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Mizrahi Tefahot Bank Ltd 

Mizrahi Tefahot Bank Ltd 

Issuer's Rating ilAAA/Stable 
  

Strengths Weaknesses 

 Adequate business status in the local 
market. 

 High credit concentration in the local 
residential real estate sector. 

 Good credit quality.  High concentration in the corporate 
credit portfolio. 

 Systematic importance in the local 
banking sector. 

 Challenging business environment 
with limited growth possibilities. 

 

Outlook: stable 

S&P Maalot's stable rating forecast for Mizrahi Tefahot Bank Ltd (Mizrahi Tefahot) reflects 
our assessment, in the base scenario, that the bank's corporate and financial profile will 
remain relatively unchanged over the next two years, while maintaining a Risk Adjustment 
Capital (RAC) ratio before adjustments of over 7%. This while taking into account the 
possibility of some economic slowdown in Israel, as well as a moderate price amendment in 
the residential real estate sector. 
 
We may lower the bank's rating in case 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 will 
be accompanied by significantly high unemployment rates or a significant amendment of the 
housing prices, which will lead to pressure on the bank's asset quality. 
 
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 sector 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 support embodied in the final rating. These factors 

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

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

growth potential. 

The risk of the Israeli banking sector remains stable; credit concentration and high 

exposure to the real estate sector remain a central risk factor 

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  
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Mizrahi Tefahot Bank Ltd 

our assessment of the economic risk and the sectorial risk. We see Israel's economic 

indicators as supportive of the banking sector, with adequate resistance and without 

significant disequilibrium forces. However, the situation could quickly deteriorate 

considering the country's geo-political risk. We think that the market's credit risk is medium, 

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

large exposure to real estate (including mortgages). With regard to industry risks, the Israeli 

banking sector has an adequate institutional framework, supported by a large and stable 

base of core retail deposits. We expect that the banking system will maintain its high 

stability, despite the 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 estimation of Mizrahi Tefahot's "adequate" business status reflects its good positioning 

in the local banking industry, as the third largest in terms of  credit to the public. As of 

September 2014, the bank's total assets stood at approx. NIS 195 Bil, representing 14% of 

the total assets of the local banking industry. This assessment also reflects Mizrahi Tefahot 

being a leading player in the residential mortgage sector, 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. 46% of total assets and approx. 61% of the total credit to 

the public. The bank also has a high exposure to the Israeli market and less than 5% of its 

assets are outside of Israel. 

The bank operates mainly in retail banking. As of the end of September 2014, household 

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

to the public and approx. 55% of revenue. 

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

banking sector and compared to the growth of the GDP, due in part to an increase in its 
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mortgage operations. We estimate that this trend will continue in the near future, as 

mortgage demand remains high. 

We estimate that the bank will aim to increase corporate credit, both to large companies 

and small and medium businesses, in order to diversify its activities and in accordance with 

its strategic plan. However, the execution of this strategy may be challenging due to the 

limited growth opportunities mainly in the field of credit for large companies, due to the low 

credit demand from these companies and the competition from non-banking financing 

entities. Increased competition is also expected in the field of non-mortgage retail credit, 

because this field is marked as an engine of growth in the local banking industry in general. 

In our opinion, this strategy indicates Mizrahi Tefahot has a high risk appetite compared to 

other local banks, yet 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 and diversify its revenue sources. 

In addition, we believe that the bank's management is experienced and stable, and the 

changement risks in the near future are low. 

 

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

decrease in the dividend rate 

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

outlook that the RAC ratio before adjustments will amount to more than 7% in the next 18-

24 months. Our outlook takes into account the regulatory requirements to increase the 

equity base due to the bank's mortgage portfolio and a decline in the rate of dividend 

distribution, in accordance with the bank's current policy. 

 

Mizrahi Tefahot Bank Ltd 
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In addition, in our RAC outlook, we do not assume a significant effect from potential fines or 

other expenses in connection with the U.S. Department of Justice's investigation of the 

bank's Swiss subsidiary. 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, if these will occur. However, in our 

base scenario, we do not assume a significant harm to the bank's equity base. 

As of the third quarter of 2014, the bank reported a regulatory tier 1 equity ratio at a level of 

9.01% in terms of Basel 3, when according to the Bank of Israel's instructions, it had to reach 

a regulatory tier 1 equity ratio of at least 9%, in terms of Basel 3, by the end of 2014. In 

addition, the bank has to gradually increase this ratio until the end of 2016, at a rate 

expressing 1% of its total housing loans, in accordance with the updated Bank of Israel 

instructions. 

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, when the last 

dividend distribution was carried out in September 2013, in the amount of NIS 75 Mil. 

We estimate that the bank has better operational efficiency than its local competitors, which 

is expected to continue to benefit its performance in the near future. The ratio of the bank's 

operational efficiency was 61% in the first nine months of 2014, compared to a ratio of 60% 

in 2013, and an average of 71% and 69%, respectively, among the five largest local banks. 

We estimate that this relative efficiency results from the growth in the bank's activity in 

recent years, when revenue growth rate exceeded expenditure growth rate, due to 

managerial attention to this issue, the bank's focus on the mortgage field, generally 

characterized by a relatively short interface with the customer compared to the life of the 

asset, as well as the fact that the bank has a relatively young workforce compared to the 

industry.  

In our base scenario, we assume that credit losses will increase from the current level of 

0.02% in the next 18-24 months, but will remain at a reasonable level lower than 0.5%. The 

bank's credit losses were lower in recent years compared with its local colleagues, given its 

focus on the mortgage field, which remained stable in recent years. In addition, the low 

credit losses were supported by the recoveries due to credit previously provisioned for in 

accordance with the general trend in the industry, which we estimate will not continue at a 

similar pace in the future. 

Although this scenario is not part of our base scenario, a continuing economic slowdown in 

Israel, accompanied by a significant increase in unemployment or a substantial correction in 

housing prices, as well as a significant interest rate increase, may put pressure on the quality 

of the bank's asset portfolio and its profitability. 

The bank's net income for the nine months ending in September 2014 stood at NIS 870 Mil 

compared to NIS 826 Mil during the same period last year, when profit was affected by a 

one- 
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time general provision for the mortgage portfolio, in accordance with the Bank of Israel's 

instructions. In our estimation, the low interest rate environment may put pressure on the 

bank's interest 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 4% -5% - higher than the industry average and the growth of the GDP, 

due to the continued high demand for mortgages. However, these growth rates are lower 

than the growth in recent years, as a result of higher equity requirements and regulatory 

burdening in the housing loan field. 

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

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

and deterioration in its asset quality in the event of a significant increase in the 
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 unemployment or interest rates, and to a lesser degree in the event of a significant price 

correction in the housing market - although these scenarios are not part of our base scenario 

for the next 18-24 months. Likewise, we estimate that the bank has a proper credit 

underwriting policy, and good credit monitoring and review tools to reduce the possible 

risks resulting from its real estate credit activity. 

Another risk for the bank, as well as its local competitors, is the high credit concentration for 

large, local corporations, which is a reflection of the concentrated structure of the Israeli 

market, and is incorporated into our BICRA evaluation. As of September 2014, Mizrahi 

Tefahot had no exposure to a borrower group over 15% of its total regulatory equity, 

compared with exposure to one such borrower group as of September 2013. 

The bank's provision rate for credit losses of the total credit to the public stood at 0.02% as 

of September 2014, compared to a provision rate of 0.21% in 2013 (including a general 

provision due to the mortgage portfolio according to the instruction of the Bank of Israel, 

carried out at the first half of 2013), compared to an average of 0.02% and 0.26%, 

respectively, in the local banking industry. 

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 1.4% in September 2014, compared to 1.7% at the 

end of 2013 - lower than the average level among the five largest local banks, which stood at 

2.3% and 2.8%, respectively. 

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

loans) stood at 65% as of the third quarter of 2014, slightly higher than the local industry 

average, which stood at 62%. 

 

Financing and liquidity: average resource structure and adequate liquidity. 

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

our estimation - similar to these characteristics in the local banking industry in general. 
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Like the other local banks, the bank will adopt liquidity requirements in accordance with the 

Basel 3 regulations in the first quarter of 2015, which according to our estimation will reduce 

the reliance on short-term deposits from institutional investors. 

 

As of September 2014, the ratio of credit to public deposits was 98%, compared with a range 

of 79%-98% in the local banking industry. 

The deposits of institutional investors constituted 30% of the total public deposits, as of the 

end of September 2014 - a very high rate compared to the other local banks. We estimate 

that some of these deposits are long-term deposits that the bank recruits to finance its long 

assets, but most of them are short-term deposits - under a year - deposited mainly by 

monetary funds and ETFs. Household and corporate deposits constituted 46% and 24% of 

the total public deposits, respectively. 

The average duration gap between assets and liabilities remained stable compared to the 

end of 2013, due in part to bond issues made by the bank in the domestic equity market, 

which extended the average maturity of its liabilities. The bank's asset profile is 

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

operations, which should lead to a lower reliance on short-term deposits from institutional 

investors. 

As mentioned above, the implementation of Basel 3 regulations is expected to also lead to a 

decreased reliance on short-term deposits. 

In addition, the average maturity mismatch between assets and liabilities exposes the bank 

to changes in the financing costs in the event of floating-rate assets, as the spread of 

floating-rate assets is "locked" for a longer period than that of the liabilities. 

The bank's liquidity is "adequate". As of September 2014, cash and bank deposits 

constituted 13% of the total assets and approx. 17% of the total deposits from the public. 

Deposits and cash with banks together with the bank's bond portfolio, which is largely held 

in government bonds of the State of Israel, constituted approx. 26% of the total deposits 

from the public and approx.21% of the total liabilities. 
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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 

Sector risk 4 (BICRA) 

Rating profile:  

Business status Adequate 

Equity and profitability Adequate 

Risk profile Adequate 

Financing and liquidity Average and Adequate 

 

Methodology and related Research 

 Banking Industry Country Risk Assessment: Israel. December 17, 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; 

 Bank Hybrid Capital and Nondeferrable Subordinated Debt Methodology and Assumptions. 

September 18, 2014; 

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 
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General details (as of February 12, 2015) list  

  

Mizrahi Tefahot Bank Ltd 
(Mizrahi Tefahot Issuing 
Company Ltd) 

 

Issuer Rating ilAAA/Stable 
Bond Series 33, 34, 35, 36, 37, 
38, 39 

ilAAA 

Subordinated Notes 27, 30, 31 ilAA+ 
Upper Tier 2 Capital Series A  ilA+ 
  
Issuer rating history  
December 23, 2014 ilAAA/Stable 
November 15, 2010 ilAA+/Stable 
September 14, 2009 ilAA+/Negative 

 

 

[Standard and poor's maalot legal disclaimer] 
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