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Dear shareholders,

2016 was characterized by intensive activity and by targeted business growth in the fields of activity defined as the goals of the strategic plan.
The 2016 financial statements reflect the results of the operations performed at the Bank and at the Group, both in the balance sheet data,
which show the impressive credit and deposits growth and the increase in the capital base, and also in the profitability data, which reflect an
increase in revenues and control over operating expenses. Needless to say, these trends will also be expressed in the financial statements in
the coming years.

Discount Group is currently fully engaged in an ongoing and dynamic process of implementing the strategic plan, in accordance with frequent
changes in the business environment. Within the framework of the plan, targeted areas of the Bank and of its subsidiaries have been clearly and
plainly defined: growth in the retail segment; operational efficiency; and focusing on the business activities of the Bank’s customers. This is to
be done concurrently with an ongoing process of assimilating a change supporting organizational culture, constituting the foundation stone
for the plan’s implementation.

During the passing year, the Board of Directors approved the acceleration of the original strategic plan, which includes many efficiency levers
at all the Group companies, including a reduction in the size of the Group’s workforce and also an acceleration in the real estate efficiency at
the Bank’s branches and head office.

In September 2016, the Bank completed an equity raising, through the issuance of shares and option warrants, in an amount of NIS 760
million, assuming full exercise. The proceeds from the issuance created a capital infrastructure for increasing the Bank’s revenues on the basis
of the existing operating costs. This measure enabled the credit portfolio to grow even beyond that foreseen in the original work plan.

In November 2016, an agreement was signed with the employee representative committee which included two components. The first
component is the extension of the Labor Charter through 2021 and the consent to changes that allow managerial flexibility and measures to
change the organizational culture that correlates with the changing business environment. The second component is a precedent-setting wage
agreement that establishes for the first time a payment mechanism based on shekel amounts salary increments (rather than proportional
increments previously granted in percentages) aimed at narrowing the salary gaps at the Bank.

In the past year the Bank carried out a series of infrastructure projects, intended to enable a beneficial service to customers. The digital
department was established during the year designed to continue and provide innovation in the digital service to customers, while creating
advanced technological solutions, suitable to the customer’s needs and requirements.

The combination of these two significant measures, growth alongside operational efficiencies and the formulation of the wage agreement, were
intended to ensure a continuation of the process of consistent improvement in which the Group finds itself, to increase revenues and to
improve profitability, return on capital and efficiency ratios. The implementation of the strategic plan in the coming years is expected to lead to
a significant improvement in the personal and digital service environment that we provide for our customers. We believe that these
improvements will allow us to provide a personal touch and a high quality and more efficient service over a range of channels, while
maintaining the Bank's family.

The Group management approach, which is applied in the relationships between the Bank and its subsidiaries, places emphasis on the synergy
with the Bank, utilizing the potential of the subsidiaries and the formulation of a unique strategic plan to the principal subsidiary companies.
ICC is formulating a new strategic plan, against the background of the Strum Committee’s conclusions; during the year, MDB approved a new
strategic plan, which defines the targeted segments and the segmentation of customers.

Concurrently with implementing the five-year strategic plan, the Bank is gazing beyond the immediate horizon. The technological revolution is
rapidly altering the banking world. However, it seems that there is no consensus regarding the dominant future banking model, and overseas
and Israeli banks are taking different approaches to implementing innovations and aligning themselves with customer tastes and needs.
Concurrently with the measures being taken to align the service channels with frontline technologies on the Bank’s website and its mobile
application, which were completed in 2016, the Group is making preparations for future banking, including creating a unique customer
experience, leveraging advanced data-usage capabilities and the introduction of innovative banking models.



Israel Discount Bank Limited and its Subsidiaries

Despite the changeable and dynamic external environment, we are doing all in our power to uphold the banking legacy bequeathed to us by the
Bank’s founders, which combines family values and a warm and personal relationship, with uncompromising professional fairness. We act with
determination to attain the ambitious goals of change that we have set ourselves and in meeting the challenges that still await us, but at the
same time we undertake to maintain the “Discount” spirit that makes us unique and differentiates us from our competitors.

I remain convinced that the Bank’s Management, with the support and backing of the Board of Directors, and with the cooperation of our
dedicated and committed employees, we will continue working to achieve the goals of the strategic plan and to successfully deal with the
challenges of the business, economic and regulatory environment.

March 27, 2017 Dr. Yossi Bachar
Chairman of

the Board of Directors
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The meeting of the Board of Directors, held on March 27, 2017, resolved to approve and publish the Bank's 2016 Annual Report.

THE DISCOUNT GROUP - CONDENSED DESCRIPTION AND PRINCIPAL AREAS OF
OPERATION

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 eighty one years of its operation the Bank has developed a chain of branches and a wide variety of commercial banking activities in
all banking spheres.

DOMESTIC OPERATIONS

Discount Bank offers its customers comprehensive banking services, in all areas of financial activity, through 122 branches in Israel, direct

banking services, on-line banking and Internet services.

The Bank has one banking subsidiary in Israel - Mercantile Discount Bank Ltd. ("MDB") - a commercial bank serving customers in all fields of

financial activity through 78 branches.

The activities in Israel also include:

- Credit cards - The Bank controls Israel Credit Cards Ltd. ("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, Tafnit Discount Asset Management Ltd., ("Tafnit") which manages securities investment
portfolios for private customers, corporations, not-for-profit organizations and institutional bodies;

- Non-financial investments and underwriting - the subsidiary "Discount Capital Ltd." (formerly known as: "Israel Discount Capital Markets
and Investments Ltd.") is engaged in investments in companies, in private equity funds, in venture capital funds, in the investment
banking field, as well as in initiating and assisting public offerings and private placements and providing underwriting and distribution
services by means of a subsidiary company.

INTERNATIONAL ACTIVITY

The international activity of the Discount Group is conducted by the subsidiary company in the United States. IDB New York is the largest of the
Israeli banks operating abroad, and at the present time operates branches in the New York area, Florida and California. This bank has
representative offices in Latin America and in Israel.

The international activity is characterized as business-commercial and private banking activity.
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MARKET SHARE

Based on data relating to the banking industry as of September 30, 2016, 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 December 31,

30, 2016 2015
In %
Total assets 14.9 14.8
Credit to the public, net 15.0 14.2
Deposits from the public 14.9 14.7
Interest income, net 17.3 17.1
Total non-interest income 18.5 15.9

CONSOLIDATED STATEMENT OF PROFIT AND LOSS FOR THE LAST FIVE YEARS

As at December 31

2016 2015 2014 2013 2012
in NIS millions

Interest income 5,671 5,267 5,736 6,822 7,847
Interest expenses 1,102 1,042 1,518 2,572 3,388
Interest income, net 4,569 4,225 4,218 4,250 4,459
Credit loss expenses 469 187 164 580 726
Net interest income after credit loss expenses 4,100 4,038 4,054 3,670 3,733
Non-interest Income
Non-interest financing income 754 363 549 632 352
Commissions 2,585 2,611 2,586 2,704 2,685
Other income 100 79 18 20 220
Total non-interest income 3,439 3,053 3,153 3,356 3,257
Operating and other Expenses
Salaries and related expenses 3,416 3,396 4,086 3,609 3,479
Maintenance and depreciation of buildings and equipment 1,067 1,158 1,161 1,182 1,224
Amortization of intangible assets - - - - 10
Other expenses 1,331 1,171 1,167 1,146 1,120
Total operating and other expenses 5,814 5,725 6,414 5,937 5,833
Profit before taxes 1,725 1,366 793 1,089 1,157
Provision for taxes on profit 753 568 271 269 406
Profit after taxes 972 798 522 820 751
Bank's share in profit of affiliated companies, net of tax effect 15 9 27 45 104
Net Profit :
Before attribution to non-controlling rights holders 987 807 549 865 855
Attributed to the non-controlling rights holders (82) (57) (44) (35) (56)
Net Profit attributed to bank's shareholders 905 750 505 830 799
Earnings per share of NIS 0.1 (in NIS):
Total earnings per share attributed to Bank's
shareholders 10.84 0.71 0.48 0.79 0.76

Footnote:
(1) The diluted earnings are identical to the basic earnings.
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CONSOLIDATED BALANCE SHEETS AS OF THE END OF THE LAST FIVE YEARS

As at December 31

2016 2015 2014 2013 2012

In NIS millions

Assets

Cash and deposits with banks 29,311 28,518 31,694 25,319 24,100
Securities 38,818 38,935 37,353 41,325 46,001

Securities borrowed or purchased under resale agreements 440 279 466 102 387
Credit to the public 142,904 129,268 122,172 117,993 119,696
Provision for credit loss (2,144) (2,052) (2,049) (2,134) (2,085)
Credit to the public, net 140,760 127,216 120,123 115,859 117,611

Credit to Governments 737 515 1,533 1,835 1,696
Investments in affiliated companies 157 144 142 1,668 1,724
Buildings and equipment 2,295 2,175 2,291 2,628 2,757
Intangible assets and goodwill 160 142 142 142 142
Assets in respect of derivative instruments 3,283 3,208 4,596 4,080 3,727
Other assets 3,589 3,696 3,890 3,695 2,735
Noncurrent assets held for sale 27 432 4,955 4,204 -
Total Assets 219,577 205,260 207,185 200,657 200,880
Liabilities and Equity

Deposits from the public 172,318 157,875 153,418 149,475 152,503
Deposits from banks 5,342 3,907 5,547 4,213 3,720
Deposits from the Government 303 306 357 425 437
Securities loaned or sold under buy-back arrangements 3,543 3,833 3,984 3,644 5,452
Subordinated capital notes 8,498 9,570 10,638 11,664 12,284
Liabilities in respect of derivative instruments 3,570 3,475 4,475 4,898 4,708
Other liabilities 11,067 10,985 11,126 10,408 9,773
Liabilities held for sale - 1,675 4,651 3,931 -
Total liabilities 204,641 191,626 194,196 188,658 188,877
Equity capital attributed to the Bank's shareholders 14,512 13,288 12,599 11,702 11,713
Non-controlling rights in consolidated companies 424 346 390 297 290
Total equity 14,936 13,634 12,989 11,999 12,003
Total Liabilities and Equity 219,577 205,260 207,185 200,657 200,880

Footnote:

(1) Reclassified - see Note 1 G.

DISCOUNT GROUP SEGMENT OF OPERATIONS - CONDENSED DESCRIPTION

As from the financial statements as of March 31, 2016, the report on segments of operation is presented in relation to segments that had been
defined by the Supervisor of Banks.

The regulatory operating segments have been defined by the Supervisor of Banks, in the amendment to the reporting instructions, based on the
characteristics of their customers, such as: the nature of their activity (in relation to private customers), or their business turnover (in case of
commercial customers), in a format that connects, on a uniform and single value basis, between the different customers of the banking industry
as a whole, and the regulatory operating segments, as follows:

"Household segment" - private individuals, the volume of their financial asset portfolio is lower than NIS 3 million.

"Private banking segment" - private individuals, the volume of their financial asset portfolio exceeds NIS 3 million.

"Minute businesses segment" - businesses, the annual turnover of which is lower than NIS 10 million.

"Small businesses segment" - businesses, the annual turnover of which is equal to or higher than NIS 10 million, but is lower than NIS 50
million.

"Medium businesses segment" - businesses, the annual turnover of which is equal to or higher than NIS 50 million, but is lower than NIS
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250 million.

"Large businesses segment" - Businesses, the annual turnover of which is equal to or exceeds NIS 250 million.

“Institutional Bodies Segment” - Activities with institutional bodies, as these are defined in the Reporting Directives (see Note 29 A to the
financial statements).

"Financial management segment"” - includes the following activities: trading activity, asset and liability management activity, non-
financial investment activity and other activities.

"Other segment" - including discontinued operations, profits from reserves and other results relating to employee rights not allocated to
other segments and adjustment between the total items attribute to segments and the total items stated in the consolidated financial
statements.

According to the new instructions, a banking corporation, the operating segments of which, according to the approach of its Management, are
materially different from the regulatory operating segments, shall provide in addition, disclosure regarding operating segments according to
the Management's approach ("managerial operating segments"), in accordance with the accounting principles accepted by U.S. banks in the
matter of operating segments (ASC 280).

The Bank has identified the following managerial operating segments: Retail banking, Middle Market banking, Corporate banking, financial
operations, Discount Capital Markets and Investments, Discount Bancorp, Israel Credit Cards Company, other.

For additional details, see Activity of the Group according to regulatory segments of operations - principal quantitative data and main
developments" in Chapter B hereunder, and Notes 29 and 30 to the financial statements.

CONDENSED FINANCIAL INFORMATION REGARDING FINANCIAL POSITION AND
OPERATING RESULTS

Profitability
For the year ended December 31 Change in %
2016 2015 2014 2016 2015
compared compared
In NIS millions to 2015 to 2014
Interest income, net 4,569 4,225 4,218 8.1 0.2
Credit loss expenses 469 187 164 150.8 14.0
Profit before taxes 1,725 1,366 793 26.3 72.3
Provision for taxes on profit 753 568 271 32.6 109.6
Profit after taxes 972 798 522 21.8 52.9
Profit Attributed to the Bank's Shareholders 905 750 505 20.7 48.5
Profit Attributed to the Bank's Shareholders — disregarding certain
components (see below) 980 804 896 21.9 (10.3)
Comprehensive income, attributed to the Bank's shareholders 613 719 905 (14.7) (20.6)
Net earnings per one share of NIS 0.1 par value attributed to the Bank's
shareholders - in NIS 10.84 0.71 0.48
The ratio of Profit before taxes to total equity in % 12.4 10.3 6.6
The ratio of Profit after taxes to total equity in % 7.0 6.0 4.4
Net return on equity attributed to the Bank's shareholders, in % 6.6 5.8 4.2
Net return on equity attributed to the Bank's shareholders, in % -
disregarding certain components (see below) 7.2 6.2 7.4
Footnote:

(1) The diluted earnings are identical to the basic earnings.



ANNUAL REPORT 2016

Profitability - disregarding certain components
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For the year ended December 31 Change in %
2016 2015 2014 2016 2015
compared compared
Notes in NIS millions to 2015 to 2014
Net Profit Attributed to the Bank's Shareholders - as reported 905 750 505 20.7 48.5
Disregarding:
Gains on the sale of rights in Visa Europe 36 F (178) - -
Effect of settlement 23J 90 - -
23 G and
Retirement plans'" H - 019 341
Loss from sale of operations of foreign investee companies 15 E - 14 50
Provision in ICC for arrangement replacing criminal proceedings 36 E b4 - -
Effect of the change in tax rate 8 K 109 21 -
Net Profit Attributed to the Bank's Shareholders -
disregarding certain components 980 804 896 21.9 (10.3)
Net Profit Attributed to the Bank's Shareholders, in % -
disregarding certain components 7.2 6.2 7.4
Footnote:

(1) Increased compensation to employees of an investee company overseas whose operations were sold

Balance Sheet

December December
31,2016 31,2015

Change in

In NIS millions %

Total assets 219,577 205,260 7.0

Credit to the public, net 140,760 127,216 10.6

Securities 38,818 38,935 (0.3)

Deposits from the public 172,318 2157,875 9.1

Equity attributed to the Bank's shareholders 14,512 13,288 9.2

Total equity 14,936 13,634 %)
Footnotes:

(1) Excluding balances classified as assets and liabilities held for sale - see Note 18A to the condensed financial statements.

(2) Reclassified - see Note 1 G to the condensed financial statements.
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Financial Ratios

2016 2015 2014 2013 2012
in %

Ratio of total equity to total assets 6.8 6.6 6.3 6.0 6.0
Ratio of credit loss expenses to the average balance of credit to the
public 0.34 0.15 0.14 0.49 0.61
Ratio of credit to the public, net to total assets 64.1 62.0 58.0 57.7 58.5
Ratio of credit to the public, net to deposits from the public 81.7 380.6 378.3 ®177.5 @771
Ratio of deposits from the public to total assets 78.5 876.9 ®74.0 8174.5 8175.9
Ratio of total non-interest income to operating and other expenses 59.2 B3 49.2 56.5 55.8
Ratio of total non-interest income to operating and other expenses —
disregarding certain components (see below) 558 53.7 54.4 56.5 55.8
Ratio of operating expenses to total income 72.6 78.7 87.0 78.1 75.6
Ratio of total non-interest income to operating and other expenses —
disregarding certain components (see below) 72.8 78.1 78.6 78.1 75.6
Risk assets adjusted return®” 6.7 5.8 4.3 7.8 7.8
Risk assets adjusted return!™ — disregarding certain components (see
below) 7.2 6.2 7.6 7.8 7.8
Leverage ratio®? 6.6 6.5
Liquidity coverage ratio® 146.5 128.0

Footnotes:

(1) Return on capital computed on the average balance of risk assets in accordance to the Bank's minimal capital goal for the end of the relevant year (2016 -

9.15%, 2015 -9.06%, 2014 -8.5%, 2013 -8.0%, 2012 - 7.5%).

(2) The ratio is computed (since 2015) in respect of the three months ended December 31.

(3) Reclassified - see Note 1G to the condensed financial statements.

Ratio of capital to risk assets

December  December

Basel IlI 31,2016 31,2015
in %

Ratio of common equity tier 1 to risk assets 9.8 9.5

Ratio of total capital to risk assets 13.8 14.3
Developments in the market price of the Discount shares

Closing price at end of the trading day Rate of

December 31, December 31, change in

March 22, 2017 2016 2015 2016 in %

Discount share 805 801 706 13.4

The Banks index 1,634.83 11,578.90 11,340.17 17.8

The TA 25 index 1,416.01 211,470.78 211,528.74 (3.8)

Discount market value (in NIS billions) 9.22 9.07 7.44 21.9

Footnotes:
(1) TA Bank index.
(2)  TA 25 Index.

A SUMMARY DESCRIPTION OF THE PRINCIPAL RISKS

Risk environment. Risk of impairment in the Group's value and its ability to attain its goals, deriving from factors and events external to the
Group, including economic, financial, regulatory, social, political, geopolitical and cyber threats and from internal factors and events.
Overall impact of credit risk. Risk of impairment in the Group's value and its ability to attain its goals, as a result of the deterioration in the

ability of borrowers to honor their obligations.
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- Quality of borrowers and collaterals. Risk of impairment in the Group's value and its ability to attain its goals, as a result of
deterioration in the quality of borrowers and/or in the value of the collaterals.

- Industry concentration risk. Risk of impairment in the Group's value and its ability to attain its goals, as a result of deterioration in the
business activity of a certain economic sector.

- Borrower/groups of Borrowers. Risk of impairment in the Group's value and its ability to attain its goals, as a result of the considerable
exposure to a single borrower and/or to several borrowers belonging to one business group, which, in the case of changes in the economic
situation, might lead to increased severity in the potential impairment of the credit portfolio, inter alia, because of the risk of contagion.

Overall impact of market risks. Risk of impairment in the Group's value and its ability to attain its goals, as a result from changes in the

economic parameters of the financial markets, and of their volatility that affect both the economic value and also the regulatory capital ratio.

- Interest rate risk. The risk of impairment, as stated, due to parallel and non-parallel movements in the return graph, and the effect of the
optional terms inherent in the different financial instruments.

- Inflation and exchange rate risk. The risk of impairment as stated, as a result of the effect of changes in inflation rates or in exchange
rates, including the effect of derivatives and transactions in futures on the gaps between assets and liabilities.

- Share price and credit spreads risks relating to the holding of securities. The risk of impairment as stated, as a result of erosion in
the value of securities having credit risk and in the value of non-financial investments, including funds, due to fluctuations in prices.

Liquidity risk. The risk to the stability of the Group resulting from the inability to provide its liquidity requirements and the difficulty in

honoring its liabilities, due to unexpected developments, as a result thereof, the Group would be obliged to raise funds and/or realize assets in

a manner causing it material losses.

Operating risk. Risk of a loss, as a result of impropriety or failure of internal processes, failure of the Group's systems, external events,

including business continuity events, human errors, fraud and embezzlements or as a result of the absence of proper control processes.

IT risk. Operational risks affecting IT systems in production, cross-organizational IT processes and new activities: project risks and risks

associated with the launch of systems into production. Likewise, a risk of business harm to the value of the Group and to its ability to attain its

goals, as a result of lack of technological preparedness, including in business continuity situations.

Data protection and cyber risks. Risks of harm, as a result of events during which an attack is perpetrated on the computer systems and/or

on the computer-based infrastructure systems, by, or on behalf of, adversaries (from either outside or inside the corporation).

Legal and regulatory risk. Legal risk is the risk of loss, inter alia, as a result of absence of the possibility to legally enforce fulfillment of a

contract, or from exposure to legal proceedings against the Bank, or from exposure to fines or penalties, punitive damages resulting from

supervisory activities, as well as from private settlements, etc. Legal risks include regulatory risks of a legal nature, stemming, among other
things, from the non-implementation, or incorrect implementation of various regulatory instructions, under the power of which, various duties
are imposed on the Bank.

Cross-border risks. Risk of loss, as a result of a statutory or regulatory sanction, or harm to the reputation, as a result of noncompliance with

foreign statutory or regulatory provisions, applicable to the cross-border activity of the Group and as result of the Group’s responsibility for the

cross-border activity of its customers, conducted by means of the services of the Bank.

Compliance, Money Laundering and Financing of Terror risks. Risk of loss, as a result of statutory or regulating sanction, or harm to the

reputation, as a result of non-compliance with the provisions of the law or regulation, in the area of Bank/customer relations and/or in the

field of prohibition of money laundering and prevention of the finance of terror.

Reputation risk. Risk of impairment in the Group's value and its ability to attain its goals, as a result of damage to image following true or

erroneous publications, external events, including events in the competition environment and/or internal events, including mistaken business

decisions, material computer failures, strikes, embezzlements, material violation events in the cross-border risks, compliance risks and money
laundering fields, etc.

Strategic risk. Business risk, either of action, such as: misled business decisions or improper implementation of business decisions, or

neglect, such as: lack of response to changes in competition which, if it materializes, could lead to impairment in the Group's value and its

ability to attain its goals.

For additional details, see below in Chapter "C" of the Board of Directors and Management report — "Risk review" and in the document

"Disclosure according to the third pillar of Basel and additional information regarding risks".
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GOALS AND BUSINESS STRATEGY

THE UPDATED STRATEGIC PLAN

In August 2014, the Board of Directors approved the Discount Group’s strategic plan for the years 2015-2019. The aim of the plan was to close
the gap from the banking industry as regards a number of quantitative and qualitative parameters, headed by financial parameters of return on
equity and efficiency ratio.
The plan that was drawn up was based on in-depth analysis and detailed planning work carried out at the Bank, with the assistance of an
international consultancy firm. The plan encompassed all the Discount Group’s spheres of activity, taking a view of the Group’s strengths and
challenges, as a diverse and stable financial group having core material holdings in Israel and overseas, with a longstanding and loyal
customer base, an extensive network of branches, service that is based on personal relationships, and devoted and professional staff.
The plan comprised several principal layers:
A. Efficiency and stringent management of expenses, including:
- reducing the size of the Discount Group’s workforce;
- closing branches and foreign extensions, as well as making efficiencies in the Bank’s head office space;
- making savings in procurement costs and other expenses.
B. Customer focused growth:
- growth in the retail segment, with emphasis on individual and small business customers, at the Bank and at the subsidiaries, MDB and
CAL;
- nurturing the connection with the Bank’s customers by means of upgrading suitable and useful value offers across the spectrum of
distribution channels, while implementing technological improvements and enhancing the customer experience;
- transferring operational activities from the branches to the back-office - “the Banking Service Center”, as well as assimilation of faster
and more simple work processes at the branches;
C. Assimilating a change supporting organizational culture:
D. Focus and reducing non-core-business activities.
Since launching the plan, the Bank has successfully made significant progress in implementing all aspects of the strategic plan, both in
improving capabilities and infrastructure and also in the actual results. Thus, since the plan’s launch through the end of 2016, the size of the
Bank's workforce has been reduced by 955 employees and premises have shrunk by 14,500 square meters. Concurrently, the Bank sold the
operations of Discount Bank Latin America (“DBLA”), sold the operations of IDB (Swiss) Bank, and closed down the London Branch. Likewise,
the Bank sold its interest in FIBIL. These actions contributed to the Bank attaining the capital adequacy goals set by the Bank of Israel already
by the end of 2015. Due to these and other measures, the Bank managed to grow in 2016 in a most significant manner in many fields of activity.
Thus, for example, in 2016, total credit of the Discount Group grew by 10.6%, household credit grew by 15.5% and small and minute business
credit by 10.6%.
Nonetheless, in recent years, and particularly during the past year, the competitive environment in which the Bank operates has changed at a
rapid pace. These changes include technological developments, requlatory changes, whose objective is to stimulate the competitiveness and
transparency, and changes in the competition map following the entry of off-banking players into classic banking fields.
Against the said background, toward the second half of 2016 and concurrently with the continuing implementation of the original strategy, the
Bank began making preparations for future banking and, to this end, updating the strategic plan. The updated plan is based on the original
strategic plan, but is more extensive, more challenging and continues through 2021. The updated strategic plan is based on a leading goal -
leading in the Bank's customer satisfaction by means of customer adapted banking, and comprises three principal layers:
- afurther narrowing of the gap with the banking system;
- atransformation in traditional banking;
- development of innovative banking models.
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This layer represents a continuation of the original strategic plan from 2014, and it largely consists of the same pillars as the original plan that
were described above.

- Acceleration in efficiency measures and the strict management of expenses;

- Continuing accelerated growth in the core banking fields, with a focus on retail credit, housing credit and credit to small businesses;

- Continues diligence of improving the organizational culture, including integration of key performance indicators (KPI's) at all management
levels at the Bank, and associating goal attainment with remuneration.

In order to create a lead in the Bank's customer satisfaction by means of customer adapted banking, the Bank is focusing on a number of

principal topics:

A. Development of communication channels, including upgrading of digital channels and the opening of new communication channels;

B. Upgrading of service centers (including the branch layout, the TeleBank and the back office);

C. Theformation of a synchronized multichannel management platform that ensures customer service quality;

D. Producing information-based business perceptions aimed at enabling customers to receive the value proposition that is best and most
suited to them.

he Bank is putting to the test a number of solutions and innovative banking models. This, with a view of expanding to new customer
populations and to additional platforms and services, as part of the value offer by the Bank.

Concurrently with the updated strategic plan at the Bank, the Group acts to formulate unique strategies for the principal subsidiaries - ICC and

MDB - with the aim of aligning their modus operandi to the new competitive environment:

- ICC-is currently formulating a new strategic plan, with the assistance of an international consulting firm, against the background of the
Law for Strengthening Competition and Reducing Concentration in the Israeli Banking Market.

- MDB - a new strategy was approved during 2016, the main points of which are: focusing on and accelerating growth in designated segments
of the population, in which considerable expertise has been gained over the years of providing banking services, as regard to both
households and small businesses, segmentation and adjustment of customer value offer and a step up in online channels.

- New York - updating the multi annual strategy following the removal of the internal limitation to cross the threshold of total assets of
US$10 billion.

With the refreshing of the strategy, the projects map was also updated so that at the end of 2016 the Group is managing 28 strategic projects at
the end of 2016.

Within the framework of updating the strategic plan, several financial goals were set, the principal of which are achieving a return on capital of
approx. 10% by 2021 and achieving an efficiency ratio approx. 60% by 2021.
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Forward-looking information. The main points of the strategic plan presented above include assessments that fall into the category of
forward-looking information, such as the estimate of profitability, the efficiency and growth targets that have been set, return on capital,
efficiency ratio, and so forth. These assessments are based on the latest information and estimates available to the Bank at date of publishing
the reports. The strategic plan is based on assumptions regarding developments in the Israeli economy in the coming years, and also legislative
and regulatory initiatives that are currently known, whose enactment is expected with a high degree of probability. Material changes in the
state of the economy and the situation of the customer public, legislative and regulatory changes having a material effect, material changes in
the competitive landscape and material changes in the security situation could have an impact on the degree to which the targets of the
strategic plan are achieved. A further cause of uncertainty arises from the limited ability to accurately forecast the implications of some of the
future processes and their impact on profitability.

For the definition of the term "forward looking information", see "Appendix No. 6 - Glossary".

MATERIAL TRENDS, OCCURRENCES, DEVELOPMENTS AND CHANGES

MANAGEMENT’S HANDLING OF CURRENT MATERIAL ISSUES

2016 was the second year of operation in which was implemented the strategic plan announced by the Discount Group in August 2014. In 2016,
Discount Bank instituted three central moves, significant to the organization and having a material impact on its outline of development in the
coming years: approval of an accelerated efficiency plan, the raising of capital and the signing of a wage agreement for the years 2014-2018,
including extension of the validity of the Labor Charter by five years. In addition, at the beginning of 2017, the Bank completed the issue of
subordinated debt notes, being capital instruments classified as Tier 2 capital.

The Bank's Management has formed a plan for accelerating the efficiency, in the center of which is the reduction in the manpower status of the
Discount Group by approx. 1,000 additional employees by the year 2021, both by early retirement and natural retirement. The Bank's Board of
Directors approved the plan on September 13, 2016. (For additional details, see below "Efficiency of the banking industry — 2016 efficiency
plan" and Note 23 J to the financial statements).

Formation of the plan and the approach to employees were backed up by detailed planning actions at the unit level, by providing professional
advisory services to employees considering retirement, and by management of the risks involved in a massive retirement of employees,
particularly in the area of knowhow preservation. The Bank's Management continues its strict and restraining management of the manpower
status and payroll expenses, in a manner that would ensure the preservation of the retirement achievements.

On the background of the accelerated growth of the Bank's credit portfolio, and in order to enable the realization of the business growth
potential, even beyond the existing strategic plan, the Bank has decided on the raising of Tier 1 capital. The addition to the Tier 1 capital is
intended to enable a further growth in income on the basis of the existing infrastructure and with no additional expenditure. This, alongside
the approval of the plan for the acceleration of the efficiency, as stated above. The combination of the said significant actions, growth
alongside efficiency, is intended to increase income and improve the profitability, the return on capital and the efficiency ratios of the Bank.
Within the framework of this move, the Bank issued shares and option warrants for an immediate gross consideration of NIS 580 million, and
under the assumption of the exercise in full of NIS 763 million (see Note 24 D to the financial statements).
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On November 30, 2016, the Management of Discount Bank and the national committee of Discount Bank employees signed a new wage
agreement for the years 2014-2018.

The wage agreement contains new sections and changes comprising a precedent in the banking sector. The central change is in the mechanism
for the increase in wages. Until now, wage agreements contained proportionate wage increases expressed in percentages. The new agreement
states, or the first time, a payment mechanism based on shekel wage increases, This mechanism reduces wage differences at the Bank and
benefits low wage employees. At the same time, new sections were introduced with the aim of increasing administrative flexibility and helping
the Bank in facing the changing reality.

The labor charter has been extended, within the framework of the agreement, until the year 2021, while making changes to several significant
sections. Extending the validity of the labor charter ensures industrial peace until the termination date of the agreement (see "Human Capital"
in the chapter "Additional details regarding the business of the banking corporation and management thereof").

On January 9, 2017, the Bank completed the issue of subordinated debt notes in a total amount of NIS 784 million, which include a mechanism
for the absorption of capital losses, being capital instruments classified as Tier 2 capital for the purpose of inclusion in the Bank's regulatory
capital. The said issue is expected to contribute 0.5% to the overall capital ratio in December 31, 2016 terms.

The Change Administration established in 2014 continues to take the lead in coordinating the change programs, assisting with their
realization, monitoring and controlling progress and reporting to management and to the Board of Directors. The monitoring and control over
progress of the strategic projects is performed by means of a unique implementation mechanism, which includes financial and other goals that
are linked to each project. Moreover, weekly monitoring is regularly performed over the progress of the projects at several levels - project
managers, the administration head, members of management in charge of the projects, and overall management.

Each of the projects is led by a project manager and a designated work team. The project teams at the Bank and at the subsidiary companies
have acted and continue to act towards implementation of the many projects stemming from the strategic plan, including the business focus on
growth, in greater efficiency, in a change in the organizational culture, in improvement in the infrastructure, in improved customer
experience, developing the digital operation, in various channels.

The Discount Group grew at a significant growth rate in 2016, mainly in the field of credit granted to target populations, as defined in the
strategic plan. The management of the capital of the Group is strict. The Group's financial base is robust and has become even stronger. As of
December 31, 2016, the ratio of equity capital to Tier I amounts to 9.8% and the liquidity coverage ratio amounts to 146.5% (on the basis of an
observation average). This is the capital infrastructure that allows the Group to continue growing.

Many changes have been implemented in the course of the year, among which, the continued implementation of "Lean" processes and the
operation of the banking service center, which contribute to growth and an increase in income, alongside efficiency measures and the
reduction in expenses generally and in payroll expenses in particular.

Ample attention has been given also this year to the reduction in office space used by the Bank. Several branches were merged, and several
buildings (used by branches and by Head Office units) were vacated and part of them were sold. These measures resulted in direct savings in the
expenditure of the Bank. In addition, the Board of Directors has approved an outline for the construction of a Discount Complex, which in the
first stage, is expected to concentrate all operating units of the Bank, including the establishment of a new central computer facility for the
Bank.

In the course of 2016, the Bank continued to invest in the digital field, while emphasizing the development of online channels providing a
superlative customer experience. Work in this field was led by the digital department established in June 2016, which included, inter alia, the
development of a new application for private customers, the introduction of financial planning tools and more.

The integration of a change supporting organizational culture continued to form a central goal for the Bank's Management. The upgrading of
the infrastructure in the field of human resources has gained momentum and made progress.
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Concurrently with establishing the infrastructure defined in the current strategic plan, and in light of the changes that have taken place in the
business and regulatory environment, Management formulated the next stage of the strategic plan for the coming years (see "Goals and
business strategy" above).

- Both the Bank and ICC have reviewed the possible implications of changes in the financial system, following the conclusions and
recommendations of the Committee for the Increase of Competitiveness in Banking and Financial Services in Israel ("the Strom
Committee"; see below "Legislation and Supervision");

- The Bank has continued to devote and invest considerable managerial efforts and attention to the preparations and upgrading of the
infrastructure required to deal with cyber risks and cross-border risks, all this alongside the continued integration and assimilation of the
risk management culture and compliance;

- The Managements of the Bank and of ICC had considered the alternatives regarding the announcement of the State Attorney Office in the
matter of the prima facie suspicions against ICC, and having in mind the benefit of ICC, conducted negotiations with the State Attorney
Office. These were concluded in November 2016 with the signing of an arrangement in lieu of criminal proceedings (see below - "ICC -
Material developments").

PRINCIPAL ECONOMIC DEVELOPMENTS

Presented below are the main economic developments that impacted the economic environment in which the Israeli banking sector, including
the Bank, operated in 2016.

Growth. The year 2016 was typified by an economic and political uncertainty environment and by a moderate global growth. The U.S. economy
grew at a moderate rate of 1.6%, following a growth of 2.6% in 2015. As estimated by the IMF, the global product grew in 2016 by 3.1%, and is
expected to grow in 2017 by 3.4%. The Bank estimates that the Israeli economy would grow in 2017 by 3.3%, as compared with a growth of 4%
in 2016.

Exchange rates. During the year 2016, the shekel gained ground against most currencies in the world, including the US dollar. In terms of the
effective exchange rate, the shekel strengthened during the year by 4.8% reaching a record level.

Inflation. Israeli inflation in the 12 months ended in December 2016 amounted to a negative rate of 0.2%. The negative inflation stems from
the low global inflation, the strengthening of the shekel, the administrative lowering of prices and additional policy measures encouraging
competition and reducing consumer prices. Consequently, the low inflationary environment does not indicate a downturn in demand in the
economy. The Bank estimates that inflation at a nullified rate, similar to 2016.

Monetary policy. For quite a long period, central banks around the world keep adopting an expansionary monetary policy. The year 2016 was
also marked by an expansionary monetary policy. The United States was the only economy which raised the interest rate during the passing
year, even though also its monetary policy remained expansionary. In Israel interest remains at a historic low of 0.1% and, in the Bank’s
opinion, itis not predicted to change during 2017.

Financial markets. High volatility was recorded in the first half of the year in the equities markets around the world. This mostly in view of
concerns regarding an acute slowdown in economic growth in China and towards the Brexit Referendum in Great Britain. A rise in share prices
and a decline in volatility were recorded in the beginning of the second half, despite the British decision to exit the European Union. Volatility
had returned towards the U.S. elections, but with the success of Trump, optimism returned to the market and a steep rise in prices was
recorded. A trend of reduction in returns on government bonds was recorded in the first nine months of the years. The fourth quarter recorded a
steep rise in returns on the background of expectations for a significant fiscal expansion that would lead to a faster increase in interest rates in
the medium and long term. It is noted, that at this stage it is still early to estimate the policy measures that Trump would introduce and what
would their impact be on the U.S. economy and on the global economy. A similar trend was recorded with respect to Israeli government bonds,
though a more moderate one. At the end of the year, the return on shekel government bonds for ten years (SGB 1026 series) reached 2.1%.

The first quarter of 2017. The current macro-economic data for the months of January-March 2017 indicate acceleration in the global growth
environment, led by private consumption, but also on the background of a positive trend in the manufacturing sector. A rise in the inflationary
environment was recorded globally, on the background of the rise in energy prices in the course of 2016. The U.S. economy is positively
outstanding in comparison with the other developed economies with a rise in the core inflation and the continuing improvement in the
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employment market. The election of Mr. Trump for president led to a surge of optimism, which was reflected both in the financial markets and in
the sentiment indices of the business and private sectors. This, on the background of expectations for a significant fiscal expansion and
mitigation in regulation.

Forward-looking information. The aforesaid includes, inter alia, assessments of the Bank regarding the future development of primary
indicators, which are deemed to be forward-looking information. The aforesaid reflects the assessment of the Bank’s Management, taking
account of information available to it at the time of preparing the annual report, with regard to trends in the Israeli and world economies. The
aforesaid might not materialize should changes occur in the trends, in Israel and/or in the world, and as a result of various developments in the
macro-economic conditions that are not under the control of the Bank.

For further details, see "Main developments in Israel and around the world in 2016" in "Corporate governance, audit, additional details
regarding the business of the banking corporation and management thereof".

LEADING AND DEVELOPING RISKS

In accordance with the FSB’s recommendations, a leading risk is defined as a development occurring in the bank’s business environment that
could have an adverse effect on its results in the coming year. A developing risk includes a risk, regarding which the timing of its
materialization is uncertain, whose occurrence could have a material impact on the bank.

Following are details regarding the most material leading and developing risks.

Cyber risks and data protection. The level of risk regarding the realization of cyber threats and data protection is growing in recent years in
Israel and around the world. The level of ingenuity, the complexity of the attack and the variety of methods and ingenuity are increasing and so
is the involvement of organized crime factors and of government agencies.

The threat is intensifying, because due to business competition, and the aspiration to achieve a position in the technological front, the scope of
deployment of computer based services exposed to the cybernetic world has grown.

With the understanding of the implications of the realization of these threats on the Group's operations, the availability of its services and its
reputation, the Bank's Management and Board of Directors allocate a major part of the resources for the facing of such threats, including their
direct involvement.

The magnitude of the threat and its uniqueness led to the risk being defined as a separate category of risk in the current risk management
processes, in the ICAAP and for reporting purposes within the framework of the annual report.

A strict approach has been applied in the risk assessment processes, and accordingly the residual risk level has been assessed at a medium-high
level, but it derives primarily from systemic characteristics of the risk and the risk environment, and the need to create an inclusive, up-to-date
and appropriate working framework at the level of the Bank.

Cyber defense strategy, information technology management and cyber defense and data protection policy documents have been formed,
updated and approved, a cyber defense manager has been appointed and designated professionals have been engaged.

The Group preparations continue, for regulation in accordance with instructions of the Supervisor of Banks (Proper Conduct of Banking
Business Directive No. 361), on the basis of a multi-annual work plan, with an emphasis on improvement of tools for the monitoring and
control of the risk.

Cross-border risks. The Group's activity in Israel and abroad with customers involves risks stemming, among other things, from exposure to
liability for evasion of any of the Group's customers from reporting and payment of taxes in Israel or abroad, made incidentally to using the
Bank's services, as well as the violation of the provisions of the foreign laws applicable to the services and products provided by the Group to its
customers.

Exposure to cross-border risks has grown significantly in recent years, against the background of adding regulatory requirements, alongside
enhanced enforcement in Israel and abroad, applying to financial institutions and their customers, as part of the increased efforts of the
authorities in the fight against tax evasion.

Realization of this risk may have considerable implications for the Bank's operations and image. Therefore, as part of the current risk
management, this risk has been defined as a separate risk category in the ICAAP process and within the framework of the risk review contained
in the Annual Report, and the risk level thereof has been assessed as "medium-high", primarily against a background of systemic
characteristics and the scope of the potential exposure, in the case of an exposure event.
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Further to the activity carried out in recent years in the Bank and the Group with respect to U.S. customers and other foreign resident
customers, concurrently with the developments in regulation and enforcement regarding cross-border risks in Israel and around the world, a
Group policy on this matter has been formulated, the risk appetite has been determined and identification, monitoring, control and reporting
processes have been added.

Moreover, the action for reducing the Group's international presence, taken as part of the implementation of the Bank's strategic plan, also
contributed to the reduction of cross-border risks exposure.

For additional details, see below in Chapter "C" of the Board of Directors and Management report — "Risk review" and in the document
"Disclosure according to the third pillar of Basel and additional information regarding risks" available for review on the Internet.

INITIATIVES CONCERNING THE BANKING SECTOR AND ITS OPERATIONS

The coalition agreement for the establishment of the 34th Government of the State of Israel - possible implications on the
banking industry. A coalition agreement was signed on April 29, 2015, which contains several sections relating to the banking industry and
its operation, as detailed below: The Government shall act to increase competition in the financial and banking fields, reduce costs of long-
term savings, increase accessibility to credit for consumers and owners of small and medium businesses; the Government shall support the
establishment of a supreme council for financial stability or any other supervisory structure; the separation of credit card companies from banks
shall be promoted; promote the legislation of a credit data services act and regulation of off-banking loans act; With a view of reducing "black
money" the Government shall support the legislation of the following acts: reduction in the use of cash act and an amendment of the
Prohibition of Money Laundering Act which would recognize a serious tax evasion as a predicate offence; The Ministry of Finance shall establish
a team for the promotion of a bill memorandum increasing competition in the credit market for consumers and owners of small and medium
businesses; The Government shall act to establish IT infrastructure required by new banks in order to increase competition; a team will be
formed to examine the manner of implementing deposit insurance, its scope and effect; The Government shall support a reform applying to the
reduction in long-term savings costs; the parties shall act to form a special committee of the Knesset for the promotion of the subject.

Increase in competition and reduction in concentration Act. The Increase in Competition and Reduction in Concentration and in Conflict
of Interests in the Banking Market in Israel (Legislation Amendments) Act, 2017, was published in the Official Gazette on January 31, 2017.

The Act constitutes the adoption of the recommendations of the Strum Committee, appointed in 2015 by the Minister of Finance and by the
Governor of the Bank of Israel, in order to recommend, inter alia, of ways for attracting new participants in the competition for the supply of
prevalent financial services, including by way of separation from banks of the ownership of credit card companies.

In the immediate future, the separation from the banks of the ownership of credit card companies would not apply to ICC but only to its
competitors (Isracard and LeumiCard). Only at the end of four years would the issue of separating the ownership of ICC be re-examined. This
and more, if until now the large banks (Poalim, Leumi and Discount) issued to their customers credit cards of the credit card companies owned
by them (Isracard, LeumiCard and ICC), competition between the companies is now expected to develop. Concurrently, the banks would be
required to move a part of the issue of new credit cards to customers to another credit card company, at least one, with which they had no
previous business.

From the view point of ICC, although there would be a reduction in the issue of credit cards to customers of the owner banks, ICC would now
have the opportunity to compete in the issue of new credit cards to customers of Poalim and Leumi. In the era of post-entry into effect of the
new Act, the different participants in the credit card market, banks on the one part and credit card companies on the other part, find
themselves in front of an array of moves and action possibilities of each of them and of each of the other participants.

The aforementioned could have a material effect on the banking system, including the Bank itself and on the credit card market, including on
ICC. Nevertheless, at this preliminary stage, prior to clarifying the nature, character, scope and timing of the measures that will be taken, if at
all, itis not possible to assess the aforesaid effects either in terms of materiality or in terms of quantity.

The additional tax that may apply, if doubt is raised as to the continued holding of the Bank in ICC, computed in relation to the value of the
holdings in ICC stated in the books of the Bank as of December 31, 2016, is estimated at NIS 53 million.

For details regarding the said Act and additional legislation initiatives concerning the banking sector, see "Legislation and Supervision" in the
Chapter "Corporate governance, audit and additional details regarding the business and manner of management of a banking corporation".
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ISRAEL CREDIT CARDS - MATERIAL DEVELOPMENTS

Background - events regarding the clearing of international electronic trade transactions and other matters. In the second half of
2009 and in the beginning of 2010, ICC faced allegations made by VISA Europe and the Global MasterCard Organization (hereinafter: "the
international organizations") with respect to prima facie violations of the rules of these organizations pertaining to the clearing of
international electronic trade, in transactions effected by a subsidiary of ICC, ICC International (which had in the meantime been merged with
and into ICC). In this framework, fines have been imposed on ICC and its activity in this field of operations has been restricted for a period of
several months. ICC has immediately implemented a reduction plan in order to comply with the requirements of the international
organizations, in the framework of which it applied various measures, including changes in the company's management (fuller details
regarding this matter were presented by ICCin its annual financial statements for 2009 and 2010).

A number of trading houses and clusterers had raised demands regarding the burden of monetary sanctions applying to them and the reduction
in electronic trade clearing operations conducted with them, which as alleged by them, resulted in heavy damage.

Notices by the State Attorney. In continuation of the investigation conducted by the police, ICC received on December 3, 2014, a notice from
the economic department of the State Attorney Office, according to which a file with regards to an investigation of suspicions against ICC, had
been delivered for perusal of the State Attorney.

On April 20, 2015, ICC received a notice from the State Attorney Office, to which was appended a "suspicion letter", according to which the
State Attorney is considering the filing of an indictment against ICC, in respect of perpetrating offences of fraudulent conversion under
aggravating circumstances and money laundering. On the same day, the Supervisor of Banks informed ICC, that in view of the notice of the
State Attorney as stated and the "suspicions letter" attached to it, he instructs ICC not to distribute a dividend until the termination of the
proceedings, clarification of the consequences thereof and its impact on the financial position of ICC. The Supervisor of Banks announced on
March 9, 2017, the removal of the restriction.

The suspicion brief described two cases in which, according to the Prosecution, ICC was involved together with others. In the first affair it has
been alleged that during 2006 through 2009 (hereinafter: "the relevant period"), ICC, through who has officiated as CEO of ICC in the relevant
period and the CEO of ICC International in the relevant period (jointly and severally: "the Officers"), together or with others, acted fraudulently
regarding false coding of transactions cleared by ICC, and also acted in contradiction with the Prohibition of Money Laundering Act. In the
second affair it has been alleged that ICC, through the Officers and together or with others, has presented false display with regards the
splitting of trading houses records who has cleared through ICC, thus receiving funds and producing gains fraudulently, as well as acting in
contradiction with the Prohibition of Money Laundering Act. The transactions turnover that as alleged is attributed to ICC in relation with the
alleged offences is NIS billions.

Arrangement replacing criminal proceedings. A conditional arrangement, in terms of Item A1 of Chapter "D" of the Criminal Proceedings
Act (Combined version), 1982, was signed on November 3, 2016, between the economic department of the State Attorney Office and ICC. This
agreement will lead to the closure of the investigation case by an arrangement, replacing criminal proceedings, subject to the terms stated
below.

Within the terms of the arrangement, ICC admitted the facts relating to two affairs involving international electronic clearing, made by ICC
International (a subsidiary of ICC that was merged into ICC in December 2009), in the years 2007 to 2009. The arrangement clarifies that the
facts to which ICC refers in the arrangement, were not personally known to the Officers approving the arrangement, and came to their attention
only through the letter of suspicion delivered to ICC by the State Attorney Office. Approval of the arrangement, as stated, has been given after
consideration of other alternatives and bearing in mind the benefit of the company.

The arrangement required ICC to operate in accordance with binding internal procedures in writing, for a period of one year from date of
signing the arrangement, including matters of supervision and control mechanism that would ensure prevention of the admitted offences being
repeated. ICC declared in the arrangement that the adoption of the procedures and organizational changes detailed in the arrangements had
been implemented in practice by it, even prior to the signing of the arrangement.

It was agreed by the parties that under the terms of Section 67C(a)(5) and Section 5 of the fifth Addendum to the Criminal Proceedings Act
(Combined version), 1982, ICC would deposit an amount of NIS 85 million for the purpose of its forfeiture.

Subject to the fulfillment by ICC of the terms of the arrangement, the State Attorneys Office has committed to close the case against ICC. The
State Attorney Office has committed not to conduct an investigation and not to serve an indictment, including any other proceedings, either
civil or administrative, against ICC and/or any other related company thereof, and/or against any present or former Officer of these companies,
with the exception of two Officers who had officiated therein in the past.
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The arrangement clarifies that nothing in the admission of ICC may implicate any other person, including Officers and any other employee of ICC
or of a related company thereof, and that nothing in the said admission could serve as evidence in any proceeding.

An expense in the amount of NIS 85 million was recognized in the books of ICCin 2016 in respect of the said arrangement.

Approach according to Section 194 of the Companies Law and a Motion for approval of a derivative claim. For details, see Note 36 E
(3) and (4) to the financial statements.

On November 2, 2015, VISA Inc. and VISA Europe Ltd. announced entry into an agreement whereby VISA Inc. will acquire VISA Europe from the
principal members who were holding its shares. All as detailed in the immediate reports dated November 3, 2015 and December 24, 2015 (Ref.
No. 2015-01-147192 and No. 2015-01-187911), the information presented therein is stated here by way of reference.

On June 21, 2016, after having obtained the regulatory approvals, the immediate cash consideration in the amount of Euro 71 million, was
received in accordance with the stated terms. An additional future cash consideration of Euro 6 million, which is expected to be received. In
addition, ICC received preferred shares convertible into shares of VISA Inc., which are blocked for periods of four to twelve years. Their value at
the transaction date is estimated at Euro 26 million (“Naive Value”). Itis clarified that the conversion ratio of the preferred shares might under
certain conditions, be reduced in the future.

The consideration for the transaction was divisible among the Bank, ICC and FIBI, all having the status of "Principal Member" in VISA Europe.
The division will be conducted in the future in accordance with an agreed division mechanism formed by the parties. The division mechanism
has been approved by the authorized organs of the parties.

Following the consummation of the transaction a net profit of approx. NIS 178 million was recognized in the financial statements for 2016.

On July 5, 2016, VISA Europe informed that following the consummation of the transaction, the rebates program for members of the
organization will be terminated as from October 1, 2016. VISA Europe announced on July 22, 2016, an increase in the amounts of clearing fees
charged by it, starting on January 1, 2017.

On June 20, 2016, ICC and VISA Europe signed an agreement for the years 2016-2019. This agreement replaces an earlier agreement signed by
the parties in April 2013. According to the amendment to the agreement, ICC is expected to receive supporting awards from VISA in the years
2016 to 2019.

Based on information received from ICC, the Bank estimates that the said changes are not expected to have a material impact on the Bank's
profits.

EFFICIENCY OF THE BANKING INDUSTRY

Regulatory expectations. The position of the Supervisor of Banks is that the banking industry in Israel is characterized by low efficiency, as
compared with banks in the developed countries. One of the key targets defined by the Supervisor of Banks is improvement in bank efficiency,
namely - a reduction in bank expenses in relation to income. The object of the Supervisor is that the efficiency obtained by banks would also
reach the customers, namely, would reduce the cost of bank services, lead to the shifting of resources to innovation and improvement of
banking service, and to the increase in dividends to bank shareholders, who are mainly the public at large in Israel.

Letter of the Supervisor of Banks in the matter of operating efficiency of the banking industry in Israel. A letter by the Supervisor of
Banks was published on January 12, 2016, according to which, banking corporations are required to outline a multi-annual efficiency plan. Itis
the Supervisor's intention to define a periodic reporting format to the Supervisor of Banks of the efficiency plan. The Supervisor would grant
relief to banking corporations as regards the capital adequacy requirements, in respect of certain costs of the efficiency plan, subject to the
conditions stated in the letter. The relief detailed in the letter shall apply to efficiency plans approved until December 31, 2016.

2016 Efficiency plan. On September 13, 2016, the Bank's Board of Directors approved an efficiency plan, following an examination by the
Bank's Management of alternatives ways for implementing that stated in the letter and the formation of an outline and following an approval
in principle by the Supervisor of Banks.
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The approved efficiency plan comprises a significant expansion of the existing efficiency plan of the Group, forming a part of the strategic plan
for the years 2015-2019. The approved efficiency plan includes early retirement of employees alongside natural retirement, which in total is
expected to lead to a reduction in the workforce of some one thousand additional employees until 2021.

Following are the principal points of the early retirement plan and its implications:

1.1 According to the plan, some five hundred employees of the Group would be offered early retirement at beneficial terms, most of whom,
until the end of 2016;

1.2 The beneficial terms offered to employees will include, inter alia, increased severance compensation at a rate of up to 265% and an award
of NIS 50 thousand (to those whose salary had not been updated prior to retirement, and their salary for the purpose of calculating their
severance pay is lower than NIS 20 thousand);

1.3 The total cost of the plan was estimated at approx. NIS 511 million (in excess of the cost of severance compensation under the law), of
which an amount of NIS 60 million was already recognized in the financial statements for the first quarter of 2016 (see Note 23 to the
financial statements);

1.4 Approx. NIS 141 million, gross (about NIS 90 million net after tax) was recognized in the statement of income until the end of 2016, the
balance being spread over the average maturity period of the liability, which at present is twelve years, this in accordance with the
accounting principles applying to the Bank;

1.5 The impact of the efficiency plan on the ratio of equity capital to risk assets is estimated at 0.15%, which will be recognized in installments
over a period of five years.

Itis noted that the data stated above is considered forward looking information, within the meaning of the term in the Securities Act, 1968. The

scope of the efficiency plan as well as its impact on the statement of income and on capital adequacy during the period of the plan and

thereafter, are, inter alia, dependent on the extent of response of the employees to the voluntary retirement offer in accordance with the terms
of the plan and the characteristics of the retiree group (seniority, gender and salary level). Accordingly, the actual impact of the efficiency plan
may materially differ from the data presented above.

For additional details, see Note 23 J and K to the financial statements. For details regarding the relief approved by the Supervisor of Banks as

regards the capital adequacy computations, see Note 25 to the financial statements.

Until December 31, 2016, some 342 employees had retired in the framework of the plan (from the Bank and from MDB). 1 additional employee

signed a retirement agreement and is expected to retire until the end of the first quarter of 2017.

Efficiency regarding real estate. As an additional step in encouraging efficiency in the banking industry, the Supervisor of Banks published

on March 8, 2017, a draft Directive which widens the definition of efficiency and encourages banks to study also the possibility of reducing

expenses regarding real estate and the maintenance of Head Office and Management units, including by a re-examination of the geographical
location of these units and their relocation from the centers of the large cities.

The draft Directive encourages the banks to introduce efficiency also in the real estate field, by means of relief as regards the regulatory capital.

In accordance with the draft, such relief would be granted to banks that will decide to sell real estate serving their Managements and Head

Office units, relocating them to alternative locations, resulting in the long-term savings in expenses. The position of the Supervisor of Banks is

that such an incentive would enable banks to achieve efficiency in the real estate field, to examine the need for expansion of the efficiency plan

regarding manpower, and would create a source for continued growth and the increase in credit.

OPINION OF THE INDEPENDENT AUDITORS

In the opinion provided by the independent auditors on the financial statements for the year 2016, the independent auditors drew attention to
Note 26 items 12.6 and 13 regarding requests to approve certain actions and with regard to other claims as a class action suits against the Bank
and investee companies.
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MATERIAL DEVELOPMENTS IN INCOME, EXPENSES AND OTHER COMPREHENSIVE
INCOME

PROFIT AND PROFITABILITY

The Discount Group’s Net profit in 2016 amounted to NIS 905 million, compared with NIS 750 million in 2015, an increase of 20.7%.
Disregarding certain components (see table above), the profit for 2016 would amount to NIS 980 million, compared with NIS 804 million, an

increase at a rate of 21.9%.
Return on equity, net, attributed to the Bank's shareholders for 2016 was 6.6%, compared with 5.8% in 2015. Disregarding certain

components (see table above), the return in 2016 would have been 7.2%, compared with 6.2% in 2015.

Net earnings per one share of NIS 0.1 par value amounted in 2016 to NIS 0.84, compared with NIS 0.71in 2015.

The main factors that had an effect on the business results of the Group in 2016, compared with 2015:

a. Anincreaseininterestincome, net, in an amount of NIS 344 million (8.1%).

b. An increase in credit loss expenses, an amount of NIS 282 million (150.8%), an increase in particular, in expenses on a group basis,
impacted mostly by the increase in credit balances.

c. Anincrease in the total non-interest income of NIS 386 million (12.6%), affected by an increase of NIS 391 million in non-interest
financing income (107.7%), of which NIS 360 million relates to profit from the sale of the rights in Visa Europe (see Note 36 D to the
financial statements), a decrease of NIS 26 million in commissions (1.0%) and an increase of NIS 21 million in other income, mostly from
the realization of assets (26.6%).

d. Anincrease of NIS 89 million in operating and other expenses (1.6%), affected, mainly, by an increase of NIS 160 million in other expenses
(13.7%), mostly NIS 85 million provision in ICC, an increase of NIS 20 million in salaries and related expenses (0.6%), see below "Salaries
and related expenses", and from a decrease in the amount of NIS 91 million in maintenance and depreciation expenses of buildings and
equipment (7.9%),affected by the reduction in depreciation and computer expenses and by the closure of foreign extensions.

e. Tax provision of NIS 753 million on earnings in 2016, compared with NIS 568 million in 2015. The provision for taxes in 2016 was impacted
by a nonrecurring expense of NIS 109 million, following the reduction in the corporate tax rate (see Note 8 K to the financial statements).
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Net Profit Attributed to the Bank's Shareholders in the fourth quarter of 2016 amounted to NIS 145 million, compared with NIS 188
million in the third quarter of the year, a decrease of 22.9%, and compared with NIS 60 million in the fourth quarter of 2015, an increase of
141.7%. With the elimination of certain components, see table below, the net profit in the fourth quarter of 2016 would have amounted to NIS
284 million, compared with a net profit of NIS 226 million in the third quarter of 2016, an increase of 25.7%.
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The major factors affecting the business results of the Group in the fourth quarter of 2016, compared with the previous quarter, were:

A.
B.
C.

A decrease in interest income, net, in an amount of NIS 17 million (1.4%).

Anincrease in credit loss expenses, in an amount of NIS 83 million (58.9%).

An increase of NIS 107 million (14.6%) in non-interest income, which was affected by a rise of NIS 53 million in income from the sale of
investments in Discount Capital.

A decrease in operating and other expenses, in an amount of NIS 17 million (1.2%), which was effected mostly by a reduction of NIS 35
million in other expenses (9.4%), mainly a provision of NIS 45 million by ICC in the third quarter of 2016, from a reduction of NIS 18 million
in maintenance expenses and depreciation of buildings and equipment (6.6%) and from an increase of 36 million in salaries and related
expenses (0.6%), which were inter alia effected by settlement expenses of NIS 125 million in the fourth quarter of the year, compared to
expenses of NIS 16 million in the previous quarter.

In the fourth quarter of 2016, provision for taxes on the profit was recorded, in the amount of NIS 172 million, compared with NIS 126

million in the previous quarter.

The provision for taxes in the fourth quarter of 2016 was affected by the nonrecurring expense of NIS 59 million, following the reduction in the
rate of corporate tax (see Note 8 K to the financial statement).

DEVELOPMENTS IN INCOME AND EXPENSES

Developments in certain profit and loss statement items in 2016, compared with 2015

For the year ended
December 31

2016 2015 Change

In NIS millions in %
Interest income 5,671 5,267 7.7
Interest expenses 1,102 1,042 5.8
Interest income, net 4,569 4,225 8.1
Credit loss expenses 469 187 150.8
Net interest income after credit loss expenses 4,100 4,038 1.5
Non-interest Income
Non-interest financing income 754 363 107.7
Commissions 2,585 2,611 (1.0)
Other income 100 79 26.6
Total non-interest income 3,439 3,053 12.6
Operating and other Expenses
Salaries and related expenses 3,416 3,396 0.6
Maintenance and depreciation of buildings and equipment 1,067 1,158 (7.9)
Other expenses 1,331 1,171 13.7
Total operating and other expenses 5,814 5,725 1.6
Profit before taxes 1,725 1,366 26.3
Provision for taxes on profit 753 568 32.6
Profit after taxes 972 798 21.8
Bank’s share in profit of affiliated companies, net of tax effect 15 9 66.7
Net profit attributed to the non-controlling rights holders in consolidated companies (82) (57) 43.9
Net Profit attributed to Bank's shareholders 905 750 20.7
Net return on equity attributed to the Bank's shareholders, in % 6.6 5.8
Net Profit attributed to Bank's shareholders - disregarding certain components (see
above) 980 804 21.9

Net return on equity attributed to the Bank's shareholders, in % - disregarding certain components (see
above) 7.2 6.2
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Developments in certain profit and loss statement items in the fourth quarter of 2016, compared with the third quarter of 2016 and

the fourth quarter of 2015

Rate of Change Q4

2016 2015 2016 compared to
Q4 Q3 Q4 Q32016 Q42015
In NIS millions in %
Interest income 1,432 1,519 1,234 (5.7) 16.0
Interest expenses 262 332 191 (21.1) 37.2
Interest income, net 1,170 1,187 1,043 (1.4) 12.2
Credit loss expenses 224 141 98 58.9 128.6
Net interest income after credit loss expenses 946 1,046 945 (9.6) 0.1
Non-interest Income
Non-interest financing income 179 51 46 251.0 289.1
Commissions 653 675 649 (3.3) 0.6
Other income 6 B 1 20.0 500.0
Total non-interest income 838 731 696 14.6 20.4
Operating and other Expenses
Salaries and related expenses 866 830 873 4.3 (0.8)
Maintenance and depreciation of buildings and equipment 254 272 289 (6.6) (12.1)
Other expenses 338 373 292 (9.4) 15.8
Total operating and other expenses 1,458 1,475 1,454 (1.2) 0.3
Profit before taxes 326 302 187 7.9 74.3
Provision for taxes on profit 172 126 122 36.5 41.0
Profit after taxes 154 176 65 (12.5) 136.9
Bank’s share in profit of affiliated companies, net of tax effect 3 15 4 (80.0) (25.0)
Net profit attributed to the non-controlling rights holders in consolidated
companies (12) (3) (9) 300.0 33.3
Net Profit attributed to Bank's shareholders 145 188 60 (22.9) 141.7
Net return on equity attributed to the Bank's shareholders, in %" 4.1 B3 1.8
Net Profit attributed to Bank's shareholders - disregarding certain
components (see as follows) 284 226 114 25.7 149.1
Net return on equity attributed to the Bank's shareholders, in % - disregarding
certain components (see as follows) 8.2 6.7 8.8
Footnote:
(1) On an annual basis.
Profitability per quarter — after elimination of certain items
Rate of Change
Q4 2016
2016 2015 compared to
Q4 Q3 Q4 Q32016 Q4 2015
Notes In NIS millions in %
Net income attributed to the Bank's shareholders - as reported 145 188 60 (2290 1417
Disregarding:
Effect of settlement 23J 80 10 -
Loss from sale of operations of foreign investee companies and retirement plans' - - 33
Provision in ICC for arrangement replacing criminal proceedings 36 E - 28 -
Effect of change in tax rate 8 K 59 - 21
Net income attributed to the Bank's shareholders - disregarding the
above components 284 226 114 25.7 149.1
Net return on equity attributed to the Bank's shareholders, in % -
disregarding the above components 8.2 6.7 3.5

Footnote:

(1) Increased severance pay for employees of foreign investee company whose operation was sold.
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Following are details regarding material changes in statement of profit and loss items:
Interest income, net. In 2016, interest income, net, amounted to NIS 4,569 million compared with NIS 4,225 million in 2015, a decrease of

8.1%. The rise in the interest income, net, in the amount of NIS 344 million, is explained by a negative price impact of approx. NIS 6 million,
and from a positive quantitative effect in the amount of approx. NIS 350 million (see "Rates of interest income and expenses and analysis of
the changes in interestincome and expenses" in Appendix No.1).

Theinterest spread, excluding derivatives, reached a rate of 2.24% in 2016, compared with 2.13% in 2015.

The average balance of interest bearing assets has increased by a rate of approx. 2.3%, from an amount of NIS 183,908 million to NIS 188,168
million, and the average balance of interest bearing liabilities has increased by a rate of approx. 0.5%, from an amount of NIS 141,772 million
to NIS 143,688 million.

Net interest income according to linkage segments

Distribution of volume of operations according to interest bearing assets, net interest income and interest margin by linkage
segments

2016 2015
Interest Interest
Volume of income, netin Interest Volume of income, netin Interest

activityin % NIS millions  marginin % activity™in % NIS millions  marginin %
Unlinked shekels 62.4 3,429 2.85 59.2 3,036 2.69
CPI-linked shekels 10.5 92 (0.68) 10.7 117 0.04
Foreign Currency 27.1 1,048 1.89 30.1 1,072 1.81
Interest income, net and the
interest margin 100.0 4,569 2.24 100.0 4,225 2.13
Footnote:

(1) According to the average balance of the interest bearing assets.

In the non-linked shekel segment, net interest income increased at a rate of 12.9%. Income from this segment constituted 75.0% of total
netinterestincome in 2016, compared with 71.9% in 2015.

The average balance of assets in this segmentincreased in 2016 by 8.2% compared with 2015.

The rise in profits of this segment stemmed from the increase in the net volume of interest bearing assets, and from the rise in the interest
spread due to a change in the asset mix and the reduction in the cost of resources.

The CPI-linked Shekel segment net interest income decreased in 2016 at a rate of 21.4% and its proportion of total net interest income in
2016 was 2.0%, compared with 2.8% in 2015.

The average asset balance in this segment in 2016 increased by a rate of 0.1% compared with 2015.

The decrease in profits of this segment stemmed mostly from the decrease in the interest spread of the return on assets, mainly credit to the
public and anincrease in the cost of resources.

In the foreign currency segment, which includes activities in the foreign currency-linked shekel segment, net interest income decreased by a
rate of 2.2%. Its proportion of all Net profit was 22.9% in 2016, compared with 25.4% in 2015.

In 2016 the average balance of assets in this segment decreased at a rate of 7.7% compared to 2015.

The reduction in profits of the segment stemmed from the net reduction in the volume of interest bearing assets, which was offset by the rise in
the interest spread on the return on the assets, principally on credit to the public, as against the cost of resources.

Non-interest financing income. In 2016, non-interest financing income increased at a rate of 107.7%.

The rise in non-interest financing income is mainly from an increase in profits, from investment in shares (see Note 3 to the financial
statements), primarily as a result of selling the rights in Visa Europe. Non-interest financing income, after eliminating the aforesaid sale,
amounted to NIS 394 million, a 8.5% increase, mainly as a result of the loss on investment in shares in 2015, particularly the impairment in
value of shares of FIBI, of a reduction in adjustments to fair value of derivatives and from a reduction in net gains on sale and adjustment to fair
value of bonds.

Non-interest financing income includes the effect of activity in derivative financial instruments, which constitute an integral part of the
management of the Bank's interest exposure and base exposure. Accordingly, for the purpose of analyzing the financing profit from current
activity, the netinterestincome and the non-interest financing income need to be aggregated.
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Composition of net financing income

Annual Q4 Q3 Q2 Q1
in NIS millions

2016
Interest income 5,671 1,432 1,519 1,494 1,226
Interest expenses 1,102 262 332 339 169
Interest income, net 4,569 1,170 1,187 1,155 1,057
Non-interest financing income 754 179 51 428 96
Total net financing profit 5,323 1,349 1,238 1,583 1,153

2015
Interest income 5,267 1,234 1,401 1,550 1,082
Interest expenses 1,042 191 334 455 62
Interest income, net 4,225 1,043 1,067 1,095 1,020
Non-interest financing income 363 46 30 102 185
Total net financing profit 4,588 1,089 1,097 1,197 1,205
Analysis of the total net financing income

Annual Q4 Q3 Q2 Q1
in NIS millions

2016
Profit from current operations 4,608 1,192 1,187 1,147 1,082
Net profit (loss) from realization and adjustment to fair value of bonds 141 (20) 43 43 75
Profit from investments in shares 444 54 3 373 14
Adjustment to fair value of derivative instruments (10) 77 (30) (18) (39)
Exchange rate differences, options and other derivatives 126 33 35 37 21
Net profit on the sale of loans 14 13 -- 1 -
Total net financing profit 5,323 1,349 1,238 1,583 1,153

2015
Profit from current operations 4,257 1,065 1,075 1,083 1,034
Net profit from realization and adjustment to fair value of bonds 248 47 35 24 142
Profit (loss) from investments in shares (52) (62) (38) 20 28
Adjustment to fair value of derivative instruments 1 1 (22) b4 (32)
Exchange rate differences, options and other derivatives 121 36 47 B 33
Net profit on the sale of loans 13 2 -- 11 -
Total net financing profit 4,588 1,089 1,097 1,197 1,205

Financing income, net, increased at a rate of 16.0%.

The increase in financing income is due, primarily, to an increase of NIS 496 million in profits from investment in shares (see Note 3 to the
financial statements) and a rise of NIS 351 million in the income from operating activities, which were offset by a decrease of NIS 11 million in
fair value adjustments of derivatives and a decrease of NIS 107 million in net profits from the realization of bonds and their adjustment to fair

value.

Rates of income and expenses. In the appendices to the annual report — Appendix 1 are presented interest income, net. In explaining the

Bank's interest rate gap from current operations, one should add the effect of operations in ALM derivatives (not including adjustments to fair

value exchange differences and operation in options).

Interest margin from current operations, including ALM derivatives reached in 2016 a rate of 1.13%, compared with 1.09% in 2015.
Financing income, net, increased in the fourth quarter of 2016, at a rate of 23.8%, compared with the corresponding quarter last year, and at

a rate of 9.0% compared with the third quarter of 2016.
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The interest margin on current operations, including ALM derivatives, reached 1.17% in the fourth quarter of 2016, compared to 1.08%
in the corresponding quarter last year and compared to 1.16% in the third quarter of 2016.

Development of interest income, net, by regulatory operating segments

For the year ended
December 31,

2016 2015
Change
In NIS millions in %
Domestic operations:
Households 1,346 1,187 13.4
Private banking 45 35) 28.6
Small and minute businesses 1,318 1,207 9.2
Medium businesses 292 282 85
Large businesses 473 415 14.0
Institutional bodies 32 29 10.3
Financial management 319 274 16.4
Total Domestic operations 3,825 3,429 11.5
International operations:
Private Individuals 139 201 (30.8)
Business operations 571 529 7.9
Other 34 66 (48.5)
Total International operations 744 796 (6.5)
Total 4,569 4,225 8.1
Interest income, net - Corporate Segments Interest income, net - Retail Segments
£ 1500 - g
1000 - 1500 -
500 - o
500
1) 697 T 765 1 T 2,429 T 2,709 1
2015 2016 2015 2016

Credit loss expenses amounted to NIS 469 million in 2016, compared with NIS 187 million in 2015, an increase of 150.8%. The credit loss
expenses for 2016 were affected, mostly, from recording of expenses on a group basis, impacted mostly from an increase in credit balances,
from changes in the rates of the allowance and from changes in the credit mix.

The expenses in 2015 were affected mainly, by the increase in the specific allowance, which was partly offset by a reduction in the group
allowance. The increase in the specific allowance was mostly affected by an allowance in respect of one borrower, in view of deterioration in the
position of his debt. The reduction in the group allowance stemmed mostly from collections, from changes in the composition of the credit and
from changes in the multiyear average composition of the allowance rates.

For additional details, see below "Credit to the public" and "Credit risks" in Chapter "C" hereunder. For details as to the components of the
credit loss expenses, see Note 31 to the financial statements.

Details of the annual development in the credit loss expenses

2016 2015
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In NIS millions

On a specific basis 42 158
On a group basis 427 29
Total 469 187
Rate of credit loss expenses to the average balance of credit to the public 0.34% 0.15%

Details of the quarterly development in the credit loss expenses

2016 2015
Q4 Q3 Q2 Q1 Q4 Q3 Q2 Q1
In NIS millions

On a specific basis 77 2(2) 2(24) 2(9) 65 (14) 26 81
On a group basis 147 2143 282 265 33 99 (54) (49)
Total 224 141 58 46 98 85 (28) 32
Rate of credit loss expenses to the average balance of credit to
the public:
The rate in the quarter 0.66% 0.42% 0.18% 0.14% 0.32% 0.27% (0.09%) 0.10%
Cumulative rate since the beginning of the year 0.34% 0.24% 0.16% 0.14% 0.15% 0.10% 0.01% 0.10%
Footnotes:

(1) On an annual basis.
(2) Reclassified due to improvement of the data in a subsidiary company.

For additional details, see below "Credit to the public" and "Credit risk" in chapter C hereunder.
Commissions amounted to NIS 2,585 million in 2016, compared with NIS 2,611 million in 2015, a decrease of 1.0%. The commissions were

affected, primarily, from a decrease in commissions in ledger fees, operations in securities and in certain derivative instruments and in
commissions from the distribution of financial products, which was partly offset by an increase in credit card commissions.

Distribution of commissions

For the year ended
December 31

2016 2015  Change

in NIS millions in %

Ledger fees 489 523 (6.5)
Credit cards 1,024 977 4.8
Operations in securities and in certain derivative instruments 322 332 (3.0)
Commissions from the distribution of financial products 136 147 (7.5)
Management, operational and trusteeship services for institutional bodies - 7 (100.0)
Handling credit 136 141 (3.5)
Conversion differences 138 146 (5.5)
Foreign trade services 8 50 6.0
Net profit from credit portfolio services 11 11 -
Commissions on financing activities 181 175 3.4
Other commissions 95 102 (6.9)
Total commissions 2,585 2,611 (1.0)

For details regarding the recommendations of the team examining the increase of competition in the banking industry and the measures that
the Banking Supervision Department has taken and is taking regarding this matter, especially in regard to commissions, see "Legislation and

Supervision" hereunder.
Salaries and related expenses amounted to NIS 3,416 million in 2016, compared with NIS 3,396 million in 2015, an increase of 0.6% (for

details as to the components of this item, see Note 6 to the financial statements).
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Details of the effects of certain components on salaries and related expenses

For the year ended
December 31

2016 2015 Change in

In NIS millions %

Salaries and Related Expenses - as reported 3,416 3,396 0.6
Awards (106) (113)
Settlement effect™ (141) -
Effect of the wage agreement in MDB (3) 30
Effect of the retirement plan - 2(24)
Reversal of excess provisions 28 -

Salaries and Related Expenses - Disregarding certain components 3,194 3,289 (2.9)

Footnotes:
(1) Accelerating the amortization of "actuarial profits and losses" following the implementation of the 2016 efficiency plan - see Note 23 J to the financial

statements.
(2) Increased severance pay for employees of foreign investee company whose operation was sold.

It is noted that the above stated salaries and related expenses data does not reflect as yet the savings resulting from the 2016 efficiency plan,
due to the fact that most of the employees retired at the end of the year. The reduction in expenses in 2016 stems mostly from the closing down
of foreign extensions — Discount Bank Latin America and IDB (Swiss) Bank and London Branch.

Salaries expenses, excluding related expenses, amounted to NIS 2,239 million in 2016, compared with NIS 2,337 million in 2015, a decrease of

4.2%.

Quarterly developments in salaries and related expenses, detailing the effect of certain components

2016 2015
Q4 Q3 Q2 Q1 Q4 Q3 Q2 Q1
In NIS millions

Salaries and Related Expenses - as reported 866 830 861 859 873 820 832 871
Awards (14) (26) (44) (22) (30) (4) (39) (40)
Settlement effect!” (125) (16) = . - - - B
Effect of the wage agreement in MDB () = = - . - - 30
Effect of the retirement plan = = = - (24) - - -
Reversal of excess provisions @57 s - - (2 - - -
Salaries and Related Expenses - Disregarding certain
components 781 788 817 837 819 816 793 861
Footnotes:

(1) Accelerating the amortization of "actuarial profits and losses" following the implementation of the 2016 efficiency plan - see Note 23 J to the financial

statements.
(2) Increased severance pay for employees of foreign investee company whose operation was sold.

(3) Mostly actuarial components.
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Efficiency Ratio Coverage Ratio
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INVESTMENTS AND EXPENSES IN RESPECT OF THE INFORMATION TECHNOLOGY SYSTEM

Expenditure in respect of the information technology system includes salaries and related expenses, outsourcing, acquisitions or right of use
licenses, depreciation of equipment and buildings and other expenses - communication expenses, buildings and equipment maintenance
expenses etc. The total expenditure is presented divided between software, hardware and other - including administration, maintenance and
computer services, data protection expenses etc.

The balance of the information technology system assets is presented divided between software, hardware and other - mostly buildings used by
the information technology system.

The allocation of salaries and related costs is based upon attribution to subunits, allocation of building depreciation and maintenance costs is
based on area proportions. For details regarding the accounting policy applied with respect to the capitalization of software costs, see Note
1D(12) to the financial statements.

It should be noted that the allocation of acquisition and right of use license costs is based on an estimate, as software components, required
for the operations of hardware systems, are integrated within them. It should also be noted that the allocation of indirect and other expenses
related to the main components (software, hardware and other) was also based upon an estimate.

Investments and expenses in respect of the information technology system
December 31, 2016 December 31, 2015
Consolidated
Software Hardware Other Total Software Hardware Other Total

in NIS millions
Expenses in respect of the information technology system, as included in the statement of profit and loss:

Salary and related expenses 157 100 37 294 139 105 46 290
Acquisitions or license fees not

capitalized to assets 115 2 - 117 108 3 - 111
Outsourcing expenses 46 24 9 79 36 19 11 66
Depreciation expenses 251 71 9 331 286 79 9 374
Other expenses 48 48 99 195 48 41 90 179
Total 617 245 154 1,016 617 247 156 1,020
Additions to assets in respect of information technology system not charged as an expense:

Salaries and related expenses 67 - - 67 77 - - 77
Outsourcing costs 118 - - 118 97 - - 97
Acquisition or license fee costs 48 10 - 58 44 7 - 51
Equipment, buildings and real estate

costs 55 95 4 154 38 79 4 121
Total 288 105 4 397 256 86 4 346
Balances of assets in respect of the information technology system:

Total amortized cost 736 199 168 1,103 699 165 173 1,037

Of which: in respect of salaries and
related expenses 495 - - 495 453 - - 453



ANNUAL REPORT 2016

B¢

DEVELOPMENTS IN THE COMPREHENSIVE INCOME

Condensed statement of comprehensive income

For the year ended
December 31,

2016 2015

Change in

in NIS millions %

Net Profit attributed to the Bank's shareholders 905 750 20.7

Changes in components of other comprehensive income (loss), attributed to the Bank's shareholders:

Other comprehensive loss, before taxes™ (402) (100)
Effect of attributed taxes 110 69
Other comprehensive loss, attributed to the Bank's shareholders, after taxes (292) (31)

Comprehensive income, attributed to the Bank's shareholders 613 719 14.7

Footnote:
(1) For details regarding changes in the components of other comprehensive income, see Note 10 the financial statements.

The other comprehensive income was mainly impacted by an actuarial loss, affected mostly by the cost of the 2016 efficiency plan (a total of
approx. NIS 230 million after taxes; see Note 23 to the financial statements), by negative exchange rates differences on the investment of the
bank in New York, as a result of the decline in the U.S. dollar exchange rate, and from realized gains on available-for-sale securities (see Note
10 to the financial statements).

STRUCTURE AND DEVELOPMENTS OF ASSETS, LIABILITIES, CAPITAL AND
CAPITAL ADEQUACY

DEVELOPMENT OF ASSETS AND LIABILITIES

Total assets as at December 31, 2016 amounted to NIS 219,577 million, compared with NIS 205,260 million at the end of 2015, an increase of
7.0%.

Developments in the principal balance sheet items

December 31, December
2016 31,2015

Rate of
change
in NIS millions in %

Assets
Cash and deposits with banks 29,311 28,518 2.8
Securities 38,818 38,935 (0.3)
Credit to the public, net 140,760 127,216 10.6
Liabilities
Deposits from the public 172,318 157,875 9.1
Deposits from banks 5,342 3,907 36.7
Securities loaned or sold under repurchase arrangements 3,543 3,833 (7.6)
Subordinated debt notes 8,498 9,570 (11.2)
Equity attributed to the Bank's shareholders 14,512 13,288 9.2
Total equity 14,936 13,634 I5)
Footnotes:

(1) Excluding balances classified as assets and liabilities held for sale - see Note 18A to the condensed financial statements.
(2) Reclassified - see Note 1 G to the condensed financial statements.

Following are details regarding credit to the public, securities and deposits from the public.
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CREDIT TO THE PUBLIC

General. Credit to the public, net, as at December 31, 2016, amounted to NIS 140,760 million, compared with NIS 127,216 million on
December 31, 2015, an increase of 10.6%. The ratio of credit to the public, net, to total assets reached 64.1% at the end of 2016, compared
with 62.0% at the end of 2015.

For details regarding credit risk management including the housing credit portfolio at the Discount Group, see "Credit risk" in Chapter C
hereunder. For details regarding the quality of credit, see Note 31 to the financial statements.

Composition of credit to the public by linkage segments

Composition of net credit to the public by linkage segments

December 31, 2016 December 31, 2015
% of total % of total Rate of
In NIS credit to the In NIS creditto the changein
millions public millions public %
Non-linked shekels 96,200 68.3 83,196 65.4 15.6
CPI-linked shekels 15,243 10.8 14,854 11.7 2.6
Foreign currency and foreign currency-linked shekels 29,317 20.7 29,166 22.9 0.5
Total 140,760 100.0 127,216 100.0 10.6

Credit to the public denominated in foreign currency and in Israeli currency linked thereto increased by 0.5% compared with December 31,
2015. In U.S. Dollar terms, credit to the public in foreign currency and foreign currency linked Shekels increased by US$150 million as
compared to December 31, 2015, an increase of 2.0%. The total credit to the public, which includes credit in foreign currency and Israeli
currency linked to foreign currency, computed in dollar terms, increased by 11.0% as compared to December 31, 2015.

Composition of credit to the public by regulatory operating segments

Developments in the balance of net credit to the public, by regulatory operating segments

December December

312016 312015
Change

In NIS millions in %
Domestic operations:
Households* 51,488 44,572 15.5
Private banking* 214 240 (10.8)
Small and minute businesses 34,219 30,930 10.6
Medium businesses 12,398 11,466 8.1
Large businesses 21,438 19,649 9.1
Institutional bodies 1,047 1,089 (3.9)
Total Domestic operations 120,804 107,946 11.9
International operations:
Private Individuals* 1,523 1,425 6.9
Business operations 20,577 19,897 3.4
Total International operations 22,100 21,322 3.6
Total credit to the public 142,904 129,268 10.5
Credit loss expenses (2,144) (2,052) 4.5
Total credit to the public, net 140,760 127,216 10.6
*Of which - Mortgages 25,764 21,808 18.1

The increase in credit to the public in 2016 reflects the Bank's strategy regarding growth in the household and small business segment,
alongside a more moderate growth in middle-market and corporate banking. Attainment of the Bank's capital adequacy goals, enabled the
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Bank to accelerate the rate of growth in credit.
The credit to the retail segment (households and small and minute businesses), the growth therein comprises a focus point in the strategic
plan, amounted at December 31, 2016 to NIS 85,707 million, an increase of NIS 10 billion compared with December 31, 2015, which reflects a

growth of 13.5%.
Housing loans amounted at December 31, 2016 to NIS 25,764 million, an increase of NIS 3,956 million compared to December 31, 2015,
reflecting a growth of 18.1%.

Composition of credit to the public by economic sectors

Developments of credit exposure, by major economic sectors

December 31, 2016 December 31, 2015
Rate from Rate from
total total Rate
Total credit credit  Total credit credit of
Economic Sectors risk risk risk risk change
in NIS in NIS

millions % millions % in %
Industry 19,648 8.7 20,551 9.9 (4.4)
Construction and real estate - construction 22,535 10.0 16,480 8.0 36.7
Construction and real estate - real estate activity 19,511 8.7 21,142 10.2 (7.7)
Commerce 26,650 11.8 24,549 11.9 8.6
Financial services 21,063 9.4 19,781 9.6 6.5
Private individuals - housing loans 27,761 12.3 23,492 11.4 18.2
Private individuals - other 53,382 23.7 48,301 23.4 10.5
Other sectors 34,649 15.4 32,306 15.6 7.3
Total overall credit to the public risk 225,199 100.0 206,602 100.0 9.0

The data presented above indicates that in 2016, the overall risk regarding credit to the public increased by 9.0% compared with the end of
2015. This growth applied mostly to credit granted to construction and real estate - construction, private individuals — housing loans, private
individuals — other and commerce. In the meantime, a decrease occurred in the overall risk regarding credit to the industry and construction
and real estate - real estate activity sectors.

In past years, Discount Bank’s performance in the mortgage sector has been at lower rates than the Bank’s estimated share in other sectors of
the retail segment, which stand at approx. 10%. The growth in the Bank’s share of the mortgage market in 2016 constitutes in actual fact, “gap
closure”, as part of the strategic plan. The aforesaid growth was achieved while strictly adhering to underwriting procedures and looking after

customers’ needs

Development of problematic credit risk

For details regarding "problematic credit risk and nonperforming assets", see "Credit risk" in Chapter "C" below.
Following are details on credit to the public, as specified in Note 31 to the financial statements:
Impaired credit to the public. The balance sheet impaired credit to the public (interest accruing and non-accruing) amounted at December

31, 2016 to NIS 2,943 million, compared to NIS 2,944 million at December 31, 2015.
Non-accruing interest impaired credit to the public. The non-accruing interest impaired credit to the public amounted at December 31,

2016 to NIS 2,395 million, compared to NIS 2,492 million at December 31, 2015, a decrease at a rate of 3.9%.
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Overall credit risk and the rate of problematic credit in principal economic sectors

December 31, 2016 December 31, 2015
Total  Of which: Rate of Total  Of which: Rate of
credit Problematic problematic credit Problematic problematic
Economic Sectors risk  credit risk risk risk  credit risk risk
in NIS millions % in NIS millions %
Industry 19,648 657 8.3 20,551 332 1.6
Construction and real estate - construction 22,535 483 2.1 16,480 408 2.5
Construction and real estate - real estate activity 19,511 451 2.3 21,142 958 4.5
Commerce 26,650 1,105 4.1 24,549 938 3.8
Financial services 21,063 766 3.6 19,781 219 1.1
Private individuals - housing loans 27,761 328 1.2 23,492 360 1.5
Private individuals - other 53,382 441 0.8 48,301 359 0.7
Other Sectors 34,649 1,340 3.9 32,306 1,511 4.7
Total Public 225,199 5,571 2.5 206,602 5,085 2.5
Banks 9,189 93 1.0 10,735 - -
Governments 26,575 - - 25,176 - -
Total 260,963 5,664 2.2 242,513 5,085 2.1

In 2016 the ratio of problematic credit to the overall credit risk increased, as compared with 2015. The rate of the problematic debt declined in
2016, mostly in the sectors of construction and real estate - real estate/construction operations - construction and private individuals -
housing loans. On the other hand, the rate of problematic debt increased in the industrial, commercial and financial services sectors.

The balances of the allowance for credit losses

The balance of the allowance for credit losses. The balance of the allowance for credit loss, including the allowance on a specific basis and
the allowance on a group basis, but not including allowance for off-balance sheet credit risk, totalled NIS 2,144 million as of December 31,
2016. The balance of this allowance constitutes 1.50% of the credit to the public, compared with a balance of the allowance in the amount of
NIS 2,052 million, constituting 1.59% of the credit to the public as of December 31, 2015.

The balance of the specific allowance for credit losses. The outstanding balance of the allowance for credit losses in respect of impaired
credit to the public, examined on a specific basis amounted to NIS 389 million on December 31, 2016, compared to NIS 463 million on
December 31, 2015. The reduction in the balance of the allowance compared with 2015 stemmed, mostly, from the recording of accounting
write-offs.

The balance of the group allowance for credit losses. The balance of the group allowance for credit losses excluding housing loans for
which the allowance for credit loss was calculated according to the extent of arrears, amounted on December 31, 2016 to NIS 1,587 million,
compared to NIS 1,416 million as of December 31, 2015, comprising an increase in the current allowance in the amount of NIS 171 million, a
rate of 12%. The increase in the balance of the allowance compared with 2015 stemmed, mostly, from the growth in the balance of credit, from
changes in the rates of the allowance and from changes in the credit mix.

Credit Loss Expenses Total Credit Risk in respect of the public Classified by
Economic Sectors Consolidated - Borrowers in Israel
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THE RISK CHARACTERIZATION OF THE CREDIT TO THE PUBLIC PORTFOLIO

The distribution of expenses and the ratio of credit loss expenses in the different economic sectors in relation to the outstanding
balance of credit to the public in those sectors

For the year ended December 31

2016 2015

Rate of Rate of

expense expense

Creditloss (expense Creditloss (expense

expense reversal) expense reversal)

In NIS In NIS

sectors millions % millions %
Agriculture (2) (0.2) 1 0.1
Mining & Quarrying (3) (0.7) 1 0.2
Industry 35 0.3 (60) (0.5)
Construction and real estate - construction - - ) 0.1
Construction and real estate - real estate activity (103) (0.6) (82) (0.5)
Electricity and water - - 3 0.2
Commerce 183 0.9 132 0.7
Hotels, hotel services and food 20 0.7 28 1.3
Transportation and storage 12 0.2 (21) (0.4)
Communications and computer services 50 2.2 181 9.4
Financial services 35 0.4 (79) (1.1)
Other business services 20 0.4 (7) (0.2)
Public and community services 8 0.2 13 0.3
Private Individuals - Housing Loans 8 0.0 B 0.0
Private Individuals - Other 209 0.8 69 0.3
Total Public 472 0.34 189 0.15
Total Banks (3) = (2) =
Total credit loss expenses 469 - 187 -

The data shown above indicates that the increase in the credit loss expense in 2016 was focused mostly on the private individuals - other,
financial services, industrial and commerce sectors. On the other hand, a reduction in expenses (expenses reversal) took place in sectors of the
communications and computer services and construction and real estate - real estate activity.

Developments in credit to the public, including off-balance sheet credit risk by borrower size (consolidated)

Approx. 99.5% of borrowers were granted credit of no more than NIS 1.2 million. Credit to this group constituted 37.0% of total credit to the
public as at December 31, 2016, compared with 36.0% as at December 31, 2015. The credit bracket between NIS 1.2 million and NIS 200 million
constitutes about 48.3% of all credit as at December 31, 2016, compared with 49.0% as at December 31, 2015.

The 59 largest borrowers, in the credit brackets between NIS 200 million and NIS 6,164 million, were granted credit constituting 14.7% of total
credit to the public as at December 31, 2016, compared with 57 borrowers that were granted credit constituting 15.0% of the total credit as at
December 31, 2015.

For details regarding credit levels in excess of NIS 800 million, see "Appendices to the annual report" - Appendix 5, item 3.

For additional details, see "Credit risks" in Chapter "C" below, and also "Credit risk" in the document "Disclosure according to the third pillar
of Basel and additional information regarding risks", which is available for review on the MAGNA website of the Israel Securities Authority and
on the MAYA website of the Tel Aviv Stock Exchange as well as on the Bank's website.

Issue of credit-linked debt notes. The Bank had issued credit-linked notes (CLN), the balance of which at December 31, 2016, amounted to
approx. NIS 319 million, which is presented in the item "bonds and subordinated debt notes".

A credit-linked debt note is a financial instrument that is connected to an asset of the Bank representing a debt of a third party legal entity and
which bears the credit risk inherent in that entity. The purchaser of the note accepts the risk inherent in the debt asset. The Bank commits to
redeem the amount of the liability (as well as interest in accordance with the terms of the note), when the Bank's liability is contingent on the
non-materialization of the risk inherent in the debt asset. The deposit shall not be refunded to the purchaser of the note if the base asset, to
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which it is linked, would be in an insolvency situation, and the Bank shall only pay to the holder of the note the amounts it manages to collect
in respect of the debt asset.

This product is considered collateral which is deductible in calculating the indebtedness of the customer, in accordance with Proper Conduct of
Banking Business Directive No.313. It is also considered a qualified financial collateral in accordance with Sections 145 to 147 of Proper
Conduct of Banking Business Directive No.203.

SECURITIES

General. Securities in the nostro portfolio amounted to NIS 38,818 million as at December 31, 2016, compared with NIS 38,935 million at the
end of 2015, a decrease of 0.3%. It is clarified that the "nostro" portfolio to the Discount Group as of December 31, 2016, did not include any
security the investment in which comprised 5% or more of the value of the total portfolio, except for security of the "government variable 520"
type, and security of the "government variable 1121" type, which amounted to 8.0% and 7.2% of the total portfolio, respectively.

As of December 31, 2016, some 62% of the portfolio is invested in Government bonds, and 5% of the portfolio is invested in bonds of U.S.
Government Supported Enterprises (GSE). For details regarding the breakup of the investment in government bonds according to principal
governments, see "Appendices to the annual report" — Appendix 5, item 5.

Nostro portfolios management policy. The Bank's "nostro" investment portfolios and of its subsidiaries are used as a central tool in the
management of linkage base and interest rate risks, the management of the liquidity buffer and the distribution of the credit risks among
sectors and countries in which the exposure level of the banking credit portfolio is low. The portfolios are managed with a general overview of
the Bank's balance sheet, aiming at maximizing interest income, under risk limitations determined by the Board of Directors and the Boards of
Directors of the subsidiaries.

The assets and liabilities management committee is the function approving the interest rate and linkage base exposures in the Bank's balance
sheet. Investments that have a credit risk component are managed within the framework of a group investment policy, which has established
goals and distribution limitations and has defined areas of expertise for each company in the group.

The First International Bank of Israel Ltd. ("FIBI"). On February 1, 2016, the Bank sold the balance of the shares in FIBI, comprising
approx. 9.28% of the share capital of FIBI. The sale was made in an off-market transaction, at a price of NIS 44.70 per share. Following the said
sale, the loss recorded as a capital reserve in the December 31, 2015 financial statements has been realized and recognized in the statement of
income, in the net amount of NIS 53 million, which reflects an impairment in value of the share until December 31, 2015. An additional loss on
the sale in the amount of NIS 12 million was recorded in the financial statements as of March 31, 2016. Completion of this move constitutes the
Bank's attainment of the sale outline determined by the Antitrust Commissioner, prior to the final date that had been fixed for this sale.

Composition of the securities portfolio by linkage segments

Composition of the securities portfolio by linkage segments

December 31, December 31,

2016 2015 Rate of

In NIS millions change in %

Non-linked shekels 16,705 16,776 (0.4)
CPl-linked shekels 4,607 4,048 13.8
Foreign currency and foreign currency-linked shekels 16,530 16,808 (1.7)
Shares - non-monetary items 976 1,303 (25.1)
Total 38,818 38,935 (0.3)

Securities in foreign currency and in Israeli currency linked foreign currency decreased by 1.7% compared with December 31, 2015. In U.S.
Dollar terms, the securities in Israeli currency and in foreign currency linked Israeli currency decreased by US$8 million, a decrease of 0.2% as
compared with December 31, 2015. Total securities, including securities in foreign currency and in Israeli currency linked to foreign currency
expressed in U.S. Dollar terms, increased by 0.3% as compared with December 31, 2015.
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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.

Composition of investments in securities portfolio according to portfolio classification

December 31,2016 December 31,2015
Amortized Amortized
Cost (in Book Cost (in Book
shares-cost) Fair value value shares-cost) Fair value value

in NIS millions

Bonds

Held to maturity 6,267 6,559 6,267 7,003 7,409 7,003
Available for sale 28,671 28,753 28,753 27,452 27,674 27,674
Trading 2,827 2,822 2,822 2,962 2,955 2,955
Shares

Available for sale 957 963 963 1,294 1,296 1,296
Trading 13 13 13 8 7 7
Total Securities 38,735 39,110 38,818 38,719 39,341 38,935

Corporate bonds. Discount Group’s available for sale securities portfolio as of December 31, 2016, includes investments in corporate bonds in
the amount of NIS 3,588 million (an amount of NIS 410 million is held by IDB New York, an amount of NIS 205 million was held by MDB, and an
amount of NIS 2,973 million, directly by the Bank), compared with NIS 3,892 million as of December 31, 2015 (an amount of NIS 414 million
was held at IDB New York, an amount of NIS 511 million held by MDB, an amount of NIS 100 million held by IDB (Swiss) Bank and an amount of
NIS 2,867 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 12 to the financial statements.

Data by market segments. For details of the data relating to available-for-sale bonds, bonds held to maturity and trading bonds according to
economic sectors, see "Appendices to the annual report" - Appendix 4, item 5.

Impairment of held to maturity bonds. For details regarding unrealized losses on held to maturity bonds that are in a loss position, by
period of time and rate of impairment, see Note 12 C to the financial statements.

Investments in mortgage and asset Backed securities

General. Discount Group's securities portfolio as of December 31, 2016 includes investment in mortgage backed securities in the amount of
US$2,217 million (NIS 8,523 million), which are held by IDB New York, compared to an amount of US$2,211 million as at December 31, 2015
(NIS 8,627 million), an increase of 0.3%. Approx. 95% of the mortgage backed securities portfolio are comprised of debentures of various
federal agencies (Ginnie Mae, Fannie Mae, Freddie Mac) with an AA+ rating in the U.S. (the lowering of the rating of the said bonds from "AAA",
stems from the lowering of the credit rating of the United States). The investment in the said bonds does not include exposure to the subprime
market.

As of December 31, 2016, the portfolio of mortgage and assets backed securities included unrealized net losses of US$18 million (NIS 70
million), compared with US$12 million (NIS 48 million) as of December 31, 2015.

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 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.
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These 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 the GSE-MBS held by IDB New York are performing up to their conditions.

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.

CMBS. For details regarding exposure to commercial mortgage backed securities (CMBS) in immaterial amounts, see in the document
"Disclosure according to the third pillar of Basel and additional information regarding risks" available for review on the Internet.

CLO. IDB New-York holds secured bonds of the CLO class in a total amount of US$100 million. The said securities are rated AA-AAA by at least
one rating agency. For details, see Note 12 to the financial statements.

Details regarding impairment in value of available for sale securities

General. The pointin 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.

For details regarding the review of impairment of securities, see below "Critical accounting policies and critical accounting estimates" and Note
1D 5 to the financial statements.

Based on a review of the impairment of the said securities as of December 31, 2016, and where relevant, basing itself also on the review made
by the relevant subsidiary's Management, the Bank’s Management believes that that the impairment is of a temporary nature.

As at December 31, 2016, unrealized accumulated losses in respect of available-for sale shares amounted to NIS 1 million, similar to December
31, 2015.

As of December 31, 2016, and December 31, 2015, unrealized accumulated losses on available-for-sale mortgage and assets backed securities
amounted to total amounts of NIS 78 million and NIS 64 million, respectively. For details regarding unrealized losses on available-for-sale
securities that are in a loss position, by period of time and rate of impairment, see Note 12 D to the financial statements.

It is noted that until March 31, 2016, securities agreeing with the minimum thresholds for other than temporary impairment ("OTTI"), had
been defined concurrently as credit under special mention. As from April 1, 2016, the processes for the definition of securities as credit under
special mention, including the minimum thresholds, were adjusted to those being used generally in relation to problematic debts.

CUSTOMER ASSETS

Deposits from the public as at December 31, 2016, amounted to NIS 172,318 million, compared with NIS 157,875 million at the end of 2015,
anincrease of 9.1%.

Composition of deposits from the public by linkage segments

December 31, 2016 December 31, 2015

% of total % of total
Deposits Deposits Rate of
InNIS  from the InNIS  from the change
millions public millions public in %
Non-linked shekels 108,345 62.9 95,088 60.2 13.9
CPl-linked shekels 5,360 3.1 6,473 4.1 (17.2)
Foreign currency and foreign currency-linked shekels 58,613 34.0 56,314 35.7 4.1
Total 172,318 100.0 157,875 100.0 9.1

(1) Reclassified - see Note 1 G to the financial statements.
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Deposits from the public in foreign currency and in Israeli currency linked to foreign currency increased at the rate of 4.1%, compared with
December 31, 2015. In dollar terms the deposits from the public in foreign currency and in Israeli currency linked to foreign currency increased
by US$812 million, an increase of 5.6% compared with December 31, 2015. Total deposits from the public, including deposits in foreign
currency and in Israeli currency linked to foreign currency, expressed in U.S. Dollar terms, increased by 9.7%, as compared with December 31,
2015.

Review of developments in the balance of deposits from the public, by regulatory segments of operations

December December

312016 312015
Change

In NIS millions in %
Domestic operations:
Households 67,496 62,916 7.3
Private banking 16,221 16,185 0.2
Small and minute businesses 27,729 25,055 10.7
Medium businesses 6,982 6,159 13.4
Large businesses 14,285 10,203 40.0
Institutional bodies 13,185 11,735 12.4
Total Domestic operations 145,898 132,253 10.3
International operations:
Private Individuals 10,670 10,502 1.6
Business operations 15,750 15,120 4.2
Total International operations 26,420 125,622 3.1
Total deposits from the public 172,318 157,875 9.1
Footnote:

(1) Reclassified - see Note 1 G to the financial statements .

The ratio of total credit to the public, net, to deposits from the public was 81.7% as at December 31, 2016, compared with 80.6% at the
end of 2015.

Deposits from the public of the three largest depositor groups amounted as of December 31, 2016, to NIS 7,695 million.

Securities held for customers. On December 31, 2016, the balance of the securities held for customers at the Bank amounted to approx. NIS
180.95 billion, including approx. NIS 4.37 billion of non-marketable securities, compared to approx. NIS 164.4 billion as at December 31,
2015, including approx. NIS 4.6 billion of non-marketable securities, an increase of 10.1%. For details as to income from security activities, see
Note 4 to the financial statements.

In addition, the balance of securities held on behalf of customers at the MDB as of December 31, 2016, amounted to NIS 10.2 billion, compared
with NIS 10.3 million in December 31, 2015, a decrease of 1.5%.

Investment portfolio management. On December 31, 2016, Tafnit was managing investment portfolios, overall valued at approx. NIS 6,515
million, as compared to approx. NIS 6,637 million as at December 31, 2015, a decrease of 1.8%.

Pension advisory services. The total cumulative assets of customers receiving pension consulting services from the Bank as at December 31,
2016, amounting to NIS 13.9 billion, compared with NIS 13.7 as of December 31, 2015.
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Development of Total Assets - Consolidated Development of Credit to the Public and
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CAPITAL AND CAPITAL ADEQUACY

IMPLEMENTATION OF BASEL Il IN ISRAEL

The instructions. Instructions regarding "Basel III guidelines", which apply as from January 1, 2014, include a requirement for maintaining a
minimal common equity tier 1 ratio of 9%, and a total capital ratio of 12.5% (from January 1, 2015), as well as detailed reference with respect
to transitional instructions.

Issues of capital instruments. The capital instruments that are issued according to Basel III instructions, include "loss absorption”
mechanisms, whether by conversion into shares or by elimination (in full orin part) of the capital instrument.

Effect of the transitional instruction included in Proper Conduct of Banking Business Directive No. 299 ("the Instruction").
Among other things, the Instruction included transitional instruction, which allow, in certain of the matters, a gradual implementation over a
number of years. Below are presented the short-term (one year) and the long-term (termination of the transitional instructions) effects of the
adoption of the Instruction.

Implementation effects of the instructions regarding employee rights. Starting with January 1, 2015, the Bank implements the
instruction regarding employee rights. The instruction is implemented by way of retroactive implementation of the comparative data for
periods beginning January 1, 2013 and thereafter.

It should be noted that Proper Conduct of Banking Business Directive No. 299, regarding "The regulatory capital - Transitional instructions",
states that for the purpose of computing capital adequacy, to the extent that the shareholders' equity reflected in the financial statements
includes the balance of accumulated other comprehensive income or loss in respect of the remeasurement of net liabilities or net assets
relating to defined employee benefit, the transitional instructions will apply to the said balance as regards regulatory adjustments and
deductions from capital, according to which it will be gradually deducted from capital over a period of four years. Respectively, an amount
comprising 40% was deducted on January 1, 2015, an additional amount was deducted on January 1, 2016, comprising 20%, and the balance
will be deducted in equal parts in the years 2017-2018.

Relief regarding the efficiency plan. The Supervisor of Banks granted the Bank relief regarding its 2016 efficiency plan. Costs in a total
amount of NIS 372 million (before taxes; on a consolidated basis - see Note 25 D to the financial statements) have been eliminated in
computing capital adequacy in the report for the third quarter of 2016, and are gradually amortized, as from the fourth quarter of 2016, on a
quarterly straight-line basis (5% per quarter) over a period of five years. Costs in the amount of NIS 8 million have been amortized to December
31, 2016. For further details regarding the Bank's efficiency plan, see above "Efficiency of the banking industry - 2016 Efficiency plan" and
Note 23 J to the financial statements.

Restrictions on the granting of housing loans. For details regarding the amendment to Proper Conduct of Banking Business Directive No.
329 in the matter of "Restrictions on housing loans", in the framework of which, a banking corporation is required to increase their Common
equity tier 1 target and total capital ratio, see Note 25 1 B to the financial statements.

The effect of adoption of the Directive on ratio of common equity tier 1 - short-term effect. The transitional instructions stated in the
Directive determine a gradual adoption of the more stringent requirements included therein. The Bank estimates that had the guidelines of the
Directive been implemented as of December 31, 2016, on the basis of the data for that date and the transitional instructions as would apply on
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December 31, 2017, including the impact of the implementation of the instruction regarding employee rights (see Note 1 C 5 (1)), including
the relief approved by the Supervisor of Banks with respect to the 2016 efficiency plan, but without the consideration of profits accumulated
during the period, the ratio of common equity tier 1 would have been reduced by 0.1%.

The effect of adoption of the Directive on ratio of common equity tier 1 - long-term effect. The Bank estimates that had the guidelines
included in the Directive been implemented in full as of December 31, 2016, on the basis of the data for this date, and without taking into
account the provisional instructions including the rebates mentioned above (a situation equal to the situation that will prevail in 2018, at the
end of five years since the date of initial implementation of the directive, including the effect of the directive regarding employee rights,
though without taking into consideration profits that will accumulate during the period), the ratio of common equity tier 1 would have
declined by 0.3%.

It should be emphasized that the data presented above, as an estimate of the short and long-term effect, reflect only an assessment. Moreover,
the said estimates assume a situation of static existence of the data as of December 31, 2016, throughout the period of implementation, while
in practice changes will occur during the period of implementation in the capital adequacy of the Bank, both as a result of the accumulation of
current profits and of preparation measures adopted by Management of the Bank, if at all. In view of the above, the actual result for a short and
long-term will inevitably be different than from the estimates stated above.

Preparations made by the Bank. The Bank prepared a detailed plan for attaining the capital targets, being at least the level of capital
prescribed by the policy of the Supervisor of Banks and according to the time schedules published by him, and it is acting towards its
implementation.

For further details, see "Basel III" in the document "Disclosure according to the third pillar of Basel and additional information regarding risks
", available for viewing on the Internet.

COMMON EQUITY TIER 1 GOAL

The policy approved by the Board of Directors, which reflects the Bank's risk appetite, is to maintain a higher capital adequacy level than the
minimum level required by the Supervisor of Banks, and also higher than the rate required by the ICAAP result and according to a system stress
test.

The Bank has adopted a capital outline for the gradual increase in the Common Equity Tier 1 goal up to a level of 10% at the end of 2019.

For details regarding capital planning, see "Capital adequacy" in the document "Disclosure according to the third pillar of Basel and additional
information regarding risks", available for viewing on the Internet. The document is available for perusal on the Bank" s website together with
the Bank's 2016 Annual Report (this report), on the MAGNA site of the Israel Securities Authority, and on the MAYA site of the Tel Aviv Stock
Exchange Ltd..

Capital Adequacy

Basel 1l Basel Il
& Total Capital
=
: A [J Capital
8 N adequacy ratio
= 7 NG
§ | 11 ~__ [ core Tier|
= 18.2% by 18.0% 1e3% ] capital ratio
E 13.8%
o
=z

o—10 b—o—o—*H
o a.a% 2.5%
B.5% 8.8%

1
2003 T 11,909 T 11,999 T 12989 T 13638 T 15936 1

2012 2013 2013 2014 2015 2016

COMPONENTS OF CAPITAL

Total capital as at December 31, 2016, amounted to NIS 14,936 million, compared with NIS 13,634 million at December 31, 2015, an increase
of 9.5%. The increase stems, mostly, from the raising of capital in September 2016 and the profit for the period.
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Equity attributed to the Bank’s shareholders as at December 31, 2016, amounted to NIS 14,512 million, compared with NIS 13,288 million
at December 31, 2015, an increase of 9.2%.

The change in equity attributed to the Bank’s shareholders in 2016 was impacted mostly by the raising of capital in September 2016, by the net
earnings for 2016, as well as, inter alia, by a decrease of NIS 76 million in the component of net adjustment of available-for-sale securities
presented at fair value, net of the tax effect and a decrease of NIS 44 million in financial statements transactions adjustments and from the net
actuarial loss in the amount of NIS 177 million.

The ratio of total capital, to total assets as at December 31, 2016, stood at 6.8%, compared with 6.6% as of December 31, 2015.

COMPONENTS OF THE REGULATORY CAPITAL AS OF DECEMBER 31, 2016

General. As stated, starting with January 1, 2014, the new instructions in accordance with the Basel III guidelines gradually came into effect.
The data presented below reflects deductions, in accordance with the transitional instructions.

Ratio of common equity tier 1 on December 31, 2016, amounted to 9.8%, as compared with 9.5% on December 31, 2015.

Total capital ratio as of December 31, 2016, amounted to 13.8%, as compared with 14.3% on December 31, 2015.

Components of the regulatory capital as of December 31, 2016

December 31
2016 2015
in NIS millions

1. Capital for Calculating ratio of capital

Common equity tier 1 after deductions 15,036 13,549
Additional tier 1 capital after deductions 1,068 1,247
Tier 1 capital 16,104 14,796
Tier 2 capital 5,020 5,610
Total capital 21,124 20,406
2. Weighted risk assets balance

Credit risk 2137,393 126,907
Market risk 2,483 2,435
CVA risk 942 788
Operational risk 12,072 12,330
Total weighted risk assets balance 152,890 142,460
3. Ratio of capital to risk assets

Ratio of common equity tier 1 to risk assets 9.8 5)
Ratio of total capital to risk assets 13.8 14.3
Ratio of minimum capital required by the Supervisor of Banks

Ratio of common equity tier 1 9.2 9.1
Total capital ratio m12.7 M12.6
Footnotes:

(1) With an addition of 0.156% (December 31, 2015: 0.06%), in accordance with the additional capital requirements with respect to housing loans - see Note 25 (b)
to the financial statements.
(2) The total weighted balances of the risk assets have been reduced by NIS 64 million due to adjustments in respect to the efficiency plan.

Raising of resources

Issue of capital. For details regarding the issue of shares and option warrants in September 2016, see Note 24 D to the financial statements.
Issuances of tier 2 capital. No Tier 2 capital was raised during 2015-2016. For details regarding the CoCo bonds issue at the beginning of
January 2017, see Note 25 N to the financial statements.

Subtraction of regulatory capital instruments in 2016. Subordinate capital notes, which under the Basel II instructions had been
recognized as hybrid Tier 1 capital or as upper Tier 2 capital, are no longer qualified according to the Basel III instructions, though according to
the transitional provisions they would be recognized as additional Tier 1 capital and would be gradually eliminated in the years 2014-2021.
Furthermore, subordinate debt notes, which under the Basel IT instructions had been recognized as Tier 2 capital, are no longer qualified under
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the Basel III instructions, though according to the transitional provisions they would be recognized as Tier 2 capital and would be gradually
eliminated in the years 2014-2021. Regulatory capital instruments, which are to be subtracted in the course of 2017, in accordance with the
transitional provisions, amount to NIS 727 million (in accordance with the Basel II instructions an amount of NIS 549 million would have been
deducted).

Despite the subtraction of supervisory capital instruments (tier 2 capital) as stated, according to the Bank's work plan for the year 2017, over
and above the COCO’s issue at the beginning of January 2017, as stated above, the raising of tier 2 capital in order to reach the overall capital
goals for 2017, is not required.

DIVIDENDS DISTRIBUTION

The Bank has not distributed dividends to its shareholders since 1996, excluding the distribution of dividend in October 2008 in the amount of
NIS 250 million, and except on the Bank's cumulative preference shares, in an annual amount of £24 thousand (see Note 24 F (3) to the
financial statements), which the Bank distributes each year. The main limitation affecting the Bank's ability to distribute a dividend in the
recent years was the capital base limitation.

For details regarding the limitations set in the Supervisor of Banks' directives, see Note 24 F (2) to the financial statements.

Following adherence to the strategic plan outline and the improvement in the business results of the Group, and following the presentation of
a revised multiannual strategic plan and a revised multiannual capital plan, during 2017, the Bank’s Board of Directors intends to examine the
adoption of a dividend distribution policy, in accordance with fulfillment of the work plan, available capital and the future growth potential.
The Banking Supervision Department has given its approval in principle to a dividend distribution outline presented to it.

It should be emphasized that nothing in the aforesaid should be taken as obligating the Bank to adopt a dividend policy, its contents or the
timing of its approval, if at all.

The Bank is studying the possibility of adopting a dividend distribution policy during 2017, while considering adherence to the work plan and to
the capital goal alongside the future growth potential.

Within the framework of the "Additional regulatory disclosures" document, a description is given of the principal characteristics of the issued
regulatory capital instruments. Within the framework of the document "Disclosure according to the third pillar of Basel and additional
information regarding risks" a disclosure is given of The Regulatory capital and management thereof, including the composition of the
regulatory capital. The documents are available for perusal on the Magna Site of the Israel Securities Authority, on the Maya Site of the Tel Aviv
Stock Exchange Ltd. and on the Bank™ s website.

ACTIVITY OF THE GROUP ACCORDING TO PRINCIPAL SEGMENTS OF OPERATION -
PRINCIPAL QUANTITATIVE DATA AND MAIN DEVELOPMENTS

The regulatory operating segments have been defined by the Supervisor of Banks in the new directives, based on the characteristics of their
customers, such as: the nature of their activity (in relation to private customers), or their business turnover (in case of commercial customers),
in a format that connects, on a uniform and single value basis, between the different customers of the banking industry as a whole, and the
regulatory operating segments.

According to the new instructions, a banking corporation, the operating segments of which, according to the approach of its Management, are
materially different from the regulatory operating segments, shall provide in addition, disclosure regarding operating segments according to
the Management's approach ("managerial operating segments"), in accordance with the accounting principles accepted by U.S. banks in the
matter of operating segments (ASC 280). However, in accordance with new directives and clarifications of the Banking Supervision Department,
the disclosure in the directors' and management report shall relate to regulatory operating segments only.
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Concise data regarding operations in the various segments, regulatory and managerial, is presented in Notes 29-30 to the financial statements,
p. 249-263 below.

A summary description of segments of operation, including the criteria for assigning customers to segments of operation, in general was
included above in "Discount Group Segment of operations - Condensed description" under "The Discount Group - Condensed description and
principal areas of operation".

Details regarding the distribution of human resources in the Group according to segments of operation are included under "the human capital"
below. For details regarding the assumptions, assessments and reporting principles used in the preparations of the data, see Note 29 to the
financial statements.

Allocation of indirect expenses. Indirect expenses are allocated to the different segments in accordance with the model, as detailed in Note
29 Item 2. The principal variables affecting the allocation are the scope of operations of the customers and the number of employees.

The Discount Group operates in Israel and overseas by way of the Bank, subsidiaries, branches and representative offices, in all areas of banking
and financial services.

The Bank's business operations in 2016 were conducted by three divisions: Banking Division, Corporate Division and the Financial Markets
Division.

The Banking Division conducts business with households including VIP customers as well as small businesses and medium corporations
(middle market), customers of direct banking and private banking customers (both Israeli and international). The Division is responsible for
the operation of the investment consultants operating in branches and investment centers and for the mortgage activity.

The Corporate Division is responsible for conducting business with large business corporations as well as building (closed real estate
projects) and infrastructure corporations, major participants in the capital market and customers engaged in the diamond sector. In addition,
syndication and sale of credit risk unit and the financing of complex foreign trade transactions unit operate as part of the Division. Service to
customers of the Corporate Division is principally provided at the Tel Aviv Main Branch. Furthermore, the Foreign Trade department, providing
foreign trade services to all Bank customers, is also subject to the Division.

The Financial Markets Division is responsible for the financial management of the Bank and of the Group, which includes asset and liability
management, dealing rooms management, market risks management, transfer prices management, capital management, "Nostro" portfolio
management and management of relations with foreign financial institutions and in the management of deposit and securities products.

In addition, the Technologies and Operations Division is responsible for the online channels and the Planning, Strategy and Finance Division is
responsible for pension advisory services.

HOUSEHOLD SEGMENT (DOMESTIC OPERATIONS)

The household segment provides services and diverse financial products to the Group's private individual customers, both at Discount Bank and
at MDB. These are provided by means of a chain of some 200 branches located all over the country, in addition to a variety of direct channels.
The customers are classified into a number of customer populations according to their age, financial wealth and additional parameters.

The segment’s loss in 2016 amounted to NIS 396 million, compared to a loss in an amount of NIS 301 million in 2015. The loss for 2016, was
effected, inter alia, from a settlement (see Note 23 E to the financial statements) in an amount of NIS 52 million, and from changes in the tax
rate (see Note 8 K to the financial statements) in an amount of NIS 55 million.

The credit loss expenses in this segment amounted to NIS 216 million in 2016, compared to NIS 75 million in 2015, an increase of 188%. The
increase in expenses stemmed from the increase in the group allowance for credit loss, mainly due to the increase in credit balances, from a
reduction in collections (see "Legislation and Supervision" hereunder) and from the increase in write-offs. The reduction in collection
stemmed, inter alia, from lenient legislation regarding debtors, and from certain limitations adopted by the Bank in this respect.
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Principal data regarding the Household segment (Domestic operations)

For the year ended
December 31,

2016 2015

in NIS millions
Total income 2,629 2,474
Credit loss expenses 216 V5
Total Operating and other expenses 2,871 2,766
Loss Attributed to the bank's shareholders (396) (301)

The Bank continued in 2016 to implement the Group strategic plan approved in 2014, which had defined the household segment as one of the
segments in focus, on which the Group is to focus in the coming years, as a central growth engine. The strategy is based on three principal
layers: focusing on intensifying relations with existing customers of the Group; focusing on growth products - private credit, and on growth
segments — wealthy customers (at Discount Bank), customers of the Arab sector and the ultra-orthodox sector (at MDB); and improvement of
the retail infrastructure, which among other things includes improvement of the service model and of the customer's experience.

Several actions were taken 2016, in order to attain the multi-annual targets:

- There has been further progress in the gradual process of removing operational activities from the branches and in the streamlining of work

processes at the branches aimed at giving bank tellers the time to strengthen the contact with customers and to improve the service
experience and the sales with customers; the operational activity is now performed at the banking service center, which began operations
in January 2016; concurrently, a smart telephonic system is being installed which supports the strengthening of relations with customers
increasing the availability on the phone of bank staff at the branch network and improving the overall service. The "Telebank" supports the
creation of service coverage for the customer by increasing availability and telephone response to bank customers, through use of new
technological tools.
The first part of integrating the change process had been completed at 75 of the Bank’s branches by the end of 2016. The integration
process includes a comprehensive training process for branch employees with respect to the transfer of the operational activity from the
branch to the banking service center and to the use of mechanical tools that make work processes more efficient. Furthermore, within the
framework of the integration process, emphasis is placed on increasing initiative and sales based on costumer-needs, with this also being
conducted by means of computerized training systems;

- TheTelebank focuses on improvement of response time to all customers, introducing value offers and sales into incoming calls.

For additional details regarding the household segment (Domestic operations), including details regarding mortgage activity, see in the

Chapter "Corporate governance, audit and additional details regarding the business of the banking corporation and the manner of their

management".

PRIVATE BANKING SEGMENT (DOMESTIC OPERATIONS)

The segment's loss in 2016 amounted to NIS 8 million, similar to 2015. The loss for 2016, was effected, inter alia, from a settlement (see Note
23 E to the financial statements) in an amount of NIS 3 million, and from changes in the tax rate (see Note 8 K to the financial statements) in
an amount of NIS 2 million.
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Principal data regarding the Private banking segment (Domestic operations)

For the year ended
December 31,

2016 2015
in NIS millions
Total income 112 109
Credit loss expenses 1 1
Total Operating and other expenses 120 119
Loss Attributed to the bank's shareholders (8) (8)

DEVELOPMENTS IN THE SEGMENT

In 2016, the Bank continued to intensify the activity among private banking customers.

The private banking field focused on attracting new customers, by means of four service centers in Herzliyah, Haifa, Jerusalem and Tel Aviv,
as well as on intensifying the activity with existing customers and continuing the attachment of existing Bank customers, who fall within the
private banking customer profile. Concurrently, current processes continued to be conducted by the department, concerning the transfer of
customers not having a private banking profile to more appropriate other service functions at the Bank.

As part of the defined strategy, the centers operate under the concept of a designated service to private banking customers and under a wider
service coverage modified to customers of this segment. As part of the service concept, focused meetings were held also in this year with
customers of the centers, on general subjects and current events, with the participation of the Bank's senior Management were conducted.
Activity in the international banking operations was focused on intensifying the operations with existing customers, while continuing the
exact implementation of foreign residents policy adopted by the Bank, and the implementation of the directives of the Supervisor of banks
regarding the obtaining signatures of foreign residents and the management of cross-border risks.

In addition, as part of risk management, measures are taken to concentrate the foreign resident customers holding passive balances of US$1
million and over, in the international private banking center.

For details regarding foreign resident customer acceptance policy and the implementation of the Supervisor's instruction regarding obtaining
the signatures of foreign residents, see "Exposure to cross-border risks in respect of the activities of foreign resident customers" in the
document "Disclosure according to the third pillar of Basel and additional information regarding risks" available for review on the Internet.

For additional details regarding the private banking segment (Domestic operations), including details as to strategic focuses and service to
customers, see in the Chapter "Corporate governance, audit and additional details regarding the business of the banking corporation and the
manner of their management".

SMALL AND MINUTE BUSINESSES SEGMENT (DOMESTIC OPERATIONS)

SCALE OF OPERATIONS AND NET PROFIT OF SEGMENT

Net profit of the segment in 2016 amounted to NIS 263 million, compared with NIS 286 million in 2015, a decrease of 8.0%. The net profit of
the segment was affected, inter alia, by its share (amounting to NIS 45 million) in the expense made by ICC in respect of the arrangement
replacing criminal proceedings (see Note 36 E to the financial statements), from a settlement in an amount of NIS 23 million (see Note 23 E to
the financial statements), and from changes in the tax rate in an amount of NIS 31 million (see Note 8 K to the financial statements).

The credit loss expenses in this segment amounted to NIS 90 million in 2016, compared to NIS 52 million in 2015, an increase of 73.1%.
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Principal data regarding the Small and Minute businesses segment (Domestic operations)

For the year ended
December 31,

2016 2015

in NIS millions
Total income 1,922 1,805
Credit loss expenses 90 52
Total Operating and other expenses 1,364 1,253
Net Profit Attributed to the bank's shareholders 263 286

For additional details regarding the Small and minute businesses segment (Domestic operations), including details as to goals and business
strategy, and service to customers of this segment, see in the Chapter "Corporate governance, audit and additional details regarding the
business of the banking corporation and the manner of their management".

MEDIUM BUSINESSES SEGMENT (DOMESTIC OPERATIONS)

SCALE OF OPERATIONS AND NET PROFIT OF THE SEGMENT

Net profit of the segment in 2016 amounted to NIS 57 million, compared with NIS 39 million in 2015, an increase of 46.2%. The net profit of
the segment was affected, inter alia, by its share (amounting to NIS 10 million) in the expense made by ICC in respect of the arrangement
replacing criminal proceedings (see Note 36 E to the financial statements), from a settlement in an amount of NIS 5 million (see Note 23 E to
the financial statements), and from changes in the tax rate in an amount of NIS 5 million (see Note 8 K to the financial statements).

The credit loss expenses amounted to NIS 46 million in 2016, compared to NIS 84 million in 2015, a decrease of 45.2%.

Principal data regarding the Medium businesses segment (Domestic operations)

For the year ended
December 31,

2016 2015
in NIS millions
Total income 439 418
Credit loss expenses 46 84
Total Operating and other expenses 289 261
Net Profit Attributed to the bank's shareholders 57 39

GOALS AND POINTS OF EMPHASIS FOR 2017

- Inthe light of the strong points and uniqueness of the Bank's business centers, the segment serves as one of the strategic focuses of the

Bank. In this respect, the segment has been set a challenging goal of growth in the volume of credit while focusing on quality customers,
existing and new, with a reasonable risk level and with risk adjusted profitability appropriate to the Bank;

- Expanding the activity with customers operating in economic sectors that are preferred for growth in accordance with the Bank's credit
policy, while reducing activity with economic sectors having a high risk level;

- Continuing the improvement of professionalism, availability and the processes of credit risk management and amplifying the control and
monitoring processes by way of improving the quality of analyzing the monitoring results of customer condition;

- The integration of advanced credit risk management models with the aim of improving the pricing of the marginal transaction and
adjustment of the financing spread to the nature of the transaction and to the risk to the Bank, while improving the ability to compete for
quality customers.

For additional details regarding the Medium businesses segment (Domestic operations), including details as to service to customers of this

segment, see in the Chapter "Corporate governance, audit and additional details regarding the business of the banking corporation and the

manner of their management".
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LARGE BUSINESSES SEGMENT (DOMESTIC OPERATIONS)

SCALE OF OPERATIONS AND NET PROFIT OF THE SEGMENT

Net profit of the segment in 2016 amounted to NIS 264 million, compared with NIS261 million in 2015, an increase of 1.1%.
The net profit of the segment was affected, inter alia, by its share (amounting to NIS 30 million) in the expense made by ICC in respect of the
arrangement replacing criminal proceedings (see Note 36 E to the financial statements), from a settlement in an amount of NIS 4 million (see
Note 23 E to the financial statements), and from changes in the tax rate in an amount of NIS 6 million (see Note 8 K to the financial

statements).
The credit loss expenses in this segment amounted to an expense reversal of NIS 40 million in 2016, similar to 2015.

Principal data regarding the Large businesses segment (Domestic operations)

For the year ended
December 31,

2016 2015
in NIS millions
Total income 694 631
Credit loss expenses reversal (40) (40)
Total Operating and other expenses 306 246
Net Profit Attributed to the bank's shareholders 264 261

DEVELOPMENTS IN THE SEGMENT

Purchase of a policy insuring against credit risk related to Sales Act guarantees and execution guarantees. In May 2016, MDB
completed the purchase of a policy insuring against credit risk related to Sales Act guarantees and execution guarantees issued within the
framework of "closed project" financing, and which relates to a credit risk portfolio in the amount of NIS 2 billion.

In June 2016, the Bank completed the purchase of a policy insuring against credit risks on certain performance guarantees, which were granted
not within the framework of “closed project” financing and which relate to a credit risks portfolio in the amount of NIS 3.3 billion.

These acquisitions are added to the acquisition of a policy insuring against credit risks on Sales Law guarantees, which are offered within the
framework of “closed project” financing, whose purchase was completed in August 2015, which relate to a credit risks portfolio in the amount
of NIS 7.8 billion. (ALl the amounts mentioned in this section above are in terms of the exposure as of December 31, 2016).

Within the framework of the insurance policy, the Bank transfers 80% of the credit risk involved in Sales Act guarantees and execution
guarantees and in commitments to issue such guarantees to an international consortium of reinsurers. According to Proper Conduct of Banking
Business Directive No. 203, this transaction allows the Bank to reduce the risk assets by way of reducing the risk weight of exposure to a level of
20%, in line with the international rating of reinsurers.

For additional details regarding the Large businesses segment (domestic operations), including details as to developments in markets of this
segment, goals and business strategy, foreign trade activity and service to customers of this segment, see in the Chapter "Corporate
governance, audit and additional details regarding the business of the banking corporation and the manner of their management".

INSTITUTIONAL BODIES SEGMENT (DOMESTIC OPERATIONS)

SCALE OF OPERATIONS AND NET INCOME OF THE SEGMENT

The existing and growing competition among banks and Stock Exchange members who are not banks, causes erosion in commission rates.
Moreover, the low interest environment hinder the financing income from deposits.

The segment’s loss in 2016 amounted to NIS 37 million, compared with a loss of NIS 18 million in 2015, an increase of 105.6%. The increase
in the loss for 2016, was effected, inter alia, from a settlement in an amount of NIS 1 million (see Note 23 E to the financial statements), and
from changes in the tax rate in an amount of NIS 2 million (see Note 8 K to the financial statements).
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The credit loss expenses in this segment amounted to NIS 30 million in 2016, compared NIS 5 million in 2015. The rise in expense stemmed
from one particular customer.

Principal data regarding the Institutional bodies segment (Domestic operations)

For the year ended
December 31,

2016 2015
in NIS millions
Total income 49 41
Credit loss expenses 30 B
Total Operating and other expenses 75 62
Loss Attributed to the bank's shareholders (37) (18)

For additional details regarding the Institutional bodies segment (Domestic operations), see in the Chapter "Corporate governance, audit and
additional details regarding the business of the banking corporation and the manner of their management".

FINANCIAL MANAGEMENT SEGMENT (DOMESTIC OPERATIONS)

SCALE OF OPERATIONS AND NET PROFIT OF THE SEGMENT

The segment’s net profitin 2016 amounted to NIS 570 million, compared to NIS 342 million in 2015. The increase in net profit in 2016, was
effected, inter alia, from the gain from sale of rights in VISA Europe (see Note 36 F to the financial statements), from a settlement in an amount
of NIS 2 million (see Note 23 E to the financial statements), and from changes in the tax rate in an amount of NIS 8 million (see Note 8 K to the
financial statements).

Principal data regarding the financial management segment (Domestic operations)

For the year ended
December 31,

2016 2015

in NIS millions
Total income 1,194 743
Total Operating and other expenses 255 238
Net Profit Attributed to the bank's shareholders 570 342

MAIN DEVELOPMENTS IN THE SEGMENT

Negative interest environment. In the second quarter, following the transition to a negative interest environment, as regards the Swiss
franc, Euro and Yen currencies, the Bank has informed its institutional customers of the charging of interest on credit current account balances
in these currencies. The Bank would continue to consider the steps to be taken in accordance with development in interest rates in Israel and
the world over.

"Nostro" portfolio. For details regarding the Bank's "Nostro" portfolio and developments therein, see above "Securities" under
"Development of assets and liabilities", Appendix no.4 to the Report of the Board of Directors and Note 12 to the financial statements.

For additional details regarding the financial management segment (Domestic operations), including details regarding non-financial
companies activity, details as to the dealing room activity, asset and liability management and Global Treasury, see in the Chapter "Corporate
governance, audit and additional details regarding the business of the banking corporation and the manner of their management".
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INTERNATIONAL OPERATIONS SEGMENT

SCALE OF OPERATIONS AND NET INCOME OF THE SEGMENT

The net gain in 2016 amounted to NIS 192 million, compared to NIS 149 million in 2015, an increase of 28.9%.
The credit loss expenses in this segmentin 2016 amounted to NIS 126 million, compared to NIS 10 million in 2015.

Principal data regarding the International operations segment

For the year ended
December 31,

2016 2015

in NIS millions
Total income 969 1,057
Credit loss expenses 126 10
Total Operating and other expenses 534 780
Net Profit Attributed to the bank's shareholders 192 149

For additional details regarding the International operations segment, see in the Chapter "Corporate governance, audit and additional details
regarding the business of the banking corporation and the manner of their management".

DEVELOPMENTS IN THE SEGMENT

IDB (Swiss) Bank - in liquidation. On February 26, 2016, the transaction for the sale of the operations of customers of IDB (Swiss) Bank, as
defined in the agreement, was concluded. For additional details see Note 15 E to the financial statements.

Following the conclusion of the transaction, as stated, a Liquidator has been appointed for IDB (Swiss) Bank by the shareholders, and the name
of the corporation has been changed to "IDB (Swiss) Bank - in liquidation". With the fulfillment of conditions precedent, the confirmation by
the Swiss Financial Market Supervisory Authority (FINMA) for the termination of supervision over IDB (Swiss) Bank - in liquidation was
received. As from December 20, 2016 IDB (Swiss) Bank - in liquidation discontinued all banking activities and the Bank acts to liquidate the
corporation.

The closing down of foreign extensions. The Cayman branch of IDB New York was closed down in January 2016. The London branch of the
Bank was closed down in February 2016. The Central Bank of Argentina accepted in June 2016 the request of the Bank for the closing down of
its representative office in Argentina, which was submitted already in 2012 (in practice, this representative office is inactive for several years).
The representative office of IDB New York in Mexico was closed down in July 2016. The representative office of IDB New York in Peru was closed
down in January 2017.
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GENERAL

The Bank’s Group is composed of commercial banks in Israel and overseas and financial services companies. Total investment in the investee
companies as at December 31, 2016, amounted to NIS 8.7 billion, compared with NIS 8.2 billion on December 31, 2015, an increase of 5.8%.

Distribution of Net profit by the Group’s structure

Contribution to the Group’s income

Before tax Net profit Before tax Net profit

2016 2015

In NIS millions

Banking Activity:

Commercial banks:

In Israel - the Bank (including branches overseas) 585 240 414 207
Mercantile Discount Bank 337 193 344 210
Overseas - Bank offices 310 192 266 149
Other Activities:

Israel Credit Cards 442 186 241 95
Discount Capital 82 78 89 81
Other financial services 19 16 12 8
Net profit 1,725 905 1,366 750

At the end of 2016, 18.91% of all assets in the consolidated balance sheet were assets of consolidated companies in Israel, and 16.30% were
assets of the overseas consolidated company. The contribution to the Net profit by the consolidated companies in Israel amounted to NIS 467
million in 2016 (NIS 389 million in 2015). The contribution to the Net profit by overseas consolidated companies amounted to NIS 192 million
in 2016 (NIS 149 million in 2015), and the contribution to the Net profit by affiliated companies amounted to NIS 6 million in 2016 (NIS 6
million in 2015).

The total contribution by both domestic and overseas investees companies to the Bank's net profit amounted to NIS 665 million in 2016,
compared with NIS 543 million in 2015, an increase of 22.2%.

Following are the main developments in principal investee companies.

DISCOUNT BANCORP, INC.

Discount Bancorp, Inc. (hereinafter: "Bancorp") is a fully owned and controlled subsidiary of the Bank, which is a bank holding company,
incorporated in accordance with the law of the State of Delaware. Bancorp is the 100% shareholder of Israel Discount Bank of New York (IDB
New York), which is the largest Israeli bank operating overseas.

Pursuant to Bancorp’s Certificate of Incorporation and By-Laws, IDB New York may not be sold by Bancorp unless the Bank has given its
consent. The data presented hereunder in this section have been taken from Bancorp's audited financial statements.
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Discount Bancorp, Inc. - principal data

In US$ millions

December December

Balance sheet items 31,2016 31,2015 Changein %
Total assets 9,272 9,322 (0.5)
Total credit 5,654 5,397 4.8
Total deposits 7,329 7,301 0.4
Total equity 891 840 6.1

Ratio of total capital to risk assets 14.2% 13.9%

Profit and loss statement items for the year ended December 31 2016 2015

Net profit attributed to the shareholders 60 60 -
Return on equity 6.9% 7.3%

Revenues from the core activity of IDB New York and the operating income have grown significantly compared to 2015. On he other hand, a
growth in credit loss expenses was recorded in 2016, stemming from the expense in respect of several credit portfolios, while maintaining the
quality of the credit portfolio.

For details regarding investments by IDB New York in mortgage backed securities, see "Development of assets and liabilities" above and Note
12 to the financial statements hereunder.

Distribution of dividend. In 2016, Bancorp distributed dividend to Discount Bank in a total amount of US$15 million (2015 - US$15 million).
In March 2017, Bancorp distributed to Discount Bank a dividend in the amount of US$15 million.

The sale of operations in DBLA. For details, see Note 15 D to the financial statements.

The contribution of Bancorp to the Bank's net results reached a profit of NIS 193 million in 2016 (after deducting a provision for taxes of
NIS 39 million), compared with NIS 190 million in 2015 (after deducting a provision for taxes of NIS 28 million).

Material weakness. A material weakness is a deficiency, or a combination of deficiencies, in internal control over financial reporting, such
that there is a reasonable possibility that a material misstatement of the Company’s financial statement will not be prevented, or detected and
corrected in a timely basis. During the fourth quarter of 2015, a material weakness was identified related to the controls over IDBNY's
evaluation and assessment of the adequacy of specific reserves on impaired loans, including the control over the completeness and accuracy of
the information used to measure specific reserves. This material weakness did not result in any material misstatement of IDBNY's consolidated
financial statements presented in the 2015 Annual Report.

The Bank's Management has examined the materiality of the findings and has reached the opinion that they are immaterial in relation to the
consolidated financial statements, and that therefore, there was no material weakness at the Group level.

IDB New York has conducted a work plan for the treatment of the material weakness. The plan included a revised definition of the work
procedure and the addition of controls, examination of the process from "one end to another" by the internal audit and an independent review
by the SOX unit. ALl these led to the removal of the material weakness from the 2016 annual report. The internal control layout over financial
reporting at IDB New York as of December 31, 2016, has been audited by the independent auditors of IDB New York and found to be effective.
Change of President and CEO. At a meeting of the Board of Directors of IDB New York, held on December 13, 2016, Mr. Ehud Arnon, President
and CEO of IDB New York, informed of his decision to terminate his office. On December 26, 2016 the Bank's Board of Directors decided to
appoint Mr. Uri Levin, Executive Senior Vice President, to the office of President an CEO and also Director of Discount Bancorp