IR

A | B2

Banking Supervision Department

Supervision, Correction and Enforcement

Actions Policy

October 2024



—

——



Contents

1. Main Functions of the Banking Supervision Department

2. Fundamental Principles of the Policy

3. Corporate Governance and Internal Enforcement Mechanisms in Supervised

Corporations

4. Supervisory Actions
4.1 Identification and assessment of risks and deficiencies
4.2 Supervisory requirements

5. Implementing Sanctions
5.1 Corrective Enforcement

5.2 Administrative enforcement—Money Penalties

5.2.1 Authority to impose a financial sanction

522 Considerations for imposing a financial sanction

5.2.3 Increase or decrease in the amount of the financial sanction
5.2.4 Process for imposing a financial sanction

6. Transfer of Information for Criminal Enforcement or to Other Regulators
Appendix A - Details of the Main Powers of the Banking Supervision in
Connection with the Enforcement Policy

Appendix B: Changes and versions in the policy document

11

12
12

13

15
15

18
18
18

20

21

22

25




1. Main Functions of the Banking Supervision Department

The Banking Supervision Department works to protect the publicinterest through these key
roles:

= Maintaining the stability of the supervised entities, in order to prevent harm to
depositors’ money and to the public.

= Supervision of the proper conduct of the supervised entities.
= Protecting customers’ interests.
= Supporting the stability of the financial system and its orderly activity.

In order to fulfill these roles, the Banking Supervision Department operates on the main
levels detailed below:?

Preventive Action Actions taken in advance to reduce risks or deficiencies in
supervised corporations:

Regulation—Publication of the Supervisor of Banks’
directives.

Licensing—Granting licenses and approvals as required by
law, while determining conditions in the licenses and
approvals.

Granting of advance approval—Such as the approval of
officers’ term of office (Fit & Proper). In this context, the
Banking Supervision sets up requirements for establishing and
strengthening of control systems and gatekeeping functions in
supervised corporations.

Supervisory The Banking Supervision’s core actions for identifying
Actions 2 deficiencies:

Monitoring and follow-up;

Examinations, including reviews (on-site and off-site
examinations);

The purpose of these actions is to identify and assess existing
or emerging risks as early as possible, and to require the
supervised corporation to reduce them, according to the
principle of Early Intervention—see Box A below. By its nature,
this activity also enforces the provisions of the law and
regulation.

1 The Banking Supervision Department and the Bank of Israel have various tools for dealing with a bank in
default or with concern of default (Resolution). This policy document does not deal with these tools, but
focuses on the supervisory actions in cases that do not lead to a bank collapse.

2 |n the terminology used abroad, it is common to distinguish between the terms Supervisory Actions and
Enforcement Actions. Because in our case the term "supervisory measures" takes on a more general meaning,
in this document we chose to refer to Supervisory Actions as "ongoing supervisory activities" (as opposed to
enforcement and punishment).




Enforcement Includes the exercise of administrative enforcement and
Actions punishment measures, as follows:

Exercise of Corrective Enforcement measures — An activity
carried out to ensure compliance with supervisory
requirements when a supervised corporation does not correct
a deficiency as required or in particularly severe cases. Among
the enforcement measures—an instruction to refrain from
certain activities until the deficiency is corrected, a prohibition
on the distribution of dividends, the cancellation or
suspension of officers’ powers, a prohibition on the provision
of benefits to managers or directors.

Money Penalties — Imposition of a financial sanction on a
supervised corporation, which is implemented in accordance
with the Banking Supervision Department’s policy, when a
violation of directives is detected.

Additional Activity Transfer of information to other authorities to deal with a
deficiency on other levels: criminal or areas subject to the
authority of other regulators.

See the table in the appendix detailing the main powers in each type of activity.

This document describes the fundamental principles for exercising the various Banking
Supervision measures to ensure that the deficiencies are in fact corrected, and the various
deterrent tools available thereto.




2. Fundamental Principles of the Policy

In its work, the Banking Supervision Department implements the international best
practices, which are implemented by the world's leading stability and consumer regulators.

The Basel Committee3, appointed by the Governors of the central banks and composed of
the heads of the supervisory authorities from major economies, determines the best
international standard for the work of supervisory authorities. This standard, which is
formed in the ongoing work of international lessons learned in stability supervision, is called
the "Core Principles for Effective Banking Supervision" (hereinafter: the "Core Principles").*
The core principles constitute binding criteria for the work of all regulators in advanced
economies, and of course also for the work of the Banking Supervision Department in Israel.
Moreover, the Banking Supervision Department’s compliance with the core principles is
audited by international bodies and the results of these audits may affect the ranking of the
Israeli financial system.

See details of the international standards relevant to this policy in Box A below.

Box A: The main core principles for effective supervision in relation to the

enforcement policy

1. Risk Based Supervision

The inherently limited regulatory resources are allocated, first and foremost, to
dealing with the substantial risks to supervised entities or financial system, , as
opposed to the technical coverage of every field. This principle is critical to the work
of the Banking Supervision and to the achievement of its major objectives—it is
intended to focus the Supervisor's limited resources on dealing with the main risks
of the expanding activities.

Supervisors should assess the risk profile of banks in terms of
the risks they run, the efficacy of their governance and risk
management, and the risks they pose to banking and financial systems.
This process focuses supervisory resources where they can be utilised
optimally, concentrating on outcomes and moving beyond passive
assessment of compliance with rules.

2. Early Intervention — through ongoing supervisory activities

Early communication between the Supervisor and the supervised corporations is
necessary for the purpose of rapid identification of risks and their fast mitigation. In
the early communication, the Supervisor conveys messages and requirements to
the supervised corporations that are intended to bring about the correction of
deficiencies as early as possible. Early intervention is usually done through an
exercise of the Supervisor's ongoing powers, while enforcement measures to

3An international committee of financial supervisors that operates within the framework of a Bank for
International Settlements.

4 BCBS — The Basel Committee on Banking Supervision, Bank for International Settlements, Core Principles for
Effective Banking Supervision (2024).




correct deficiencies is used in serious cases, or when the usual tools are not
sufficient.

"Communication with the bank is therefore very important and forms
a critical part of early and effective intervention... A balance also has to be
struck between informal methods — to be used if the bank’s problems are less
serious and bank management is cooperative ... More formal corrective
measures will be used when banks face more serious problems or are not
cooperating to ensure compliance with supervisory recommendations. The
use of formal corrective action is therefore seen as having moved beyond
early supervisory intervention and towards dealing with weak banks" >

3. Corrective and sanctioning powers of supervisors

In the stability area:

The main tool in the work of the stability-related supervisor is the early intervention
tool and the taking of action to correct deficiencies in the framework of ongoing
supervisory activities. The additional measure is the imposition of sanctions, when
required.

"The supervisor acts at an early stage to address unsafe and unsound
practices or activities that could pose risks to banks or to the banking system.
The supervisor has at its disposal an adequate range of supervisory tools to
bring about timely corrective actions...

The supervisor uses available an appropriate range of supervisory
tools in a timely manner when, in the supervisor’s judgement, a bank is not
complying with laws, regulations or supervisory actions, is engaged in unsafe
or unsound practices or in activities that could pose risks to the bank or the
banking system, or when the interests of depositors are otherwise
threatened".®

In the consumer protection area:

In the consumer protection area, there is also a recognized need for early and
ongoing communication, whether with the supervised corporations or with early
intervention in order to correct deficiencies and provide remedies to customers.
However, in this area, unlike the stability area, supervisory activities are more
focused on enforcement of the laws and regulation that are required of supervised
corporations. According to the OECD:’

“The realistic threat of enforcement action can be an important tool
in deterring poor behavior, misconduct and achieving compliance with
consumer protection requirements. Therefore oversight bodies have the

> BCBS, Bank for International Settlements, Frameworks for Early Supervisory Intervention (2018)

6 Basel Committee on Banking Supervision, Core Principles for Effective Banking Supervision, BIS, 2012.

7 G20/OECD Task Force on Financial Consumer Protection, Effective Approaches to Support the
Implementation of the Remaining G20/OECD High-Level Principles on Financial Consumer Protection, 2014,
pp. 20-21, §§ 94-96, 98, 100.




necessary powers to impose remedial measures, take corrective enforcement
action and impose sanctions, where necessary.

Oversight bodies have the necessary powers to apply a range of
actions or remedial measures which allows for early intervention when
necessary.

Preventive and corrective measures are commensurate with the
severity of the issues encountered and may include fines, remedies to
consumers, routine off-site and on-site examinations, monitoring of
complaints received from consumers, undertaking of thematic reviews and
continuous dialogue with entities.”

In conformity with international standards, the following are the fundamental principles
used by the Banking Supervision in relation to the enforcement policy:

= The role of the Banking Supervision as a financial stability regulator® requires that it
engage in effective and ongoing activity to identify and assess risks and determine
priorities for their treatment, based on the principle of “Risk-Based Supervision". The
banking industry is characterized by dynamism, and vulnerability to a variety of risks,
some of which may develop rapidly, leading to a marked adverse impact on the
economy and public welfare. In Israel, the responsibility of the Banking Supervision
Department in this area is particularly high since even the collapse of a relatively small
bank may cause a significant burden on the public coffers, the contagion effect to other
entities, and an adverse impact on public confidence. However, this does not mean that
the Banking Supervision Department can prevent any failure or loss, as this will create
an unreasonable regulatory burden, burden financial activity in the economy, and even
negatively impact competition and growth in the economy.

= Responsibility for the stability of the supervised corporation, compliance with laws and
regulations and the provision of proper protection to consumers rests first and foremost
on the board of directors, management and on the various gatekeepers in the
supervised corporation. The central role of the Banking Supervision Department is to
ensure that a supervised corporation has proper corporate governance and effective
mechanisms to ensure risk management, compliance, control and internal audit. The
Banking Supervision examines and assesses the functioning of these mechanisms, and
the extent of its intervention is inversely related to their effectiveness.

= According to the core principles and the manner of conduct of the world's leading
regulators, the optimal tool for fulfilling the supervisory functions, besides

8 This is different, for example, from the Israel Securities Authority and the Competition Authority. This matter
is of great importance, since a stability regulator, beyond determining and enforcing the behavioral norms of
the supervised entity, is also responsible for the supervised entity’s financial strength, and accordingly, also
monitors the quality of the business management and the quality of the risk management. Of course, these
require ongoing monitoring and contact and involvement in its early stages of formation. In this respect, the
Banking Supervision Department is essentially similar only to the Capital Market Authority in its role as
supervisor of nonbank financial entities (insurance companies, pension funds, provident funds).




strengthening the corporate governance and gatekeepers in supervised corporations, is
the ongoing supervisory activity, enabling early and rapid intervention aimed at
effectively and quickly reducing the risk to the supervised corporation or the negative
impact to the public.

According to internationally accepted methodology for the financial regulation areas, it
is customary to distinguish between ongoing supervisory activity and the activity
involving the imposition of sanctions for non-compliance or non-correction of
deficiencies. However, it is not possible to consider the imposition of sanctions in
isolation from the Supervision’s other levels of activity since the main supervisory
deterrence is achieved through ongoing inspection activities (follow-up, monitoring,
inspections, reviews and examinations and decisions regarding public complaints).

The following diagram summarizes the supervisory activity for creating deterrence in
the banking system:

Additional Activity

1. Transfer to the enforcement authorities (police or State Attorney) with
reasonable suspicion of a criminal offense having been committed — with
the Governor’s approval

2. Transfer to other supervisory authorities when information exists that
requires their treatment — with the Supervisor of Banks’ approval

1. Corrective Enforcement when ongoing supervision does not achieve the
desired result

2. Money Penalties - Imposition of a financial sanction on a banking

corporation for a violation of a law or directive

Enforcement
Actions

Off-site and On-site Examinations
The main supervisory activity for identifying
deficiencies and risks, assessing them,

Ongoing Supervisory demanding their correction and
Activities for Identifying monitoring
and Correcting
Deficiencies

Regulation, Licensing,

. . Fit and Proper
Preventive Action Strengthening the corporate

Strengthening the Control and Internal governance and gatekeepers in the

Enforcement in Banks banking corporation, and creating
processes and mechanisms for

internal enforcement

The Banking Supervision Department considers it important to achieve a high level of
compliance in the banking system and to deter violations of the law and regulation for
the benefit of the public and the economy. The Banking Supervision’s many years of
practical experience shows that all the activities actually carried out by the Banking
Supervision generally produces effective deterrence. The use of sanctions is intended
to be a complementary measure to the ongoing supervisory activity.

From the range of tools available to the Banking Supervision, it will select the optimal
tool or mix of tools for effective treatment of a violation or deficiency or for risk
reduction. The mix of tools is chosen at the discretion of the Banking Supervision,
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according to the circumstances of each case, and according to the deterrent needs of
the Banking Supervision, which may change from time to time, depending on the risk
assessment and circumstances.

The Banking Supervision Department may use different types of tools, simultaneously
or consecutively, to achieve its objectives. For example, concurrently with the
correction of defects and deficiencies as part of the ongoing supervisory activity or while
taking measures to force the correction of deficiencies, the Banking Supervision may,
when appropriate, order the remedy of customers and impose a financial sanction if a
violation is found for which it is justified.

In addition to all these, the Banking Supervision acts in accordance with the principles
applicable to any public body and, inter alia, according to reasonableness and
proportionality criteria, and after granting a right of argument.

10
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3. Corporate Governance and Internal Enforcement Mechanisms in Supervised
Corporations
Corporate governance is a foundation for the proper conduct of banking and financial
institutions. Principles of governance deal with entities whose functions include, inter alia,
supervision and control, risk management, compliance with legislation and regulation, and
organizational culture. Corporate governance is mainly reflected in the proper functioning
of those entities in the corporation. Special emphasis is placed on the role of gatekeepers
in supervised corporations: the board of directors, the external auditor, the internal audit,
the risk manager, the legal counsel, the compliance officer and the chief accountant. Over
the years, the Banking Supervision has worked to strengthen corporate governance in the
Israeli banking system through a variety of supervisory tools—regulatory provisions,
examinations, enforcement actions, and more.
In a corporation that has proper corporate governance, there are effective internal control
and enforcement mechanisms that enable early detection of deficiencies, their correction
and the drawing of conclusions in order to prevent their recurrence. The process of drawing
conclusions includes, in appropriate cases, also determining personal and managerial
responsibility for deficiencies, and taking managerial or disciplinary measures towards
those responsible.
The Proper Conduct of Banking Business Directives regarding corporate governance
determine detailed requirements of corporate governance that apply in addition to the
general law, such as the Companies Law.
As a result, supervised corporations are required to maintain internal mechanisms for
enforcing and drawing conclusions from deficiencies, on several levels:
= Within the business functions of the supervised corporation there are dedicated units
that deal with controls in various areas as their sole or dominant role.
= The supervised corporation’s management includes, in addition to business officers,
also the gatekeepers—heads of functions that deal exclusively with risk management,
supervision and control. The professional judgment of these gatekeepers is not
dependent on the heads of the business functions.
= The internal audit of the supervised corporation enjoys full independence in
management and operates according to its professional discretion under the general
guidance of the chairman of the board and the board of directors’ audit committee.
= The board of directors supervises the management with the best interests of the
corporation and the customers in mind.
The supervisory requirement is that all gatekeepers and internal enforcement functions in
the supervised corporations will act to effectively detect and correct deficiencies, while
initiating, exercising independent discretion, drawing significant conclusions from the
deficiencies, taking significant measures in their wake and reporting to the Banking
Supervision regarding significant deficiencies and correction measures taken.
Verifying the supervised corporation’s compliance with this requirement, through ongoing
monitoring, is a first and central layer of the supervisory enforcement policy. However, the
Banking Supervision does not rely solely on the activities of the internal mechanisms in the
supervised corporation and carries out extensive activities itself, as will be detailed below.

11
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4.

4.1

Supervisory Actions

The central and ongoing activity of the Banking Supervision, being a stabilizing supervisory
authority, is focused on early intervention, a demand for risk reduction and correction of
deficiencies (Supervisory Actions). This activity increases deterrence, improves the level of
compliance, and as a result, enforcement actions to force the correction of deficiencies are
required less often.

Identification and assessment of risks and deficiencies

The Banking Supervision uses various methods for gathering information in order to detect
deficiencies in the supervised corporations, as early as possible, through Onsite and Offsite
Examinations and by collecting and analyzing information from the supervised
corporations, as briefly described below:

= Ongoing monitoring and control of the supervised corporations’ activity.

= Ongoing review of internal management and control functions documents.

= Regular meetings with officers and senior executives.

= Analysis of data reported by the supervised corporations to the Supervision on an
ongoing or periodic basis.

= Handling of inquiries and complaints from the public and examination of complaints by

banking system employees, including anonymous complaints.

= Targeted examinations of supervised corporations, including reviews and onsite
examinations.

= Analysis of information from external sources, such as information from other
authorities, information from foreign regulators, and others.

= Ongoing inspections of the work of the Ombudsman in the supervised corporations.

= |nitiating organization-wide enforcement inspections regarding issues for which there
is concern, based on various information sources, that deficiencies exist therein.

The purpose of these processes is to evaluate the activities of supervised corporations and
the functioning of management and the board of directors, and to ensure that they act
cautiously in risk management and in an appropriate manner toward their customers, and
comply with laws and regulations. See also the definition used by the OCC - US Office of the
Comptroller of the Currency in this regard:?

“Examinations are fundamental to the supervision... Examiners evaluate
bank activities and management processes to ensure that banks operate in a safe
and sound manner, do not take excessive risks, and comply with laws and
regulations.”

9 Website of the Office of the Comptroller of the Currency (OCC).

12
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4.2 Supervisory requirements

Following the detection of defects through each of the channels, as detailed abovel?, the
Banking Supervision Department notifies the supervised corporation as early as possible,
specifying its requirements for correcting the deficiency and a schedule for carrying out the
correction. The Supervision may require the supervised corporation to take any of a variety
of measures to correct deficiencies, the main ones being:

Require correction of the deficiency by changing the conduct in a specific or general
case, changing work processes, procedures and policies and/or improving the
supervised corporation’s controls and systems in the area where the deficiency exists.

Increase the supervised corporation’s capital requirement, including by increasing the
risk weight of a particular exposure to risk. This requirement increases its ability to
absorb losses, and reduces its profitability, and as a result its ability to reward
executives, distribute dividends, and more.

Cessation or reduction of a particular activity.

Require a correction to representations in reports to the public, including classification
of debt as problematic and assignment of credit losses, assignment of impairments,
proper recognition of profits, require an expansion in the disclosure given in periodic
or immediate reports and more.

Require remedy to a customer in an appropriate case (see Box B regarding the
provision of customer remedies).

Demand strengthening of corporate governance (improving work processes and
interfaces between the various functions in corporate governance, improving the
management of a particular function). A supervised corporation may be required,
among other things, to examine the degree of suitability for the position of officers and
executives, which may lead to personnel changes at management levels, as decided by
the corporation itself.

Performance of a specific inspection, control or examination by the gatekeepers:
compliance officer, chief accountant, risk manager, legal council, internal audit, while
reporting to the Banking Supervision. These inspections, controls and examinations
may touch on a variety of areas, including the degree of personal responsibility of
managers and employees, and their treatment according to the findings, through the
internal enforcement mechanisms within the supervised corporation. For details
regarding personal measures see Box C regarding measures of a personal nature.

Require a change in the mechanism for remuneration of managers or employees.

Performance of an inspection or validation by an independent external party.

The Banking Supervision monitors the correction of deficiencies by various means, including
in a targeted manner, through reporting, reexamination or through various inspections.

10 A deficiency that does not amount to an immediate threat to the stability of the supervised corporation or
a serious organization-wide problem in its management.

()



Box B: Providing remedies to customers

Deficiencies in the conduct of the supervised corporation, its employees or other
entities acting on its behalf may cause an adverse impact on an individual customer
or a group of customers. These deficiencies can be manifested in an act, omission
or malfunction which constitutes a violation of a law or agreement.

The Banking Supervision has the authority to handle customer complaints regarding
a supervised corporation,!! to order a correction of a deficiency, including, in
appropriate cases, to credit a customer that was negatively impacted. A supervised
corporation that has not corrected a deficiency according to Banking Supervision
directives is likely to be subject to a money penalty.12

According to Proper Conduct of Banking Business Directive 308A regarding
“Handling of Public Complaints", supervised corporations must appoint an
Ombudsman—an internal enforcement function. The Ombudsman of a supervised
corporation must act in accordance with the provisions of the Law and positions
determined by the Supervisor of Banks for handling public enquiries,'3 and even to
warn of the need to take broader measures than to handle a single complaint.

The ongoing supervisory activity to identify and correct deficiencies in supervised
corporations includes both dedicated consumer related activities,'* and stability
related activities, or activities that combine the two aspects. The supervision activity
may be as a result of complaints received from customers and may be as a result of
an initiative by the Supervision.

The Banking Supervision Department considers it important to completely correct
deficiencies identified in a banking corporation, both in terms of preventing the
recurrence of similar cases in the future and establishing deterrence, and in terms
of repairing the damage that has already occurred, including preventing harm to
customers. The demand to compensate customers in appropriate cases is issued at
the stage of ongoing supervisory activity, and if that is not sufficient, the Banking
Supervision Department will use enforcement measures to force a supervised
corporation to remedy customers, if it has not acted voluntarily.> Concurrently with
the requirement to provide a remedy to a customer or a group of customers, the
Banking Supervision will examine the need for additional measures, including the
imposition of a money penalty on the corporation in accordance with its authority.

1 Section 16 of the Banking (Service to the Customer) Law, 5741-1981.

12 section 11A(a)(2) of the Banking (Service to the Customer) Law, 5741-1981.

13 Section 4 of Proper Conduct of Banking Business Directive 308A.

14 See annual reviews published by the Banking Supervision regarding its consumer related activities on the
BOl internet site.

15 Sections 8A and 8C of the Banking Ordinance.
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5. Implementing Sanctions

5.1 Corrective Enforcement

Ongoing supervisory activities are a key tool for identifying and minimizing risks, preventing
violations and improving management in the banking system. Experience shows that it is
usually sufficient to correct deficiencies and minimize risks, as well as to establish the level
of compliance required in the banking system, including effective deterrence.

However, in certain situations that were not common until now, when ongoing supervisory
activity is not sufficient, the Bank of Israel'® will implement the enforcement measures
assigned to the Supervisor of Banks or to the Governor of the Bank of Israel!?, such as:
avoidance of a certain type of action®8, prohibition on the distribution of dividends or profits
to shareholders, prohibition on the granting of benefits to directors and managers, the
suspension or limitation of the authority of a director or manager, and when this is not
sufficient, removal of the officer from his or her position; if these are not sufficient, the
Governor may order the appointment of a special supervisor or a director authorized on
the Governor’s behalf. Noncompliance with the enforcement measures of the Banking
Supervision or of the Governor constitutes a criminal offense.1?

A decision to implement these enforcement measures will be considered if one or more of
the following have occurred:20

= When the Banking Supervision requirements that were given as part of the ongoing
supervisory activity have not been met to its satisfaction, as stated in Chapter 4 of the
policy (for example, demands to correct deficiencies following an examination,
supervisory evaluation process or following other inspection and monitoring activities).

= When conduct is identified that leads to significant harm to customers, other interested
parties or to the general public.

= When conduct has been discovered that establishes a reasonable suspicion that a
criminal offense has been committed by officers or managers, or a reasonable suspicion
of a violation of moral integrity, even if it does not amount to a suspicion of a criminal
offense having been committed. In addition, cases where there is a reasonable suspicion
of such a criminal offense being committed, will be transferred, with the Governor’s
approval, to the relevant authority involved in criminal law enforcement (see Chapter 6
of this policy below).

16 Enforcement measures are implemented after consultation with the Licensing Committee; the Licensing
Committee advises the Governor and the Supervisor on matters related to the issuance of permits for the
establishment of supervised corporations, for the acquisition of means of control in such a corporation and
for the licensing of bank branches, as well as for the implementation of certain measures specified in the Law.
17 Sections 8A-8D of the Banking Ordinance.

18 Except for the fulfillment of an obligation.

19 Section 8E of the Banking Ordinance.

20 The conditions determined in Section 8C of the Banking Ordinance.

15
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Implementation of the enforcement measure is preceded by prior notice being given so
that the supervised corporation may respond thereto.?! In severe and urgent cases—when
promptintervention is required —the Banking Supervision may implement the enforcement
measures even without prior notice. Such intervention may be required when there is a real
risk to the stability of the supervised corporation, a real concern of adverse impact on the
rights holders in the supervised corporation, a real concern of significant harm to customers
or significant harm to public confidence in the banking system.

These enforcement measures are available to the Banking Supervision, and their very
existence in legislation has great deterrent significance, so that their actual use is not often
required.??

Box C: Measures of a personal nature

Supervised corporations are required to maintain effective internal enforcement
mechanisms, allowing adequate independent handling of personnel issues,
including disciplinary proceedings and dismissal. The need of the Banking
Supervision to exercise personal measures is derived directly from the degree of
effectiveness of those mechanisms. If the internal mechanisms of the supervised
corporation are not functioning properly, and the Banking Supervision’s demands
are not being carried out, the Supervision needs to implement personal measures
itself.

The Banking Supervision has the authority to implement measures that may lead to
the termination of the tenure of an officer or manager when the measure is
required to ensure the proper management of the supervised corporation.

With regard to directors and some of the senior executives?® who undergo, as a
condition for their entry into office, a procedure of approval by the Banking
Supervision (Fit & Proper)—the Banking Supervision has been given specific
authority to examine their termination of office, according to Section 11A(e) of the
Banking Ordinance, if new or additional information has been discovered regarding
their suitability for the position—details that were not known to the Banking
Supervision at the time the officer’s candidacy was approved, including the manner
in which the officer conducts himself or herself in the actual performance of the
position. The examination of the need for the termination of office will be carried
out by the Banking Supervision when there is evidence that raises a reasonable
concern regarding the incompatibility of the officer with his or her position.

2L A supervised corporation may submit comments and objections regarding the deficiencies, or the
requirements for their correction, within a period set by the Banking Supervision, according to the
considerations of urgency. The Supervisor’s decision regarding the supervised corporation’s comments or
objections will be given as soon as possible after their receipt.

22 gee also the remarks of the Deputy Minister of Finance when enacting the amendment to the Banking
Ordinance and adding these powers to the Ordinance: “Past experience with failing banks... has taught us that
there is an urgent need for powers that will enable early intervention to prevent failure in the bank's business.
While experience has shown that it is not necessary to use such powers often, the necessary tools must be
prepared in advance for those special cases”.

B CEO, internal auditor, legal counsel and up to seven additional functionaries in each supervised corporation,
according to the Supervisor’s decision.

16
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The evidentiary threshold required for the termination of office of an officer or
executive exceeds the threshold required for the purpose of objecting to the
appointment of the officer in the first place. Such a threshold may be met in the
following situations, for example:

= The bank encounters a situation of stability risk as a result of the officer’s
defective functioning.

= Substantial harm to customers by a supervised corporation, in violation of a law
or agreement, in the area for which the officer is in charge. In these cases the
officer will be required to prove that he has made a reasonable effort to prevent
harm to customers.

= Substantial noncompliance with a demand to correct deficiencies issued by the
Banking Supervision in the area for which the officer is in charge, or cumulative
events of noncompliance with the Supervision’s requirements. In these cases
the officer will be required to prove that he has made a reasonable effort to
ensure that a regulated corporation will comply with the requirement.

= Failure to provide full information to the Banking Supervision in the
performance of the position (such conduct may amount to a criminal offense).

= Serious cases of lack of personal integrity, such as the presence of the officer in
a conflict of interest situation, for example: making a decision on a matter to
which he or she has a personal connection.

= Criminal prosecution or a criminal investigation or a reasonable suspicion that a
criminal offense has been committed for which a complaint has been filed with
the police (see Chapter: Submission of Information for a Criminal Enforcement.)

In the case of officers and directors whose tenure does not require approval by the
Banking Supervision, the Supervisor of Banks may suspend or limit the authority of
officers and other officials, and if the Supervisor sees that it is not enough, even
remove them from office, if a deficiency was not corrected which he pointed out in
a deficiency notice given under Section 8A of the Ordinance.

A decision regarding the termination of the officer's term of office will be given only
after the right of argument has been granted and after consultation with the
Licensing Committee.

The officer whose term of office has been terminated may appeal the Supervisor of
Banks’ decision to the Governor of the Bank of Israel.

The Banking Supervision may take more moderate measures than the termination
of office in cases where these measures constitute a satisfactory response to the
need to prevent harm to customers or to the public. Examples of these measures:
warning notice, reprimand, delay of promotion, or demand of the supervised
corporation a reduction or denial of variable remuneration, reduction of powers.

17
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5.2 Administrative enforcement—Money Penalties

In addition to the broad powers and the many tools available to the Banking Supervision in
the ongoing supervisory activities and in the additional powers, as stated in Chapter 5.1
above, most of which are also known to have great deterrent significance, the Supervision
also has a means of administrative enforcement—imposition of a financial sanction on the
supervised corporation.2*

5.2.1 Authority to impose a financial sanction

The following are the main sections of the legislation that enable the imposition of a
financial sanction on a supervised corporation:

= Section 14H of the Banking Ordinance: A financial sanction in the amount of NIS 1 million
for violation of the provisions of the Proper Conduct of Banking Business Directives.?>

= Section 11A of the Banking (Service to the Customer) Law: A financial sanction for
violating certain sections of that law and of secondary legislation in the consumer area.

= Section 11A(a)(2) of the Banking (Service to the Customer) Law: In respect of non-
correction of a deficiency despite an instruction given by the Banking Supervision in a
handling of a public complaint.

= Under the Prohibition on Money Laundering and Terror Financing Law for violation of
certain sections of the law. This authority is vested in the Committee for Imposition of
a Financial Sanction, in which the majority of the members are on behalf of the Banking
Supervision.

= According to the Banking (Licensing) Law, for violation of certain sections of the law.

= Section 4B(b) of the Sales (Homes) (Assurance of Investments of Persons Acquiring
Homes) Law, 1974.

= Section 15E of the Fair Credit Law, 1993.
= Section 42 of the Payment Services Law, 2019.

5.2.2 Considerations for imposing a financial sanction

A financial sanction is imposed for violations that are easy to clarify and prove on a factual
level and do not need to be interpreted. Accordingly, it is naturally more appropriate for
dealing with violations in certain areas such as the consumer supervision area or anti-
money laundering and counterterrorist financing. In contrast, such violations regarding

24 Under the existing legislation, a personal financial sanction may not be imposed on a functionary or officer
in a supervised corporation, except for a financial sanction in the amount of NIS 60,000, which may be imposed
by the Supervisor, under Section 14H(b) of the Ordinance, on a director who served without approval of his
appointment according to Section 11A or despite the termination of his term of office according to Section
11A(e).

25 |n addition, under the same section, there is the authority to impose a financial sanction for violation of the
Governor's order regarding the early repayment fee in housing loans and for violation of the Governor's order
regarding the manner of investment of dormant deposits.

18

—
| —



directives in the stability supervision area are rare, inter alia, because these are generally
based on principles, rather than technical rules.2®

When making a decision whether to impose a financial sanction, the Supervision considers,
among other things, the following considerations:

= |s this a clear and unequivocal violation?

= Does the violation meet the test of materiality (whether as a particular case or as part
of a broad phenomenon), including its potential impact?

= |s the financial sanction the best mean of dealing with the violation or is it appropriate
to use other supervisory tools?

= What is the supervised corporation’s level of compliance and the degree of its
cooperation with the Banking Supervision?

=  Whether the supervised corporation detected the violation on its own, reported it to
the Banking Supervision, and corrected it on its own initiative to the satisfaction of the
Supervisor of Banks.

If it is decided not to initiate a process of imposing a financial sanction, the Banking
Supervisor may send a Warning Letter to the supervised corporation, notifying it that in
case of recurrence of the violation, a financial sanction will be imposed on it.

If the Supervisor of Banks decides to initiate a process of imposing a financial sanction, a
notice of intent to impose such a sanction will be sent to the banking corporation' as
detailed below.

5.2.3 Increase or decrease in the amount of the financial sanction

The amount set in the Law may be increased:

= |n the event of a repeated violation of the same directive within two years of the
imposition of a previous financial sanction, the amount of the financial sanction will
increase by half. For example, if the amount of the sanction for the violation according
to the Ordinance is NIS 1 million, the amount of the sanction for the repeated violation
will be NIS 1.5 million.

= |n case of continued violation, 2 percent will be added to the amount of the sanction
for each day the violation continues.

The Supervisor may not impose a sanction in an amount lower than that stipulated in the
Ordinance or in the Law, but only according to the Reduction Rules set by the Governor of
the Bank of Israel. In accordance with these Rules?’ the amount of the sanction may be
reduced at the rates stipulated in the rules, as stated below, provided that the total rate of

% The reliance on principles (principle based regulation) generally stems from the need to allow the supervised
corporation to exercise substantial discretion in the manner of implementation of the principles according to
the characteristics of the stability areas of activity and the international standards in the supervision of these
areas.

27 Banking (Maximum Rates of Reduction of Financial Sanction Amounts) Rules, 2011; Banking (Service to the
Customer) (Maximum Rates of Reduction of Financial Sanction Amounts) Rules, 2011; Banking (Licensing)
(Reduction of the Civil Penalties Amounts) Rules, 2011.
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reduction does not exceed 85 percent. For example, a reduction can be made in a case
where the supervised corporation ceased the violation and took action to rectify the
deficiencies and prevent their recurrence, all at its own initiative and to the Supervisor’s
satisfaction.

5.2.4 Process for imposing a financial sanction

In cases where it has been decided that the financial sanction constitutes an appropriate
means of administrative enforcement, taking into account all the circumstances of the case,
a notice will be sent to a supervised corporation regarding the intention to impose a
financial sanction, and it will be given an opportunity to present its arguments. The
Supervisor will then make a final decision on the matter, and if it is decided to impose the
sanction, a demand for payment of the sanction will be sent to the supervised corporation.

A supervised corporation may file an appeal against the demand for payment of the
sanction to the Jerusalem Magistrate's Court within 30 days from the date of issue of the
demand.

The amount of the sanction is paid to the State Treasury (not to the Bank of Israel).

Notices of the imposition of a financial sanction are published on the Bank of Israel's
website and are included in the report on the activities of the Banking Supervision for the
Knesset and the public.
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6. Transfer of Information for Criminal Enforcement or to Other Regulators

The Banking Supervision does not carry out criminal enforcement itself.?® In any case of a
suspicion of a criminal offense being committed, the Banking Supervision acts in accordance
with Section 15A of the Banking Ordinance, which determines that notwithstanding the
duty of confidentiality, the Banking Supervision may transfer information and documents
for criminal prosecution with the Governor's approval. After the Governor's approval is
given, the Supervision transfers the information to the criminal investigation authorities,
while providing professional assistance and cooperating fully with the investigators and
attorneys. These decisions are confidential under Section 15A of the Banking Ordinance, as
they are based on information received from the supervised corporation.

However, if the criminal investigation does not end with an indictment, the Banking
Supervision may reexamine the need for a financial sanction or other sanctions. In some
cases, a financial sanction or other sanction may be imposed concurrently with the criminal
investigation or legal proceedings, in coordination with the investigating authority or the
State Attorney's Office.

In addition, the Banking Supervision examines the need to transfer information to
additional supervisory authorities (the Israel Securities Authority, the Capital Market
Authority, a foreign supervision authority) in order for them to fulfill their role. The transfer
of information is subject to confidentiality on the part of the authority that receives the
information, as stated in Sections 15A1 and 15A2 of the Banking Ordinance.

28 Although in accordance with Section 5(c) of the Banking Ordinance, the Minister of Internal Security may
authorize an employee of the Banking Supervision to conduct investigations related to the Banking Ordinance,
the Banking (Licensing) Law, and the Bank of Israel Law, as well as regarding offenses involving bank
customers’ assets; in practice, however, this is a limited authority to collect evidence. The Bank of Israel and
the Banking Supervision have previously examined whether an independent enforcement branch should be
established, within the Bank of Israel or within the Banking Supervision, and have concluded that there is no
need to establish a small independent criminal enforcement branch in the Bank of Israel or the Banking
Supervision. The potential scope of offenses, which are relatively limited in the banking industry (the industry
currently consists of a small number of corporations) will not enable the creation of the unique specialization
in criminal investigations. In addition, a significant separation ("Chinese walls") is required between the work
of the Banking Supervision and the investigation and prosecution activity. The stability supervision promotes
open discourse as a means of early identification and reduction of risks; in contrast, in a criminal process, the
interrogated suspect has basic rights such as the right to remain silent, the right against self-incrimination and
attorney-client confidentiality.
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Appendix A — Details of the Main Powers of the Banking Supervision in

Connection with the Enforcement Policy

Type of

Authority

Main
Source

Description

Activity

Preventive Regulation of Banking Authority to enact Proper Conduct of
Action the banking Ordinance Banking Business Directives—general
system activity — Sections legal norms that are binding for the
5(c1)-(c2) supervised corporations, both in the
area of stability and in the consumer
area.
Licensing Banking  Authority to issue permits for the
(Licensing) establishment of new supervised
Law corporations; for holding means of
control in corporations or for controlling
them; for branches, for the activities of
foreign banks, and more.
Approval of Banking The Banking Supervision approves the
appointment Ordinance candidacy of directors, CEOs and some
of certain —Section other members of the supervised
officers (Fit & 11A corporations’ management.
Proper)
Corrective Terminationof Banking The Supervision has the power to order
Enforcement appointment Ordinance the termination of office of those
of certain —Section officers, if new or additional information
officers 11A regarding the integrity or professional
suitability of the officer have become
known.
Ongoing Identification Banking Broad authority to carry out
supervisory  and correction Ordinance "examination and general supervision"
activity of deficiencies —Section ofanysupervised corporation, including
using ongoing 5(a) to demand any information or

Supervisory

Actions

supervisory
tools

document relating to the business of the
supervised  corporation and  its
subsidiaries — from the corporation
itself, a director, employee or auditor.
This authority is intended to enable the
identification of deficiencies in conduct,
and it is exercised mainly through:

= Ongoing monitoring of the
supervised corporations.

= |nspections, reviews and
examinations in supervised

corporations.
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Type of

Authority

Main
Source

Description

Activity

If the Supervision believes that there is
a defect in the supervised corporation’s
activity—it may demand, according to
its professional judgment, that the

supervised corporation correct the
defect in the manner it prescribes.
Decision The Clarification of public complaints,
regarding Banking including treatment of suspected
public (Service to  systemic deficiencies; consumer
complaints the enforcement enquiries.
and systemic Customer)
treatment Law and
the
Banking
Ordinance
Corrective Enforcement Banking  Authority to enforce the correction of
Enforcement of deficiency Ordinance deficiencies that may, in the opinion of
correction in —Sections the Supervisor, endanger the stability of
supervised 8A-8D the supervised corporation or impair the
corporations proper conduct of its business. The
various tools range from sending a
demand for the correction of
deficiencies, an order to refrain from
activity and the dismissal of the
supervised corporation’s management,
while  appointing an  authorized
manager from the Bank of Israel in its
place.
Corrective Providing Banking  Authority to obligate a supervised
Enforcement remedies to Ordinance corporation to return money to a
customers ~— —Sections customer, a compensation payment or
quasi-judicial 8A, 8C other remedy (such as: performing a
authority The certain action, for example, granting a
(Restitution) Banking  Wwaiver to a guarantor or refraining from
(Service to demanding a debt).
the The authorization is implemented:
Customer) = As part of the handling of specific
Law— public complaints.
Sections  w A5 part of systemic inquiries,
12 and 16

enforcement inspections, controls
of Ombudsman function and
examinations. These measures are
also intended to detect those
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Type of

Authority

Main
Source

Description

Activity

deficiencies that did not lead to

customer complaints.
The Supervision can instruct the
supervised corporation to proactively
provide a remedy to customers—even if
they did not demand it or were unaware
of the deficiency in the corporation's
conduct.

Imposition Administrative  Banking  Authority to impose a financial sanction
of a financial punishment - Ordinance on a supervised corporation—mainly as
sanction - financial —Sections a result of a violation of Proper Conduct
Money sanction — 14H-140 of Banking Business Directives and
Penalty quasi-judicial The positions determined in the handling of
authority Banking  Public complaints.
(Service to
the
Customer)
Law—
Section
11A
Additional Transfer of Banking  Authority to transfer information to the
Activity information to Ordinance police, another investigating authority
Information law —Sections or to the State Attorney's Office for a
Transfer enforcement 15A-15A2 criminal prosecution.
authorities

and to other

regulators

Authority to transfer information to the
Capital Market Authority, the Securities
Authority and to foreign regulators for
them to fulfill their duties.
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Appendix B: Changes and versions in the policy document

Change Version number | Date
Publication of policy document | 1 1/2022
Update policy document 2 10/2024
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