UNOFFICIAL TRANSLATION

The translation is intended solely for the conveniece of the reader. This
translation has no legal status and although evergffort has been made to ensure
its accuracy, the Bank of Israel does not assume yamesponsibility whatsoever as
to its accuracy and is not bound by its contents. @y the original Hebrew text is
binding and the reader is advised to consult the dboritative Hebrew text.

1.

BANK OF ISRAEL LAW , 5770-2010

Chapter One: Interpretation

Definitions

In this Law—
“The Bank”—the Bank of Israel

“Financial Entity"—each of the following:

(1)
(2)

(3)

(4)

(5)

(6)

(7)

A Banking Corporation and an Auxiliary Corptica

A Provident Fund or a Managing Company asrasfiin the Control

of Financial Services (Provident Funds) Law, 57 68%;

An Insurer as defined in the Control of Fines&ervices (Insurance)
Law, 5741-198%

A Joint Investment Trust Fund as defined ie thoint Investment
Trust Law, 5754-199%

A Portfolio Manager as defined in the Reguatiof Investment
Advice, Portfolio Management and Investment MankgtLaw, 5755-

1995

A Member of a Stock Exchange under the Stogkhange Code,
within its meaning in Section 46 of the Securitiesv;

A Clearing House as defined in Section 50Ah& Securities Law;

" Enacted by the Knesset on 1 Nissan 5770 (16 Ma&@t0); The Bill and the Explanatory
Note were published iklatsa'ot Choclkd85, on 19 Shvat 5770 (3 February 2010), p. 374
! Sefer Hahukim 5765, [889.
2 Sefer Hahukim 5741, p. 208.
3 Sefer Hahukim 5754, p. 308.
“ Sefer Hahukim 5755, p. 416.



UNOFFICIAL TRANSLATION

(8) The Postal Company;

(9) Any other entity providing financial serviceas determined by an
order issued by the Governor, with the approvahef Committee.

“The Committee’—the Monetary Committee in the send this term in

Section A of Chapter Four;

“The Candidate Search Committee”™—the Candidate rc@eaCommittee

established under Section 33;

“The Appointment Review Committee’—the committestablished under

Section 18b of the Government Companies Law, amerade set forth in

Section 60a(b) of the Government Companies Law;,

“The Audit Committee”—the audit committee appoihtender Section 23;

“The Postal Company”—the company, as defined & Bostal Law, 5746-

1986 (hereinafter: the Postal Law), when it provides financial services

as defined in the Postal Law, on behalf of the &libsy in the sense of this

term in Section 88k of the Postal Law;

“The Internal Audit Law"—the Internal Audit Law,752-1993;

“The Banking (Licensing) Law”— the Banking (Liceng) Law, 5741-

1987’;

“The Companies Law"—The Companies Law, 5759-1999

“The Government Companies Law’—the Government Cami@s Law,

5735-1975;

“The State Comptroller Law"—the State Comptrolleaw, 5718-1958

(Consolidated Version;

“The Securities Law"—the Securities Law, 5728-1968

® Sefer Hahukim, 5746, p. 79.

® Sefer Hahukim, 5752, p. 198.
" Sefer Hahukim, 5741, p. 232.
8 Sefer Hahukim, 5759, p. 189.
° Sefer Hahukim, 5735, p. 132.
19 Sefer Hahukim, 5718, p. 92.

* Sefer Hahukim, 5728, p. 234.
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“The Banking Laws”—the Banking Law (Licensing), eth Banking

Ordinance, 19412 and the Banking Law (Customer Service), 5741-1881

“The Index”—the Consumer Price Index, publishedtty Central Bureau of

Statistics;

“The Council™—the Administrative Council in the ®e of this term in

Section B of Chapter Four ;

“Currency’—as set forth in Section 1 of the Newe§bkl Currency Law,

5745-1985";

“Foreign Currency”—banknotes or coins which argdketender in a foreign

country and are not legal tender in Israel;

“The Deputy Governor'—the Deputy Governor appothtender Section 8;

“The Governor’—the Governor of the Bank appointedtier Section 6;

“The Securities Authority”—in the sense of thigntein Section 2 of the

Securities Authority Law;

“Supervisory Authority”—each of the following, ragding the Financial

Entities supervised thereby:

(1) The Commissioner of the Capital Market, Insuranaed Savings
at the Ministry of Finance,;

(2) The Securities Authority;

(3) The Minister of Communication, in respect of het
Postal Company;

“Banking Corporation” and “Auxiliary Corporation”as defined in the

Banking (Licensing) Law.

12 |tton Rishmi 1941, Supp. 1, p. 69(h), 85(e).
13 Sefer Hahukim, 5741, p. 258.
14 Sefer Hahukim, 5745, p. 216.
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Chapter Two: The Bank of Israel, Its Objectives, Functions, and

Autonomy

2. The Bank of Israel, its Organs, and its Seat
(a) The Bank of Israel is a corporation.
(b) The Bank shall have a Monetary Committee, an Adstiative
Council, and a Governor.
(c) The Bank shall be seated in Jerusalem and may bperches and

representative offices in any other location.

3. Objectives of the Bank
(a) The objectives of the Bank are:

(1) to maintain price stability as its central goal;

(2) to support other objectives of the Government’snexnic
policy, especially growth, employment and reducsugial
gaps, provided that, in the Committee’s opinions upport
shall not prejudice the attainment of Price Stapitiver the
Course of Time; for this purpose, “Price Stabildyer the
Course of Time” means a situation in which the Cattens,
on the basis of the monetary policy that it hasalelsshed,
expects the inflation rate to be within the pri¢akslity
range determined per Subsection (b) within no mibran
two years.

(3) to support the stability and orderly activity ofetlinancial
system.

(b) The Government, in consultation with the Governahall

determine the price-stability range for the purmosé Subsection

(a)(1).
4. Functions of the Bank
(a) The Bank’s functions are:

(1) Managing monetary policy;



(2)

(3)

(4)

(5)

(6)

(7)
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Holding and managing the Foreign Currency resenpfethe
State;

Supporting the orderly activity of the Foreign Gancy
market in Israel;

Acting as banker of the Government;

Regulating the economy’s payment and clearing systeo
as to ensure their efficiency and stability, inchgl their
conformity with the Payment Systems Law, 5768-2608
Issuing Currency and regulating and guiding thehcastem
of the economy.

Supervising and regulating the banking system in
accordance with its powers under the banking lawd a

under any other law.

5. Autonomy of the Bank

To attain its objectives and discharge its funcsionthe Bank shall be

autonomous in choosing its actions and exercisimgaowers.

Chapter Three: The Governor and the Deputy Governor

6. The Governor

The Governor shall be appointed by the Presidenttted State per

recommendation of the Government.

7. Functions of the Governor

(a) The Governor shall manage the Baarkd shall also serve as the

chairperson of the Committee and member of the Cibun

(b) The Governor shall serve as advisor to the Guwent on

economic matters, including with regard to reducsurial gaps

1> Sefer Hahukim 5768, p. 184.



(a)

(b)
(€)
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and reducing inequality in income distribution.

The Deputy Governor and His Functions

The Government shall, per recommendation of @evernor,
appoint a Deputy Governor.

The Governor shall determine the Deputy Govemfunctions.

The Deputy Governor shall be a member of then@dtee and the

Council.

Taking the Governor’s Place

In case the Governor is unable to carry out hiscfioms or has ceased to

serve, the Deputy Governor shall take the plactnefGovernor and shall be

authorized to exercise the Governor's powers uthi@ state of incapacity

ends or a new Governor is appointed, as the cagebma

10. Term in Office

(a)

(b)

The Governor shall be appointed to a five-ye|am and may be
reappointed to one term only.

The Deputy Governor shall be appointed to &{year term and
may be reappointed to one term only. This notwdhding, the
Deputy Governor’s term in office shall be termirchist the end of
one year after the beginning of a new Governorigntéen office,
unless his term in office ends at an earlier ddtewever, the
Government may decide, per recommendation of theeGwr, that

the Deputy Governor shall continue his term in adfito its

conclusion.

11. Designated Position and Prohibition of Additiomal Occupation

(a)

During any and all of their terms in office ti&vernor and the
Deputy Governor shall not be members of the Knessetnbers of
a municipal authority council, or candidates forther of the

foregoing;
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(b) During any and all of their terms in office tli&overnor and the
Deputy Governor may not
(D be members in the management body of a group of

individuals managing a business for profit ;

(2) be members in the management body of a grolip o
individuals managing a non profit business, if threates a
conflict of interests with the discharge of theutiegs under
this Law;

(3) hold any other post or engage, directly orineckly, in any
business or in angther occupation;

(4) own shares or any similar right in a Bankingr@oration or
in another corporation that is subject to supeorisior
regulation by the Bank under the Banking Laws;

(5) hold securities of a corporation registeredsrael and hold
in Israel cash and securities in contravention wks set
forth by the Government to prevent conflict of irgsts on
the part of ministers and deputy ministétsmutatis
mutandis the Audit Committee may approve exceptions to
this provision for reasons which shall be recorded.

(c) The provisions of Subsection (b) notwithstamdithe Governor or
the Deputy Governor may hold any of the posts hedeu, provided
that no prejudice is caused thereby to their abtlt discharge their
duties under this Law or to the Bank’s autonomyjeobves, and
functions:

(1) member of a commission appointed by the Gowemt or
the Knesset and, regarding the Deputy Governor—the
Bank’s representative to the Securities Authority;

(2) an academic teaching post;

(3) with the consent of the Government, a membéran

international commission and an international is$ion;

18 yalkut Pirsumim 5763, p.1136.



12.

13.

14.
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and provided the function, except under Paragr@his without
any remuneration or other reward; in respect ofa& pacademic
teaching post, the rules applicable to State engdeywho are
employed under senior-official contracts in respect private

employmentmutatis mutandis

Salary and Terms of Service

(@)

(b)

The Government shall determine the Governalary and terms of
service.

The Deputy Governor’'s salary shall equal 90% tbét of the
Governor and his terms of service shall be deteechitby the

Government.

Termination of the Governor’'s Term in Office

(@)

(b)

The President of the State may, per motion h& Government,
terminate the term in office of the Governor if ldeems the
Governor unfit to continue his term in office fome® of the
following reasons:

(D committing an act unbefitting his status as &owr;

(2)  violating the provisions of Section 11;

(3) permanent incapacity.

A motion of the Government to the Presidenpas Subsection (a)
shall be notified to the Knesset Finance Committgeen it is

submitted to the President.

Termination of the Deputy Governor’s Term in Ofice

The Government may, either per motion of the Gowerror after

consultation with him, terminate the term in offioéthe Deputy Governor

if it deems him unfit to continue his term in oféidor one of the following

reasons:

(1)

the Governor is of the opinion that he is ndctiarging his duties

appropriately;



(2)
(3)
(4)
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commission of an act unbefitting his statuaputy Governor;
violation of the provisions of Section 11;

permanent incapacity.

Chapter Four: Monetary Committee and Administrative Council

Subchapter A: Monetary Committee

15. The Monetary Committee and Its Functions

(1)

(2)

(3)

(4)

determining policies for the attainment of tBank’s objectives,
including monetary policy;

monitoring the implementation of the policiesetermined,
reviewing from time to time monetary and economavelopments
and progress toward the attainment of the policygdss, and
discussing other matters related thereto;

deciding actions under this Law that the Bahkidd take for the
attainment of its objectives; the Committee’s dexison the

interest rate that is set for the purposes of mamyetpolicy

(hereinafter: the Interest Rate) shall be for act#p period of

time, at the end of which the Committee shall decwhether to
change the Interest Rate or leave it in effect &or additional
specified period of time. This provision shall ra#rogate from the
Committee’s power to also change the Interest Raithin the

period of time specified in a previous decision;

Any other function assigned to it by this Lamgcluding functions
relating to the following: acceptance of deposisl grant of credit
as set forth in Section 36(3)—(5); issuing direetivconcerning the
holding of Liquid Assets as set forth in Section; 38anaging
Foreign Currency reserves as set forth in Sectidhy 4nd

intervening in trading in the Foreign Currency merls set forth in



16.

17.

18.
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Section 53.

Composition of the Committee

(a)

(b)

(c)

The Committee shall be composed of six membamsyngst them
the Governor, who shall serve as chairperson, thgudy Governor,
a Bank employee appointed by the Governor, andetlacditional
members from amongst the public; if no Deputy Goweeris
serving at a given time, the Governor shall app@ntadditional
Bank employee as a member of the Committee untDegputy
Governor begins to serve.

A member from amongst the public shall be duedi for

appointment if he is a resident of Israel, is twefive years old or

older, and fulfills one of the following:

(1) holds a Doctoral Degree in Economics or Busse
Administration and has at least five years of eigrere in
the monetary, financial, or macroeconomic field;

(2) holds a Master's degree in Economics or Bussne
Administration and has at least ten years of exgme® in the
monetary, financial, or macroeconomic field;

Members from amongst the public shall be apfgainby the

Government, per recommendation of the Candidate rcBea

Committee as set forth in Section 34 and after aliason with the

Appointment Review Committee as per Section 35.

Management of Investments

The rules applicable to the Governor and Deputy €&pogr under Section

11(a)(6) shall apply to Committee members.

The Committee’s Work Procedure

(a)

The chairperson of the Committee shall convireeCommittee at
least eight times annually; he shall convene aigspeteeting of the

Committee at the request of at least two membersyiged the

10



19.

(b)

(c)

(d)

(e)
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number of special meetings does not exceed tweainaaly.

The lawful quorum at Committee meetings andrésolutions shall
be a majority of its members, including the Governar, in the

Governor’'s absence from the meeting and with hiaseat, the
Deputy Governor.

The Committee’s resolutions shall be passedabyajority of its

members participating in the voting; in the evehadied vote, the
chairperson shall have an additional vote.

The Committee may, in special cases, hold mgstby use of any
means of communication, provided a reasonable attevas made
to locate all Committee members in order to obtawir consent to
such meeting, and provided all participating memsbef the

Committee can hear each other simultaneously.

The Committee shall determine its working pihoes insofar as

they are not prescribed by this Law.

Publication and Reporting to the Government

(a)

(b)

(c)

The Committee shall publish and report to tlev&nment (in this
Section—Publish) a summary of its deliberations aesolutions,
the reasoning behind the resolutions, and the nigaderesults of
voting on the resolutions; said Publishing shaketgplace at the
web site of the Bank or in some other manner thenQdtee

deems fit.

Publishing shall take place within two weeks tife date of
deliberations; this notwithstanding, Publishingtbé Committee’s
resolution regarding the Interest Rate or the usetloer monetary
tools, as well as a condensed presentation ofeiésaning, shall
take place on the day of the resolution.

The Committee may decide to postpone, for aopleof up to six
months, the Publication of a summary of a givenhdhtion, in

whole or in part, or the Publication of a condengeésentation of

11
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the reasoning behind a resolution concerning therést Rate or
the Publication of a resolution on the use of otfm@netary tools, if
it deems that said Publication, at that time, magjuydice the
results of the monetary policy; the Committee magigng the non-
publication period for additional periods of upgi@ months each.

(d) Upon the postponed Publication of the summdrg deliberation, a
condensed presentation of reasoning, or a resaolutithe
Committee shall also Publish the reasons for tretgmmement.

(e) The Committee is entitled not to Publish as $ebsection (a) if it
believes that this may prejudice the status of Bamk or of the
State abroad or their relations with Financial Ees Abroad; in
this Section, a “Financial Entity Abroad” is an gynthat resembles
the entities listed in the definition of “Financi@htity” in Section 1
and is incorporated abroad.

(f Where the Committee postpones Publishing orsdoat carry it out
at all as per Subsections (c) or (e), the Govesial report to the
Minister of Finance in writing, soon after the peshement or non-
Publication, the details of the deliberation or thesolution to

which the decision pertains and shall explain &asons.

Subchapter B: Administrative Council

20. The Administrative Council and Its Duties
(a) The Bank shall have an Administrative Coundiose duties are:
(1) supervising the orderly and efficient managetmef the
Bank;
(2) discussing the Bank’s annual work plan;
(3) approving the annual budget for the Bank’'s bustrative
activity (in this Section - the "Annual Budget");

(4) approving the annual financial statementshef Bank as set

12



(b)

(c)

(d)
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forth in Section 75;

(5) approving the salary terms of Bank employeed ahanges
thereto, including accompanying terms, and the Bank
salary structure;

(6) appointing an internal auditor for the Banler proposal of
the Audit Committee; the Council is authorized ¢oninate
the term in office of the internal auditor undercten
12(a)(3) of the Internal Audit Law;

(7) discussing and deciding on recommendationshef Audit
Committee in the matters listed in Section 24(2) &3);

(8) appointing a Rectification Team in the sendeSection
2la(b) of the State Comptroller Law; notwithstarglithe
provisions of said Section, the Rectification Teahall be
headed by the Governor.

(9) appointing an accountant-auditor for the Bardnd
terminating his services;

(10) discharging any other function imposed upobyilaw.
The Council shall publish the main provisiorfsiee Bank’s annual
work plan and its main resolutions, the minutest®fmeetings, but
it may decide not to publish the minutes of a maiar meeting or
part thereof, giving the reasons for its decisionvriting.
The Council, within fourteen days of approvitigg Annual Budget,
shall submit it to the Knesset Finance Committerjded into
fields of activity and programs; the Knesset FirmrCommittee
shall hold a discussion on the Annual Budget; sadter the
discussion in the Knesset Finance Committee, thenCib shall
publish the annual budget, divided into fields oftiaty and
programs, irReshumat

In respect of Subsection (a)(7)—

(1) The provisions of Section 6a of the Internalidk Law
concerning the management of a public entity amd it

members shall apply to the Council after the

13
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recommendations of the Audit Committee are receizedl

to the members of the Council, and the provisiorfis o
Subsection (b) in said Law in respect of the Supinate
shall apply to the chair of the Council,

(2) The provisions of Section 7(a) of the InterAaidit Law in
respect of the Superordinate shall apply to therCdwafter
the recommendations of the Audit Committee are iveck

(3) Section 7(b) of the Internal Audit Law shak bead as if
“The Minister in Charge of the Government Ministthe
chairperson of the board of directors, or the ghaison of
an entity that discharges a duty parallel to thaa doard of
directors, and also the Superordinate,” is replabgd‘the
Governor, the chairperson of the Council, and the
chairperson of the Audit Committee”.

(4)  Without derogating from the contents of Sewti® of the
Internal Audit Law, the internal auditor shall alpoesent a
report about his findings to the chairperson of @muncil
and the chairperson of the Audit Committee.

21. Composition of the Council

(a)

(b)

The Council shall consist of seven members: @wrernor, the
Deputy Governor, and five members from amongstpinglic. If no

Deputy Governor is serving at a given time, the &oor shall

appoint an additional Bank employee as a member thad

Committee until a Deputy Governor begins to serve.

A Council member from amongst the public shala person who
fulfills the provisions of Section 16a of the Gomarent Companies
Law, mutatis mutandis provided he fulfills the condition of
Paragraph (1) of said Section and also one of thaditions of

Paragraph (2) of said Section and is a personatfist in the fields
relating to the Council's work and has experience senior

positions in those fields.

14
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(c)

(d)
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The members from amongst the public shall bpoapged by the
Government per recommendation of the Candidate cBear
Committee as set forth in Section 34 and after aiason with the
Appointment Review Committee as set forth in Set85.

The Government shall determine, in consultationith the
Governor, the member of the Council from amongstghblic who

shall serve as chairperson.

Working Procedure of the Council

(a)

(b)

(c)

(d)

(e)

(f)

The chairperson of the Council or, in his alegeris substitute,
shall convene the Council at least six times arngudie shall
convene a special meeting of the Council at thaiestjof at least
two members.

The lawful quorum at Council meetings and rasiohs shall be a
majority of its members including the chairpersons—in his
absence, his substitute—and the Governor or thauyegpovernor.
Resolutions of the Council shall be passed bgjomty vote of
members participating in the voting; in the evehadied vote, the
chairperson shall have an additional vote.

The members of the Council from amongst the ligulshall
determine which of them shall be the substituteirpeaison of the
Council for the purposes of Subsections (a) and (b)

The Council may, in special cases, hold mestihyg use of any
means of communication, provided a reasonable attevas made
to locate all Council members in order to obtaieithconsent to
such meeting, and provided all participating mersbzn hear each
other simultaneously.

The Council shall determine its working proceelsl so far as they

are not prescribed in this Law.

15
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Subchapter C: Audit Committee

The Audit Committee

(a)

(b)

(c)

The Council shall appoint from its members frammongst the
public an Audit Committee; the number of members siad
committee shall not be fewer than three; the cleaspn of the
Council shall not be a member of the Audit Comnatte

The Audit Committee shall appoint one of its miers as
chairperson.

The decisions of the Audit Committee shall bgtprejudiced by
the vacancy of a member of the committee or by f@aen his

appointment or in his continued tenure.

Duties of the Audit Committee
The Audit Committee shall—

(1)

(2)

(3)

recommend to the Council, after consultationhvthe Governor,
a candidate for the position of Internal Auditortbé Bank;
discuss the annual work plan of the Internaldidar and
recommend to the Council the appropriate budget @@rdonnel
standard for its implementation;

identify defects in the administration of thark and suggest to
the Council ways to rectify them; to exercise sadty, the
Committee shall discuss, among other topics, thtaeports of
the State Comptroller and of the Internal Auditéittee Bank and
the reports of the Accountant-Auditor; it shall @lsonitor the
implementation of the Internal Auditor’'s work plaand shall
discuss such matters as are brought before it &yCiuncil or by
the Governor; said discussion shall take place onsaltation
with, inter alia, the Internal Auditor or the Accountant-Auditor,

as the case may be.

Working Procedures of the Audit Committee

16
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(b)

(€)

(d)

(e)

(f)
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The lawful quorum at the meetings and for theotutions of the
Audit Committee shall be a majority of its membargluding the

chairperson.

The resolutions of the Audit Committee shallgessed by majority
vote of those participating in the voting; in theeat of a tied vote,
the chairperson shall have an additional vote.

The Audit Committee may, in special cases, hokketings by any
means of communication, provided that a reasonabtempt was
made to locate all members of the Committee in otdeobtain

their consent to the holding of such meeting, anaviged that all

participating members of the Committee can hearheather

simultaneously.

The Internal Auditor shall receive notices bétAudit Committee’s
meetings and may attend them; the Internal Auddioall attend
Committee discussions of reports that he prepared.

The Internal Auditor may ask the chairperson tbe Audit

Committee to convene the Committee for discussibram issue
specified in his request, and the chairperson oé tAudit

Committee shall convene it within a reasonable tohé¢he date of
the request.

Notice about an Audit Committee meeting, at @hian issue
related to an audit of the Financial Reports wal taised, shall be
presented to the Accountant-Auditor of the Bank,owhay then

participate in the meeting.

Subchapter D: Joint Provisions for the Monetary Comnmittee

and the Administrative Council

26. Restrictions of Service

(a)

No person shall be appointed as or serve asemlar from

amongst the public of the Committee or the Couiicihe is a

17



27.

28.
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member of the Knesset, a member of a municipal auth
council, or a candidate for either of the foregojng

(b) No person shall be appointed as or serve asembar from
amongst the public of the Committee or the Coufitdreinafter:
the Position)if he is

(@) an employee of the Bank, a person employettheénservice
of the Bank, an employee of the State, an emplmfea
statutory corporation, and an employee or direabra
government company or government subsidiary in the
sense of these terms in the Government Companies La

(2) an employee or an officer of a financial igntor a
principal in a financial entity; for this purposdhe
expressions “officer” and “principal” shall be aefthed in
the Companies Law;

(3) a person whose business or occupation maater a
conflict of interest with the Position;

(4) a person who has a personal, business, dtticab
relationship with any minister in the Government;

(5) a person who has been convicted of a crime thee to its
material or circumstantial gravity, renders him it
serve in the Position;

(6) a person who is disqualified from serving adir@ctor of a
corporation under the Companies Law or any other la

(7) a person who cannot devote the necessary tonéhe

performance of the Position's duties.
Preserving the Effect of Resolutions
The resolutions of the Committee and the Counddllisiot be prejudiced by
the vacancy of a member's Position or by a defectthe member’s

appointment or continued term in office.

Term in Office and Termination of Term in Office

18
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30.

(a)

(b)

(c)

(d)
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Each member of the Committee and the Counoihfamongst the
public shall be appointed for a term in office oluf years and may

be reappointed to one term only.

The Government may terminate the term in offedea member of
the Committee and the Council from amongst the igublit deems
the member unfit to continue serving for one of tledowing
reasons:
(1) commission of an act unbefitting his statushesholder of the
Position;
(2) violation of the provisions of Section 29 orebhch of a
restriction set forth in Section 26;
(3) permanent incapacity.
The Government may decide on the terminatiorteoin in office
under this Subsection only after consultation wtlie Governor in
respect of a member of the Committee and in resmécthe
chairperson of the Council, and after consultationth the
chairperson of the Council in respect of a memidehe Council.
The term in office of a Committee or Council mmger from
amongst the public who is absent from four consgeuneetings of
the Committee or Council or from six meetings of thommittee or
Council within twelve consecutive months, shall terminated
unless the chairperson of the Committee or therpkason of the

Council, as the case may be, finds the absenciigast

Conflict of Interest

A member of the Committee or the Council who mayeéa conflict of

interest regarding an issue to be discussed ifCtmamittee or Council shall

so advise either body, as the case may be, and msbiaparticipate in the

discussion and in the voting concerning that topic.

Receipt of Information

19
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32.
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A member of the Committee and a member of the Cibwsiwll receive
information available at the Bank that he needs tfog discharge of his
function; a request for the receipt of said infotima shall be presented to
an employee of the Bank whom the Governor has aimbd for said

purpose.

Remuneration and Expenses

The Government, per motion of the Minister of Fina and in consultation
with the Governor, shall determine the remunerataord expenses that
members from amongst the public on the Committeg@ @ouncil shall be

paid; said remuneration and expenses shall bededin the Bank’s budget.

Applicability of Laws

Members from amongst the public of the Committed ghe Council shall

be subject to law as if they were employees of Blamk in respect of the

following statutes:

(1) The Public Service (Gifts) Law, 5740-1979

(2) The Penal Law, 5737-19%7-in respect of the provisions
pertaining to public employees;

(3) The Civil Service Law (Restriction of Politic®arty Activity and
Fund-Raising), 5719-1959

(4) The Evidence (Determining Public Employees)dér 5743-
1982%,

(5) Elections to the Knesset (Consolidated Versicay, 5729-1969"

7 Sefer Hahukim 5740, p. 2.

18 Sefer Hahukim 5737, p. 226.
19 Sefer Hahukim, 5719, p. 190.
% Qovets Taganot, 5743, p. 228.
2L sefer Hahukim, 5729, p. 103.
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Subchapter E: Candidate Search Committee

33. Committee for the Search of Candidates from Ammgst the Public for

Membership in the Committee and the Council

(a)

(b)

(€)

(d)

A committee for the search of candidates fombership in the
Committee and the Councshall be established, comprised of the
following:

(1) the chairperson of the Committee, to be apjgoinby the
Attorney General and qualified to serve as a DastGourt
judge; said member may be a person who has servesl a
judge or has retired from a position in the Stagev&e or in
the public service;

(2) two representatives of the public, to be appsd by the
Government per motion of the Minister of Finance, i
consultation with the chairperson of the Candid&tarch
Committee, who are either experts on the economiobad
or have held senior academic posts at institutfonsigher
education.

In addition to the conditions of eligibility séorth in Subsection

(a), a person is eligible to be appointed as a nemif the

Candidate Search Committee if he satisfies the iprows of

Section 24(c) of the Government Companies Lamutatis

mutandis,and if no restriction as set forth in Section Zfplées to

him, mutatis mutandis

A member of the Candidate Search Committeel $leahppointed to

a five-year term in office and may be appointecddlitional terms;

when the term in office of a member of the Canddd&earch

Committee ends, said member shall continue to senig another

member is appointed in his stead.

The Government may terminate the service of emimer of the

Candidate Search Committee if it finds that saidnher is unfit to

continue serving as set forth in Paragraphs (1)e{38ection 28(b);
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the Government may make such a decision in respécthe
chairperson of the Committee only after consultatiwith the
Attorney General.

The provisions of Section 27 shall apply tootadons of the
Candidate Search Committee and the provisions ofi@e 29 shall

apply to its membersnutatis mutandis.

34. Duties of the Candidate Search Committee

(a)

(b)

(c)

(d)

(e)

The Candidate Search Committee shall recommead the
Government, after consultation with the Governandidates for
service as members from amongst the public on thear@Gittee or
the Council, as set forth in Section 16(c) or SmttR1(c), as the
case may be, after reviewing their eligibility incardance with the
provisions of Section 16(b) or Section 21(b), as ttase may be,
and in accordance with Section 26, and their suitgbfor the
position, with attention devoted, among other matteo the special
needs of the Committee or the Council, as the oasgbe.

The Candidate Search Committee shall determtseworking
procedures, including methods of candidate-seanthsabmission
of candidacy for service in the Position.

The lawful quorum for meetings of the Candidagearch
Committee shall be the chairperson and one additiorember.
Resolutions of the Candidate Search Committesd| e passed by
majority vote of committee members participatingtie voting; in
the event of a tied vote, the chairperson shallehaa additional
vote.

The Government, per motion of the Minister ahdnce, shall
establish provisions relating to remuneration amngpesases for
members of the Candidate Search Committee, to bk fpam the
State Treasury.
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Consultation with the Appointment Review Commitee

(a)

(b)

(c)

A member from amongst the public of the Comedttor the

Council shall be appointed after consultation whk Appointment

Review Committee concerning the satisfaction of ¢baditions of

eligibility under Sections 16(b) or 21(b), as th&se may be, and
the restrictions in Section 26; the Appointment Rewvw Committee

shall consult with the Governor.

A member of the Candidate Search Committeel ds@lappointed
after consultation with the Appointment Review Coitiae.

If the Appointment Review Committee decides tmtecommend a
candidate for service in any of the positions state Subsections
(a) and (b) because a restriction set forth in i®ac6 applies to

him, said candidate shall not be appointed to ths&ton.

Chapter Five: Actions for the Discharge of the Banls Functions

Actions for the Discharge of Functions

To attain its objectives and discharge its funcsiothe Bank may:

(1)

issue securities of the Bank, provided thatidseie of securities of
a new type valid up to thirteen months shall entarhsultation with
the Minister of Finance, and issuing securitiesaofy type valid

over thirteen months shall entail his consent;
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Perform, on the stock exchange or in anothguleed market or
off-market, an action or transaction of any kindttis customary in
the capital, money, and Foreign Currency marketsluding in the
derivatives' markets, all of which apply to sedest currency,
gold, or any other asset or instrument as are ousty in said

markets; provided the purchase or sale of Govertnoénisrael

debentures whose maturity date exceeds thirteemthmdrom the
purchase or sale date, as the case may be, witlexbeption of
repurchase transactions in such debentures, slkeakxecuted in
consultation with the Minister of Finance and ircBumanner that
it does not materially prejudice the ability to gailocal debt to
finance the Government’s activity;

receive deposits from Banking Corporations undenditions set
forth by the Committee;

grant credit to Banking Corporations, under ditions determined
by the Committee in this matter, including conditsoregarding the
type and extent of collateral required against sgiant of credit
and including conditions imposed upon Banking Coapions

regarding their activities related to the said d¢iragn of credit,

including interest rates and other payments they ofaarge their
customers; The aforementioned notwithstanding, urdeeptional
circumstances, when the Committee is of the opiniloat there
exists a genuine threat to the stability or ordeabtivity of the

financial system, the Committee may establish coowls that

differ from those it established regarding regutarcumstances;
such conditions will apply so long as the credis Imat been repaid
in full, and may be established even prior to thanging of the
credit;

under exceptional circumstances, when the Cdtemiis of the
opinion that there exists a genuine threat to tadikty or orderly

activity of the financial system - grant credit Eenancial Entities

that are not Banking Corporations, under condititimes Committee
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determines with regard to the said granting of ttreshcluding
those stated in Paragraph (#)utatis mutandiswhich shall apply
so long as the credit has not been repaid in fatid may be
established even prior to the granting of the drealid subject to
receipt of all information the Bank requires at lsutates and in
such manner as it establishes; where said Finan€Erdity is
supervised by a Supervisory Authority, the Comneitséall consult
with the head of the Supervisory Authority;

(6) take any other action the Bank deems necespanyjded it obtains
the approval of the Committee for the type of actad issue; if the
Governor believes there are grounds for said actiorder
circumstances of special urgency, he may issueuosbns to take
the action and shall report to the Committee theraomediately
after the action is performed.

37. Pledging of Securities as Collateral for Credit

(a) Where securities are pledged as collateratfergrant of credit by
the Bank under this Chapter, the pledge shall biel wagainst other
creditors of the pledgor and it shall be regardedaafixed lien,
provided the securities are registered in favothe® Bank with a
Financial Agent as defined in Section 50A of theBdies Law.

(b) The provisions of Section 19(b) of the Pledgevl.5727-1967 (in
this Section—the Pledge Law) notwithstanding, thenB shall not
realize a securities pledge, that was created bateml against the
granting of credit under this Chapter, as per $ecti7(3) of the
Pledge Law, unless it serves notice of its intemtio do so, two
business days in advance, to the pledgor and topangon whose
right may be prejudiced by said realization; Howevihe Bank
may realize such pledge without serving prior neti€, in the

opinion of the Governor or whomever among the Bardhployees

22 gefer Hahukim 5727, p. 48.
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he authorizes for this purpose, a delay in theizadbn of the
pledge may significantly prejudice the ability tcepay the
obligation secured by means of said realizatiooyled the Bank
serves notice about the realization immediately eraftthe
performance thereof, to the pledgor and to anyqremshose right
may be prejudiced by it.

For the purpose of the requirement of servimgiae under this
Section, the transfer of securities pledged toBhek to an account
exclusively owned thereby shall not be viewed adization of the
pledge.

The provisions of this Section shall also appdy a right in a
security, and, in respect of a securities accownsuch securities as
are therein from time to time.

The provisions of this Section shall apply nibtstanding the
provisions of any other law, including the CompaniéNew
Version) Ordinance, 5743-1983, the Pledge Law, and the
Companies Law; however, this Section shall not date from the
Bank’s right to act regarding a securities pledgd the realization

thereof under the provisions of any other law.

38. Liquid Assets of Banking Corporations

(a)

(b)

In this Section—

“Liquidity Directives”— directives issued under Bsection (b);
“Liquid Assets”™— assets that the Governor, witle thpproval of
the Committee, has determined in the Liquidity Btrees.

The Governor, with the approval of the Comnattenay instruct all
or any kind of Banking Corporations to hold LiquAdsets at a rate
and in a composition that he determines, and he detgrmine
such a rate either as a percentage of all depmditlities of the

Banking Corporation or of all its assets, or bodhn,in any other

% Dinnei Medinat Israel, New Version 37, p. 761.
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manner, and he may also set different rates fodkiof deposits or
assets defined for this purpose.

The Liquidity Directives shall be published Reshumotaind on the
Bank's web site, and they shall include their comoeenent date,
provided that the said commencement date is at ldase days
from the date of the publication on the web sitbe tversion
published in Reshumotshall be the binding version; a notice
regarding the issue of the directives shall be genthe Banking
Corporations to which they apply on the day theyegr on the
web site.

The Governor may instruct that a certain liapilof a Banking
Corporation be considered a deposit for the purpo$ethe
Liquidity Directives.

Banking Corporations shall not be paid interest the Liquid
Assets, in whole or in part, held at the Bank, sal¢he Liquidity
Directives determine otherwise, and at a rate serdened.

A Banking Corporation shall, at the demand o Governor and on
dates that he determines, present the Bank witlepert on its
liabilities and assets as is necessary for calmgathe amount of
Liquid Assets that it must hold and particularstloé Liquid Assets
that said Banking Corporation actually holds.

If a Banking Corporation fails to hold LiquidsBets in accordance
with the Liquidity Directives, it shall pay interes the Bank at a
rate determined in the Liquidity Directives, on tlfference
between the total amount in Liquid Assets thatas bbeen required
to hold and the total amount in Liquid Assets thdteld in respect
of any period during which such difference existed.

The Governor may, with the approval of the Cathee, instruct a
Banking Corporation as set forth in Subsection (pat during a
period specified in such instruction and in the manspecified
therein, such Banking Corporation discontinue aritithe grant of

credit, the performance of investments, or therttigtion of profits
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to its shareholders, or that such actions be execuinder
restrictions; If the Governor so instructed, suehtiuction shall be
published, if the Governor deems it necessary, mmaaner he shall

determine.

39. Information and Reports to the Bank

(@)

(b)

The Governor, or a Bank employee whom the Goweauthorized
for this purpose, may issue an order that requests a Regulatory
Authority supervising a Financial Entity any infoatron regarding
such classes of transactions or of persons as tbeer@or
determines, with the approval of the Committee,deeeto attain
the Bank’s objectives and discharge its functiaghshe Regulatory
Authority does not provide the Governor or the Bagkployee
with the information within a reasonable time, érthe Financial
Entity is not supervised by a Regulatory Authoritye Governor or
a Bank employee whom the Governor authorized fos flurpose
may demand the said information from the FinanEiafity, at such
time as he may determine.

To attain the Bank’s objectives and dischartge functions, the
Governor, with the approval of the Committee, mayue an order
requiring any class of persons, as determined & dhder, to
provide the Bank with information, as detailed ihet order,
necessary for following developments in the Foreil@uarrency
market in Israel, including information relating tive following:

(1) transactions carried out by an Israeli residen Foreign

Currency, in a foreign security, and in real estdieoad;

(2) transactions between an lIsraeli resident andonresident,
in Israel or abroad, and transactions by an Isreedident
abroad;

3) transactions carried out in Israel by a nomkest, excluding
transactions that are ordinarily made by touristsin regard

to an asset in Israel, including transactions imad#
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Currency;,

(4) the possession by a resident of Israel of igoreCurrency
and of a foreign security and of real estate abroad

(5) the removal of any asset from Israel and theging to
Israel of Israeli Currency or a right to Israelir@ncy.

An order as per Subsection (b) shall estabiish following, inter

alia:

(D definitions of the terms “foreign security,'transaction,”
“nonresident,” and “Israeli resident” for the pugas of the
order;

(2) methods and dates for providing the informmatio

To attain the Bank’s objectives and dischartge functions, the

Governor, or a Bank employee whom the Governor @ughs for

this purpose, may request from a Regulatory Autiganformation

set forth in Subsection (a), and he may instrucy aerson to
provide any additional information regarding tracisans set forth
in Subsection (b) if the information is required tmmderstanding of

a process or transaction of material importancettiereconomy; if

the Regulatory Authority does not provide the Goweror the

Bank employee with the information as per Subsec{e) within a

reasonable time, or if the Financial Entity is rsaipervised by a

Regulatory Authority, the Governor or a Bank em@eywhom the

Governor authorized for this purpose may demand $aéd

information from the Financial Entity, at such tines he may

determine.

Chapter Six: Management of Foreign Currency Reseng

Management of the Foreign Currency Reserves tiie State

(@)

The Committee, with the approval of the Minrsté Finance, may
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revise the principles by which the Governor shalteimine the
desired level of Foreign Currency reserves overlang term.

The Committee, in consultation with the Ministéd Finance, shall
establish guidelines for the investment policy dfetForeign

Currency reserves.

The Committee shall report to the Minister ahd&nhce, within three
months following the end of each half-year, detadlsout the

management of the Foreign Currency reserves duhaghalf-year

ended, in a format that they shall determined hysemnt.

The Committee shall publish, within three mantfollowing the

end of each year, a report about the principal &«ioficurrency and
securities of which the Foreign Currency reservesencomposed
at the end of said year, in a manner that shall prefudice the
orderly management of the Foreign Currency resersasl report

shall be posted at the website of the Bank or ichsmanner as the

Committee deems fit.

Chapter Seven:Banknotesand Coins

Issuing Legal Tender

(a)
(b)

The Bank may issue and re-issue Currency.
Currency issued by the Bank shall be legal ¢&nd Israel in the

amount of its face value.

Power to Determine Particulars of Banknotes an€oins

(a)

(b)

The Governor, with the approval of the Counahd the
Government, shall determine the face value, formntent, and
other particulars of banknotes to be issued; satésishall bear the
facsimile signature of the Governor.

The Governor, with the approval of the Counahd the

Government, shall determine the face value, contjprsi weight,
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design, and other particulars of coins to be issued

Commemorative Coins and Special Coingnd Numismatic Items

(a)

(b)

(c)

A coin issued by the Bank that has been dedlasethe Governor,
with the approval of the Council and the Governmewot be a
commemorative coin or a special coin, or numismégms issued
to the public by the Bank that are legal tendernsrael, shall be
delivered by the Bank, for their sale, only to angany appointed
therefor by the Minister of Finance with the consesf the

Governor.

The provisions in Section 42(b) shall applyctins and numismatic
items as set forth in Subsection (a).

The provisions in Subsection (a) shall not pude the Bank from
keeping commemorative coins, special coins or nogmtg items,

or from presenting them as gifts to whomever itrdsédit.

Prohibition against Issuing Currency

(a)

(b)

No person other than the Bank shall issue ocutate banknotes,

coins, a document, or any other object, that theveBwor has

determined may be used as a substitute for Currency

If a person issues a substitute for Currencycantravention of

Subsection (a), the Governor may confiscate it.

Canceling and Replacing Banknotes and Coins

(a)

(b)

The Governor may issue an order, with the aypgrof the Knesset
Finance Committee, determining that banknotes andscspecified
in the order shall cease to be legal tender inelsfia this Section—
Cancellation Order).

A person who, during the period set forth ie tGancellation Order,
delivers to the Bank, or to whomever the Governesignates in said
Order, banknotes or coins that have ceased to bal leender

according to the Order, is entitled to receive legader of equal
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value in exchange therefor; the Governor may emthbin the
Cancellation Order a fee that shall be chargedis tegard.

(c) A Cancellation Order shall not derogate fromy astatute that
determines the unit of Currency or any divisionrddd.

(d) Once a Cancellation Order has been issued, avieerany amount is
payable in cash and said payment can be made onlusing a
cancelled banknote or coin, such amount shall hended to the
nearest amount that can be paid in legal lendet,vaeimere it can be
rounded either upwards or downwards, it shall hended upwards.

(e) A Cancellation Order may determine that the v@mions of
Subsection (d) shall apply also to a non-cash payraed an entry
into a book of accounts, either compulsorily ortla¢ option of the
person making said payment or entry.

(f) The Governor may determine, in rules, provisidar the withdrawal
from circulation of Currency damaged through uselestroyed and
for its replacement under conditions determinedhe rules; rules
regarding a fee for such replacement that the Bsim&ll charge
therefor shall be determined with the approvalhef Knesset Finance

Committee.

Currency Services

The Governor, with the approval of the Council, ndstermine, in rules,
the services the Bank shall provide regarding Chaye the entities to
which said services shall be provided, and the darts under which this
shall be done; he may also prescribe the feesniagtbe charged for said

services.

Rules for Orderly Operation of the Currency Sysem

The Governor, with the approval of the Council, megtablish rules
necessary for the orderly operation of the Curresggtem, including
rules—

(1) allowing the continual, orderly supply of Cumey of adequate
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quality;

requiring Banking Corporations and the Postampany to take
actions as shall be determined in the rules for rdqg@acement of
banknotes or coins in circulation so as to prevmntease the use of
counterfeit currency in circulation, to replace tdferesaid with new
legal tender issued, or for other purpose relat@dhie Currency
system, including assurance of the adequate quafityanknotes or

coins.

Chapter Eight: Banking Activities of the Bank

The Bank as the Government’'s Banker

(a)

(b)

(€)

(d)

(e)

The Bank shall be the sole banker of the Gawemt in its Banking
Activity in Israeli Currency. In this regard, “Bamlg Activity’—
any kind of activity in which a Banking Corporatianay engage
under the Banking (Licensing) Law.

The provision of Subsection (a) notwithstandinige Government
may, per agreement between it and the Bank, olt&itain services
from Banking Corporations or Financial Entitiesppided this be
done only in order to manage the Government's deidt fiscal
activity.

Payments made by the Government to the Bank swmvices
rendered to it under Subsection (a), the interatt that the Bank
shall pay the Government for its deposits at thenkBaand the
interest rate that the Government shall pay thekBian overdraft
balances, shall be agreed upon by the Bank an@Gtvernment.
The Government’s policy regarding receiving Heaand issuing
securities shall be determined in consultation wité Governor or
with a person whom he authorizes for said purposaid
consultation shall be conducted at least once egeayter.

The administration of State Loans issued imadtby a law enacted
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prior to the publication of this law shall be cadiout by the Bank,

if no other provision exists in a law regardingpesific loan.

49. Loans to the Government

(a)

(b)

The Bank shall not provide the Government vatloan to finance
its expenditures, including via direct purchase ®bvernment
debentures at issuance.

The provision of Subsection (a) notwithstandinge Bank may
provide the Government, at its request, with a terapy advance to
bridge a gap in the Government’s cash flow in exiecuits budget,
provided the total temporary advance shall not eg¢cat any time,
NIS 10 billion, and shall not be extended for mdnan 150 days
per year; this amount shall be updated on Januany dach year
starting January 1, 2013, based on the rate of gihdnetween the
Index published in December of the year before diage of the
adjustment and the Index published in Decemberhefgreceding

year.

50. Management of Accounts

(a)

(b)

The Bank may manage accounts for Banking Corpamatiand
other Financial Entities and, per decision of thev&nor with
approval of the Committee, for foreign central bsnknonetary
authorities, and foreign banks, all of which una®enditions that
the Governor determines, including the chargingnenagement
fees or other fees.

An account with the Bank may be managed in egittsraeli or

Foreign Currency, as the Governor determines.
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Chapter Nine: The Economy’s Foreign Currency Activity

51. Prohibition of Transactions

(a)

(b)

(€)

(d)

The Government, per proposal of the MinisterFofiance and in
consultation with the Governor, may determine bydeor that
transactions under Section 39(b)(1)-(5), in whoteropart, shall
be prohibited.

The provision in Subsection (a) notwithstandinige Minister of
Finance, with the consent of the Prime Minister andonsultation
with the Governor, may determine as per Subsec{en if he
believes that circumstances arise justifying tlsei@gsce of the order
not by the Government, but such order shall expir@ot ratified
by the Government, within 14 days.

An order under Subsections (a) and (b) may ibeee general or
related to a class of matters, a specific mattep olass of persons,
and various definitions therein may differ from sieodetermined
under Section 39(c)(1).

An order under Subsection (a) and an order urigsection (b)
that has been ratified by the Government, shalirexat the end of
six months after it takes effect, unless a shoptiod is stipulated
in the order; the Government, per proposal of thenidter of
Finance and in consultation with the Governor, amdh the
approval of the Knesset Finance Committee, mayrektbe effect

of the order for additional periods of six montleke.

52. Supervisory Powers

(a)

The Governor may authorize an employee of thekBto supervise
the fulfillment of the provisions of an order ofetliype described in
Section 51 (in this Section—Supervisor), providdaatt all the
following terms are met:

(D) The Israel Police states, no later than thmeaths from the

date on which it receives the employee’s particlahat
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they do not object to the authorization of said &yee on
grounds of public security, including grounds oinunal
record;

(2) said employee received appropriate trainingnasructed by
the Governor with the consent of the Minister ofeimal
Security;

(3) he meets additional terms of eligibility inaofas such are
established by the Governor, with the consent o¢ th
Minister of Internal Security.

(b) To supervise the performance of the Order asSextion 51, the
Supervisor may—

(@) Demand that any person allegedly concernedntifje
himself by name and address and present him withDan
card or other official document that establishesitentity;

(2) Demand that any person concerned furnish hiith \any
information or document that may assure or fad#itéghe
performance of the provisions of an order underti8ac1;
in this Paragraph, the term “document” includespottas
defined in the Computers Law, 5755-1895

(3) Enter any place that needs to be enteredh®renforcement
of an order under Section 51, provided that a plased as
residence is entered only by court order.

(c) A Supervisor shall not make use of the powessted in him under
this Section, except for the discharge of his duted unless he
satisfies the following two conditions:

(1) wearing, in a visible place on his personag tdentifying
him and his function;

(2) carrying a supervisor’s certificate that atset® his function

and powers, which he shall produce upon request.

24 Sefer Hahukim, 5755, p. 366.
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Chapter Ten: The Exchange Rate

The Exchange Rate

(a)

(b)

(€)

(d)

The rate of exchange of the Currency into FgweCurrency shall
be determined by the Foreign Currency market, léke

Government, in consultation with the Governor, deiees another
method.

If the Committee believes it necessary for #teainment of the
Bank’s objectives and the discharge of its funcsiolh may decide
that the Bank shall intervene in trading in the ¢ign Currency
market even if by doing so it causes a temporawal®n from the
desired level of Foreign Currency reserves as pecti®& 40;

immediately following this intervention, the Commei¢ shall report
it to the Minister of Finance.

If the Governor believes there is reason fderwention of the sort
set forth in Subsection (b) and, due to the urgesfahe matter, the
approval of the Committee cannot be obtained befdohe

intervention, the Governor may intervene in tradargl report his
actions and the reasons for the urgency of the enatb the
Committee and the Minister of Finance immediatefyema the

intervention.

The provision of Subsection (b) notwithstandingghere the
Committee believes the Bank should intervene irditr@ in the

Foreign Currency market neither for administerifng tmonetary
policy nor to support the stability of the finankcgystem, it may,
with the approval of the Minister of Finance, dexidpon such
intervention; however, if the approval of the Mir@s of Finance
cannot be obtained before said intervention du¢h&ourgency of
the required action, the Committee may intervenesand trading
and it shall report its actions and the reasongtierurgency of the

matter to the Minister of Finance immediately aftards.
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Chapter Eleven Reports to the Public

Annual Report about the State of the Economy

Within three months of the end of each year, the@dBoor, in his capacity as

advisor to the Government as per Section 7(b),| gftakent the Government

and the Knesset Finance Committee with a repottd¢batains a survey and

analysis of the state of the economy and the ecanpuwlicy in the previous

year.

Periodic Report on Monetary Policy

(a)

(b)

(c)

No less than twice annually, the Committee Islpaksent the
Government and the Knesset Finance Committee witrepsort
containing a survey of developments in the fieldpoice stability
and economic developments in the time period caldmg the
report, and the policy that the Committee belienesessary for the
maintenance of price stability within the rangeeatatined by the
Government as per Section 3(b), and for the attaimtnof the other
objectives in Section 3.

If the inflation rate deviates, during six cecsitive months, from
the range determined by the Government as per @eéifb), said
periodic report shall include details about the sores for the
deviation, the policy that the Committee has addptereadjust the
inflation rate to the determined range, and the @dttee’s estimate
of the period of time required for the attainmefttlis result; for
this purpose, “deviation of the inflation rate’tlse change between
the Index most recently published before the détie calculation
and the Index published in the same month of tleegaing year.
The Knesset Finance Committee shall discussrépert presented
under this Section, with the participation of theowv@rnor,

immediately after the report is presented; if a omtpas per
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Subsection (b) is submitted, the discussion sladki tplace with the

participation of the Minister of Finance as well.

56. Annual Report about the Foreign Currency Reseres
Within three months after the end of each year,Gbenmittee shall present
the Government and the Knesset Finance Committée avieport that shall
include the principles by which the desired levdl Foreign Currency
reserves over the long term was determined andytingelines by which the
Bank’s Foreign Currency reserve investment polioy the year ended was

determined.

57. Other Reports
The Government and the Knesset Finance Committeg @aany time,
demand that the Bank present them with a reporammyn matter relating to

the activities of the Bank in discharging its fuocis.

Chapter Twelve: Financial Sanctions

58. Financial Sanction
(a) If a person violates any of the provisions lostLaw as specified
below, the Governor may impose a financial sanctimaer this

Chapter in the amount of NIS 5 million:

(1) violation of a condition imposed with regaral teceipt of
credit from the Bank under Sections 36(4) or (5);

(2) failure to submit a report at the request loé tGovernor
under Section 38(e) or presentation of an inaceurat
incomplete report;

3) failure to terminate or limit the grant of dig investments
or distribution of profits in accordance with the@¥&rnor’s

directives under Section 38(Q);
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If a Banking Corporation is required to holdjluid Assets at a rate
or in a composition that the Governor determinesLiquidity
Directives under Section 38(b) and fails to do #® Governor
may impose upon said Banking Corporation a finansanction
under the provisions of this Chapter, in the amoaohtNIS 2
million.

If a Financial Entity is asked to provide infieation under Section
39(a) and fails to do so, or if it provides inforiiwa that is
inaccurate or incomplete, the Governor may impogenusaid
Financial Entity a financial sanction under the \pstons of this
Chapter, in the amount of NIS 500,000.

If a person performs a transaction that is medi as prohibited in
an order under Section 51, the Governor may impgsen said
person a financial sanction under the provisionghad Chapter, in
the amount of NIS 100,000; if said person is a coagion—in the
amount of NIS 750,000, and if said person is a Bagnk
Corporation—in the amount of NIS 1,500,000.

If a person is required to provide informationder Section 39(b)
or (d) and fails to do so, or if he provides infaton that is
inaccurate or incomplete, the Governor may impogenusaid
person a financial sanction under the provisionghad Chapter, in
the amount of NIS 50,000; and if he is a corporation the
amount of NIS 100,000.

59. Notice of Intent to Impose Sanction

(a)

If the Governor has reasonable grounds to asghiax a person has
violated any of the provisions of this Law as s&th in Section 58
(in this Chapter—the Violator) and intends to impogpon the
Violator a financial sanction in the amount settfioin said Section,
he shall serve the Violator with a notice of intaot impose a
financial sanction upon him (in this Chapter—Notick Intent to

Impose Sanction).

40



60.

61.

(b)

UNOFFICIAL TRANSLATION

In the Notice of Intent to Impose Sanction, thevernor shall note

the following,inter alia,

(1) the action or inaction (in this chapter—the tidn) that
constitutes the violation;

(2) the amount of the financial sanction and therigu for
payment thereof;

(3) the Violator's right to present his argumeniader the
provisions of Section 60;

(4) the rate of the increase to the financial samc for a
continuous or recurrent violation under the prowns of
Section 62.

Rights to Present Arguments

Once a Violator is served with a Notice of Inteotltnpose Sanction, he is

entitled to present his arguments before the Gamgrorally or in writing,

as the Governor may decide, in respect of the inf@nmpose a financial

sanction upon him and in respect to its amounthiwiB0 days of the date

on which said notice is served.

The Governor’s Decision and the Demand for Payemt

(a)

(b)

The Governor shall decide, after considering thrguments
presented under the provisions of Section 60, wdretb impose a
financial sanction upon the Violator; the Govermoay reduce the
amount of the financial sanction in accordance wiit@ provisions
of Section 63.

If the Governor decides, under the provisiohsSabsection (a), to
impose a financial sanction upon the Violator, thevernor shall
serve the Violator with a demand for payment of fiveancial
sanction (hereinafter—Demand for Payment); in them@2nd for
Payment, the Governor shall noteter alia, the adjusted amount of
the financial sanction and the period for the pagttbereof; if the

Governor decides not to impose a financial sanctiggon the
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Violator, he shall serve the Violator with notiaethis effect.

If the Violator fails to present his argumeirisaccordance with the
provisions of Section 60 within thirty days of bgiserved with a
Notice of Intent to Impose a Sanction, such notatethe end of the
said thirty days, shall constitute a Demand for rRagt served on

the Violator at the said time.

62. Continuous Violation and Recurrent Violation

(a)

(b)

In the event of a continuous violation, theaficial sanction set
forth for the violation at issue shall be increadmd a financial

sanction at the rate of one-fiftieth thereof fockealay on which the
violation continues.

In the event of a Recurrent Violation, the ficaal sanction that
may be imposed for said violation if it were a fivsolation shall be
increased by an amount equal to one-half of saidnfcial sanction;
for this purpose, a “Recurrent Violation” is a \atibn of one of the
provisions listed in Section 58, within two year§ @ previous

violation of the provision due to which a financis&nction was

imposed upon the Violator.

63. Reduced Amounts

(a)

(b)

The Governor may not impose a financial samctio a lower
amount than that set forth in this Chapter, exdepaccordance
with the provisions of Subsection (b).

The Governor, in consultation with the Ministef Justice, may
determine, in an Order, cases, circumstances, amdigderations
allowing the reduction of the financial sanctiorstablished in this

Chapter, and maximum rates of reduction.

64. Adjusted Amount of Financial Sanction

(a)

The financial sanction shall be set at the sigjgl amount as of the
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date of serving of demand for payment and, in rédgara Violator

who has not presented the Governor with his argusnas set forth
in Section 61(c)—as of the date of serving of Netmf Intent to
Impose Financial Sanction; if a court appeal isdilunder Section
68 and the court allows a stay of payment of sdihricial

sanction—the financial sanction shall be set atatigisted amount
on the day the appeal decision is rendered.

(b) The Governor, with the approval of the KnessEinance

Committee, may adjust the amounts set forth ini8est58 and 70;
notice about the adjusted financial sanction ameushall be

published inReshumot.

Deadline for Payment of Financial Sanction
A financial sanction shall be paid within thirty ydaof the day on which

the Demand for Payment specified in Section 6Xkived.

Indexation Differentials andInterest

If a financial sanction is not paid on time, it #H@e increased on account
of the period of arrears by indexation differerdi@nd interest under the
Interest and Indexation Ruling Law, 5721-185Xin this Chapter—
Indexation Differentials and Interest) until itpsid.

Collection
A financial sanction shall be paid to the State abigy and the Tax

(Collection) Ordinanc® shall apply thereto.

Appeal
(a) A Demand for Payment may be appealed in Jezos#Magistrate’s

Court within thirty days of the serving of the demda

% sefer Hahukim, 5721, p. 192.
% The Laws of the Land of Israel, Volume 2, p. 1304(1399(e).
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(b) The filing of an appeal shall not delay the paynt of a financial
sanction, unless the Governor assents thereto dhefcourt so
orders;

(c) If the appeal is upheld, the financial sanctsmall be refunded,
plus Indexation Differentials and Interest from tih&te it was paid
to the date of the refund.

Publication

If a financial sanction is imposed under the proons of this Chapter, the

Governor may publish, in a newspaper or in any othay, the fact of the

imposition of the financial sanction and its amquttie name of the

Violator, the essence of the violation for whicle thnancial sanction was

imposed, and the circumstances of the violatiord #re Governor may

order the Violator to make such publication.

Responsibilities of General Manager

(a)

(b)

(c)

The General Manager of a Corporation is resipbas for

supervision and for taking all reasonable measufes the

prevention of violations under Section 58 by therfiowation or by

any of its employees.

If the Corporation commits a violation as sped in Section 58,

the General Manager of the Corporation shall besyreed to be in

breach of his duty under Subsection (a), unlesprowes that he

took all reasonable measures to discharge his atig.

If the General Manager is in breach of his suE®ry duty under

Subsection (a), the Governor may—

(1) impose upon him; a financial sanction in thensof NIS
100,000 in accordance with the provisions of thimafter;

(2) order the termination of service of the Geh&tanager that
violated the provisions of Subsections 58(a) and ifbthe
Financial Entity is supervised by a Supervisory Harity,

the Governor may issue said order only after cdasioh
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with the head of the Supervisory Authority; the yasmons
of this Chapter shall apply in respect to the teraion of

service, mutatis mutandis.

71. Delegation of Powers
The Governor may delegate his powers under thisptna with the

exception of those under Section 70, to the De@dyernor.

Chapter Penalties
Thirteen:
Penaltieg2.
(a) Any person who issues or circulates banknotesns, a

document, or any other object that the Governor has

determined that any of them may be used as a sutestor

Currency in contravention of the provisions of $ect44,

is liable to imprisonment for a term of five years.

(b) Any person who commits any of the followingliable to

imprisonment for a term of one year:

(1) performs a transaction which is defined as
prohibited by an order under Section 51,

(2) Breaches the confidentiality duty in contratien of
Section 80(a) or (c).

73. Responsibility of an Officer in a Corporation b Prevent
Offenses
(a) An Officer in a Corporation must supervise altdall that

is possible to prevent offenses under Section 12fbhy
the Corporation or by any of its employees; anyspar
violating this provision is liable to a fine in thEmount of
NIS 50,000.

(b) Where an offense under Section 72(b)(1) is cattexh by a
Corporation or by any of its employees, a presuomti
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exists that the Officer in the Corporation has lbheal his
duty under Subsection (a), unless he proves hedbas

everything possible to fulfill his duty.

(c) In this Section, an “Officer in a Corporatiors’ a director,
an active executive in the Corporation, a partegcept for
a limited partner, or another officer responsible lehalf
of the Corporation for the area of activity in whithe

offense was committed.

Chapter Fourteen: Salaries of Bank Employees

74. Salaries of Bank Employees
(a) Without derogating from the provisions of Seos 29, 29A, and

29B of the Foundations of the Budget Law, 5745-7985

(hereinafter—Foundations of the Budget Law), conaey changes

in salaries and terms of service, examination ofial® agreements,

and terms for the nullification thereof as set fiom said Sections,
the following provisions, in respect of the Bankall also apply:

(D If the Minister of Finance has not made a dexi
concerning changes in salary, terms of retirempafisions,
or other work-related financial benefits as setthoin
Section 29(a) of the Foundations of the Budget Laihin
sixty days from the day on which the Bank approachen
with a request for the approval of an agreementaaor
arrangement on such a topic, the request shallresepted
to the Prime Minister for his decision; the Primaniter
shall present the Minister of Finance and the Goeemwith
his decision about the request within forty-fiveyddrom the

2 sefer Hahukim, 5745, p. 60.
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day on which the request is presented to him.

If the Bank disputes decisions of the Ministdr Finance
under Sections 29, 29A, and 29B of the Foundatiohthe
Budget Law, the dispute shall be presented to thend®
Minister for resolution; the Prime Minister, aftgiving the
parties to the agreement or the arrangement anrappty to
express their stance, shall present the MinistefFioance
and the Governor with his decision on the mattethini
forty-five days form the day on which the disputs i
presented to him.

If the dispute referenced in Paragraph (2)ceons a decision
by the Minister of Finance to issue an instructedrout the
level of payment allowed under Section 29A(b)(2) tbe
Foundations of the Budget Law and the Prime Mimiste
sustains the Minister of Finance’s decision, themier
Minister shall specify in his decision the periofl tane in
which the Bank shall not make payments beyond the
permissible payment.

If the Bank disputes decisions of the Ministdr Finance
under Section 29B of the Foundations of the Budgst, it
shall not begin to implement said decisions uritgé day on
which the Prime Minister is required to resolve thgpute in
accordance with Paragraph (2) or by the day on lwihhe
Prime Minister has handed down his decision, whvehe
comes first.

In decisions of the Minister of Finance undgctions 29,
29A, and 29B of the Foundations of the Budget Lamd in
decisions of the Prime Minister under the provisiari this
Section, the Minister of Finance and the Prime Igli@i shall
bear in mind,inter alia, the special needs of the Bank and

labor relations at the Bank
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Chapter Fifteen: Miscellaneous Provisions

75. Financial Report

(a)

(b)

Within three months as of the end of each y#as, Bank shall
prepare an annual financial report, reflecting ¢benposition and
value of the Bank’s assets and liabilities as & fdst business
day of the year, the outcomes of its operationsaid year, and
changes in its capital; said report shall be pregan accordance
with generally accepted accounting Principles gsisidd to the
special activity of a central bank and shall be igatd by the
Accountant-Auditor.

Reports as set forth in this Section shall Ippraved by the
Council, shall be submitted to the Government anthe Knesset
Finance Committee, and shall be published in suahmar as the

Council determines.

76. Transfer of Profits

(a)

In this Section—

“Annual Financial Report’—the annual financial oep of the
Bank, prepared in accordance with the provisionsSefction
75(a);

“Capital”—the capital of the Bank at the year erndg¢luding
surplus balances, as shown in the Annual FinarReport, less
Net Profits;

“Total Assets”™—the total of the Bank’s assetshest year end , as
shown in the Annual Financial Report;

“Surplus Balance”—the balance of accumulated psodind losses
from previous years, as shown in the Annual FinainRieport;
“Net Profits"—the net profits of the Bank for thear ended, as
shown in the Annual Financial Report; Net Profitsald not

include profits not yet realized as set forth inetinnual
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Financial Report;

At the end of three months from the end of egehr, the Bank

shall actually transfer profits to the Governmentaccordance

with the following instructions:

(@) If Capital is 2.5 percent or more of Total A&s§ a amount
equal to Net Profits, less the Surplus Balancetifisi
negative, shall be transferred to the Government.

(2) If Capital exceeds 1 percent of Total Assets i3 less
than 2.5 percent of Total Assets, an amount equaQ
percent of Net Profits, less the Surplus Balancdt ifs
negative, shall be transferred to the Government.

If Capital is 1 percent or less of Total Assets-effis shall not be

transferred.

The Bank may record capital funds originating accounting

rules, provided the balance of Net Profits not sfanred to the

Government as set forth in Subsection (b) is addetie Annual

Financial Report to the “Surplus Balance” line aml not

recognized as some other capital item, unless tbeetor and

the Minister of Finance agree otherwise.

Audit by the State Comptroller

(a)

(b)

(c)

The Bank is an Audited Body as this term isimkd in Section

9(6) of the State Comptroller Law.

The provisions of the following sections of tBéate Comptroller

Law shall not apply to the Comptroller’s audit betBank:

(D Section 10(b), in respect of a proposal by @wwernment;

(2) in Section 14(a), the passage from “if he dgem
necessary” to the end of Subsection (a);

(3) Section 20(c), in respect of submitting the@ae to the
Prime Minister and to the Minister concerned;

(4) Section 21(a), in respect of the Governmerdtpuest.

The provisions of this Section shall apply tee tBank and its
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employees in respect of their activity under anheotlaw, as

well.

Payment of Fees to the Bank

The Governor, with the approval of the Council, sent of the Minister
of Finance and approval of the Knesset Finance Citteens may
determine, by order, provisions regarding feesd@hid to the Bank for
services it provides under this Law, or under attyeo law, to Banking

Corporations or to any other person.

Exemption from Taxes
Regarding payment of taxes, municipal property saXees, and other

compulsory payments, the Bank is of the same stdube State.

Secrecy

(a) No person shall disclose information supplied present a
document submitted to him under this Law; however,may do
so if the Governor deems this necessary for thepgee of a
criminal proceeding, including a criminal investiga.

(b) The provisions of Subsection (a) notwithstamgithe Governor
may disclose information or present a document upervisory
Authority, provided he is apprised that the infotmoa or
document is requested for the discharge of the Sigmey
Authority’s duties.

(c) No person shall disclose information supplied mresent a

document submitted to him under the provisions obs®ction

(b).
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Restrictions after Retirement

The provisions of the Public Service (Restrictiafter Retirement) Law,
5729-1968° shall apply to persons who retire from the Baimkjuding

members of the Committee and the Counmilitatis mutandisSection 3
of the said Law shall apply to the Governor, to beputy Governor, to
an employee whom the Governor has appointed as rabere of the
Bank’s management, and to an employee who, immelgigirior to his
retirement, was ranked at one of the top five gsadé the Bank’s

employees.

Representing the State vis-a-vis Internationdtinancial Institutions

(a) The Bank shall represent the State in any maékating to the
membership of the State in the International Monetaund, the
Bank for International Settlements, the Internagilo®ank for
Reconstruction and Development, and any other mattgonal
financial institution per decision of the Governrhen

(b) The Bank may perform any act required for theppse of said
representation, including investing in shares ofimternational

financial institution.

Provisions regarding Bills of Exchange Ordinane
For the purpose of the Bills of Exchange Ordinaficthe Bank shall be

deemed to be a banker as said term is defineddrCsdinance.

Evidence as to Currency

A certificate purporting to have been issued by Gevernor or by a
person authorized by him in writing, attesting thae attached thereto is
Currency or counterfeit currency, shall be evidentesaid fact so long

as the contrary is not proved.

% gSefer Hahukim 5729, p. 144

“Dinnei Medinat Israel, New Version 2, p. 12.
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Implementation

The Government is charged with the implementatibthis Law.

Amendment to the Banking Ordinance - No. 26
In the Banking Ordinance, 19%1—

(1)

(2)

(3)

(4)

In Section 8(B1), the word “realization” shdlé deleted and the
words “Section 44A of the Bank of Israel Law, 571954 shall
be replaced by “Section 37 of the Bank of Israelv|.&770-2010.”
In the initial portion of Section 8D(a), the was “with the
approval of the Government” shall be replaced byithwthe
approval of the Committee as defined in the BanKsoel Law,
5770-20107;

In Section 14I(b), the words "at rates thatshall determine" shall
be replaced by "and at maximum rates of reduction”;

In Section 15(A2)(a), the words “to show a doant,” shall be
followed by “to an employee of the Bank of Israalr fthe

discharge of his duties”.

Amendment to the Securities Law— No. 40
In Section 1 of the Securities Law, 5728-186d4n the definition of
“securities,” the expression “in the possessionh& Government,” shall

be followed by the expression “or in the possessidnthe Bank of

Israel”.

Amendment to the Government Companies Law No. 26
In the Government Companies Law, 5735-1875in the Second

Appendix, instead of Item 18, the following shablpeear:

%0 Jtton Rishmi 1941, Supp. 1, p. 69(h), 85(e); Sedahukim 5768, p. 684.
31 Sefer Hahukim, 5728, p. 234; 5770, p. 379
32 Sefer Hahukim 5735, p. 132; 5769, p. 179.
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“18. The Monetary Committee and the Administrat@euncil—under
the Bank of Israel Law, 5770-2010.”

Amendment to the Banking (Licensing) Law- No16
In the Banking (Licensing) Law, 5741-1981in Section 50B(c), the
words "at rates that he shall determine" shall éplaced by "and at

maximum rates of reduction".

Amendment to the Banking (Customer Service) Law-No. 13
In the Banking (Customer Service) Law, 5741-188ih Section 11A(e)
the words "at rates that he shall determine" shalreplaced by "and at

maximum rates of reduction”.

Amendment to the Control of Financial Serviceglnsurance) Law -
No. 21

In Section 50b(a) of the Control of Financial Sees (Insurance) Law,
5741-198%° the expression “within its meaning in Section £ the
Securities Law, 5728-1968,” shall be followed b tbxpression “to the

Bank of Israel.”

Amendment to the Short Term Loan Law- No. 10

In Section 6 of the Short Term Loan Law, 5744-188the ending that
begins with the expression “for the increase orrdase of the means of
payment” shall be replaced by the expression “oheotto attain the goals
of the Bank of Israel and to discharge its dutiesat forth in Sections 3
and 4 of the Bank of Israel Law, 5770-2010.”

Amendment to the Internal Audit Law - No. 4

$ sefer Hahukim, 5741, p. 232; 5770, p. 411.
% Sefer Hahukim, 5741, p. 258; 5767, p. 376.
% Sefer Hahukim 5741, p. 208; 5769, p. 292.
% Sefer Hahukim 574, p. 69; 5763, p. 142.
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In Section 12(a) of the Internal Audit Law, 5752999
(1) In Section 1, at the end of the definition dfpaiblic entity”, the
following shall appear:
“(6) the Bank of Israel”;
(2) In Section 12(a), Paragraph (2) shall be delete

Amendment to the Payment Systems Law

In Section 16(c) of the Payment Systems Law, 57688%, the word
“realization” shall be deleted, and the expressiSection 44A of the
Bank of Israel Law, 5714-1954" shall be replaced thg expression
“Section 37 of the Bank of Israel Law, 5770-2010.”

Repealof Statutes
(a) The Bank of Israel Law, 5714-1984is repealed.

(b) The Currency Control Law, 5738-1978is repealed.

Commencement
This Law shall commence on Sivan 19, 5770 (June 2010)

(hereinafter—the Commencement Date).

Transitional Provisions

(@) The Governor who was serving before the Commernt Date
shall continue to serve in this post until the esfdhis term of
service.

(b) The Deputy Governor who was serving before @lmenmencement
Date shall continue to serve in this post until 8mal of five years

from the day on which he began to serve, subjethé¢oprovisions

3" Sefer Hahukim 5752, p. 198; 5758, p. 73.
% Sefer Hahukim, 5768, p. 184.

% Sefer Hahukim 5714, p. 192; 5768, p. 189.
“0Sefer Hahukim 5738, p. 108; 5761, p. 180.
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at the end of Section 10(b).

The salary and pension terms determined forGbeernor and the
Deputy Governor before the commencement of this Lstvall
remain in effect after the commencement of this ragarding the
Governor and the Deputy Governor who were appoibifdre the
commencement of the Law.

Upon the commencement of this Law, the membefsthe
Committee from amongst the public appointed for thst time
shall be appointed to the following terms: one kba&l appointed
for two years, one for three years, and one forr fpears. The
member who is appointed for two years shall notntdhis term as
a term of service for the purposes of Section 28(a)

Upon the commencement of this Law, the membétse Council
from amongst the public appointed for the first @¢inghall be
appointed to the following terms: one shall be apfea for one
year, two shall be appointed for two years, ondldh&a appointed
for three years, and one shall be appointed for y@ars. Members
who are appointed for one year or two years shall aount this
term as a term of service for the purposes of 8ai@B8(a).

Where no Committee or Council is appointed, poavers vested in
this Law in the Committee or the Council, as theecanay be, shall
be vested in the Governor until the appointmentedher as
aforesaid.

The arrangements between the Bank and the @oart, which
were customary before the commencement of this Lahall
continue to apply in respect of the payments andrast rates set
forth in Section 48(c), until agreed otherwise.

Benjamin Netanyahu

Prime Minister
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Shimon Peres Reuven Rivlin

President of the State Speaker of the Knesset

published in Sefer Hahukim 2237, on 9 Nissan 572403.2010)
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