within a range that is adequate for the rating.

At the same time, the war that broke out in Israel on October 7, 2023 led 0 a humber of consequences
and restrictions, including, among other things, partial or full closure of businesses, restrictions on
gathering at workplaces and in the education system, as well as a decrease in the workforce, resulting
from an extensive recruitment of reservists and a reduction in the number of foreign workers. These steps
cause a decrease in activity in the Israeli economy and a decline in the economic activity. Furthermore, as
a result of the war the financial markets in Israel slumped and the shekel suffered devaluation. In the
opinion of Midroog, this period is characterized by a high degree of uncertainty regarding the development
of the war and its economic consequences. Therefore, Midroog may revise the rating’s baseline scenario
according to developments. For more information on this issue, please read the special report on the
“Impact of the “Iron Swords War” on the Credit Repayment Capacity of Issuers Rated by Midroog” (October
2023).5

Factors that may lead to downgrading the Bank’s BCA and ratings:
+ Significant damage to the Bank’s business positioning
+ Significant deterioration in the quality of the credit portfolio

» Erosion of the capital and profitability buffers and their stability over time

5 The report can be found on the Midroog website.
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Bank Leumi le-Israel B.M., key financial data and ratios, in NIS million and percentages:
June 30, June 30,

NIS million 2023 2022 2022 2021 2020 2019
Loans to the public, gross 415,047 369,811 389,768 347,391 300,631 285,806
Deposits by the public 533,977 532,737 557,084 537,269 447,031 373,644
Total equity capital atributable o 5y 721 47060 49438 41610 37,664 35,406
the Bank's shareholders

Total assets 686,857 667,680 699,166 656,454 556,035 468,781
Profit before taxes and loan loss 7.383 5096 11,394 8.429 6,043 6,014
expenses

Net income attributable to the

Bank's shareholders 3,434 3,601 7,709 6,028 2,102 3,522
(%)

Exposure to the largest sector 221% 209% 205% 210% 180% 167%
relative to Common Equity Tier 1

capital [4]

Troubled debts out of loans to 1.7% 1.6% 15% 1.9% 2. 9% 2 0%

the public, gross

Troubled debts to equity and loan
loss provision

Loan loss expense (income) to

12.4% 11.7% 11.0% 13.8% 19.9% 14.3%

average loans to the public, 0.4% 0.0% 0.1% (-0.3%) 0.9% 0.2%
gross [1]

Net income attributable to the

Bank's shareholders to average 1.0% 1.1% 1.1% 1.0% 0.4% 0.8%
assets [1]

Profit before tax and loan loss

expenses to average risk- 3.3% 2.6% 2.8% 2.4% 1.9% 1.9%
weighted assets [1]

Efficiency ratio 31.0% 40.3% 37.5% 46.8% 53.8% 56.8%
Common equity Tier 1 capital 112%  11.3%  115%  115%  11.9%  11.9%
adequacy

Total equity to total assets 7.5% 7.0% 7.1% 6.3% 6.8% 7.6%
Less stable financing sources [2] 20.6% 22.4% 22.6% 23.3% 17.2% 15.9%
to total assets

Liquid deposits [3] for deposits by 39% 43% 44% 44% 45% 37%

the Public

[1] Calculated on an annual basis (average at beginning and end of period).
[2] Institutional entities’ deposits (wholesale), bonds and subordinated bonds with duration of up to one
year, and deposits from banks.

[3] Cash and deposits in banks, government bonds of the Israeli government, US treasury notes, and
assets backed by the US government.

[4] Distribution before loan loss provisions.

Description of the key considerations for assigning the baseline credit
assessment (BCA)

A high business profile and stable revenues contribute to the high revenue
recovery capability; on the other hand, the diversification of revenues is low in
relation to the BCA
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The Bank has long been one of the two largest banking groups in the local banking system, as reflected
in a market share of approx. 27% of total loans to the public, approx. 29% of the banking system’s total
assets, and approx. 28% of the deposits by the public as of June 30, 2023. The Bank's business profile is
supported by its being a universal bank, that offers a range of banking and financial services, a wide and
diversified customer base, alongside an overall value proposition that addresses a wide range of the
public’s needs. The Bank has a strong brand, an extensive system of branches, and a value proposition
that includes a traditional banking model alongside digital banking, as well as other digital financial
services. We believe that in view of the changes in the operating environment of the banking sector in
recent years, which have intensified during the Covid-19 pandemic, customers increasingly demand quick,
flexible and digital response. We believe that the trend of expansion in digital services in the banking sector
in general and in Bank Leumi in particular is set to continue. In addition, in our opinion banks that will not
adopt technological innovation and adapt their business model over time might be exposed to a significant
exposure in their business positioning in the mid-long term. The stability of the Bank’s revenues, as
estimated by Midroog, is adequate in relation to BCA, and is affected by the weight of retail revenues®
(approx. 60% on average in 2020-2022), which contributes to the Bank’s ability to generate the revenues
and mitigates the volatility of the activity. However, the Bank has a relatively low rate of revenues from
fees and commissions, which stood at approx. 17% in the first half of 2023, and reflects a trend of decline
compared to previous years; in 2020-2022 this rate stood at 22% on average. The decrease in this rate
obscures the visibility of operating income, which we believe to be stable throughout the cycle. In our
opinion, the diversification of the Bank’s revenue sources has reduced and is currently based on 3 key
pillars?, compared with 4 pillars in recent years; this stems from a decrease in the rate of total net revenues
from the households and private banking segment, which stood at 5% in the first half of 2023, compared
with 18% on average in 2019-2021. The reduction in the diversification of the Bank’s revenue sources is
also reflected in the net revenues mix in 20228, which included approx. 36% of the housing loans segment,
approx. 25% of the medium and large businesses and institutional entities segment, approx. 21% of the

small and micro businesses segment, and approx. 13% of the households and private banking segment.

The Bank's risk management policy supports its risk profile; on the other hand,
the credit concentration relative to the capital loss-absorption buffer remains high
The Bank’s risk management function is comprehensive, and based on a number of underlying risk
mitigation principles and controls, that support the outlining of a risk management policy, determining the
Bank’s risk appetite (in line with its strategy), and monitoring the risks and implementing controls in respect

thereof. Credit risks are managed through statistical rating models (consumer credit) and expert

6 Gross income from interest and non-interest finance income from external parties by supervisory operating
segments, and including the households and private banking segments (including housing) and small and micro
businesses, net of income from financial management.

7 Operating segment that constitutes more than 15% of total net revenues (interest income and non-interest finance
income from external parties), net of revenues from financial management and other revenues.

8 By regulatory segments.
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assessments (business credit). The Bank is characterized with a high sectoral credit concentration in
relation to a capital loss-absorption buffer considering the BCA, which weighs on the Bank’s risk profile.
Accordingly, the Bank’s exposure to the largest sector relative to Common Equity Tier 1 Capital is in
respect of the construction and real estate sector (as is the case in all other banks), which constitutes
approx. 221% of the common equity Tier 1 capital as of June 30, 2023; this rate is relatively high compared
to the peer group (approx. 168%), and has been consistently rising in recent years (approx. 198% on
average in 2020-2022). Total exposure to the large borrowers, which constitute more than 5% of the Bank’s
common equity Tier 1 capital (approx. NIS 2,440 million as of December 31, 2022) decreased compared
with previous years, and is estimated by Midroog at approx. 6% of the Bank’s common equity Tier 1 capital
as of December 31, 2022° (approx. 16% on average in 2019-2021). The Bank assesses the market risks
by applying the VaR model, using conservative assumptions and in line with all other banks in the system;
in order to complement the risk assessment, the Bank applies a nhumber of stress scenarios (including
holistic scenarios) of varying degrees of severity. Midroog is of the opinion that the Bank's market risk
appetite is in line with the BCA, as reflected in the VaR exposure limit of 2.5% of the Tier 1 capital with
regard to the entire Bank’s activity in a one-month investment horizon, in accordance with the data as of
December 31, 202219,

The quality of the credit portfolio is favorable relative to the BCA, but may be
eroded in the forecast year due to the implications of the War

The Bank is characterized by high quality credit portfolio, which supports its future income recovery
capabilities, and the potential of creating the capital loss buffer as reflected in favorable risk indicators
relative to the BCA, and a relatively high loss absorption buffer that support the performance of the credit
portfolio. Accordingly, as of June 30, 2023, the ratio of troubled debts to loans to the public stood at approx.
1.7%. In addition, as of that date the rate of hon-performing debts in arrears of over 90 days of total gross
loans to the public stood at approx. 0.6%. The balance of the provision as of that date stood at approx.
1.3% compared with 1.4% on average in 2020-2022. Accordingly, the coverage ratio'! improved and stood
at 212% as of June 30, 2023 (approx. 170% as of June 30, 2022), which is high relative to the peer group
as of that date (approx. 165%), and reflects a conservative policy as to provisions. We believe that the
Bank has a relatively high exposure to the real estate and mortgages sectors, which, on aggregate,
accounted for approx. 57.2% of the Bank’s total debts? as of June 30, 2023 compared with 55.1% in the
peer group as of that date. The exposure to the real estate sector alone (excluding mortgages) is
characterized by relatively high risk, in view of homogeneous characteristics, and due to high exposure

9 The ratio was calculated as follows: In accordance with Note 30 to the annual financial statements, Midroog
aggregated the balance sheet liability at the highest tier of the credit liability. For the purpose of calculating the ratio,
the above liability amount was divided by the Common Equity Tier 1 capital as of December 31, 2022.

10 According to the Bank’s Risk Management Report for 2022, the restriction for 2023 was revised at the beginning of
2023 in accordance with the Bank’s risk appetite framework.

11 The balance of the provision for total non-accrual debts and debts in arrears over 90 days in arrears.

12 | oans to the public.
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relative to the capital loss-absorption buffer, which constitutes approx. 27.3% of the Bank’s total debts and
is high relative to the peer group as of that date (approx. 17.4%). However, we believe that the Bank is
characterized with conservative underwriting processes relative to this sector; this constitutes a somewhat
moderating factor in terms of the Bank’s industrial concentration risk. The exposure to housing loans
constitutes approx. 29.9% of total debts as of that date, and is characterized with conservative underwriting
processes in the Bank, as reflected in its ability to maintain a high repayment capacity. Accordingly, the
average loan to value rate (LTV) in the Bank’s housing loans portfolio,!? stood at approx. 49% as of June
30, 2023 (a rate that reflects the value of the pledged asset when the credit facility was extended), and the
share of the loans with relatively high leveraging rate (LTV higher than 75%) was low - approx. 0.2% of
the portfolio as of that date. These data support low probability of default.

Midroog's baseline scenario regarding the quality of the Bank's credit portfolio is based on several
macroeconomic exogenous effects,'# including: (1) GDP growth of approx. 2.3% in 2023 and approx. 2.8%
in 2024; (2) an unemployment rate of 3.2%-3.6%; (3) an inflation environment in the range of 4.0%-4.75%;
(4) an inflation rate of approx. 3.5% in 2023 and approx. 2.5% in 2024; (5) continued competition by the
non-bank debt market with regard to the business and consumer portfolio. Under this scenario, the Bank’s
credit portfolio is expected to grow at an annual rate of 5%-7% in 2023-2024. In our opinion, this growth
will be supported by maintaining significant market shares in commercial-business credit (medium and
large businesses) and housing loans, in accordance with the Bank’s strategy in recent years.

Midroog examines the development of the Bank's credit portfolio quality in the short and medium term also
on the basis of a number of key macroeconomic indicators. In line with the Bank’s assessments?, in view
of the effects of the war, we believe that in the short to medium term, it is expected that the quality of the
assets of the banking system will be adversely affected due to an increase in the borrowers’ risk.
Accordingly, the troubled debt rate out of the credit portfolio is expected to increase during the forecast
years, and will range, in our opinion at 2.5%-2.9%, with the rate of troubled debts out of the absorption
buffers (equity and loan loss provision) expected to stand at approx. 18% in the forecast years (compared
with approx. 14.9% on average in 2020-2022). Furthermore, we assume that the loan loss expenses shall
range between 0.7% and 0.9% of the credit portfolio in the forecast years. This scenario takes into account

a moderation in recovery rates, and an increase in write-offs compared with previous years.

The BCA is supported by continued improvement in the Bank's profitability due to
interest rate hikes by the Bank of Israel and relatively high inflation environment,
in addition to an expected improvement in profitability during the forecast range
due to the War

13 Qut of the total new housing loans portfolio extended by the Bank.
14 Macroeconomic Forecast of the Research Department, Bank of Israel, October 2023.
15 For more information, see the Bank’s report, which was posted on the MAYA system on October 26, 2023.
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The Bank's profitability indicators have improved during the past few years, due to, among other things,
an increase in the Bank’s revenues as a result of a growing credit portfolio, and certain stability in the
financial spread, and the implementation of streamlining steps and transitioning to providing services
through digital, direct channels, that supported a decrease in the Bank’s operating expenses. Thus, as of
the first half of 2023, the Bank's operating efficiency ratio stood at approx. 31% (approx. 41% on average
in the peer group during that period), which is favorable relative to the BCA and reflects a significant and
consistent improvement over the past few years; in 2022, this ratio stood at approx. 37%, with an average
of approx. 52% in 2019-2022. As of the first half of 2023, the Bank’s profitability was adversely affected by
the loss in respect of impairment of the investment in Valley Bank shares, which amounted to NIS 1.1
billion (post-tax). Consequently, the net income attributed to the shareholders in respect of that period
amounted to NIS 3,434 million, compared with NIS 3,601 million in the corresponding period last year, with
the recording of the one-off loss obscuring the Bank’s profitability. Accordingly, in 2022, the core return on
risk-weighted assets, and the return on assets amounted to approx. 2.8% and 1.1%, respectively, and in
the first half of 2023 they amounted to approx. 3.3% and 1.0%, respectively. The key assumptions
regarding the Bank's profitability, on which Midroog's baseline scenario for 2023-2024 was based, are as
follows: (1) annual credit portfolio growth of approx. 5%-7%, mainly in the housing loans segment and the
corporate segment; (2) interest rate environment of between 4.0%-4.75%, which supports the financial
margin; (3) inflation rate of approx. 3.5% in 2023 and approx. 2.5% in 2024; (4) loan loss expenses rate of
0.7%-0.9% in the forecast years in respect of the credit portfolio; (5) continued slow growth in payroll
expenses in accordance with the Bank’s wage agreements. In this scenario, Midroog predicts that in the
forecast years the Bank’s profitability indicators will moderate, to a certain extent, compared with the first
half of 2022 and 2023; however, those profitability indicators shall continue to support further increase in
equity and improvement of the financial profile, and the core return on risk-weighted assets is expected to
range between 2.4%-2.5%, and the return on assets shall range between 0.7%-0.8%. It should be noted
that the baseline scenario takes into account further expedients to borrowers due to the war, both on behalf
of the regulator and on behalf of the Bank. In this context, it should also be noted that the expected rate
of return on the assets in the forecast years does not take into account a one-off earning from the sale of
“Beit Lin” and “Beit Mani”; the consideration from the sale of the assets is expected to lead to a one-off
improvement of 0.1% in this rate (post-tax).

The capital buffer is adequate for BCA and is characterized by a good loss-
absorption capacity, in addition to its continuing to build the capital cushion in
the forecast range

The Bank is characterized with a capital loss buffer that matches the BCA, and which was created over
the years by accumulating profits, net of dividend distribution (a policy of up to 50% of net income and
share buyback plan), optimization and management of risk-weighted assets and asset mix. The Bank's

Common Equity Tier 1 Capital ratio, which is the primary unexpected loss absorption buffer, and the total
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capital ratio stood at 11.2% and 14.4%, respectively, as of June 30, 2023, with the Bank maintaining an
adequate margin of 103 basis points above the regulatory barrier (Common Equity Tier 1 Capital ratio), as
is the case in the peer group (approx. 112 basis points on average). This margin supports the risk profile
and has a positive effect on the Bank’s business flexibility and growth potential. In addition, the Bank’s
leveraging level, as reflected in an equity to asset ratio of approx. 7.5% as of June 30, 2023, is adequate
relative to the BCA. We believe that in view of the volatility in the capital market, the comprehensive income
of the Bank, in particular and of the banking system in general might be affected from the adjustment of
available-for-sale securities in accordance with their fair value, and from a change in the actuarial liability
in respect of employee benefits. Midroog assessed a holistic stress scenario with a one-year horizon with
respect to the Bank's loss-absorption buffers relative to its risk profile, assuming different PD and LGD
rates for key operating segments, losses from the securities portfolio, erosion of the financial margin, and
loss of income from fees and commissions alongside increasing the equity through current profits and non-
distribution of dividends. At the end of the scenario, the Bank’s Common Equity Tier 1 Capital ratio will
stand at 9.7% - a level that reflects, in our opinion, the Bank’s ability to absorb unexpected losses well,
which at this stage is expected to support its stability throughout the war. In the baseline scenario, Midroog
expects that the capital buffer will continue to increase, such that the core capital adequacy ratio will be
around 11.0%. This ratio will be affected by the following factors: (1) accumulated profits; (2) distribution
of a dividend at the rate of up to 50% of the net income in the forecast period; (3) increase in risk-weighted
assets at a rate similar to the rate of increase in the credit portfolio.

The liquidity profile is favorable relative to the BCA; it is supported by a good
sources structure and a significant inventory of liquid assets

The Bank's source structure, like that of other local banks, mainly relies on a wide retail deposit base,
which is characterized by relatively high stability throughout the economic cycle. A substantial component
of the Bank’s sources structure is a highly diversified and stable (retail) deposits (approx. 31.1% of
households and private banking, and 19.3% of small and micro businesses, as of June 30, 2023) which,
in Midroog's opinion, correspond to Midroog’s assessment of the Bank's risk profile. The Bank has a
reasonable rate of less stable financing sources?® out of total assets, as defined by Midroog, which stood
at approx. 20.6% as of that date. In addition, in the past year there was an increase in the ratio between
loans to the public and deposits by the public, which stood at approx. 78% as of June 30, 2023 (approx.
81% on average in the peer group as of that date), compared with 69% as of June 30, 2022. As of June
30, 2023, the Bank’s NSFR ratio stood at approx. 121%, which is adequate and sufficiently higher than
100%, and supports the Bank’s financing profile.

16 Bank deposits, deposits from institutional entities and bonds and subordinated bonds payable within the 12 next
months.
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The Bank’s liquidity buffer comprises a favorable inventory of liquid assets!” to total deposits in relation to
the BCA, which stood at approx. 39% as of June 30, 2023, and supports the Bank’s good liquidity. This
inventory includes mainly cash and bank deposits and a securities portfolio. This portfolio constitutes
approx. 17% of total assets as of that date, and is characterized by a reasonable (credit) risk level, given
a relatively high component of Israeli government bonds (approx. 55%) and US government bonds
(approx. 11%). The portfolio constitutes a tool for absorbing excess sources and for the management of
the Bank’s various market exposures; however, it exposes the Bank to interest rate risk. The Bank's
liquidity management is also supported by a relatively high liquidity coverage ratio (LCR) of approx. 128%
as of June 30, 2023 (approx. 131% of the peer group average as of that date), which is significantly higher
than the regulatory threshold (100%). This ratio also supports the Bank’s liquidity ratio and its business
flexibility. Midroog expects that the Bank's sources structure and good liquidity will be maintained over the
forecast period, in view of, among other things, its assessment that the local savings culture is not expected
to change, and in view of the growth potential of the credit portfolio.

Other considerations

ESG considerations

Environmental considerations - we believe that, at this stage, the Banking system’s exposure to
environmental risks is relatively moderate.

Social considerations - in our opinion, the Banking system’s is exposed to moderate social risks.
However, we see a development in information security, customer privacy and cyber risks; but those risks
are partially mitigated by significant investment in technology and by the banking system’s extensive
experience in handling sensitive customer data. Penalties and reputational damage constitute another
social risk. Furthermore, strict labor laws and strong trade unions in the banking system limit the workforce
flexibility and increase payroll costs. However, the banks did cut jobs and employees by way of early
retirement plans, and integrated cost control that allowed them to mitigate those challenges.

Corporate governance considerations - in our opinion, corporate governance considerations have a
material effect on the banking system. These risks constitute a key credit consideration, since corporate
governance weaknesses might lead to a deterioration in the Bank’s credit repayment capacity, whereas
strong corporate governance may have a positive impact on the Bank’s credit repayment capacity. The
regulatory framework in which the banks operate mitigates the corporate governance risks; this framework
outlines internal control functions and tight controls on behalf of the regulator.

17 Cash and bank deposits. Israeli government and US government bonds, and assets backed by the US government.
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Structural considerations and external support

Assessing the relative expected loss hierarchy

According to Midroog's methodology, the rating of the Bank's subordinated debt (subordinated bonds) is
based on the Bank's BCA, which serves as the underlying factor in rating the Bank's liabilities, and reflects
the risk of default and the Bank's ability to service its obligations independently, without assuming external
support. Midroog adjusts the rating relative to the BCA to the credit risk of the subordinated debt
instrument, according to its specific characteristics — taking into account the extent of the instrument's
structural subordination, the loss absorption mechanisms set out in the instrument's terms, and the
uncertainty regarding their point of activation (based on the contractual trigger or at the discretion of the
Banking Supervision Department). Midroog downgrades the Bank’s BCA by one notch for the rating of the
subordinated bonds with loss absorption mechanism (CoCo). The downward notching reflects the legal-
contractual subordination of these subordinated bonds relative to the Bank's other liabilities (other than
Tier 1 instruments and equity), and the contractual loss absorption mechanism. Given the Bank's BCA
(aal.il), the current capital adequacy level - Common Equity Tier 1 capital (of approx. 11.%2 as of June
30, 2023), the anticipated capital adequacy level (~11%), and the favorable liquidity profile relative to the
BCA, the uncertainty regarding the probability of reaching the “point of non-viability”!8 is low, and therefore

it was not reflected in a further notch downgrade.

External support

The rating of the deposits and senior debt was assigned a one-notch upgrade, due to the high probability
of external support from the government, in accordance with Midroog's JDA model. The assumption of the
probability of external support is based on the following considerations: The banking system’s high level
of importance for the local economy and the payment system, and the need to maintain its stability; the
high concentration of the banking and financial system; the relatively high connectivity between the
banking system and institutional entities; the local financial system being a key credit provider to the
government; some degree of uncertainty regarding the behavior and confidence of the different debtors in
relation to bail-ins close to the point of non-viability, in the absence of past experience. Furthermore, the
State of Israel has previously proven its willingness to support failing banks, and we do not assume any

change in this policy.

18 Trigger event for non-viability: 1. Notice of the Banking Supervision Department to the effect that the
conversion/write-down of the security is necessary in order to avoid the point of non-viability. 2. Providing external
support, without which the Bank will reach the point of non-viability. It should be noted that the Banking Supervision
Department has not yet defined the “point of non-viability”.
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About the Bank

Bank Leumi le-Israel B.M. and its subsidiaries constitute one of Israel’s two largest banking groups. The
Bank is organized into three main business lines, focused on different market segments, with each
business line specializing in the provision of banking and financial services to a specific customer segment:
retail banking, corporate and commercial banking, capital markets and financial management.

In addition to the Bank’s business lines, Leumi operates through subsidiaries in Israel and abroad: Activity
of Israeli subsidiaries — mainly includes non-financial investment, underwriting and investment banking
activities carried out by Leumi Partners Ltd. Activity of the subsidiary abroad - Leumi UK (hereinafter -
"BLUK”), which mainly engages in extending loans to corporate and commercial customers, and small
businesses. On September 23, 2021, Bank Leumi Corporation (BLC), a US-incorporated corporation (85%
of which is held by the Bank), which wholly owns BLUSA, entered into a merger agreement with Valley
National Bankcorp (hereinafter - “Valley Bank”). Following the completion of the transaction and execution
of the merger procedures, BLC was merged into Valley and BLUSA was merged into Valley Bank. Upon
completion of the transaction on April 1, 2022, Bank Leumi holds approx. 14.2% of Valley's share capital,
but the Bank is not a controlling shareholder; however, as of this report’s publication date, it is the largest
shareholder. The Bank does not have a controlling core. The Bank's President and CEO is Hanan

Friedman, Adv., and the Chairman of the Board of Directors is Dr. Shmuel Ben Zvi.

The subordinated bonds and bonds rated by Midroog*:

Series Security No. Rating Rating outlook Final repayment date
Series 178 6040323 Aaa.il Stable March 31, 2024
Series 179 6040372 Aaa.il Stable June 30, 2026
Series 184 6040604 Aaa.il Stable May 5, 2030
Series 405 6040620 Aa2.il(hyb) Stable March 27, 2033

*Issued by Bank Leumi le-Israel B.M.
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Internal Baseline Credit (BCA) Assessment Matrix

Midroog’s forecast as of June 30, 2023 [1]

Category Parameter Sub Measurement [1] Score Measurement Score cher.
parameter considerations
Bu_si_ne_ss - aaa.il - aaa.il
positioning ' )
Revenue stability 5Eta'| revenues 76% aa.l ~76% aa.il fRate of income from
. o ees and commissions
Bus!ness Revenue Number of
profile diversification business lines 3 a.il 3 al
with over 15% of
total revenues
Corporate . .
- aa.l - aa.l
Governance
Risk
management - aa.il - aa.il
policy
Concentration Zgger#egr?teg
of the cr(_ed|t common equity 221% a.il ~221% a.il Real estate sector
portfolio Tier 1 capital
Large borrowers
. Concentration of to common Approx. 6%* aa.l 5%-15% aa.l
R'Sk_ the credit equity Tier 1
profile portfolio  capital
VAR limit to
Market risk ~ common equity *2.5% aaa.il <5% aaa.il
appetite Tier 1 capital
Troubled debts
to loans to the 1.7% aaa.il 2.5%-2.9% aa.il
public, gross
Quality of assets Troubled debts
to equity and 12.4% aaa.il ~18% aaa.il Coverage ratio
loan loss
provision
Q'férg‘ggrgsesgs 1.0% aail  0.7%-0.8% aai
Profit before tax
Profitability  and loan loss 3.5% aaa.il 2.4%-2.5% aaa.l
expenses to
. . average risk-
Financial weighted assets.
profile Efficiency ratio 31.0% aaa.il ~38% aaa.l
Common Equity
Tier 1 capital to o . 110 .
Capital adequacy risk weighted 11.2% aa.l 11% aa.l
assets
Equity to total 7.5% aail  7.5%7.7% aa
Less stable
financing to total 20.6% aa.il ~20.6% aa.il
assets
Financing and Liquid assets to
liquidity deposits by the
public 39% aaa.il ~39% aaa.il
Derivative baseline .
. aal.il
credit assessment
Actual baseline credit aal.il

assessment

[1] The metrics presented in the table are after Midroog’s adjustments and are not necessarily identical to those presented by the
Company. Midroog’s forecast includes Midroog’s assessments with regard to the issuer in accordance with Midroog’s baseline
scenario, rather than the issuer's assessments.
* According to December 31, 2022
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Rating of the Bank’s debts
Support from Adjusted Subordination  State  Final rating

Internal Baseline Credit
(BCA) Assessment owners and/or  BCA ke)md IO?S support
related parties r?]ei?]iapntilgg
Esrp])g:ns and aal.il 0 aal.il 0 +1 Aaa.il
Subordinated
bonds with
;g;‘;ﬁctfgi' loss  adi 0 aalL.il 1 0 Aa2.il(hyb)
mechanism

(Tier 2 capital)

Related reports

Bank Leumi le-Israel B.M. - Related reports

Banks’ Rating - Methodology Report, September 2019

Impact of the “Iron Swords War” on the Credit Repayment Capacity of Issuers Rated by Midroog” - special
report October 2023

Promoting the Competition in the Banking System - special report, February 2023

Guidelines for assessing environmental, social and corporate governance risks as part of credit ratings -
methodology report, February 2022

Affiliations and holdings table

Midroog’s rating scales and definitions

The reports are published on Midroog’s website www.midroog.co.il

General information

Date of the rating report: October 31, 2023

Date of previous rating update: November 15, 2022
Publication date of initial rating February 18, 2007
Rating initiated by: Bank Leumi le-Israel B.M.
Rating paid for by: Bank Leumi le-Israel B.M.

Information from the issuer

Midroog’s rating is based, among other things, on information received from authorized parties at the
Issuer.

______________________________________________________________________________________________________________________________________________|
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Baseline Credit Assessment (BCA)

Issuers or issues rated aaa.il have, in Midroog's judgment, the highest internal or
standalone (independent) financial strength relative to other local issuers, absent of any
possible external support from an affiliate company or the state.

aaa.il

Issuers or issues rated aa.il have, in Midroog's judgment, very high internal or
standalone (independent) financial strength relative to other local issuers, absent of any
possible external support from an affiliate company or the state.

aa.il

Issuers or issues rated a.il have, in Midroog's judgment, high internal or standalone
(independent) financial strength relative to other local issuers, absent of any possible
external support from an affiliate company or the state.

a.il

Issuers or issues rated baa.il have, in Midroog’s judgment, moderate internal or
standalone (independent) financial strength relative to other local issuers, absent of any
possible external support from an affiliate company or the state, and could involve
certain speculative characteristics.

Issuers or issues rated ba.il have, in Midroog’s judgment, weak internal or standalone
(independent) financial strength relative to other local issuers, absent of any possible
external support from an affiliate company or the state, and involve certain speculative
characteristics.

baa.il

ba.il

Issuers or issues rated b.il have, in Midroog’s judgment, very weak internal or
standalone (independent) financial strength relative to other local issuers, absent of any
possible external support from an affiliate company or the state, and involve certain
speculative characteristics.

b.il

Issuers or issues rated caa.il have, in Midroog’s judgment, excessively weak internal or
standalone (independent) financial strength relative to other local issuers, absent of any
possible external support from an affiliate company or the state, and involve very
significant speculative characteristics.

caa.il

Issuers or issues rated ca.il have, in Midroog’s judgment, extremely weak internal or
standalone (independent) financial strength, absent of any possible external support
from an affiliate or the state, and are very near insolvency, with some prospect of
recovery of principal and interest.

ca.il

Issuer or issues rated c.il have, in Midroog’s judgment, the weakest internal or
standalone (independent) financial strength, absent of any possible external support
from an affiliate company or the state, and are usually insolvent with little prospect of
recovery of principal and interest.

c.il

Note: Midroog uses numeric modifiers 1, 2 and 3 in each rating category from aa.il to caa.il. The modifier
‘1’ indicates that the obligation ranks in the higher end of its rating category, which is denoted by letters.
The variable 2’ indicates that it ranks in the middle of its rating category and the modifier ‘3’ indicates that
the obligation ranks in the lower end of that category, denoted by letters.

Unlike previous publications until now, Midroog does not publish a rating outlook for Baseline Credit
Assessment (BCA) in order to differentiate the BCA from the credit rating.
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Local Long-Term Rating Scale

Azl Issuers or issues rated Aaa.il have, in Midroog's judgment, the highest creditworthiness
relative to other local issuers.

Aail Issuers or issues rated Aa.il have, in Midroog’s judgment, very high creditworthiness
relative to other local issuers.

Al Issuers or issues rated A.il have, in Midroog’s judgment, high creditworthiness relative
to other local issuers.

Baail Issuers or issues rated Baa.il have, in Midroog’s judgment, moderate creditworthiness
relative to other local issuers, and could involve certain speculative characteristics.

Bail Issuers or issues rated Ba.il have, in Midroog’s judgment, weak creditworthiness relative
to other local issuers, and they involve certain speculative characteristics.

Bl Issuers or issues rated B.il have, in Midroog’s judgment, very weak creditworthiness
relative to other local issuers, and they involve certain speculative characteristics.

CaaLil Issuers or issues rated Ba.il have, in Midroog’s judgment, excessively weak
creditworthiness relative to other local issuers, and they involve certain speculative
characteristics.

Cail Issuers or issues rated Ca.il have, in Midroog’s judgment, extremely weak
creditworthiness compared to other local issuers, and are very near insolvency, with
some prospect of recovery of principal and interest.

Cil Issuers or issues rated C.il have, in Midroog’s judgment, the weakest creditworthiness,
and are usually insolvent with little prospect of recovery of principal and interest.

Note: Midroog uses numeric modifiers 1, 2, and 3 for each rating category from Aa.il to Caa.il. The modifier
1" indicates that the obligation ranks in the higher end of its rating category, which is denoted by letters.
The variable ‘2’ indicates that it ranks in the middle of its rating category and the variable ‘3’ indicates that
the obligation ranks in the lower end of that category, denoted by letters.

17 October 31, 2023 Bank Leumi le-Israel B.M. - Follow-up



Local Short-Term Rating Scale

P-1.l Issuers rated Prime-1.il, in Midroog’s judgment, have very good ability to repay short-
term obligations relative to other local issuers.

P-2.il Issuers rated Prime-2.il, in Midroog’s judgment, have good ability to repay short-term
obligations relative to other local issuers.

P-3.il Issuers rated Prime-3.il, in Midroog’s judgment, have moderate ability to repay short-term
obligations relative to other local issuers.

NP.il |lssuers rated Not Prime.il do not belong to any of the Prime categories.

Link between the Long-Term and Short-Term Rating Scales

The following table presents the long-term ratings consistent with short-term ratings, when such long-
term ratings exist!®

Short-term rating

Long-term rating

Prime-1.il

Prime-2.il

Prime-3.il

Aaa.il
Aat.il
Aa2.il
Aal.il
A1l
A2.l
Al.il
Baa1.il
Baa.il
Baal.il

NotPrime

Bat.il,Ba2.il,Ba3.il
B1.il,B2.il,B3.il
Caa1.il,Caa2.il,Caad.il
Ca.il
C.l

19 Short-term structured financing ratings are normally based on the short-term rating of the entity providing liquidity
to the transaction or on the estimated cash flow to repay the rated liability.
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© All rights reserved for Midroog Ltd. (hereinafter - “Midroog”).

The ratings issued by Midroog represent Midroog’s subjective opinions about the relative credit risk of entities, commitments, debts
and/or debt-like financial instruments, as of the date of publication or provision, and as long as Midroog has not changed or withdrawn
the rating, all the materials, products, services and information published or provided by Midroog (hereinafter - “Midroog’s Materials”)
may include a subjective opinion, as mentioned above.

Midroog defines credit risk as the risk that a rated entity may fail to meet its contractual financial obligations on schedule and any
estimated financial loss in the event of default or if the debt becomes impaired.

Midroog’s ratings do not address any other risk, such as risks relating to liquidity, market value, change in interest rates, and price
fluctuations or any other element that may affect the capital market, excluding credit risks.

Midroog’s ratings, assessments other that those pertaining to credit risks (hereinafter - “Midroog’s Assessments”) or any opinion
included in Midroog’s Materials should not be viewed as facts or historical data. Midroog’s Materials may also contain quantitative
assessments of credit risks, which are based on models, and related opinions and comments.

Midroog’s credit ratings, its assessments, opinions and other Midroog Materials do not constitute investment advice or financial
advice, nor do they constitute a recommendation to buy, sell or hold any securities.

Midroog’s credit ratings, its assessments, opinions and other materials do not constitute an opinion as to the appropriateness of any
given investment for any specific investor.

Midroog issues credit ratings, assessments and other opinions and publishes or provides Midroog’s Materials on the assumption
that each investor will exercise due caution and conduct its own assessments as to the merit of any purchase, sale or holding of any
security. Midroog recommends that each private investor obtains professional advice regarding the financial feasibility of its
investment, the applicable law, and any other professional issue before making any decision regarding investments.

Midroog’s ratings, its assessments and any Midroog opinion and other Midroog Materials are not intended for use by private
investors. Private investors are hereby warned not to base investment decisions on Midroog’s Materials. It would be reckless and
irresponsible for private investors to make investment decisions based on Midroog’s Materials. Midroog recommends that each
private investor seeks advice from a financial advisor or other professional advisor before making any decision regarding
investments.

All the information included in this document is information protected by law, including, among other things, under copyright and
intellectual property laws. The information may not be copied or otherwise scanned, revised, distributed, transferred, reproduced,
presented, translated or kept for further use for any purpose, in whole or in part, in any manner without the prior written consent of
Midroog.

Midroog uses rating scales to issue its opinion according to definitions set out in each scale. The choice of a symbol to reflect
Midroog’s opinion with respect to credit risk reflects solely a relative assessment of that risk. Midroog’s ratings are not issued based
on a global scale - they are opinions as to the issuer’s credit repayment capacity or the issuance compared to other issuers or
issuances in Israel.

Midroog’s credit ratings, assessments, opinions and materials are not intended to be used as a “benchmark” within the meaning of
this term in the regulatory context, and should not be used in any way that may result in them being deemed a “benchmark”.

Midroog does not provide any express or implied warranty as to the level of accuracy of any rating, assessment or other
opinion or information given or created by Midroog in any form or manner, or as to their correctness at a specific date,
their completeness, marketability or fitness for any purpose.

All the information contained in Midroog’s ratings, assessments, opinions and materials (hereinafter - the "Information”) was given
to Midroog by information sources that it considers credible and accurate. However, since there is always the possibility of human
error or a technical fault, and due to other factors, all the information contained in this document is delivered on an as is basis,
without undertaking any liability of any kind whatsoever.

Midroog is not responsible for the accuracy of the Information. Midroog exercises reasonable means to ensure that the Information
it uses for the rating to be of sufficient quality and that it originates from sources it considers credible, including information received
from independent third parties, if and when relevant. However, Midroog does not conduct audits and therefore cannot verify or
validate the Information received in each and every stage of the rating process, or during the preparation of Midroog’s Materials.

The content of Midroog’s Materials is not part of Midroog’s methodology, except for those parts of the content for which it is expressly
stated that they constitute part of the methodology.
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Midroog

Subject to the provisions of any law, Midroog, its directors, officers, employees, agents, representatives, any entity that granted
Midroog a license and its suppliers (hereinafter - “Midroog’s Personnel”) shall not be held responsible towards any person or entity,
in respect of any indirect, special, consequential or related damage or loss, incurred in connection with the Information contained in
this document, or due to the use of such Information, or inability to use such Information, even if Midroog or any of Midroog’s People
was advised of the possibility of such damage or a loss. Without detracting from the generality of the above, Midroog will not be
liable: (a) for loss of profits in the present or in the future; (b) for loss or damage arising from a financial instrument that was not the
focus of a specific Midroog credit rating.

Subject to what is stated in any law, Midroog and Midroog’s Personnel shall not be held responsible towards any person or entity in
respect of any direct damage or loss stemming from the Information contained in this document, or from the use or inability to use
such Information, including, among other things, in respect of damage or loss due to negligence on their behalf (except for fraud, a
malicious action or any other action for which the law does not release from liability), or from an unexpected event, regardless of
whether that event is controlled by Midroog or Midroog’s Personnel or not.

Midroog has adopted a policy and procedures in respect to the independence of the rating and the rating processes.

Any rating, assessment or opinion issued by Midroog may change as the result of changes in the Information on which it was based
and/or as a result of new information and/or for any other reason. Whenever relevant, updates and/or changes in rating appear on
Midroog's website: www.midroog.co.il.
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