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1  

Name of rated corporation: Mizrahi Tefahot Bank Ltd. 

Type of identification number: Number with the Registrar of Companies in Israel 

Identification number: 520000522 

 

Note: 

It is to be emphasized that the details in this section are used to present the report under the 

reports of the corporation whose details were specified above. 

 

2. Details regarding a rating report: 

SN General details Rating details Publication date 

1 Internal identification number   

2494   

Rating subject   

Bond Rating  

Bond series 44 ilAAA  

Issue date  Date on which the 

rating was first 

published: 

September 21, 2016  September 11, 2016 

 Addition of symbolization 

to the rating 

Last date on which 

the rating was 

updated: 

Stock exchange security number: 

N/A 

 September 11, 2016 

 established on  

Rating initiated by the rated 

company 

September 21, 2016  

 

3. Details regarding the cessation of the rating: 



 

 

 
 

Rating cessation date: 

Reason for rating cessation: 

Detailing of the reasons which led to the decision: 

 

Explanation: The reasons can be added to the file, with the specification "see details in file". 

 

4. Date on which the event occurred: September 21, 2016 at 11:46 

    Date on which the rating company first learned of the event: September 21, 2016 at 11:46 

 

5. The immediate report: IRMiz20160921115243_isa.pdf 

 

Reference numbers of previous documents concerning the issue reported herein (the mention 

does not constitute inclusion by way of reference): 
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New Issuance 

Grant of an 'ilAAA' rating to the issuance of bonds at 

up to ILS 3.22 Billion N.V. 
 

Standard and Poor's Maalot hereby announces the grant of an 'ilAAA' rating to bonds 

at up to ILS 3.22 Billion N.V. that Mizrahi Tefahot Bank Ltd (ilAAA/Stable) will 

issue by way of issuing Series 44 by Mizrahi Tefahot Issuing Company Ltd. This 

amount includes the initial line granted for a total of ILS 1.5 Billion N.V. 

For further details regarding the company's rating, see the rating report dated January 21, 

2016. 

General details (as of September 21, 2016)  
Mizrahi Tefahot Bank Ltd  
Mizrahi Tefahot Issuing Company Ltd  

Issuer Rating(s)  

Local rating – long term ilAAA/Stable 

  

Issuance rating(s)  

Complex subordinated debt  

Subordinated capital notes (upper Tier-II capital) A 

Contingent subordinated notes 

ilA+ 

ilAA- 

  

Senior unsecured debt  

Series 35, 36, 37, 38, 39, 40, 41, 42, 43, 44 ilAAA 

  

Subordinated debt  

Subordinated notes 27, 30, 31 ilAA+ 

  

Issuer rating history  

Local rating – long term  

December 23, 2014 ilAAA/Stable 

November 15, 2010 ilAA+/Stable 

September 14, 2009 ilAA+/Negative 

May 28, 2007 ilAA+/Stable 

October 01, 2003 ilAA+/-- 

  

Additional details  

Time of the event's occurrence September 21, 2016 11:46 

Time at which the event first became known September 21, 2016 11:46 

Rating initiator The rated company 
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Mizrahi Tefahot Bank Ltd 

Issuer's Rating Affirmation ilAAA/Stable 
  

Strengths Weaknesses 

 Adequate business status in the 

local market as the leading bank 

in the field of mortgages. 

 High credit concentration in the local 

residential real estate sector, together 

with geographic concentration in Israel. 

 Good asset quality.  High concentration of borrowers in the 

corporate credit portfolio on an 

international comparison, but lower than 

the local industry's average. 

 Systematic importance, which in 

our estimation is reflected in the 

likelihood of government support, 

if necessary. 

 Challenging business environment with 

limited growth possibilities. 

 

Forecast: stable 

S&P Maalot's stable rating forecast for Mizrahi Tefahot Bank Ltd ("Mizrahi Tefahot") 

reflects our assessment that the bank's business and financial profile will remain relatively 

unchanged over the next two years. 

We may lower the bank's rating in the event of a significant deterioration in the Israeli 

economy, which may be caused due to a global crisis or due to a localized geo-political event, 

and be accompanied by significantly high unemployment rates; or due to a significant 

correction of housing prices, which will lead to pressures over the bank's asset quality and its 

equity. 

Furthermore, considering the concentration of the borrowers in the bank's corporate credit 

portfolio, despite this having declined in recent years, a continuation of the financial pressures 

on some of its big borrowers may harm asset quality and likewise lead to a negative rating 

action. 

 

Main Rating Considerations 

Mizrahi Tefahot's rating reflects our assessment of the Israeli banking industry from a global 

perspective (BICRA – Banking Industry Country Risk Assessment), rated 4 (on a 1 to 10 

scale, with 1 representing the lowest risk). In addition, the bank's rating reflects its adequate 

business status in the local banking system, its good credit quality and its importance to the 

local financial system, reflected by the state support embodied in the final rating. These 

factors are somewhat offset by the high concentration of the credit portfolio in housing loans, 

via its high exposure to the Israeli market, which is relatively small and has a limited growth 

potential, and the high concentration in the corporate credit portfolio despite its decline in 

recent years. 

The risk of the Israeli banking industry remains stable 

S&P's rating methodology for banking institutions is based on the BICRA as an anchor for the 

bank's rating. The BICRA score for the Israeli banking system is 4. The BICRA score relies 
on our assessment of the economic risk and the industry risk. We see Israel's economic 

indicators as supportive of the banking industry, with adequate resiliency and without 
significant disequilibrium forces. However, the situation could quickly deteriorate considering 

the country's security situation. We believe that the market's credit risk is medium, due to 

significant borrower concentration, although this has declined slightly, and due to high 

exposure to real estate. With regard to industry risks, the Israeli banking industry has an
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 adequate institutional framework, supported by a large and stable base of core retail deposits. 

We expect that the industry's competition levels will remain high, with ongoing increased 

presence from extra-banking forces operating mainly in corporate financing. 

  

Business status: good business status in the local market, a leading player in the 

residential mortgage sector 

Our assessment of Mizrahi Tefahot's "adequate" business status reflects its good positioning 

in the local banking industry, as one of the five large banking groups. As of the end of 

September 2015, the bank's total assets stood at approx. NIS 205 Bil, and its market share of 

the local banking industry was approximately 17% of the total credit and 15% of the total 

deposits from the public as of this date. 

Our assessment also reflects Mizrahi Tefahot being a leading player in the residential 

mortgage field, with a market share of approx. 35%, as well as its business lines and diverse 

customer base, which support business stability. These are offset by the bank's high exposure 

to the local real estate market, with housing loans constituting approx. 48% of total assets and 

approx. 63% of the total credit to the public – a high rate compared to other local banks. The 

bank also has a high geographic concentration, with less than 5% of its assets being outside of 

Israel, whereas this rate is higher with some of its local competitors. 

 The bank operates mainly in the retail banking field. As of the end of September 2015, 

household loans (including mortgages and private banking) constituted approx.  76% of the 

bank's total credit to the public and approx. 52% of its revenue, compared with 76% and 55%, 

respectively at the end of September 2014. 

In recent years, Mizrahi Tefahot presented high credit growth rates compared to the local 

banking industry and compared to the growth of the GDP, due in part to the high demand for 

mortgages. We estimate that this trend will continue in the near future, as the demand for 

mortgages continues to be high. The bank has also increased its activities with small and 

medium businesses, pursuant to its strategic plan to diversify its sources of revenue, but these 

are still low compared to its revenue from retail banking. The bank's revenues from banking 

services to large companies were relatively stable. 

In our assessment, the bank has an adequate strategic plan, which seeks to further diversify its 

revenue mix while maintaining its leading position in the field of mortgages. However, this 

plan may be challenged by limited growth opportunities, especially in the field of credit for 

large companies, due to the low credit demand from these companies and competition from 

the capital market and financial institutions. Increased competition is also expected in non-

mortgage retail credit and credit for small and medium businesses, as the entire local system 

strives to grow in these fields.
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In our opinion, the strategic plan indicates Mizrahi Tefahot has a slightly higher risk appetite 

compared to recent years; however, we believe that a controlled increase of the bank's asset 

portfolio distribution – which is currently leaning towards real estate credit - may reduce the 

possible negative consequences of an upheaval in the local real estate market on the bank's 

credit portfolio. 

We estimate that the bank's management is experienced and stable; and in our estimation, no 

significant risks resulting from human resources turnovers are expected in the coming years. 

 

Equity and profitability: equity is expected to strengthen due to regulatory 

requirements,  a relatively low rate of dividend distribution 

Our assessment of Mizrahi Tefahot's equity and profitability as "adequate" is based on our 

forecast that the risk-adjusted capital (RAC) ratio before adjustments will amount to more 

than 7% in the next 18-24 months. The RAC ratio stood at 9.1% as of the end of 2014, and 

our forecast is that this ratio will be between 9.4% and 9.8% in the next two years. This 

forecast takes into account the regulatory requirements to increase the equity base due to the 

bank's mortgage portfolio, ongoing growth of the bank's credit portfolio, and a dividend 

distribution at a rate of 15% of the net profit in accordance with the bank's current policy. 

In addition, the base scenario our RAC forecast does not assume a significant effect over the 

bank's equity from potential fines or other expenses in connection with the U.S. Department 

of Justice's investigation. The scope of the investigation and its results are not known at this 

stage, as well as its potential effects on the bank's equity. 

As of the third quarter of 2015, the bank reported a regulatory tier 1 equity ratio at a level of 

9.3% in terms of Basel III, and a total equity ratio of 12.76%. These ratios reflect a relatively 

low margin over the regulatory minimum required from the bank (9.2% and 12.7%, 

respectively). However, based on the Bank of Israel's approval of the bank's equity plan, the 

approval the bank received to distribute a dividend from its current revenue, and the bank's 

abilities to release risk-weighted assets and increase these ratios, if needed, we do not foresee 

any risk concerning non-compliance with regulatory requirements. 

According to the Bank of Israel's requirement, the bank must present a tier 1 equity ratio of 

9.8% and a total equity ratio of 13.3% due to its exposure to mortgages by the start of 2017. 

The bank adapted its dividend policy in part due to the updated equity requirements, and is 

expected to distribute up to 15% of its current profit between 2015 and 2016. 

Unlike banks in many other developed economies, Israeli banks use the standard, more 

conservative method of calculating risk-weighted assets, as dictated by the Bank of Israel, 

rather than advanced models. Subsequently, the banks present lower equity ratios compared to 

those of their foreign peers, while their surpluses are lower above the required regulatory 

minimum. We do not expect either of these two factors to change in the near future.
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We estimate that the bank has a better operational efficiency than most of its local 

competitors. The bank's cost/income ratio stood at approx. 60% during the first nine months 

of 2015, which is not materially different than the 2014 ratio. By comparison, the five largest 

local banks had an average of approx. 66% in 2015, and 70% in 2014. We estimate that this 

relative efficiency results from the growth in the bank's activity in recent years, when the 

revenue growth rate exceeded the expenditure growth rate, from managerial attention to this 

issue; from the bank's focus on the mortgage field which is generally characterized by a 

relatively short interface with the customer compared to the life of the asset, and the fact that 

the bank has a relatively young workforce compared to the industry. 

Nevertheless, the efficiency ratios at the bank and in the local industry in general are 

relatively low on a global comparison. However, this issue is at the center of the entire 

industry's managerial attention, and expected to remain there in the near future. 

In our base scenario, we assume that credit losses will increase from their current level over 

the next 18-24 months, both at the bank and in the banking system in general, but will remain 

at a reasonable level. As of September 2015, the bank's credit loss rate is 0.12%, and in recent 

years it has been low compared with its local peers, given its focus on the mortgage field 

which remained stable during this period. In addition, the low credit losses were supported by 

recoveries for credit provided for in the past in accordance with the industry's general trend, 

which we estimate will not continue at a similar pace in the future 

Likewise, we estimate that a continuation of the low interest rate environment may pressure 

the bank's interest rate margins, as well as those of the entire local banking system; but this 

pressure may be made more moderate by diverting credit into segments with higher margins. 
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Risk profile: high exposure to the local residential real estate field. 

Mizrahi Tefahot's risk profile is "adequate", in our assessment. The loan portfolio's growth 

rate is expected to be approx. 5% in 2016 and 2017 - higher than the industry average and the 

growth of the GDP, due to the continuation of high demand for mortgages. However, this 

growth rate is lower than that recorded in recent years, due to our estimation of a high 

competition environment and as a result of higher regulatory capital requirements. 

We do not expect a significant change in the risk profile of the bank during the next 18-24 

months. The main risk factor for the bank is its high exposure in the field of local real estate, 

especially compared to its local competitors; and a deterioration in its asset quality in the 

event of a significant rise in the unemployment or interest rates, and to a lesser degree - in the 

event of a significant price correction in the housing market. However, these scenarios are not 

part of our base scenario for the next 18-24 months. 

We estimate that the bank is exposed to the local real estate market, and particularly to 

residential mortgages, at a higher rate of the credit portfolio compared to the large local 

competitors. However, we estimate that the bank has an appropriate credit underwriting 

policy, and good control and credit monitoring tools to reduce the possible risks deriving from 

its real estate credit activity. The bank's average loan-to-value (LTV), as measured at the time 

of the loan's granting, stands at approx. 55%, and approx. 93% of the credit portfolio was 

granted at an LTV ratio lower than 75% at the time when the loan was granted. Given the rise 

in housing prices over recent years and the ongoing repayments, it is likely that as of today 

this ratio is de facto lower. The rate of the monthly payment relative to the disposable income 

available in the bank's mortgage portfolio is approx. 29%, and approx. 78% of the mortgages
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were granted to borrowers with a monthly-payment-to-disposable-income rate lower than 

35%. 

Another risk to the bank, as well as its local competitors, lies in the high credit borrower 

concentration among large, local corporations, which is a reflection of the concentrated 

structure of the Israeli market, and is incorporated into our BICRA evaluation. We estimate 

that this concentration has declined in recent years both for Mizrahi Tefahot Bank and 

generally at other local banks, mainly due to regulatory provisions; and an additional decline 

is expected due to updated regulatory provisions, although it is not expected to be material – 

in part because of the local market's relatively small size. 

As of September 2015, Mizrahi Tefahot has had no exposure to a borrower group at over 15% 

of its total regulatory equity, similar to the situation in September 2014. 

The bank's problem loans rate (non-performing, restructured and at arrears of more than 90 

days) of the total credit to the public was 1.1% in September 2015, compared to 1.2% at the 

end of 2014 - lower than the average level among the five largest local banks, which stood at 

2% in September 2015 and 2.1% at the end of 2014. We attribute the bank's lower problem 

loans rate to Israel's stable economic environment in recent years, and to its higher exposure 

to the household industry, which is less leveraged than the business industry. We anticipate 

that the problem loans rate will increase somewhat over the next 18-24 months, to 1.2%-1.3% 

level, but will remain low compared to the competitors. 

We estimate that the bank's provision for credit losses of the total credit to the public rate will 

also rise from its current level, both at the bank and in the entire industry, but will remain at a 

reasonable, manageable level. The de facto provision during the first nine months of 2015 

stood at 0.12%. This rate is usually lower for Mizrahi Tefahot than its local competitors, a 

fact which we likewise attribute to its high exposure to households in general and mortgages 

in particular. In addition, in recent years local banks have recorded debt recovery mainly due 

to corporate credit granted in the past, which we estimate will not continue at the same pace in 

the future. 

The bank's provision coverage ratio (provision for credit losses as a percentage of problem 

loans) stood at 77% as of the third quarter of 2015, higher than the local industry average, 

which stood at approx. 69% - mainly due to the relatively high coverage of mortgage loans, 

the provisions of which are done according to the Bank of Israel formula and according to the 

depth of the arrears and without a discretionary component. 
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Financing and liquidity: average resource structure and adequate liquidity, but 

exposure to a margin risk due to a material duration gap 

Mizrahi Tefahot's financing profile is "average", and the liquidity status is "adequate" in our 

estimation - similar to these characteristics in general in the local banking industry. 

The bank's financing base is diverse. The bank relies primarily on local customer deposits, 

which constituted approx. 97% of all deposits from the public as of September 2015. Out of 

this percentage, 50% of the deposits came from retail customers, 27% from corporate 

customers and 23% from institutional customers. The rate of institutional customer deposits is 

high compared to the large local banks, but has declined compared to the end of 2014, when it 

stood at approx. 29%. In our opinion, some of these deposits are long-term deposits that the 

bank recruits to finance its long-term assets, while some are short-term (less than a year) and 

deposited mainly by MM funds and ETFs. The decline of the institutional customer deposits' 

weight reflects the bank trend aimed at increasing the retail customer deposit base, partly due 

to the implementation of Basel III liquidity coverage ratio calculation rules in Israel as of 

April 2015. We estimate that this trend will continue, due to the gradual increase expected in 

the minimal regulatory liquidity coverage ratio requirement, which will reach 100% in 2017. 

Bonds and subordinated notes constituted approx. 12% of the bank's total liabilities in 

September 2015, a high rate compared to the local banks; however, these liabilities are mostly 

for a longer term, which fits the profile of the bank's assets. 

The duration gap between assets and liabilities is smaller than it was at the end of 2014. The 

duration of the bank's liabilities has grown, due to the bank's actions aimed at extending its 

sources, including bond issues to the local capital market. The bank's asset profile is 

characterized by a longer duration than that of its local peers, mainly due to mortgage 

activities. The mismatch between the duration of the assets and the liabilities exposes the 

bank to changes in financing costs in the event of floating interest assets, when the margin on 

floating interest assets is "locked" for a longer period than that of the liabilities. The bank's 

floating interest mortgage rate was approx. 43% of the total mortgage portfolio as of 

September 2015, while approx. 31% were prime-linked. We believe that this risk is mitigated 

by the regulatory restrictions on the part of the mortgage taken prime-linked, as well as the 

interest margins on these loans. 

We estimate that the bank's financing profile, as well as that of the entire local banking 

industry, is stable, a factor we consider as a strength in our BICRA evaluation. As of 

September 2015, the LTV ratio was 100%, compared to a 72%-100% range in the local 

banking industry. Mizrahi Tefahot's stable financing ratio, as calculated by us, was at 112% as 

of September 2015 – close to the local banking industry average, which was 121% as of that 

date. 

Mizrahi Tefahot has a stable liquidity profile on a global and local comparison scale, 

supported by its wide local financing base. As of September 2015, cash and bank deposits 

along with securities (most of which were issued by the State of Israel) constituted approx. 

18.5% of the total assets. The liquid-asset-to-short-term-retail-financing ratio was 3.9x as of 

the end of September 2015.
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External support: systematically-important bank 

The bank's rating includes state support, which reflects its systematic importance in Israel, as 

well as a "supportive" government policy towards the local financial system, where necessary. 

Additional factors affecting the rating: None 

No further factors affected this rating. 

Ratings Score Snapshot  

Issuer rating ilAAA 

Industry risk 4 (BICRA) 

Rating profile:  

Business status Adequate 

Equity and profitability Adequate 

Risk profile Adequate 

Financing and liquidity Average and Adequate 
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Methodology and related Research 

 National And Regional Scale Credit Ratings; September 22, 2014 

 The Connection Between the Global Rating Scale and the Local Rating Scale; February 2013 

 Standard & Poor's National And Regional Scale Mapping Tables; January 19, 2016 

 Standard & Poor's Ratings Definitions; November 20, 2014 

 Bank Rating Methodology; November 9, 2011 

 Banking Industry Country Risk Assessment Methodology and Assumptions; November 9, 

2011 

 Bank Capital Methodology and Assumptions; December 6, 2010; 

 Group Rating Methodology; November 19, 2013 

 Use Of CreditWatch And Forecasts; September 14, 2009 

 Bank Hybrid Capital and Nondeferrable Subordinated Debt Methodology and Assumptions; 

January 29, 2015 

 Revised Market Risk Charges For Banks In Our Risk-Adjusted Capital Framework; June 22, 

2012 

 Methodology For Mapping Short- And Long-Term Issuer Credit Ratings For Banks; May 4, 

2010 

 Commercial Paper I: Banks; March 23, 2004 

 Quantitative Metrics For Rating Banks Globally: Methodology And Assumptions; February 

26. 2013 

The articles can be found on the S & P Maalot website at www.maalot.co.il or on the Standard & 

Poor's website at www.standardandpoors.com

http://www.maalot.co.il/
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General details (as of January 21, 2016) 

Mizrahi Tefahot Bank Ltd 

(Mizrahi Tefahot Issuing 

Company Ltd) 

 

Issuer Rating ilAAA/Stable 

Senior unsecured debt  

Series 33, 35, 36, 37, 38, 39, 40, 

41, 42 

ilAAA 

Subordinated debt  

Subordinated notes 27, 30, 31 ilAA+ 

Complex subordinated debt  

Subordinated capital notes 

(Upper Tier 2 Capital) A 

ilA+ 

Contingent subordinated note  ilAA- 

  

Issuer rating history  

December 23, 2014 ilAAA/Stable 

November 15, 2010 ilAA+/Stable 

September 14, 2009 ilAA+/Negative 

May 28, 2007 ilAA+/Stable 

October 1, 2003 ilAA+/-- 
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