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Forlexael Tel Aviv Stock Exchange Bank of Israel

December 26, 2011
Minutes of the Telbor Committee meeting held on November 22, 2011

Pr esent

Committee members: Sharon Lavi, Harel Cordova, Ketty Cohen, and Btgin

Guests: Michal Rot-Levy, Liraz Refaely, Guy Fischer, S&deintraub, Ofer Fox, Yishai
Shalev, Eina Kornfeld (joined late)

1. Ms. Ketty Cohen replaced Guenia de Mayo as theesgmtative of the Bank of Israel's
Market Operations Department. Good luck to both.

2. Roy Stein updated those present on the delibesmatbBank of Israel management and
the Ministry of Finance regarding the preferredtgrb be responsible, in the long term,
for the Telbor market. The Telbor market is curematt a critical point regarding its
continued design and development. Roy mentionedorédly the tremendous
development in the market in recent years—the velwhtransactions in interest rate
contracts based on the Telbor rate increased, sandriently at billions of shekels and
allows effective management of interest rate ridawever it should be noted that this
market is not yet based on "real money"—inter-blydns and deposits. Against the
background of these updates, a discussion of desigraficant issues took place. The
following are the main points that were raised.

Participants noted the great importance of the amitipn of the committee, which includes
representatives of contributor banks as well agrogimtities involved in the market, and
especially noted the importance of the involvenadrine Bank of Israel in advancing and
developing the Telbor market. The accumulating id&mfce in the quality of the Telbor
fixing based on the quotations relies on, amongrothings, the composition of the
committee and its chairperson.

In that regard it was emphasized that the entispaasible for Libor interest rates—BBA-
Libor—advises the central bank on a regular b&sipecially ahead of planned decisions
in general rules and definitions. As such it israppiate that the Bank continue to take an
active role in the market's design.

It was also noted that there is no concern thaffélbor Committee, or any other entity put
in charge of the Telbor market, will influence tiidng. This is because the role of the
committee is only to confirm that the market is i@p@g properly, to identify problems in
the market and provide appropriate solutions tanthso that this market continues to
develop and become more sophisticated.

In times of crisis, during which there are liabdebie too few quotations by contributor banks,
although the interest rate is not set automaticallynmittee members do not present an
opinion about it; on such days, it is set at the itawas set at on the previous day, with no
change. For an analysis of potential market faiewents and possible responses at BBA-
Libor, please see Appendix 1. The Telbor Committdkeadopt these rules formally, with
certain adjustments, and by the next regular mgéiia new rules will be presented in the
rules and definitions document.

3. Sharon Lavi of the Tel Aviv Stock Exchange (TASB}ed that the TASE will examine
the possibility of issuing interest rate contradtsing the course of 2012. If the stock
exchange determines that investors, institutiomagstors, and major market participants



ascribe great importance to these tradable cosfrécwill act to advance the issue in
line with market demand and need.

4. Harel Cordova and other participants said thathgirtopinion it is important that the
TASE examine the issue of Telbor-based interes cantracts as soon as possible,
especially in light of figures showing the volumkt@nsactions which were sent to the
committee by the contributor banks; these show tthatrading volume in FRA carried
out by customers (not just banks) increased siganfly in 2011.

5. In the opinion of most participants, issuing flogtirate government bonds indexed to
the Telbor rates is expected to advance the irdekbnterest rate market in Israel—
essentially a quantum leap forward with regard waraness by institutional investors
and the public at large. In addition, it is assdgbat the issuance of government bonds
indexed to the Telbor rate will create conditionkickh will make it easier for bank
customers to benefit from credit and deposit faesi for extended periods of time at an
interest rate based on the Telbor rate, as wdlloas a range of opportunities to hedge
against volatility in the interest rate marketwhs also discussed that when the Ministry
of Finance issues Telbor-indexed floating rate Ispmustitutional investors will seek an
appropriate—tradable—instrument to manage creskisrisuch as the tradable contracts
that the TASE plans to issue. As such, it is imgmatrthat the TASE and Ministry of
Finance advance the issuance of assets linked eoT#tbor interest rate, through
cooperation between themselves and coordinatidimeframes.

6. A decision was reached regarding the dates in di&hich the Telbor interest rate will
not be fixed, as a one-time occurrence:

a. January 2 (Monday): Due to a postponement by oryeodaNew Year's Day
commemoration which usually falls on January 1. @hg is not a business day
in any major market.

b. May 28: According to regulations, the Telbor inttreate is not to be published
on the final Monday in May, since generally thaMemorial Day in the US and
Spring Bank Holiday in the UK. However, in 2012,hHonor of the celebrations
of the 6" year of Queen Elizabeth's reign, which will beebeated with a
special holiday on June 5, the Spring Bank Holida¥england was postponed
from May 28 to June 4. However, in future yearsyilt return to be marked on
the last Monday in May (as our examination of g®ie showed). For the sake of
consistency, it was nonetheless decided that #as gs well, the Telbor interest
rate will not be set on May 28, even if banks ia thK will be open, and will
only be closed in the US.

The list of all dates in 2012 when the Telbor iagtrrate will not be set is
included as Appendix 2.

7. In continuation of discussions that were held icerg meetings of the committee,
regarding increasing the size of commitments faivdéve transactions—OIS, FRA,
and IRS—the current meeting established the follgwiegulations: (1) Increase the
commitments to NIS 50 million for IRS transacticasd to NIS 100 million for FRA
and OIS transactions. (2) Contributor banks comengonclude up to three transactions
with one of the other contributor banks, providéére is the opportunity to change
guotes between transactions. If the total numbetrasfsaction requests received by a
contributor bank exceeds ten in one day, the dumutsr bank then is not obligated to
accept further requests for transactidre. line with that, a change will be made in
section 4.3.5 of the document which gathers togetteedefinitions and general rules set
by the committee. The new version will state, "Eoatributor bank's commitment is to
carry out up to three transactions with anothetrdmutor bank which asks to carry out a

! This limitation was added after the meeting, failog objections from some contributor banks.



transaction with it. A contributor bank is not coftted to conclude transactions on any
day in which it already carried out ten transactionthin its commitment.” It should be
emphasized that the goal of these commitments ipréwide an incentive to the
contributor banks to quote interest rates baseg onl appropriate considerations,
without attempts to influence the Telbor interestes based on considerations of their
positions. With that, the commitment to carry gansactions was not intended to serve
as an instrument to create liquidity. Related #ai,tmembers of the committee request to
remind the contributor banks that if they haveidifity in carrying out transactions with
other contributor banks at interest rates quotedhieylatter, they have the option of
submitting a letter of complaint to the committee.

Based on the definitions and general rules accgrttinvhich the committee operates, these
decisions will come into effect within 30 days—a¢ tbeginning of January 2012.

8. Representatives of the contributor banks requestesiibmit a request to the Banking
Supervision Department—that it consider the caatiet of the reserve requirement for
contributor banks if they borrow from foreign cabtritor banks (Deutsche Bank and
Barclays), under the framework of commitments sgt the Telbor interest rate
committee. The local banks will be able to marksthdransactions as transactions
between contributor banks, and thus remove the ehadnstraints stemming from the
reserve requirement of banks vis-a-vis their cust@mThis easing by the Banking
Supervision Department will lead other foreign baid enter the Telbor market, which
will contribute to its development.



Appendix 1

In

Record of Roy Stein meeting with BBA-Libor representative John Ewan
London, November 3, 2011

early November | met with the BBA-Libdrepresentative in London, in order to discuss
several important issues related to the Telbor statkrael's version of the Libor market.
The Libor rate, which serves as a reference poinbé&nk loans and deposits and various
other products, is fixed based on quotes by sebanaits (herein, "the contributor banks").
Interest rate derivative instruments have beenldped around this market, and bonds are
issued at floating rates. We note that in Israekdghare nearly no inter-bank loans or
deposits of more than one business day, and theamtivity which is based on longer
term (up to a year) Telbor rates is interest ra@vdtive contract transactions. In order to
provide an incentive for banks quoting the Telbaterto act with commitment and
transparency, a committee for establishing the dratiiarket was set up, which set general
rules and definitions, as well as the commitmentaay out transactions at the interest
rates quoted by the contributor banks. In contiasthe Libor market no commitment to
conclude transactions based on the quotes wabesstyuse this market is based (at least
until the crisis broke out) on real money—bilatetr@nsactions for interbank loans and
deposits, On the basis of the significant declmater-bank loan volume, which has been
ongoing since the recent crisis, BBA-Libor's mamaget is considering how to increase
the credibility of this market, even including ssgta commitment to ask for transactions
at the interest rates quoted by the contributorkbartransactions involving the actual
asset, (not derivatives).

The volume of transactions in Telbor interest ratatracts increased in recent years, and

today reaches billions of shekels. This developgdrést rate derivative market allows
efficient management of interest rate risks, eveough it still is not based on real

money—two sided transactions for interbank loand deposits. In addition, it appears
that the Ministry of Finance and Tel Aviv Stock Bange (TASE) are interested in

changing the terms of floating rate government Boadd of short term interest rate
futures contracts and to create products basetieiidlbor interest rate, which are more
attractive—as is accepted in developed markets. Ti#lbor market is thus today at a
critical point in its development and design. Thenmbers of the Telbor Committee will

continue to act with dedication and the approprate for the continued establishment of
the Telbor market. | note that the John Ewan wag wepressed both by the work of the
committee for the advancement and developmenteoT&ibor and by the readiness of the
contributor banks to carry out binding transactiomerder to increase the credibility.

Following are several issues that were raisedemtbeting:

1.

Agreement—there is an agreement between the BBArL#Nnd each one of the
contributor banks. The agreement is based on aes¢datter (signed by each of the
banks) in which the bank declares its readinesgltpt the general rules and definitions
set by the organization (similar to the letter cattee asked the banks to sign in the

2 BBA-Libor is a subsidiary of the BBA organizatioith a separate member of management. This sépareas
carried out several years ago in order to prevenpbssibility for conflict of interest between tipgod of the banks
and the good of the public and other investors art@oactive in the Libor market.

® The Telbor committee rates the contributor bardseb on their volume of transactions in interet ra

derivatives, while BBA-Libor rates contributor baniased on volume of loans/deposits that they carryn the
relevant period, and one-fifth of interest rate gwansactions—between domestic interest ratesraigh interest
rates.



beginning of the process). It is important to nttat the contributor banks are not
formally required to contribute their quotes. Witiat, if a specific bank decides not to
quote, the organization can remove it from thedistontributor banks. In this case it is
plausible that the report of the removal of thatkb&om the list of contributor banks
will be seen as a negative occurrence, which wédbty impact the bank in other areas
of activity as well.

. If there are less than five contributor banks whagiote an interest rate, there is no
automatic setting of the interest rate (similartbh@ Telbor interest rate committee
decision); it was decided that Libor interest rdtasthat day will be identical to those
that were set the day before. As part of our dsiomson the possible effects of this
decision, Mr. Ewan analyzed possible scenarios it situation:

a. A serious market failure, across various marketghis case, it is plausible that
the central bank will declare a vacation day, inaltthere will be no trading in
financial assets, and may not even be considetmeiaess day. Events such as
this are liable to occur during periods of war,gole, natural disasters, and
obviously terror attacks, such as the World Tradmt€r disaster, following
which the Federal Reserve announced several days thfe US. Based on rules
of the ISDA others, the transaction should be prieecording to the last
published interest rate.

b. A market failure connected with only the Libor meirkThis case is not at all
likely, in his opinion, since he cannot imagine saas for it to happen. If,
nonetheless, such a scenario would occur, the BB@rLhas decided that
interest rates will remain as they were beforehand.

. The decision-making process: BBA-Libor does notdhopen-door meetings (such as
Telbor Committee meetings), and thus does not nua@sions based on a vote by
contributor banks. He claims that each contribitmnk has narrow interests in specific
decisions, and there would be as many opinionsesspd as there would be participants.
The decision making process is internal, but withsultation both with central banks
and with contributor banks. Consultation meetings @ersonal and not publicized. At
the end of the process, BBA-Libor notifies the cimittor banks of the changes made,
and grants a limited time for their official resjgen

. BBA-Libor considerations for adding the shekel toe tLibor market: The main
consideration is if the underlying asset has endtayisaction volume, that is, interbank
loans and deposits, for the market to be attra@ne@ugh and interest investors. If there
are no transactions in the underlying asset, sscis ¢he case with the Israeli market,
there is no possibility of adding the currency,csint is impossible to extend to that
currency the same general rules that were settfi@r currencies. With that, BBA-Libor
provides consultants for committees and organinatisho deal with inter-bank interest
rates in various countries. The organization wolhtinue to study the Telbor market, and
it is likely that by the end of the year they wllesent the Telbor Committee a proposal
for serving as consultants.



Appendix 2

Dates in 2012 on which the Telbor rate will not be set, in addition to Saturdays and

Sundays
Date

Date Month
2 January
8 March
13 April

26 April

28 May

17 September
18 September
25 September
26 September
1 October

8 October

25 December
26 December

Hebrew Date
Date Month
7 Tevet
14 Adar
21 Nissan
4 lyar
7 Sivan
1 Tishrei
2 Tishrel
9 Tishrei
10 Tishrel
15 Tishrei
22 Tishrel
12 Tevet
13 Tevet

Day of week  Observance

Monday Overseas holiday
Thursday Purim (outside Jerusalem)
Friday Last day of Passover

Thursday Independence Day
Monday Overseas holiday

Monday Rosh Hashatialéy)

Tuesday Rosh Hashaffad4g)

Tuesday Yom Kippur eve

Wednesday Yom Kippur
Monday Sucot
Monday Shemini Atzeret

Tuesday Overseas holiday

Wednesday Overseas holiday

January 2 (Monday): According to the general rules, the Belinterest rate is not published on
January 1. In 2012, January 1 falls out on Sundag, January 2 is not a business day in any
market which generally closes on January 1.

May 28: According to regulations, the Telbor interesiera not to be published on the final
Monday in May, since generally that is Memorial Dayhe US and Spring Bank Holiday in the
UK. However, in 2012, in honor of the celebratimighe 60" year of Queen Elizabeth's reign,
which will be celebrated with a special holiday ame 5, the Spring Bank Holiday in England
was postponed, for this year only, from May 28unel4. We examined the issue and confirmed
that in future years it will return to be markedtbe last Monday in May.



