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1. Introduction

The Bank—Customer Relations Division of the BankBupervision Department acts to maintain
fairness in the relations between banking corponati—the banks and the credit card
companies—and their customers, while protectingritjiets of the banking consumer. It draws
conclusions from the information obtained in therse of handling complaints and enquiries.

This activity is carried out by the Unit for Publignquiries and Bank Fees, and incorporates
making decisions on the justification or otherwifecomplaints, giving appropriate assistance
when necessary, providing information to the bamkstomers, with the intention of narrowing
the knowledge and information gap between themthadanking corporations, and identifying
and dealing with systemic defects.

The Public Enquiries Unit acts by virtue of sectidof the Banking (Service to Customer) Law,
1981, which empowers the Supervisor of Banks testigate complaints by members of the
public concerning their business with banking coagions. The Unit comprises economists,
lawyers and accountants, and it acts as an obgeetiternal body in settling disputes between
banks and their customers in accordance with jabinciples, and in the light of the fairness in
bank—customer relations.



Report for 2010 on the Activity of the Banking Supevision in the Handling of Public
Enquiries and Complaints

2. Handling of public enquiries and complaints — Geneal statistics

In 2010, the Banking Supervision dealt with 7 16&itten enquiries and complaints from
customers of the banks and credit card compan@sr{duding enquiries received by telephone,
which are estimated at about 20,000 a year), o€hlwRi 757 were complaints and the rest were
enguiries and requests. A position was taken o28&¢dmplaints (either justified or unjustified)
while for the rest no position was taken, primadiye to the inability to decide between two
conflicting versions, or the fact that legal actisas being taken, or because the bank had in any
case decided to accept the customer’s request.

Eighty-five percent of the enquiries and complasubmitted to Banking Supervision last year

were dealt with within six months. Enquiries frohe fpublic that involved questions and requests
for information were answered shortly after beimgeaived. With respect to complaints, the

treatment duration includes the time required &ifyl the situation with the banks or credit card

companies. Due to the volume of complaints and ttwnplexity, in some cases several attempts
at clarification were required in order to decigeaocomplaint.

The following is a breakdown of the time it tookr fthe Public Enquiries Unit to deal with
enguiries and complaints this year:

Up to 3 months 3 to 6 months 6 to 9 months 9 to Xonths Over 12 months

74% 11% 7% 5% 3%

Twenty-five percent of the complaints against tlaeks and credit card companies on which a
position was taken were found to be justified id@0as compared to 26.6 percent in the previous
year. As can be seen in Figure 1 below, there wadine in the proportion of justified
complaints during the first half of the decadedwaléd by a leveling off in the second half.

! This figure includes complaints regarding the @pdle of the Hephzibah Company. The rest of the
statistics presented in this report do not incltitese complaints, which will be described in a saiga
document.



Figure 1. Number of complaints and enquiries dealtvith and the proportion of justified
complaints since 2000
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The banks refunded a total of about NIS 6.2 million2010 to customers as a result of the
intervention of the Banking Supervision (both aesult of individual complaints and systemic
problems that were identified).

The total amount of refunds and compensation paic¢ustomers as a result of individual
enquiries and complaints totaled about NIS 2.4ionilin 2010. Of this, about NIS 750,000 was
paid by the banks even though the complaint or iepqeas not classified as justified. This is an
indication of the willingness of the banks to inigate each case on its own and in certain cases
to compensate customers even when their complaisitnat justified.

Complaints and enquiries are also used to idemtifg correct system-wide problems in the
banking system. In 2010, about 30 such probleme werlt with. As a result, the banks were
required to take various steps, including: the toldior amendment of work procedures, the
improvement of processes or service and refundsaigps of customers. Total refunds to groups
of customers as a result of information from corimp¢astood at NIS 3.8 million in 2010.



3. Description of the complaints against the banks

In 2010, the treatment of customers by the fivekivangroup$ and the five largest banks, as
reflected in the enquiries and complaints dealhvsiy the Banking Supervision, were evaluated
according to four criteria, based on data accuradlay the Banking Supervision:

a. The proportion of justified complaints within totabmplaints on which a position was
taken®

b. The ratio between the bank’'s share of justified plaints and its weight in the banking
system’

c. The proportion of enquiries and complaints deathvim a satisfactory manner by the bank
within the total enquiries and complaints which that investigated with the bank;

d. The proportion of enquiries and complaints in whtich bank accepted the customer’s claim
even though it was not classified as justified.

In previous years, the banks were evaluated onbording to the proportion of justified
complaints (criterion a. above). Following a reewdion, it was decided that the Banking
Supervision would expand its database to evaluadeircluded additional relevant information
obtained from the handling of public complaints.

Based on the abovementioned criteria, the banks ve¢ed according to the following scale, as is
common practice in the evaluation of a bank's mamegt and control:

i. Particularly good

i. Good

iii. Adequate

iv.  Needs improvement

v.  Needs significant improvement
vi.  Deficient

For a description of the rating system using théoua criteria and their weights, see Appendix
which is attached.

2 The five banking groups:eumi Group (Bank Leumi Le-Israel Ltd., Leumi Mortgage BankdLtArab-
Israeli Bank and the Leumicard companigpoalim Group (Bank Hapoalim Ltd. and Isracard Ltd.),
Mizrahi-Tephahot Group (Mizrahi-Tephahot Bank Ltd. and Bank Yahav LtBjscount Group (Israel
Discount Bank Ltd, Discount Mortgage Bank Ltd, Mamtile Discount Bank Ltd., Israel Credit Cards Ltd.
and Diners Club Ltd) anBirst International Group (First International Bank Ltd., Bank Otsar Ha’hkaya
Ltd., Poalei Agudat Israel Bank Ltd. and Bank Malsk.).

® Complaints on which a position was taken weresifi@s as justified or unjustified.

* Total assets, less business credit, which is evaek indicator of a bank’s size with respect twite
activity.



3.1 Overall Ratings

3.1.1 Following are the overall ratings of tfige banking groups (based on the weighting
of the four criteria listed above):

Group Rating
Leumi Good
Hapoalim Good
Discount Adequate
Mizrahi-Tephahot Needs improvement
First International Needs significant improvement

3.1.2 Following are the overall ratings of tfige largest banks(based on the weighting of
the four criteria listed above):

Group Rating
Leumi Good
Hapoalim Adequate
Discount Adequate
Mizrahi-Tephahot Needs improving
First International Needs improving

3.2 Explanation of how the ratings are determined

3.2.1 Proportion of justified complaints within total cphints on which a position was
taken

As can be seen from Table 1 below, the lowest piipoof justified complaints
(15.7 percent ) from among the five largest ban&s vecorded by Bank Leumi Le-
Israel Ltd., a position it has maintained for afewf years.

There was a decline in the proportion of justif@snplaints in all of the five largest
banks. The Banking Supervision attributes this idecto, among other things, its
activity in identifying and correcting systemic ptems and its regulatory activity in
the area of bank-customer relations, as well asffuets invested by the banks to



improve customer service in general and the hagdbih customer complaints in
particular.

Among the mid-sized and small banks, the lowespantion of justified complaints
(17.5 percent) was recorded by Bank Yahav.

There was a relatively low number of complaintsarding the activity of credit card
companies, which can be attributed to the comphetegal framework put in
place by the Debit Cards Law — 1986 and the comgdiain general, with the law’s
instructions by the credit card companies.

Table 1: Number of complaints and proportion of jugified complaints

in the banking systeni

Proportion of
Complaints on B justifigd .complaints
Bank which a position Justlfle_,-d within .total
was taken complaints co_mplalnts_qn
which a position
was taken

Hapoalim 470 121 25.7%
Mizrahi-Tephahot 348 99 28.4%
Leumi 268 42 15.7%
Discount 264 58 22.0%
First International 159 50 31.4%
Otzar Hahayal 78 28 35.9%
Yahav 63 11 17.5%
Leumi Mortgages 44 10 22.7%
Discount 64 19 29.7%
Mortgages
Mercantile 42 17 40.5%
Discount
Union 43 12 27.9%
Cal 40 8
Isracard 29 7
Leumicard 27 5
Massad 26 8
Pagi 25 3
Jerusalem 25 6
Arab Israeli 6 3
Diners Club 7 0
Proportion of
justified complaints 2028 507 25%
2010
Proportion of 26.6%

® The report does not include the proportion ofifiest complaints against the banks for which thenber
of complaints in which a position was taken is tigly small (less than 40). This applies to alé th
statistics presented in this report.



justified complaints

2009

3.2.2

The ratio of the share of each bank within justif@omplaints to its weight in the
banking system

The share of Bank Leumi in justified complaint@iceably lower than its weight
in the banking system. The Banking Supervision sa@isgatio as an indicator of the
appropriate handling of customer complaints by akbia its branches and in the
designated department that handles customers cimtgpla

Table 2: The ratio of the share of the bank in jusfied complaints to its weight in the

banking system, according to the criteria for sizevithin the systenf

Ratio of the proportion

Bank Proportion of_justified The bank’.s weightin  of justified comp_laint_s

complaints the banking system  to the bank’s weight in

the banking system

Hapoalim 23.9% 23.9% 1.0
Mizrahi-Tephahot 19.5% 13.2% 15
Leumi 8.3% 25.0% 0.3
Discount 11.4% 10.7% 1.1
First International 9.9% 6.1% 1.6

3.2.3

Proportion of enquiries and complaints handledstatiorily by a bank within total
enquiries and complaints for which the bank wadaird

During the handling of customers' complaints, tle@iBng Supervision also rates the
manner in which the complaint was dealt with by thenk. In the view of the
Banking Supervision, the manner in which a banklsdedth the enquiries and
complaints referred to it by the Banking Supervisieflects how it treats customer
complaints and enquiries in general and thoseveddrom the Banking Supervision
in particular. This statistic is also an indicatifrthe importance attributed by the
bank to the satisfactory handling of customer ceimps. For this reason, the figures
are weighted by the evaluation given to the bankthe Banking Supervision.
According to this criterion, of the five largestrnika, Bank Leumi had the best
performance in 2010, with about 98 percent of thgu@ies and complaints received
from the Banking Supervision being dealt with datitorily.

® Total assets, less business credit, which is evaek indicator of a bank’s size with respect twite

activity



Among the credit card companies, Cal had the bedbpnance with about 98
percent of its total enquiries and complaints beleglt with satisfactorily.

Table 3: Proportion of enquiries and complaints dek with satisfactorily by the bank

Enquires L . Enquiries Percentage of
Enquiries Enquires and and -
and and complaints  complaints ~_Snduines and
complaints . P P complaints that
. complaints that were that were .
Bank for which . . were dealt with
that were dealt with dealt with . .
the bank . : ! satisfactorily or
dealt with particularly ina -
was ; . L particularly
satisfactorily well deficient
contacted well
manner
Hapoalim 682 554 81 47 93.1%
Mizrahi-Tephahot 529 428 44 57 89.2%
Leumi Le-Israel 418 370 39 9 97.8%
Israel Discount 387 330 32 25 93.5%
First International 223 177 13 33 85.2%
Otsar Hahayal 118 92 13 13 89.0%
Yahav 94 85 5 4 95.7%
Leumi Mortgages 94 76 14 4 95.7%
Discount Mortgages 90 72 6 12 86.7%
Union 76 64 7 5 93.4%
Mercantile Discount 73 62 8 3 95.9%
Isracard 57 50 2 5 91.2%
Cal 56 55 0 1 98.2%
Leumicard 52 40 2 10 80.8%
Massad 40 31 3 6 85.0%
Pagi 34 24 1 9
Jerusalem 32 27 1 4
Diners Club 11 10 0 1
Arab Israeli 11 8 1 2
Total enquiries and
complaints that were
handled satisfactorily 3077 2555 272 250 91.9%
in the banking system
in 2010
Total enquiries and 86%




complaints that were

handled satisfactorily
in the banking system
in 2009

3.2.4 The proportion of enquiries and complaints in whilsh bank accepted the claim of
the customer even it was not classified as justifie

In certain situations, the banks are willing toggspecial consideration to a case and
to accept the customer's claim even if it was nminfl to be justified. These
instances involve giving the customer the bendfithe doubt, deciding in favor of
the customer for humanitarian reasons and in s@®sescadopting a higher than usual
standard of fairness.

Table 4: Proportion of complaints and enquiries thawere not classified as justified in
which the bank accepted the customer’s claim

Enquires and Proportion of
Enquiries and  complaints that these enquiries
complaints were not and complaints
submitted to the classified as within the total
Bank bank which justified in number of
were not which the bank  enquiries that
classified as accepted the were not
justified customer’s classified as
claim justified
Hapoalim 562 104 18.5%
Mizrahi-Tephahot 430 87 20.2%
Leumi Le-Israel 376 52 13.8%
Israel Discount 329 70 21.3%
First International 173 19 11.0%
Otsar Hahayal 90 11 12.2%
Yahav 83 14 16.9%
Leumi Mortgages 84 12 14.3%
Discount Mortgages 71 11 15.5%
Mercantile Discount 56 19 33.9%
Union 64 14 21.9%
Cal 48 19 39.6%
Isracard 50 13 26.0%
Leumicard 47 9 19.1%
Massad 32
Pagi 31 0
Jerusalem 26 3
Arab Israeli 8 1
Diners Club 11 1
Total 2571 465 18.1%




3.3 Review of housing loans activity

In view of the fact that a large proportion of tbemplaints submitted to the Banking
Supervision are related to housing loans, we chosievote a separate section to this
issue. To this end, we focused on the activityh&f inortgage banks and the housing
loans activity of the commercial banks. The statispresented below were calculated on
the basis of enquiries and complaints related tesimg loans only.

For the three criteria listed below, Leumi Mortgdggnk presented the best results (see

Table 5 and 6 below):

a. The proportion of justified complaints within totebmplaints on which a position

was taken;

b. The ratio of the bank’'s share of justified complgito its weight in the banking

system;

c. The proportion of complaints and enquiries dealhwsatisfactorily by the banks.

The data also show that Bank Mizrahi-Tephahot veatiqularly willing to accept the customer’s
claims even when it was not found to be justifiedtéria d.). See Table 7 below.

Table 5: Proportion of justified complaints within total complaints on which a position was

taken, number of justified complaints and the ratioof the bank’s share in justified

complaints and its weight in the banking system wjit respect to housing loan’s

Bank Number of Number of Proportion The The
complaints  justified of justified bank’s banks
onwhicha complaints complaints proportion  weight

position within of justified in the
was taken total complaints  banking
complaints  (housing system
on which a loans) (housing
position loans)
was taken
Mizrahi-Tephahot 126 45 35.7% 41.7% 32.3%
Leumi Mortgages 42 10 23.8% 9.3% 23%
Hapoalim 51 18 35.3% 16.7% 21.9%
Discount Mortgages 61 17 27.9% 15.7% 8.6%
First International 37 14 6.5%

" Calculated according to total housing loans @8efember 31, 2010.



Table 6: Proportion of enquiries and complaints rehted to housing loans that were handled

satisfactorily by the bank

Enquiries . Proportion of
. Enquiries )
and Enquires and enquires dealt
complaints and . with
. . complaints . .
Bank for which complaints satisfactorily
. not dealt
the bank dealt with with or
was satisfactorily . . particularly
satisfactorily
contacted well
Mizrahi-Tephahot 199 156 43 78.4%
Leumi Mortgages 83 80 3 96.4%
Hapoalim 88 74 14 84.1%
Discount Mortgages 81 71 10 87.7%
First International 47 33 14 70.2%

Table 7: Proportion of enquiries and complaints rehted to housing loans that were not

classified as justified in which the bank acceptethe customer’s claim

Enquiries and complaints
for which the bank was

Enquires and complaints
that were not classified as

Proportion of these
enquiries and
complaints within total

Bank contacted and which justified and in which the
were not classified as bank accepted the enquires not classified

justified customer’s claim as justified
Mizrahi-Tephahot 154 39 25.3%
Leumi Mortgages 73 10 13.7%
Hapoalim 70 16 22.9%
Discount Mortgages 64 9 14.1%
First International 33 2

3.4 A view to the future

The Banking Supervision expects that high standbedmaintained with respect to the
bank’s treatment of their customers. This expemtatiill be manifested in years to come

through, among other things, criteria for classifiyicomplaints according to their type

and other criteria for classifying the manner inchhthe banks dealt with complaints. In
the future, the Banking Supervision may assigredifiy weights according to the type of
problem and also according to the manner in whiehbianks handle specific complaints.

In addition, the Banking Supervision will continte attribute a positive weight to the

willingness of the banking to deal with customersoading to a level of fairness that is

beyond the letter of the law.




4. The main types of complaints
An analysis of the complaints indicates that thielipis complaints are focused on
housing loans, deposits and checking accounts.

4.1 Most common complaints:

411

4.1.2

4.1.3

Housing loans

Most of the complaints to do with mortgages, tharevreceived by the Unit for
Public Enquiries concerned procedures for recyaingarly redemption of a housing
loan. During the process of early redemption ofcaiding loan, borrowers often
experience delays in the issue of related documentsh as confirmation of loan
retirement, agreement to Perry Peso, a letter t#ninor confirmation of the

cancellation of the lien. In addition, there wer@any complaints of inaccurate
information provided by the bank with respect te bialance of the loan to be retired.

The investigation of the complaints shows thategheere delays in issuing various
documents in order to terminate a loan, sometimesgolation of the Directives for
Proper Banking Management issued by the Banking&igor and the instructions
of the law. The banks in which there were delayissning documents were required
to immediately begin operating according to exgptiegulations and the Banking
Supervision is monitoring the banks complianceaddition, conclusions were drawn
regarding the need for future regulations in thaxeas since it appears that despite
the scope of existing regulation, these processestidl problematic in some cases.

An examination of the complaints regarding the ifcef information needed to
terminate or recycle the loan indicates that adgsgoportion of customers are not
aware that the balance for loan termination chamigély and that the fee for early
redemption is dependent upon, among other thilgsatnounced average interest
rate on mortgages. Thus, it was concluded thabmests thought that the balance for
termination that appears in the letter of intentatid for a certain amount of time
and did not notice the clause stating that on thye af the redemption they should
check what the current balance is.

Non-housing credit and loans

An examination of the complaints indicates thatdhis a lack of clarity regarding
the calculation of the fee for early redemptiortho$ type of loan. According to the
instructions of the Directive for Proper Banking h@ement No. 454, there exists a
formula for loans of up to NIS 750,000. For largenounts, the bank has flexibility
in carrying out the calculation. The Unit for PubliEnquiries checked the
reasonability of the calculations and the guidediset by the bank for the calculation
and whether they are consistent with the directive.

Deposits
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One of the main complaints made with regard to diépaoncerns the willingness of
the bank to grant a request to break open a depadithe interest rate on a rollover
deposit. An examination of the complaints revelét the public is unaware that the
bank is not obligated to pay interest on a depbsit is redeemed prior to the date
that was set in the deposit agreement. In a ralloeposit, the interest rate is in
general guaranteed for the first period of depasid with the automatic renewal of
the deposit a new interest rate applies. In tha@se< where the interest rate is
guaranteed for a number of rollover periods, thistated in the deposit agreement, a
copy of which is given to the customer.

Checking accounts

A large proportion of the complaints regarding dtieg accounts are to do with the
opening of accounts. An examination of the compdagimhows that some of the banks
refuse to open accounts with a credit balance étain customers, among them
restricted account owners according to the Law médyered Checks or according to
a decision by the Debt Collection Office. In tHesence of any other reason, we
have instructed the banks who refused to grant seghests to do so immediately.
The Unit for Public Enquiries gives immediate afit@m to complaints regarding
refusal to open an account in order to providestamste to these customers and to
prevent the repetition of similar cases in the lnankystem.

5. Systemic issues

As mentioned, complaints and enquires are also tsedentify and correct systemic
problems in the banking system. In addition, tHerimation obtained from complaints
and enquiries is used to identify areas that requoégulation through the issue of
Directives for Proper Banking Management by thekamn Supervisor or for identifying
areas in which a public information campaign isechfor.

In 2010, about 30 different systemic problems wigalt with, which required the banks
to take a number of measures, such as the additiamendment of work procedures,
improvement of processes or service, etc. The Bankupervision is monitoring the
implementation of these measures.

5.1 Correction of systemic problems that led to refund$o customers groups

Among other correctional measures that the barksejuired to adopt, there may be a
need to refund groups of customers who suffereaba tlue to the some problem in the
system. Total refunds to groups of customers assaltr of information gained from
complaints totaled about NIS 3.8 million in 2010lI6wing is a breakdown.



Issue Bank Amount of refund
(Thousands of NIS)
Value day fee Discount 651
Retirement fee Mizrahi-Tephahot 580
Standing order cancellation Mizrahi-Tephahot 746
fee
Credit card fee Cal 15
Conversion fee Cal 45
Rollover credit card Cal 59
Non-provision of a discount Mizrahi-Tephahot 1,773
for the early redemption of a
“supplementary loan”
Total 3,869
5.1.1 Collection of value day fees as a percentage ofrimsaction
An examination of enquiries from the public showleat when depositing or cashing
a check in foreign currency, Bank Discount colldctéefee of 0.7 percent for “value
days” which is in addition to the fee on the tragm in foreign currency.
According to the list of fees, “value days” is mu#iculated as a percentage of the
transaction but rather according to the numberagsdequired by the bank in order
to carry out the transfer or deposit for the custgrand therefore in the fee list there
is a referral to the "value days" appendix. In adaace with the position of the
Banking Supervision, Bank Discount has discontintiexicollection of this fee and
has returned NIS 651,000 to customers from whomad incorrectly collected.
5.1.2 Creation of a new fee for the clearing of mutuaids
Bank Mizrahi-Tephahot requested permission to @hargew fee which involves the
reimbursement of expenses in the clearing of mutwads in the amount of 0.003
percent. The Banking Supervision opposed the andiif this fee since these costs
are included in a different fee that is collectedthis transaction. According to law,
a new fee requires the approval of the Banking &tgien. In accordance with the
position of the Banking Supervision, the bank diditaued the collection of the fee
and refunded an amount of about NIS 580,000 touigsomers.
5.1.3 Collection of a fee to cancel a standing order

When the reform of fees came into effect, the teecéincellation of a standing order
to debit an account was cancelled and only in #s® ¢hat such a standing order is
cancelled before 6 debits are made is the bankiftedrio collect a minimum fee
equivalent to that for 6 transactions through &dirchannel. As the result of an
enquiry from the public, it was discovered that Bawizrahi-Tephahot collected
cancellation fees in spite of the aforementionelde Thtervention of the Banking
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5.1.5

5.1.6

5.1.7

Supervision led to the bank discontinuing the abite of this fee and the refund to
its customers in the amount of about NIS 746,000.

Collection of a credit card fee despite an exenmptio

Due to an error, an exemption from a credit casdvi@as not reported for one of the
customer clubs for July, 2008. As a result of aguény from a customer on this
issue, our intervention led to a refund of abous 16,000 to Cal customers.

Non-disclosure of the collection of a conversioa fe

The investigation of an enquiry received by the lgag Supervision showed that

during a certain month, due to an error in the betakement, there was a lack of full
disclosure with regard to a conversion fee coll@cte transactions in shekels carried
out abroad (involving payments through Paypal @nltiternet). Total refunds to Cal

customers totaled about NIS 45,000.

Rollover credit cards

An investigation of enquiries submitted to the Uit Public Enquiries at the Bank
of Israel showed that customers who made use ofllaver credit card were
informed of the rate of interest, which is partanly high, at the time the card was
debited in the case of a debt that was rolled twvéine next month. The investigation
indicated that the customers did not understandybe of service this type of card
provided or the manner in which to use the cardleadinot considered whether the
card was appropriate to their needs. Cal was reduio retroactively reduce the
interest rate to all the customers who cancelenl ttaed or who stopped using the
card to obtain credit during the six months frora fhist transaction with the card.
The credit company credited their customers iratieunt of NIS 59,141.

Non-provision of a discount for the early redemptad a “supplementary loan”

The investigation of a complaint showed that a amstr was debited for an early
redemption fee in the redemption of a “supplemgntaan” without receiving a
discount as specified in the Banking Ordinancelfe@demption fees), 2002. The
investigation showed that as a result of a misiakihe Mizrahi-Tephahot systems,
the loans were not defined as “supplementary loams’certain dates. The bank
corrected the error and credited customers whantexe an early redemption during
the years 2009-10 in the amount of about NIS 1llfami

5.2 Examples of the correction of other systemic problas

As a result of the investigation of enquiries, vas types of problems are sometimes
discovered that are related to the bank’s manageofés operations and in these cases
the banks are required to correct these problehesdinclude the correction of work
processes and the improvement of customer seiMmeUnit for Public Enquiries
monitors the implementation of this process.
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“Approval in principle” for a housing loan




As part of the investigation of an enquiry thatalezd the Unit for Public Enquiries, a
number of problems were discovered at one of tidkdin the issuing of an
“approval in principle” for a housing loan. The bkamas required to correct the
problem and to operate according to the Directiee®roper Banking Management
with regard to housing loans.

5.2.2 Retirement of a housing loan

As part of the investigation of enquiries arriviatthe Unit for Public Enquiries,
problems were found in the process of retiring anloThe bank was required to
correct these problems and to work to improve setrvi

5.2.3 Rollover credit cards

With respect to the issue described in sub-seaibr® above, a credit card company
is required to make full disclosure of the creditdis characteristics and the rate of
interest at which the customer will be debitedadieat the stage when the customer
signs up for the service and no later than theipeoéthe card by the customer.

6. Handling of complaints by the purchasers of apartmets against the Hephzibah
company

The handling of enquiries by purchasers of Hephzibgartments by the Banking
Supervision began soon after the collapse of thepeoy in August 2007. After the
announcement of the collapse, the Banking Supervisegan to gather information from
the banks and from apartment purchasers, with tia @f deciding on the scope of its
intervention in this area. Following the informatigathering stage, it was decided that
the Banking Supervision would first act to provesistance to the apartment purchasers
in order to minimize their losses, subject to thewers granted to the Banking
Supervision.

In 2010, the Banking Supervision completed the @ssmg of all the enquiries and
complaints submitted to it by the apartment purelmsduring the years since the
collapse. The findings from the process were subnhiio the special manager appointed
by the official receiver, Attorney Yitzhak Molchduring this period, the Banking

Supervision received 1655 enquiries concerningd&gfitment purchases. As part of the
processing of the enquiries, each payment made hiky purchasers toward their
apartments was traced.

As part of the assistance to the purchasers of Heph apartments, a total of about NIS
287 million was distributed, as follows:

e With respect to payments in the amount of about B0Smillion, which was
deposited in the accounts of the Hephzibah projgctarantees were issued as a
result of the intervention by the Banking Supenrisi

e With respect to payments in the amount of about 88Smillion, which were
backed up by guarantees according to the Law ofticgent Sale, their



contingency was canceled, in accordance with thsitipp of the Banking
Supervision.

o Payments of about NIS 77 million, which were defsakin various Hephzibah
accounts, were transferred to the project accofatitsving the intervention of
the Banking Supervision.

e With respect to payments transferred to the progattounts, following the
intervention of the Banking Supervision, guarantg@eee issued in the amount of
about NIS 44 million.

e Payments in the amount of about NIS 8 million, vahigere deposited in various
Hephzibah accounts, in cases where there was andiimg bank, were returned
to the apartment purchasers following the inteneentof the Banking
Supervision.

In recognition of the importance of this issue tfog public and from the point of view of
consumers, the Banking Supervision utilized itsoueses and powers throughout the
period starting from the collapse of the compantl tile completion of the processing of
all enquires and complaints. In addition to thendigant assistance provided, with the
help of the Banking Supervision, to the apartmantipasers themselves, the Banking
Supervision also worked to implement the lessoasnkd within the banking system.
This was accomplished through the issue of instustto the banks and of Directive
#326 for Proper Banking Management with respectctnstruction financing” and
Directive #456, which provided a standard textddetter of guarantee according to the
Law of Sale (housing), as well as participatiortha process to amend the Law of Sale.
The regulatory activity in this area was primaiityended to reduce the possibility of a
similar incident in the future.



Appendix — Explanation of the system for rating thebanks with respect to their
treatment of customers

Starting from 2010, the Unit for Public Enquiresda®ank Fees of the Bank-Customer
Relations Division of the Banking Supervision raties largest five banks in Israel with
respect to their treatment of customers.

The main goal of the rating system is to evalula¢equality of the treatment of customers
and their complaints, as reflected in the enquialed the complaints dealt with by the
Banking Supervision. This includes service, compl&with consumer regulations and
standards of fairness that form the foundationoofert bank-customer relations.

The rating of the banks with respect to their tresit of customers is done by a system
of weighting the following four criteria:

e. The proportion of justified complaints within thetdl number of complaints against
a bank on which a position was taken;

f.  The ratio between the bank’s share of justified plaints and its weight in the
banking system;

g. The proportion of enquiries and complaints deathwn a satisfactory manner by
the bank within the total number of enquiries aadhplaints submitted to the bank
by the Unit;

h.  The proportion of enquiries and complaints in whith bank accepted the
customer’s claim even though it was not classiéisgustified by the Unit.

Up until 2010, the Banking Supervision evaluatesllthnks based only on the proportion
of justified complaints (criterion a.). As a resofta reevaluation, it was decided to carry
out the evaluation based also on other relevaat dat

The following is a brief explanation of each of tleteria and the method of
implementation:

a. Proportion of justified complaints within the total number of complaints against
the bank on which a position was taken

The weight of this criterion in the overall evaluaton is 30 percent.

Calculation of the criterion: The number of complaints against the bank founteo
justified in 2010, divided by the total number ahgplaints against the bank, on which a
position was taken (either justified or unjustified



M = number of complaints against the bank, whosellxag was completed in 2010 and
which were found to be justified.

E = number of complaints against the bank, whosellivegy was completed in 2010 and
on which a position was taken (either justifiecuajustified).

P1L=M/E

b. The ratio of the share of a bank in total justifiedcomplaints to its weight in the
banking system

The weight of this criterion in the overall evaluaton is 30%.

Calculation of the criterion: The ratio of the number of complaints against thekb
found to be justified in 2010 to the total numb&coamplaints against all the banks found
to be justified in 2010, divided by the ratio ofetlibank’s total assets (less business
creditf to the banking system’s total assets (less busicreslit).

M = number of complaints against the bank, founddqgustified in 2010.

>M = total complaints against all the banks founteqgustified in 2010.

A = Total assets of the bank, less business crasliof December 2010.

YA = Total assets of the banking system, less basineedit as of December 2010.
P2 = (M/ZEM) | (AIZA)

For example, a ratio of less than 1 implies that share of the bank in total justified
complaints (against all the banks) is lower thas Weight in the banking system
(wholesale and retail banking).

c. Proportion of complaints and enquiries whose handfig by the bank was
satisfactory within the total number of complaintsand enquires for which the
bank was contacted by the Unit for Public Enquiries

The weight of this criterion in the overall evaluaton is 20%.

8 Credit to corporations is subtracted from the tmtdtal assets (and those of the banking systémgs
this sector is less relevant for evaluating theklsatieatment of the vast majority of its customansl for
the purpose of evaluating the handling of the mibliomplaints. The data are taken from the reports
issued at the end of the third quarter of 2010.



Calculation of the criterion: Number of complaints and enquiries whose handliag w
completed in 2010 and which were dealt with by tlamk in a satisfactory manner,
divided by the total complaints and enquiries whioaedling was completed in 2010 and
with regard to which the bank was contacted byhg.

T = number of complaints and enquiries, whose hagdivas completed in 2010 and
which were dealt with by the bank in a satisfactonner.

B = Number of complaints and enquiries whose hagdivas completed in 2010 and
with regard to which the bank was contacted byhg.

P3=T/B

Note: In 2010, in order to assess this criteriom,differentiation was made as to the
reason why the bank’s handling of the complaint esrquiry was found to be
unsatisfactory. Starting from 2011, a differentatiwill be made according to why the
bank’s handling of the complaint or enquiry was atisfactory (unjustified delay in
responding, lack of relevant documents attachedewesponse, unsatisfactory content of
the response or some patrticularly serious problém tive response).

d. The proportion of complaints and enquiries in whichthe bank accepted the
customer’s claim even though it was classified byé Unit as unjustified

The weight of this criterion in the overall evaluaton is 20%.

In view of the nature of this criterion (which maess the good will of the bank), the
scores “needs improving” or “deficient” were noedsn the evaluation in 2010.

Calculation of the criterion: Number of complaints and enquiries, whose hagdas
completed in 2010 and for which the bank accepheddaim of the customer even
though it had been classified by the Unit as uifjadt divided by the number of all
complaints and enquiries whose handling was comgplé 2010 and with regard to
which the bank was contacted by the Unit, less daimis that were found justified.

L = Number of complaints and enquiries, whose hagdias competed in 2010, and for
which the bank accepted the customer’s claim eveugh it was not classified as
justified by the Unit.

B = Number of complaints and enquiries, whose hagdivas completed in 2010 and
with regard to which the bank was contacted bythg.

° As differentiated from complaints and enquirieattthe bank dealt with in an unsatisfactory manner.



M = Number of complaints against the bank, whoselhag was completed in 2010 and
which were found to be justified.

P4=L/(B-M)

Each criterion (P1, P2, P3 and P4) received a noalescore according to the scale
determined by the Banking Supervision.

The overall rating was calculated as follows:
G =0.3*P1 + 0.3*P2 + 0.2*P3 + 0.2*P4

Each score received an evaluation as follows: @daily good, good, adequate, needs
improvement, needs significant improvement andctkrit. The overall evaluation of the
bank is presented accorditogthese categories only



