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The Honorable Court is hereby requested by virtue of its authority pursuant to Article 350(a) 
of the Companies Law and the Companies Regulations (Application for Compromise or 
Arrangement), 5762-2002 (“the Arrangement Regulations”) to approve the compromise and 
arrangement plan (“the plan” or “the arrangement plan”) between the Bank and all its 
shareholders.  At the center of the plan is an arrangement for the sale of most of the 

Bank’s shares to an outside investor and for redemption of the balance, in a manner that 

the Bank will be preserved as a “going concern” (but without a banking license). 

 
It is clarified that the State of Israel (including in its capacity as the largest shareholder 

in the Bank) notified the Bank that the arrangement plan specified in this application is 

acceptable to it and that it agrees to the filing thereof with the Court. 

 
The remedies requested are specified in Part B of this application.  In order to facilitate 
the familiarity with the contents and the intricacy of this application, we will precede the 
application itself with a short introductory section wherein the structure of the Bank and the 
events which led the Bank to file this application will be reviewed. 
 
A. INTRODUCTION 

 
1. The Bank is a public company with a very complex share capital structure, which 

comprises nine (!) different classes of shares.  The complexity of the share capital of the 
Bank derives from a number of factors as follows:  (a) The different and numerous 
classes of shares comprising it, which confer various rights to the shareholders;  (b) 
Some of the shares of the Bank are traded on the Tel Aviv Stock Exchange Ltd. (“the 

Exchange”) and some are not; (c) Many shareholders are not residents of Israel (most 
of the shareholders residing outside of Israel are U.S. residents) and with a substantial 
portion of the shareholders who are residents outside of Israel, the contact was lost 
many years ago and they cannot be located. 

 
2. In the course of 2002 a severe recession prevailed over the State of Israel.  The financial 

state of the economy was bad and there were concerns floating in the air regarding the 
collapse of one of the large commercial banks in the State of Israel, not long after the 
collapse of the Trade Bank Ltd. as a result of the enormous embezzlement which was 
executed there.  The widespread concerns among the public, were reinforced by the 
Governor of the Bank of Israel and the Supervisor of Banks  who were aware of the 
hardship in which the banks found themselves at that time and of the possible 
implications to the whole economy if and so far as the black forecasts regarding the 
collapse of another bank will materialize and they publicly cautioned against the 
collapse of the commercial banks.  The recession which prevailed over the whole 
economy, did not pass over the Bank:  The Bank suffered a severe liquidity crisis, 
which led to panic-driven withdrawals of depositor funds.  The panic which gripped the 
depositors who assembled at the doors of the Bank demanding the withdrawal of their 
deposits, led the Bank to the brink of an abyss. 

 
3. As a result of the crisis which the Bank experienced, the State of Israel, and the Bank of 

Israel formulated a plan of action for the gradual discontinuation of the Bank’s activity 
and for making a special line of credit available to the Bank for a defined period by the 
Bank of Israel (“the Run-Off Plan”). 

 
Within the framework of the Run-Off Plan the extension of credit activity of the Bank 
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was discontinued (almost completely) and the Bank focused on collecting the balance of 
credit which it provided to its customers.  It is emphasized that on the one hand, this 
stage of collecting the credit within the framework of the Run-Off Plan, which was 
orchestrated by the Chairman of the Bank’s Board of Directors and the GM of the Bank, 
who commenced their duties immediately before the start date of the Run-Off Plan, was 
crowned a great success.  However, on the other hand, over the course of the 
implementation of the Run-Off Plan various legal claims were filed against the Bank 
and its officers, including by shareholders of the Bank, as will be specified later.  

 
Over the years, the Bank used to distribute every quarter a preferred dividend to its 
preferred shareholders and the State paid the Bank back to back interest (at the rate of 
the dividend which the Bank used to pay to the preferred shareholders) for the issue 
considerations of the preferred shares of the Bank which were deposited by the Bank 
with the Ministry of Finance (“the perpetual deposit”). After the Bank found itself in a 
liquidity crisis in the third quarter of 2002, the Bank ceased distributing the preferred 
dividend to its shareholders and the State ceased paying the Bank the aforesaid interest. 

 
4. Pursuant to the government’s decision, the Run-Off Plan is planned to conclude at the 

end of July 2008.  Whether the arrangement plan will succeed or whether the Bank will 
end up in liquidation, the banking license of the Bank will be taken from it upon the 
termination of the Run-Off Plan.  In order to prepare for “the day after” the Run-Off 
Plan, the Bank took a series of steps, while examining two main alternatives in 
connection with its future, the advantages and disadvantages of which were examined 
one against the other:  (a) Liquidation of the Bank and distribution of the remainder of 
its assets to the shareholders, after discharge of the debts to the creditors; (b) Sale of the 
Bank as a going concern to a third party purchaser and distribution of the consideration 
among the shareholders. 

 
5. The question what is the better alternative, that will better benefit the shareholders of 

the Bank was examined by the Bank in full cooperation with the State of Israel by virtue 
of its roles, including by virtue of the Bank being “a mixed company” as this term is 
construed in the Government Companies Law, 5735-1975. 

 
After many discussions and with the assistance of an outside consulting team, an outline 
was formulated according to which the Bank would be sold as “a going concern” to an 
outside investor.  Accordingly, as was reported by the Bank, the State conducted over 
the course of 2007 an experimental test, through the Government Companies Authority, 
in the manner of publication of a request for information (RFI).  The test was intended 
to examine the level of response of various parties which could be interested in 
acquiring all the issued and paid up share capital of the Bank.  It is emphasized that 
twelve entities expressed interest in acquiring the aforesaid share capital. 

 
6. After the initial draft of the outline for sale of the Bank as a going concern, which 

includes, inter alia, the arrangement plan which the Honorable Court is requested to 
approve, the State, Bank Leumi, Bank Hapoalim, Bank Discount, approximately 40% of 
all classes of “C” shareholders and approximately 30% of the Ordinary Preferred 
Shareholders (“the material shareholders”) requested from Prof. Amir Barnea, a well 
known expert in banking and financing, to propose a formula for distribution of the 
consideration that will be received from the sale of all the shares of the Bank to the 
outside investor, among the shareholders. 
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Professor Barnea submitted to the material shareholders his proposal for distribution of 
such consideration (a proposal which was prepared on the basis of the financial 
statements of the Bank as of September 30, 2007), and within the framework thereof he 
addressed, inter alia, the alternative of liquidating the Bank against its sale as a going 
concern.  The conclusion of Prof. Barnea in this matter was that: “There is a 

considerable gap (approximately NIS 200 million) between the value estimate of 

the Bank when sold as a going concern and its value upon liquidation” and – 
“Therefore there is justification for reaching an agreement that will enable a 

proper and expeditious sale proceeding”.  The conclusion of Prof. Barnea was, 
therefore, that the alternative of selling the Bank as a going concern to third parties in 
lieu of its liquidation was the optimal alternative for the shareholders of the Bank. 

 
7. As emerges from the proposal of Prof. Barnea, wherein he addressed, inter alia the 

alternatives concerning the future of the Bank, the consideration that will be 

received by the shareholders of the Bank from its sale as a going concern, is 

expected to be higher by a substantial rate than the consideration expected for 

them upon liquidation of the Bank and the distribution of the remainder of its 

assets among the shareholders.  Moreover, the liquidation proceeding is expected to 

be lengthy and prolonged, especially in light of the complexity of the share capital 
structure of the Bank as stated and the composition of the credit assets of the Bank and 
"their life span" and at the end of which only classes of “C” shareholders and classes of 
“D” shareholders are expected to earn a liquidation dividend, which also with respect to 
which it cannot be known whether it will amount to full consideration for return of the 
paid up capital that was invested by them and payment of the preferred dividend in 
arrears which accrued with respect to their shares. 

 
The proposal of Prof. Barnea was attached to the Immediate Report of the Bank of 
January 15, 2008 and an updated version thereof was attached to the Immediate Report 
of the Bank of March 12, 2008.  The updated Immediate Report is attached to this 
application as Appendix “A” and constitutes an integral part hereof. 

 
8. Following the proposal of Prof. Barnea, the negotiation between the material 

shareholders progressed to the signing of a letter of principles (“the letter of 

principles”) between the State and the material shareholders (excluding Bank Leumi, 
Bank Hapoalim and Bank Discount) and to the signing of letter of consents (“the letter 

of consents”) between the State and the shareholders from Group “C”, both of which 
documents are reflected in the arrangement plan.  It is emphasized that in accordance 
with the letter of principles and the letter of consents, the material shareholders agreed 
to support the approval of the arrangement plan, including the distribution of the 
consideration in accordance with the proposal of Prof. Barnea. 

 
The letter of principles and the letter of consents are attached to this application as 

Appendix “B”. 

 
9. The Bank’s Board of Directors approached Prof. Yitzhak Suary and asked him to give 

his opinion regarding the fairness of the proposal of Prof. Barnea in connection with the 
distribution of the consideration of the sale to the public shareholders. 

 
The opinion of Prof. Suary from May 26, 2008 is attached to this application as 

Appendix “C”. 
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10. It is therefore the case, that the arrangement plan is filed for approval of the Court 

and for approval of the shareholders not as a purely theoretical and abstract plan, 

but rather as a plan that earned the blessing of a substantial portion among the 

shareholders of various classes, including of the largest shareholder in the Bank – 

the State of Israel, even prior to the filing of the application for approval of the 

arrangement plan with the Honorable Court. 
 
11. The advantages of the arrangement plan in its current format, if and so far as it will be 

approved by the Honorable Court, are clear: 
 

First, as specified hereinafter, the shareholders are likely to obtain a greater return for 
their investment in the Bank’s shares and will benefit from a prompt and cash payment 
for their shares, in comparison to the Bank liquidation alternative, with respect to which 
it cannot be known when and over what length of time it will be realized. 
 
Second, having the sale proceeding of the Bank as a going concern pass through the 
Court's "refining effect" within the framework of a “compromise and arrangement plan” 
pursuant to Article 350 of the Companies Law, assures the transparency of the 
proceeding, the fairness and its certainty. 
 
Third, the fact that a number of parties already expressed an interest in acquiring shares 
of the Bank within the framework of the aforementioned test of the State, may serve as 
a positive indication for the anticipated success of the sale proceeding of the Bank’s 
shares to the outside investor. 

 
12. In a nutshell it is emphasized that the arrangement plan, which is detailed at length in 

Part D of this application, includes the return of the perpetual deposit to the Bank (as 
specified at length in Section 23 hereinafter) as well as two alternative scenarios; the 

first scenario – the sale of most of the shares of the Bank and redemption of the 
remainder by December 31, 2009 (“the effective date”), i.e., finding a purchaser within 
the sale proceeding (as defined hereinafter) and finalization of the purchase transaction 
of the Bank’s shares, including payment of the entire consideration with respect thereto 
by the purchaser, as specified hereinafter.  Within the framework of this scenario, the 
shareholders will consent to the consideration distribution formula and will approve the 
manner in which the sale proceeding will be conducted.  The second scenario – will 
apply in the event that the sale proceeding (as defined hereinafter) will not be finalized.  
Within the framework of this scenario, a compromise was formulated concerning 
distribution of a dividend to Group “C” Shareholders, as will be specified later. 

 
In accordance with the first scenario, all the shares of the Bank, excluding shares that 
will be redeemed by the Bank, will be sold by the State of Israel and the public to an 
outside investor (“the Purchaser”), whose identity will be determined after approval of 
the arrangement plan by the Honorable Court, through an equal and competitive sale 
proceeding and/or within the framework of negotiations with a certain party or parties, 
which will be conducted by the Government Companies Authority (“the sale 

proceeding”). 
 
Each one of the shareholders of the Bank, in its capacity as a shareholder, will waive 
any claim and demand, inter alia vis-à-vis the Bank and vis-à-vis its officers (in the past 
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or in the present), vis-à-vis interested parties in the Bank and vis-à-vis the State of 
Israel.  The State of Israel, in its capacity as a Group “D” Shareholder and a Group “C” 
Shareholder, will additionally waive its right, so far as it exists, to receive a cumulative 
dividend.  The State, as an Ordinary “B” Shareholder, will waive its share of the total 
consideration that will be received from the sale.  At the conclusion of the arrangement 
plan the shares of the Bank will be stricken from trade on the Exchange. 
 
Should the sale proceeding not be finalized by the effective date (the second scenario), 
the State of Israel, will pay half of the interest for that part of the perpetual deposit 
which relates to the Group “C” shares which accrued in certain years, and the Bank will 
distribute that same amount as a dividend to Group “C” Shareholders (“the 

compromise dividend”). 
 
According to each one of the scenarios specified above, on July 31, 2008 or upon 
approval of the plan by the Honorable Court, whichever is later (“the perpetual deposit 

maturity date”):  (i) The State of Israel will pay the Bank the perpetual deposit, 
excluding the proportionate part out of the perpetual deposit which emanated from the 
issue considerations of the Group “D” Shares held by the public, subject to an 
undertaking of the Bank that the perpetual deposit funds will be used first and prior to 
any other payment, toward payment of the balance of the special line of credit which 
was made available to the Bank by the Bank of Israel; (ii) The Bank will pay the Bank 
of Israel the balance of the special line of credit which was made available to it by the 
Bank of Israel within the framework of the Run-Off Plan and – (iii) The balance of the 
perpetual deposit with respect to the issue considerations of Group “D” Shares held by 
the public, will continue to be maintained solely as a dollar linked deposit and will be 
returned to the Bank close to the sale execution date. 

 
13. In accordance with its terms, the arrangement plan (detailed at length in Part D of this 

application) will be financed primarily from the funds that will be made available by the 
Purchaser and from the independent means of the Bank (including funds that it 
deposited with the Ministry of Finance).  However it is emphasized that fulfillment of 
the first scenario (i.e.:  finalization of the sale proceeding), is dependent upon finding a 
Purchaser by means of the sale proceeding and finalization of the purchase transaction 
of the Bank’s shares, including full payment of the consideration with respect thereto by 
the Purchaser.  If the sale proceeding will not be finalized by the effective date, only the 
second scenario of the arrangement plan will be executed (return of the perpetual 
deposit by the State of Israel, excluding the proportionate part of the perpetual deposit 
due to the issue considerations of the Group “D” Shares held by the public and payment 
of the balance of the line of credit to the Bank of Israel, payment of half of the interest 
due to the perpetual deposit for Group “C” Shares by the State of Israel to the Bank and 
distribution of the compromise dividend). 

 
14. It is emphasized that the arrangement plan is proposed as a single unit and it cannot be 

separated into its components nor may its terms be changed, other than with the consent 
of the Bank.  The plan includes redemption of Group “D” Shares, in the event that the 
sale transaction of the Bank’s shares will be executed, or the distribution of the 
compromise dividend to Group “C” Shareholders, in the event that the sale transaction 
of the Bank’s shares will not be executed.  Both the scenarios are liable to create a 
situation of distribution that does not fulfill the profit criterion pursuant to Article 303 
of the Companies Law and accordingly, are conditioned upon approval of the 
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Honorable Court, in accordance with a separate application that the Bank filed 
simultaneously with this application. 

 
15. It is further emphasized that the arrangement was intended, inter alia, to provide a 

comprehensive and complete solution to the issue of the claims pending against the 
Bank and its officers and will prevent the possibility of the filing of additional claims in 
the future. 

 
B. THE REQUESTED REMEDIES 

 
16. In light of that stated above and in accordance with that specified hereafter, the 

Honorable Court is requested as follows: 
 

16.1. To order, ex parte, the convening of meetings of all classes of shareholders, in 
which the State of Israel will not take part, for the purpose of discussion and 
passing a resolution in relation to the approval of the plan as follows:  a meeting 
of the Ordinary “A” Shareholders; a meeting of the Ordinary Preferred 
Shareholders; a meeting of the Preference “C” Shareholders together with 
Preference “CC” Shareholders and Preference “CC1”  shareholders (“Group 

“C” Shares”) and a meeting of Preference “D” Shareholders together with  
Preference “DD” Shareholders (“Group “D” Shares”) and the passing of a 
written resolution by the Ordinary “B” Shareholders and the Ordinary “B1” 
Shareholder (“Group “B” Shares”) in lieu of convening a meeting since the 
State of Israel is the sole shareholder of Group “B” Shares (all jointly: “the class 

meetings”). 
 
 It is clarified that the State of Israel will not participate in the class meetings of 

the shareholders. 
 

16.2. To order, ex parte, that the class meetings will be summoned, will be convened 
and will be conducted in accordance with the provisions specified in Appendix 

“D” to this application and will be held no later than 60 days from the date the 
order is handed down by the Court, on the date that will be determined by the 
Bank. 

 
16.3. To approve, ex parte, that a trust company that will be determined by the Bank 

will act as trustee (“the Trustee”) for Group “D” Shareholders, Group “C” 
Shareholders and Ordinary Preferred Shareholders which hold share certificates 
in their name (all jointly – “The Beneficiary Shareholders”), and all the 
consideration that will be received for redemption and/or sale of the shares of the 
Beneficiary Shareholders will be deposited therewith.  The Trustee will act in 
accordance with the trust agreement that will be presented and brought for 
approval of all classes of shareholders as part of the arrangement plan that they 
will be requested to approve (“the trust agreement”). 

 
16.4. To order, ex parte, by virtue of the authority given to the Honorable Court 

pursuant to Regulation 8 of the Arrangement Regulations, the granting of an 
exemption to the Bank from adding the details and submission of the documents 
pursuant to Regulation 7(b) of the Arrangement Regulations.  The aforesaid 
exemption is requested since the Bank is a public company, some of the issued 
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shares of which are traded on the Exchange in Israel.  Accordingly, in the 
estimation of the Bank, the information, the details and the documents required 
in the aforesaid Regulation 7(b) are available to the public (including the public 
shareholders) by virtue of their being included, inter alia, in the periodic and 
immediate reports of the Bank prepared pursuant to the Securities Law and the 
regulations thereof and published on the MAGNA site (i.e.: The official site of 
the Israel Securities Authority). 

 
17. After the convening of the class meetings, as requested above, and the passing of a 

resolution therein, as required pursuant to law, the Honorable Court will be requested, 
in accordance with an application that will be filed with the Court subsequent to the 
approval of the meetings, to hold a hearing in the presence of the parties, within the 
framework of which the Honorable Court will be requested to issue an order approving 
the plan. 

 
18. The Bank reserves its right to appeal from time to time to the Honorable Court with a 

motion to administer orders, change dates, or additional decisions required in order to 
realize the arrangement plan, so far as this will be required. 

 
C. THE SHAREHOLDERS AND THEIR RIGHTS  

 

19. Hereinafter we will briefly describe the rights attached to the various shares in the 
capital of the Bank: 

 
Ordinary “A” Shareholders (the State of Israel holds approximately 49% and the 
balance held by Bank Leumi, Bank Hapoalim, IDB Holdings Ltd., the Manufacturers 
Association, the International Bank and others) are entitled by virtue of their shares to 
the right to appoint the directors of the Bank and to a majority of the voting rights at the 
general meeting, to a right to a dividend at an annual rate of 6%, to a right to a 
participating dividend and to a right to participate in the distribution of the Bank’s 
surplus assets at the time of liquidation, and all subject to the order of preference 
prescribed in the articles of the Bank. 
 
Group “B” Shareholder (the State of Israel) is entitled by virtue thereof to a dividend at 
an annual rate of 3% and to participation in the distribution of the Bank’s surplus assets 
upon liquidation, and all subject to the order of preference prescribed in the articles of 
the Bank.  For the Ordinary “B1”Share, the State of Israel is entitled, upon liquidation 
of the Bank, also to receive the positive difference between the increase of the index and 
the increase of the Dollar rate, which will be paid to the Bank upon liquidation for the 
perpetual deposit at the Ministry of Finance, in accordance with agreements between the 
Bank and the Ministry of Finance, and all subject to the order of preference prescribed 
in the articles of the Bank. 
 
The Ordinary Preferred Shareholders are entitled by virtue of their shares to voting 
rights at the general meeting of the Bank, to a cumulative preferred dividend at an 
annual rate of 8%, to a participating dividend and to participation in the distribution of 
the Bank’s surplus assets upon liquidation, and all subject to the order of preference in 
the articles of the Bank.  The Ordinary Preferred Shares are listed for trade on the 
Exchange. 
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Group “C” Shareholders are entitled by virtue of their shares to a dollar linked 
cumulative preferred dividend at an annual rate of 6%, to a participating dividend and to 
participation in the Bank’s surplus assets upon liquidation, and all subject to the order of 
preference prescribed in the articles of the Bank.  Group “C” Shares are listed for trade 
on the Exchange. 
 
Group “D” Shareholders are entitled by virtue of their shares to a dollar linked 
cumulative preferred dividend at an annual rate of 7.5% and to participation in the 
Bank’s surplus assets upon liquidation, and all subject to the order of preference 
prescribed in the articles of the Bank.  Pursuant to the Bank’s articles, the Bank has a 
right to call for early redemption of Group “D” Shares.  These shares were listed upon 
the issue thereof for trade on the Exchange but they were stricken from trade during the 
90’s.  Excluding the State of Israel, most of the holders of Group “D” Shares are U.S. 
residents.  Over the years, as a result of its purchases of these shares, the State of Israel 
reached a holding of approximately 88% of Group “D” Shares. 
  
A breakdown regarding the allocation of holdings in the Bank’s shares between the 
State and the public is found in Appendix “E” which constitutes an integral part of this 
application. 
 
It is emphasized that the description of the rights attached to the shares as specified 
above and the order of preference for distribution of the balance of the Bank’s assets at 
the time of liquidation, as specified hereinafter, reflect and constitute the basis for 
allocation of the shareholders to class meetings, according to the various interests in 
each one of the shareholder groups. 

 
20. The order of preference for distribution of the balance of the Bank’s assets at the time of 

its liquidation as prescribed in the articles of the Bank is as follows:  First – payment of 
arrears of cumulative preferred dividend, including dollar linkage differentials, for all 
classes of the preferred shares (i.e., Group “C” and Group “D” Shares).  Second – 
payment of arrears of cumulative preferred dividend for the Ordinary Preferred Shares.  
Third – return of the paid up capital on Group “C” Shares and Group “D” Shares and 
with the addition deriving from the dollar linkage terms.  Fourth – return of the paid-up 
capital on Ordinary Preferred Shares.  Fifth – return of the paid up capital on Ordinary 
“A”  Shares and return of the paid up capital on Group “B” Shares.  Sixth – the excess 
that will remain from the differences that the State will pay to the Bank at the time of its 
liquidation, so far as there will be such, as a result of the greater increase in the rate of 
increase of the Consumer Price Index compared with the rate of increase of the 
Representative Rate of the Dollar in connection with the deposits which the Bank 
deposited with the State, will be paid to the holder of the Ordinary “B1” Share.  Seventh 
– the surplus of the ordinary assets will be distributed among the holders of the 
Ordinary “A” Shares, Ordinary Preferred Shares, Group “C” Shares in accordance with 
the paid-up capital thereon and at a ratio of ten to each Agora paid on each Ordinary 
“A”  Share, ten to each Agora paid on a Ordinary Preferred Share, ten to each Agora 
paid on each Preference “C”  Share, six to each Agora paid on each Preference “CC”  
Share and six to each Agora paid on each Preference “CC1”  Share. 

 
21. So far as the Honorable Court will believe that the service of this application to 

additional parties is required, or that the joinder thereof as Respondents thereto is 
required, the Bank will act as the Honorable Court will so order it in this matter. 
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D. THE COMPROMISE AND ARRANGEMENT PLAN 

 
22. The compromise and arrangement plan proposed in accordance with this application 

includes three parts (two of them are alternates) which the shareholders and the 
Honorable Court will be requested to approve as one: 

 
22.1. First Part:  Return of the perpetual deposit to the Bank, excluding that same 

part thereof which reflects the issue considerations of Group “D” Shares which 
are not held by the State.  This part will be executed promptly upon approval of 
the arrangement plan (but not prior to July 31, 2008) and it is not conditioned 
upon any term whatsoever (“the perpetual deposit arrangement”).  The return 
of the perpetual deposit will enable the Bank to pay off the balance of the special 
line of credit that was made available to it by the Bank of Israel following the 
liquidity crisis it experienced (for a detailed description regarding the first part 
see Section 23 hereinafter). 

 
22.2. Second Part:  Sale of most of the Bank’s shares and redemption of the 

remainder thereof, subject to a Purchaser being found for the Bank’s shares and 
the sale being finalized by the effective date (December 31, 2009) (“the sale 

arrangement”) (for a detailed description regarding the second part see Section 
24 hereinafter). 

 
22.3. Third Part:  Which will apply in the event that the sale arrangement (the second 

part) will not be executed, and according to which the State will pay the Bank on 
the effective date or when the Bank commences liquidation proceedings, 
whichever is earlier, half of the interest accrued during the period commencing 
on July 1, 2002 and ending on July 31, 2008, on the part of the Bank’s perpetual 
deposit at the Treasury which reflects the issue considerations of “C”, “CC” and 
“CC1” Shares (“Group “C” Shares”) with the addition of linkage differentials 
and interest commencing from July 31, 2008 until the date of payment, where 
concurrently and out of this payment of the State, the Bank will pay Group “C” 
Shareholders half of the arrears of the preferred dividend which accrued on the 
shares thereof in the aforementioned period, with the addition of linkage 
differentials and interest commencing from July 31, 2008 until the date of 
payment (“the dividend arrangement”) (for a detailed description regarding the 
third part see Section 25 hereinafter). 

 
23. Within the framework of the perpetual deposit arrangement (the first part): 
 

23.1. On July 31, 2008 or upon the approval of this arrangement, whichever is later, 
the State of Israel will pay the Bank the perpetual deposit which it deposited 
with the Ministry of Finance, excluding the proportionate part of the perpetual 
deposit from the issue considerations of Group “D” Shares held by the public, in 
the amount of their par value linked to the Dollar, which will continue to be 
maintained solely as a dollar linked deposit and which will be returned close to 
the sale execution date, if it will be executed (“balance of the deposit”). 

 
23.2. Prior to any additional distribution of monies from the perpetual deposit, the 

Bank will transfer to the Bank of Israel, out of the payment of the State of Israel 
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for the perpetual deposit the amount required for full payment of the balance of 
the special line of credit which was made available to it by the Bank of Israel (as 
extended from time to time). 

 
23.3. The deposit will be returned as stated above, linked to the Dollar until October 1, 

1987, and from this date and until its return, linked to the Consumer Price Index 
or to the Dollar, whichever is higher. 

 
23.4. The return of the deposit (including the linkage differentials thereon) will be 

exempt from any tax and duty as stated in the perpetual deposit agreements. 
 

23.5. The balance of the deposit will continue to be maintained solely as a Dollar 
linked deposit, in accordance with the perpetual deposit agreements. 

 
23.6. Section 7(6) of the Bank’s articles, which grants the holder of the “B1” Share 

(the State of Israel) the right to receive, at the time of liquidation of the Bank, the 
excess of the index linkage differentials over the dollar linkage differentials for 
the perpetual deposit, as this excess is paid to the Bank at the time of the 
liquidation, will be amended so that the holder of the share will be entitled to 
receive the aforesaid excess at the time of liquidation of the Bank, even if the 
aforesaid excess will be paid to the Bank not at the time of liquidation thereof 
but rather before then, at the time of the return of the perpetual deposit. 

 
 It is emphasized that for the purpose of amending the Bank’s articles as stated, a 

general meeting of the shareholders of the Bank will be convened, concurrently 
with the convening of the class meetings, on the agenda of which will be the 
amendment of the Bank’s articles as stated.  A decision of the general meeting 
with regard to the amendment of the articles is a condition to the compromise 
and arrangement plan coming into force. 

 
23.7. Originating Motion 1294/04, which was filed by some Group “C” Shareholders, 

as stated above, with respect to cessation of payment of the preferred dividend, 
will be dismissed, without an order for costs, excluding the right of the 
applicants to court fee reimbursement taking into consideration that the hearing 
of the motion has not yet commenced; and Civil Appeal 174/08, which was filed 
by the Bank concerning dismissal of the originating motion which was filed with 
respect to accrual of the interest on the perpetual deposit of the Bank at the 
Ministry of Finance, will be dismissed, without an order for costs.  The decision, 
the object of the aforesaid Civil Appeal 174/08, will bind the parties thereto only 
in the relations between them with respect to the part of the perpetual deposit 
which reflects the issue considerations of Group “C” Shares. 

 
24. Within the framework of the sale arrangement (the second part): 
 

24.1. The Government Companies Authority will act to locate a Purchaser that will 
purchase all the shares of the Bank, excluding Group “D” Shares which are not 
held by the State, from the State of Israel and the public.  The identity of the 
Purchaser will be determined after approval of the arrangement plan by the 
Honorable Court, through an equal and competitive sale proceeding, which will 
be conducted by the Government Companies Authority (“the sale proceeding”).  
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The shares will be transferred to the Purchaser against fulfillment of the 
Purchaser’s undertakings, free and clear of any lien, attachment or third party 
right.  The shareholders of the Bank will not be required to provide the purchaser 
with any representation, undertaking or indemnification within the framework of 
the sale proceeding. 

 
24.2. The sale consideration will be distributed between the holders of the shares 

being sold in accordance with the consideration distribution formulas in 
Appendix “F” to the proposal of Prof. Barnea, which is attached as Appendix 
“A” to this application and in accordance with the rationale reflected in the chart 
attached hereinafter, and which, as emerges from the letter of principles, was 
given the advance consent of the material shareholders (excluding Bank Leumi, 
Bank Hapoalim and Bank Discount).  The calculation of the amount that must be 
paid pursuant to these distribution formulas for each share included in the classes 
of shares being sold will be done by the State of Israel. 

 
 The rate of exchange of the Dollar according to which the rights of the 

shareholders in accordance with the consideration distribution formulas will be 
calculated as stated, will be determined in accordance with the Representative 
Rate of the Dollar as it will be three business days (in which foreign currency 
trade is carried out) prior to the date of transfer of the consideration from the 
Purchaser to the Trustee. 

 
24.3. In a nutshell it can be said that most of the sale consideration is distributed 

between Group “C” Shareholders, and Group “D” Shareholders which are not 
held by the public (i.e., the State), in accordance with the rights of these classes 
of shares to participate in the Bank’s assets at the time of its liquidation, as 
prescribed in its articles.  In addition, so long as the part of the total 
consideration distributed to Group “C” Shares in accordance with the 
aforementioned rights, will be lower than the return of the paid up capital on 
these shares and payment of arrears of the preferred dividend with respect 
thereto (all in Dollar values), then part of the consideration to which the State of 
Israel was entitled for its holdings in Group “D” Shares, will be transferred to 
Group “C” Shareholders (as specified in the consideration distribution formulas). 

 
24.4. Ordinary “A” Shareholders and “B1” Shareholder, will receive part of the total 

consideration that will be received from the Purchaser, only if the total 
consideration will be greater than the sum of NIS 550 million and their share of 
the consideration will increase progressively together with the increase in the 
total consideration, all as specified in the consideration distribution formulas. 

 
24.5. The Ordinary Preferred Shareholders will receive a minimum amount of NIS 11 

million, which will increase progressively together with the increase in the total 
consideration, as specified in the consideration distribution formulas. 

 
24.6. The State, as an Ordinary “B” Shareholder, waives its share of the total 

consideration that will be received from the sale, only with respect to these 
shares. 

 

24.7. If the total consideration that will be received from the Purchaser will be lower 
(i) than the average amount of two independent valuations with respect to the 
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Bank’s value upon liquidation and updated close to the submission date of bids 
by the bidders in the sale proceeding, which will be requested by the State, net of 
the Dollar value of redeemed Group “D” Shares (principal only and at their 
Dollar value converted to New Israeli Shekels in accordance with the 
representative rate known at that time), or – (ii) than NIS 400 million (the higher 
between them will be called: “the minimum price”), the consent of the State 
representatives to the finalization of the sale will also be conditioned on 
obtaining approval of the class meeting of Group “C” Shareholders by a majority 
of 75% of the value represented at the vote.  

 

 It is clarified that the State reserves the right not to choose any bid whatsoever 
and to cancel the sale proceeding even in the event that the total consideration 
will be greater than the minimum price, according to its sole discretion.  A 
description of the sale proceeding is attached as Appendix “F”, which 
constitutes an integral part of this application. 

 

Hereinafter is a chart solely for illustration purposes of the distribution of the 

consideration among the shareholders in the Bank in accordance with the proposal of 

Prof. Barnea:  
 

Preference 

“C” and 

“D” 

Shares 

Pre-

ferred 

Shares 

Ordinary “A” 

Shares 

(including “B1”) 

Preference “C” and “D” Shares 
Amount 

to be 

received 

from the 

Purchaser 

(in 

millions 

of NIS) 

  

State 

of 

Israel 

Others 

State 

of 

Israel 

Public 

Compensation of 

Group “C” 

Shares at the 

expense of Group 

“D” Shares of the 

State 

Total % 

return to 

Prefer-

ence “C” 

Sharehol-

ders 

400 389 11 0 0 205 184 28 79% 

4501 439 11 0 0 235 204 28 88% 

500 487 13 0 0 264 223 28 95% 

550 525 15 6 4 291 234 24 100% 

600 563 18 11 8 328 235 10 100% 

6502 589 21 24 16 354 235 0 100% 

700 589 25 51 35 354 235 0 100% 

750 589 25 80 56 354 235 0 100% 

 
 

* Principles of the consideration distribution among the shareholders as specified in the chart are based on the 
assumptions of U.S. Dollar Representative Rate = NIS 4.013 and the consideration payment date by the 
Purchaser on 30.9.07.  Other examples of the manner of distribution of the consideration in accordance with the 
Representative Rate as it could change from time to time, see page 10 of the proposal of Prof. Barnea, which is 
attached as Appendix “A” to this application. The rights of the Group “C” and Group “D” Shareholders as well 
as their right to the cumulative dividend will be calculated as of the date of execution of the consideration 

                                                 
1 Where the consideration to be received will be in an amount situated between two levels, distribution of the 
surplus amount above the previous level will be proportional.  For example, if the consideration of sale of all of 
the shares of the Bank will be in the amount of NIS 525 million, Preference “C” and “D” Shareholders will 
receive NIS 487 million plus half of the difference 525 – 487, i.e.  487 + 19 = NIS 506 million.  The Preferred 
Shareholders will receive NIS 14 (13 + 1) million and the Ordinary “A” and “B1” Shareholders NIS 5 (5 + 0) 
million – a total of NIS 525 million. 
2 Due to the change in the rate of exchange of the U.S. Dollar, changes will occur in the distribution of the 
consideration, since the rights of Group “C” and “D” Shares are linked to the rate of exchange of the U.S. Dollar 
(see details on page 4 of the Barnea document). 
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payment.  
 
** It is emphasized that the total consideration for Group “C” Shareholders and Group “D” Shareholders not 
held by the public, will be distributed between the individual shareholders, pro rata in accordance with the Dollar 
value of Group “C” Shares, according to a value of 1 U.S. Dollar for each Preference “C” Share, a value of 10 
U.S. Dollars for each Preference “CC” Share and a value of 10 U.S. Dollars for each Preference “CC1” Share; 
and in accordance with the Dollar value of Group “D” Shares, according to a value of 100 U.S. Dollars for each 
Preference “D” Share, and a value of 1000 U.S. Dollars for each “DD” Share and according to the rate of 
holdings of each one among the individuals of the Group “C” Shareholders and the Group “D” Shareholders, 
respectively. 
 

24.8. The State will return to the Bank the remainder of the perpetual deposit with the 
addition of linkage differentials to the Dollar up to the repayment date.  The 
repayment of the balance of the deposit (including linkage differentials thereon) 
will be exempt from any tax and levy as stated in the perpetual deposit 
agreements. 

 
24.9. The Bank will redeem, from its own resources, the Group “D” Shares not held 

by the State of Israel, in accordance with the redemption terms prescribed in 
their issue terms and the grossing up specified in the perpetual deposit 
agreement, i.e. (1) Redemption of Preference “D” Shares at a premium of 
5.625% of their par value (“the premium”) and in the amount of U.S. $ 105.625 
per share and with the addition of the cumulative preferred dividend in arrears 
payment at an annual rate of 7.5% and calculated on the Dollar value of the share 
(U.S. $100) from July 1, 2002 and up to and including the day preceding the day 
of repayment and (2) Redemption of Preference “DD” Shares in consideration of  
their full value, in the amount of U.S. $1,000 per “DD” Share and with the 
addition of the cumulative preferred dividend in arrears payment at an annual 
rate of 7.5% and calculated on the Dollar value of the share (U.S. $1,000) from 
July 1, 2002 and up to and including the day preceding the day of repayment; 
and in total, in consideration of a maximum amount (as of 31.12.09) of U.S. 
$12,517,944 to Group “D” Shareholders from the public.  This amount is likely 
to be reduced if the payment date will be brought forward prior to December 31, 
2009 or in the event that the State of Israel will purchase from the public 
additional shares of Group “D”.  Since the aforesaid distribution may be, in due 
course, a distribution that does not meet the profit criterion, which requires the 
approval of the Honorable Court, the Bank files, with the Honorable Court, 
together with this application, a separate application for approval of a 
distribution that does not meet the profit criterion pursuant to Article 303 of the 
Companies Law, which constitutes an integral part of the arrangement plan. 

 
24.10. The State will pay the Bank (as interest on the perpetual deposit) amounts to the 

extent of the Preferred dividend arrears that will be paid by the Bank to Group 
“D” Shareholders and amounts to the extent of the premium payment that will be 
paid by it to “D” Shareholders as stated, all as specified in clause 24.9 above.  
These amounts will be paid by the State where they are grossed up, in a manner 
described in the perpetual deposit agreements, so that the total net amount (after 
tax) that will remain with the Bank will be sufficient to make the aforesaid 
payments. 

 
24.11. All the consideration that will be received from the redemption of Group “D” 

Shares (including payment of the dividend in arrears and the premium) and all 
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the consideration that will be received from the sale of Group “C” Shares and 
Ordinary Preferred Shares (all the holders of these shares will hereinafter jointly 
be called: “the Beneficiary Shareholders”), will be deposited with the Trustee. 

 
 The day of deposit with the Trustee will be deemed the day of payment or 

repayment for the shares being sold or redeemed, accordingly. 
 

 The Bank will report to its shareholders (by way of Immediate Report) regarding 
a number of key dates in relation, inter alia, to the date for the fulfillment of all 
the conditions precedent prescribed in the agreement with the Purchaser, the 
effective date entitling the shareholders to receive the consideration for their 
shares from the Purchaser, the date when trading of the Bank’s shares will cease 
(as stated in clause 24.21 hereinafter), the date when the total consideration will 
be transferred from the Purchaser to the Trustee, the date when the total 
consideration will be paid by the Trustee to the nominee company of Bank 
Discount (“the nominee company”), with which the Bank’s shares that are 
traded on the Tel Aviv Stock Exchange are registered, or to the shareholders (for 
shares registered in the name of the relevant Beneficiary Shareholders in the 
Bank’s register of shareholders).  Subject to the provisions of the agreement with 
the Purchaser, the Bank will be entitled to postpone each one of the dates 
specified above provided that the notice with regard to such postponement will 
be given at least one business day prior to the relevant date. 

 
 Notwithstanding, if and so far as it will be required, the report will include the 

manner in which the consideration will be distributed to the nominee company 
or to the shareholders by the Trustee in accordance with a calculation that will be 
made by the State of Israel, and the manner in which the shares will be 
transferred from the Beneficiary Shareholders to the Purchaser. 

 
 The payment to the Trustee for the shares being sold and redeemed, in 

accordance with the provisions of the agreement with the Purchaser, will 
constitute final and full payment for the above-mentioned shares.  Upon deposit 
of the total consideration with the Trustee, shares of the Beneficiary 
Shareholders who hold with respect to these shares a share certificate in their 
name, will be cancelled, for all intents and purposes, whether these are shares 
that are redeemed and whether these are shares that are sold even if the 
certificates with respect thereto will not be transferred to the Trustee.  These 
Beneficiary Shareholders will only have available to them the right to receive 
from the Trustee the consideration for their shares, for seven years (“the trust 

period”), subject to the duty to deduct tax at source, without any addition of 
interest, but with the consideration for Group “C” Shares and Group “D” Shares 
being linked to the Dollar or paid in Dollars and all in accordance with the trust 
agreement. 

 
 For the removal of doubt, the shares registered in the Company’s books in the 

name of shareholders holding share certificates in their names and in the name of 
the nominee company, will be registered in the name of the Purchaser. 

 
24.12. The monies remaining with the Trustee upon the expiration of the trust period 

and after the expenses and remuneration of the Trustee were deducted therefrom, 
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will be allocated as follows:  the consideration monies payable to the Beneficiary 
Shareholders with respect to the Ordinary Preferred Shares and Group “C” 
Shares and with respect to preferred dividend arrears and the premium with 
respect to Group “D” Shares, which were not claimed by then, will be paid to the 
State.  All the remaining monies that will remain with the Trustee will be paid to 
the Bank, subject to any duty to deduct tax at source. 

 
 At the expiration of the trust period and after the transfer of the monies that will 

remain with the Trustee to the State and to the Bank, respectively, the right of 
the Beneficiary Shareholders to receive the consideration will expire 
automatically. 

 
24.13. Upon the deposit of the consideration with the Trustee, the Trustee will publish 

in a newspaper with a wide circulation in the United States and in a newspaper 
with a wide circulation in Israel, a notice regarding the sale of the Ordinary 
Preferred Shares, Group “C” Shares and regarding redemption of Group “D” 
Shares and the right to receive consideration for them.  In addition, a notice will 
be sent by mail to the shareholders regarding sale of the shares and redemption 
of the shares as specified above.  The posting to the shareholders in the United 
States will be carried out through an agent in the United States, at the request of 
the Bank or at the request of the Trustee. 

 
24.14. The remuneration of the Trustee and its expenses, as specified in the trust 

agreement, including expenses due to publication in the press, will be paid from 
the monies in the trust account, and the profit accruing from them.  However, so 
far as monies will be lacking in consequence thereof to effectively pay the 
Beneficiary Shareholders, the Bank will bear liability for the supplementation 
and payment thereof to the Trustee. 

 
24.15. Upon implementation of the arrangement plan, subsequent to fulfillment of all 

the conditions precedent as specified in clause 24.26 hereinafter, the 
shareholders will comprehensively waive any allegation and/or demand and/or 
claim, including a pending claim, of any type and kind whatsoever, which 
originated in the period up to and including the transfer date of their shares to the 
Purchaser in accordance with the plan (“demand”), whether this involves a 
demand known to the shareholders on the share transfer date, or whether this 
involves a demand that is not known to the shareholders on the share transfer 
date and this, vis-à-vis the Bank, officers of the Bank (as this term is defined in 
the Companies Law), the interested parties in the Bank (as this term is defined in 
the Securities Law, 5728-1968), employees of the Bank and against the State of 
Israel, as the case may be (whether these are officers, employees and interested 
parties in the past or in the present), and this effective from the transfer date of 
their shares, in any matter deriving and/or related, directly or indirectly, to the 
Bank and/or the companies held by the Bank in the past or in the present, so far 
as there are such, their operations, their businesses, their assets, the manner by 
which these are or were managed, the holding of their shares and the exercise of 
rights by virtue thereof, including in regard to distribution or non-distribution of 
a dividend including a cumulative dividend in arrears, or in regard to a demand 
in connection with the perpetual deposit and/or the restitution thereof and/or 
interest payment with respect thereto, and including any matter concerning the 
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submission and implementation of the arrangement plan and the service of the 
aforesaid officers. 

 
24.16. Upon the approval of the arrangement plan and the signature of the trust 

agreement with the Trustee, and without derogating from that stated in the trust 
agreement, the shareholders will absolutely and irrevocably waive any 
allegation, demand or claim whatsoever against the Trustee or anyone on his 
behalf deriving from or related to his activities as Trustee or the fulfillment of a 
function as Trustee or anyone on his behalf pursuant to the provisions of the trust 
agreement, except for an action that will be done by the Trustee or anyone on his 
behalf with malice and/or as a result of gross negligence of the Trustee. 

 
24.17. In addition, Group “C” Shareholders will waive vis-à-vis those specified in 

clause 24.15 above, also their right to receive the compromise dividend and any 
demand in connection with the perpetual deposit and/or the return thereof. 

 
24.18. Within seven days of the date of finalizing the sale transaction of the Bank’s 

shares, as specified above, the representative of the Bank will file a notice with 
the Court hearing any proceeding instituted by the shareholders of the Bank 
against the Bank and/or its officers and/or its interested parties and/or its 
employees and/or the State, regarding the aforesaid approval of the arrangement 
plan and regarding the consent of the plaintiff shareholders in such proceeding to 
the dismissal of the claim which was filed by them as stated, without an order for 
costs. 

 
24.19. The Bank will assign to the Accountant General of the Ministry of Finance or to 

a third party ordered by the Accountant General of the Ministry of Finance, 
without consideration, the right to collect the loans extended by the Bank to the 
Israel Electric Corporation Ltd. together with the State deposits at the Bank 
which served as a source for providing these loans, including all the collateral 
that was provided to secure them. 

 
24.20. The Bank will waive any claim, demand and allegation, vis-à-vis the officers of 

the Bank, employees of the Bank and vis-à-vis the interested parties in the Bank 
(solely in their capacity as shareholders), and all in connection with the period 
until the transfer to the Purchaser of the Bank’s shares within the framework of 
the sale arrangement.  In addition, the Bank will waive any demand, claim and 
allegation vis-à-vis the State in connection with the perpetual deposit, the 
payment of interest thereon and its return to the Bank. 

 
24.21. The purchase agreement according to which the Purchaser will purchase the 

Bank’s shares will include a waiver of the Purchaser of any claim, demand and 
allegation, vis-à-vis the officers of the Bank, employees of the Bank and vis-à-
vis the interested parties in the Bank (solely in their capacity as shareholders), 
and all in connection with the period until the transfer to the Purchaser of the 
Bank’s shares within the framework of the sale arrangement. 

 
24.22. The Bank’s shares will be stricken from trade on the Exchange. 

 
24.23. The consideration payable to the shareholders holding the Bank’s shares through 
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a nominee company, will be subject to deduction of tax at source in accordance 
with the Income Tax Regulations (Deduction from Consideration, from Payment 
or from Capital Gains, upon Sale of a Unit in a Trust Fund or in a Future 
Transaction), 5762-2002 (“Deduction at Source Regulations”). 

 
 The consideration payable to shareholders holding share certificates in their 

name will be subject to deduction of tax at source in accordance with the 
Deduction at Source Regulations, unless any such shareholder whose address in 
the Bank’s register of shareholders is in Israel, presented to the Trustee 
confirmation of an exemption from deduction of tax at source, on a date to be 
determined later. 

 
24.24. Should the Honorable Court approve the arrangement plan, a motion will be 

filed for a pre-ruling to the Tax Authority, according to which transfer of the 
consideration from the Purchaser to the Trustee will not be deemed a tax event 
and therefore it will be exempt from the duty to deduct tax at source, so that only 
at the time of transfer of the consideration from the Trustee to the Beneficiary 
Shareholders will tax at source be deducted, so far as there will be a duty to do 
so. 

 
24.25. Should the arrangement plan be approved by the Honorable Court and all of its 

above specified stages be finalized, from the total consideration that will be 
received from the Purchaser for the shares, a sum of NIS 110,000 with the 
addition of VAT, which was paid by the State to Prof. Barnea for preparation of 
his proposal (Appendix “A” to this application), will be returned to the State of 
Israel.  After the return of the aforesaid sum to the State, the balance of the 
consideration for the shares will be distributed among the shareholders in 
accordance with the distribution formulas included in the plan.  

 
24.26. A condition to finalization of the second part of the arrangement plan and its 

implementation is the finding of a Purchaser by means of the sale proceeding 
and finalization of the purchase transaction of the Bank’s shares, including full 
payment of the consideration with respect thereto by the Purchaser, by the 
effective date. 

 
25. Within the framework of the dividend arrangement (the third part) which will apply in 

the event that the sale arrangement (the second part) will not materialize: 
 

25.1. On the effective date, or at the time a liquidation order is issued against the 
Bank, or at the time a voluntary liquidation resolution is passed by the general 
meeting of the Bank (whichever is earlier), the State will pay the Bank half of 
the interest, at an annual rate of 6%, which accrued during the period which 
commenced on July 1, 2002 and ended on July 31, 2008 (“the accrual period”) 
on the part of the perpetual deposit of the Bank at the Ministry of Finance which 
reflects the issue considerations of Group “C” Shares, this interest being linked 
to the Representative Rate of the U.S. Dollar (“Dollar”) in a manner that “the 
new rate” will be the Representative Rate that will be published on the business 
day preceding July 31, 2008, and from this date and until its payment to the 
Bank bearing “linkage differentials and interest” pursuant to Article 3A of the 
Adjudication of Interest and Linkage Law, 5721-1961 (“lawful linkage 
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differentials and interest”).  These amounts will be paid by the State grossed 
up, in a manner described in the perpetual deposit agreements, so that the net 
amount (after tax) that will remain with the Bank will be equal to the payment 
pursuant to clause 25.2 hereinafter. 

 
25.2. On the date stated in clause 25.1 above, the Bank will pay Group “C” 

Shareholders, the net amounts that it will be paid as stated in Section 25.1 above, 
i.e., half the preferred dividend arrears, at an annual rate of 6%, which accrued 
on their shares in the accrual period.  This amount will be linked to the 
Representative Rate of the Dollar in a manner that “the new rate” will be the 
Representative Rate that will be published on the business day preceding July 
31, 2008 and from this date and until payment thereof to the shareholders it will 
bear lawful linkage differentials and interest. 

 
25.3. The State will waive any claim and/or demand and/or allegation vis-à-vis the 

Bank and/or the liquidator of the Bank and/or the liquidation fund of the Bank in 
relation to 50% of the preferred dividend arrears which accrued on Group “D” 
Shares owned by the State during, the accrual period. 

 
25.4. Subject to the full payment of the amounts that will be due to them pursuant to 

clause 25.2 above, Group “C” Shareholders will waive any claim and/or 
allegation and/or demand vis-à-vis the State, in relation to and/or in connection 
with the perpetual deposit, its return to the Bank, payment of interest thereon and 
payment of a dividend on their shares with respect to any period, in the past or in 
the future. 

 
25.5. Subject to full payment of the amounts that will be due to them pursuant to 

clause 25.2 above, Group “C” Shareholders will waive any claim and/or 
allegation and/or demand vis-à-vis the Bank, the interested parties in the Bank, 
the officers of the Bank and employees of the Bank in connection with the 
perpetual deposit and its return to the Bank and non-distribution of a dividend in 
the period which commenced on July 1, 2002 and until the date of payment of 
half the preferred dividend arrears with respect to their shares as stated in clause 
25.2 above.  To remove any doubt, it is hereby clarified that the above waiver 
will not derogate from the rights of Group “C” Shareholders to accrual of the 
preferred dividend with respect to their shares pursuant to the Bank’s articles, 
including in relation to the above-mentioned period. 

 
25.6. Subject to the implementation of the dividend arrangement, the Bank will waive 

any claim, demand and allegation vis-à-vis the State in relation to payment of the 
interest with respect to the part of the perpetual deposit which reflects the issue 
considerations of Group “C” Shares, and Group “D” Shares that are owned by 
the State (without derogating from any claim, demand and allegation thereof in 
relation to payment of interest on the balance of the perpetual deposit) and with 
respect to return of the perpetual deposit by the State. 

 
26. It is emphasized that the arrangement plan is proposed to the shareholders as a single 

unit, including implementation of the distribution as the Honorable Court is requested to 
approve, and it cannot be separated into its components or having its terms changed, 
other than with the consent of the Bank.   



 

 21 

 

 

E. THE PROCEEDINGS WHICH LED TO THE FILING OF THE APPLICATION 

 
27. This application is filed in anticipation of the expiration of the Run-Off Plan, described 

at length in Section 28 hereinafter, in the framework of which the Bank is operating 
since the beginning of 2003 and it is intended to enable the Bank to continue to operate 
as a business entity and to offer its current shareholders a ready solution to the 
realization of their holdings for suitable consideration and within a relatively short 
period of time. 

 
28. As is explained in the introductory section of this application, at the time when a severe 

recession prevailed in the economy, the Bank also encountered liquidity difficulties 
over the course of the third quarter of 2002.  The concerns of the depositors of the Bank 
over the collapse of the Bank, led the depositors to a panic-driven withdrawal of their 
deposits, something which could indeed have caused the realization of the concerns and 
the collapse of the Bank.  In order to prevent the collapse of the Bank a number of 
emergency steps were taken, by the Bank and by various parties including the 
government of Israel and the Bank of Israel: 

 
28.1. On August 26, 2002 the Bank’s Board of Directors adopted a resolution to 

approve the process of selling the banking activity portfolio of the Bank, to 
cooperate in its implementation and to instruct the management of the Bank as 
will be required. 

 
 The resolution of the Bank’s Board of Directors from August 26, 2002 is 

attached to this application as Appendix “G/1” and constitutes an integral part 
hereof. 

 
28.2 On September 1, 2002 the government of Israel decided to implement a plan of 

action “the objective of which is to immediately stabilize the Bank and to create 
certainty for the depositors while ensuring the normal operations of the Bank 
until finalization of the sale of the banking activity portfolio (the assets and 
liabilities portfolio) of the Bank”.  As part of this plan of action, the Bank of 
Israel made available to the Bank a special line of credit, and the Ministry of 
Finance agreed that deposits of the State of Israel in the Bank will be 
subordinated to deposits of the public in the Bank and to the credit of the Bank 
of Israel, until the sale of the banking activity portfolio of the Bank.  

 
 The decision of the government from September 1, 2002 is attached to this 

application as Appendix “G/2” and constitutes an integral part hereof. 
 

28.3. The process of selling the Bank’s banking activity portfolio was due to last a 
number of months, however the plan for its sale as “a single unit”, and within a 
short time frame, was not successful.  Accordingly, the Bank formulated, 
through a team of outside consultants (among which Prof. Barnea was included), 
a Run-Off Plan.  The principles of the plan were adopted by the Bank’s Board of 
Directors on February 27, 2008, at the core of which stood a controlled 
realization process of the credit assets of the Bank over a period of four years, 
until the end of 2006, while reducing the manpower of the Bank and the 
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operational costs, subject to the continued availability of the aforesaid line of 
credit by the Bank of Israel.  

28.4. On July 29, 2003 the Ministerial Committee for Social and Economic Affairs 
(Socio-Economic Cabinet) approved the principles of the Bank’s Run-Off Plan.  
In the government decision it was noted that it was made in order to ensure the 
normal operations of the Bank and the return of the deposits to all the depositors 
and in order to realize the assets of the Bank in a controlled process, within 36 
months.  

 
 The aforesaid government decision, is attached to this application as Appendix 

“G/3” and constitutes an integral part hereof. 
 

28.5. In accordance with the Run-Off Plan, the Bank refrains from making new credits 
available, and its activity focuses on collection of existing credits.  The Bank 
reduced and/or completely discontinued various activities which existed therein 
in the past and which are not connected with the collection of credits. 

 
28.6. In addition, the Bank’s Board of Directors approved a comprehensive and 

detailed efficiency plan which includes deep cutbacks in the operational 
expenses and in the manpower. 

 
28.7. In its meeting of July 26, 2005, the Bank’s Board of Directors approved the 

extension of the Run-Off Plan by two additional years and the continued 
implementation thereof on the basis of a document which was prepared by Prof. 
Barnea, this until July 31, 2008.  The Bank’s Board of Directors decided, in light 
of the reduction in the Bank’s activity within the framework of the Run-Off 
Plan, to notify the Governor of the Bank of Israel of its consent to the limitation 
of its banking license in a manner which will reflect the limited activity thereof, 
and including non-acceptance of new deposits and non-renewal of deposits that 
have reached maturity.  In addition, in the limited license it will be set forth that 
the validity thereof will be until the end of the extended plan period. 

 
28.8. On October 10, 2005 the Ministerial Committee for Social and Economic Affairs 

(Socio-Economic Cabinet) decided to approve the extension of the Bank’s Run-
Off Plan by an additional two years, until July 31, 2008. 

 
 The decision of the Ministerial Committee for Social and Economic Affairs from 

October 10, 2005 is attached as Appendix “G/4” to this application and 
constitutes an integral part hereof. 

 
29. In addition, the government noted the Governor of the Bank of Israel’s notice regarding 

his consent to the realization of the balance of the Bank’s assets and continued 
availability of a line of credit to the Bank until the end of the extended plan.  The 
government’s decision also set forth that the Bank would not make use of the line of 
credit, or of other sources, in order to make new credits available. 

 
30. The Bank during the years of its existence used to distribute every quarter a preferred 

dividend to its preferred shareholders and the State paid the Bank back to back interest 
(at the rate of the dividend which the Bank used to pay to the preferred shareholders) for 
the issue considerations of the preferred shares of the Bank which were deposited by the 
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Bank with the Ministry of Finance as a perpetual deposit. After the Bank found itself in 
a liquidity crisis in the third quarter of 2002, the Bank ceased distributing the preferred 
dividend to its shareholders and the State ceased paying the Bank the aforesaid interest. 

 
31. Following the cessation of the payment of the interest with respect to the perpetual 

deposit, an action was filed against the Bank which is still pending before the courts 
(Originating Motion 1292/04).  The action was filed with the District Court in Tel Aviv 
on September 28, 2004 by various financial bodies, holding the preferred shares of the 
Bank. Within the framework of the claim the Court was requested, inter alia, to order 
the Bank to pay its shareholders a dividend at a rate and on the dates as was paid until 
the second quarter of 2002.  Since in the opinion of the Bank, , the subject of 
distribution of the dividend is connected with the issue of the accrual of interest on the 
perpetual deposits under the circumstances of non-distribution of a dividend, the Bank 
filed following this originating motion, an originating motion against the Minister of 
Finance and the plaintiff shareholders (Originating Motion 377/05) in order for the 
Court to declare that the interest accrues in favor of the Bank also with respect to the 
period in which a preferred dividend was not distributed.  The Court dismissed the 
originating motion which was filed by the Bank and determined that the interest does 
not accrue in favor of the Bank. 

 
32.  On October 9, 2007 the Bank’s Board of Directors decided that in light of the decision 

of the Court it is appropriate that the Bank will act to renew the dividend distribution to 
the preferred shareholders of the Bank.  In this connection the Board of Directors also 
decided to convene the general meeting of the Bank and to recommend to it the 
amendment of the Bank’s articles in a manner that will enable the renewal of the 
distribution.  The general meeting convened on January 7, 2008 and rejected the 
recommendation of the Board of Directors. 

 
33. Since in the opinion of the Bank the decision of the Court is liable to be interpreted as 

denying the right of the Bank to receive accumulated interest also if and when the Bank 
will distribute or pay in the future a cumulative preferred dividend in arrears, the Bank 
filed on January 6, 2008 an appeal with the Supreme Court (Civil Appeal 174/08) on 
this part of the Court’s decision.  This appeal is still pending before the Supreme Court. 

 
 For details regarding the material legal actions, including the action specified above, see 

in the annual report of the Bank for December 31, 2007, and in the financial statements 
of the Bank for March 31, 2008 which are attached as Appendices “H” and “I” 
respectively, to this application and constitute an integral part hereof. 

 
34. According to the government’s decision, the Run-Off Plan will conclude at the end of 

the month of July 2008.  In order to prepare for “the day after” the Run-Off Plan, the 
Bank’s Board of Directors examined, in cooperation with the State of Israel, including 
by virtue of the Bank being a mixed company, as defined in the Government Companies 
Law, 5735- 1975, the various possible alternatives that will benefit the shareholders. 

 
35. As was conveyed to the Bank, the State conducted over the course of 2007 an 

experimental test, through the Government Companies Authority, in order to examine 
the level of response of various parties which could be interested in acquiring all the 
issued and paid up share capital of the Bank.  Twelve entities expressed interest in 
acquiring the aforesaid share capital. 
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36. After the initial draft of the outline for sale of the Bank as a going concern, which 

includes, inter alia, the arrangement plan, the material shareholders requested from Prof. 
Barnea to propose a formula for the distribution of the consideration that will be 
received from the sale of all the shares of the Bank to the Purchaser, among the 
shareholders.  Professor Barnea submitted to the material shareholders his proposal for 
distribution of such consideration within the framework of which he addressed the 
alternative of liquidating the Bank against its sale as a going concern.   

 
37. The conclusion of Prof. Barnea was that the alternative of selling the Bank’s shares as a 

going concern was the best alternative for the shareholders.  
 
 The recommendation of Prof. Barnea was adopted by the material shareholders in a 

letter of principles which they signed on March 18, 2008 (excluding Bank Leumi, Bank 
Hapoalim, and Bank Discount), which seeks to adopt the arrangement plan. 

 
38. The conclusion reached by the Bank’s Board of Directors and the Government 

Companies Authority after many discussions and with the assistance of a team of 
outside consultants (including the distribution proposal of Prof. Barnea which was given 
to the material shareholders), was that the sale of the Bank as a “going concern” to an 
outside investor is likely to yield a higher consideration to the shareholders compared to 
the alternative of liquidating the Bank and distributing the balance of its assets (after 
discharge of its debts to its creditors) to its shareholders. 

 
39. On April 29, 2008, the Ministerial Committee for Privatization Affairs decided that the 

shares of the State in the Bank will be sold, as a single unit, by way of a private sale, to 
an investor or to a group of investors from Israel and/or from abroad (“the Purchaser”) 
and this within the framework of a comprehensive sale outline for transfer of all the 
Bank’s shares including those held by the public to the Purchaser, as specified in the 
Ministerial Committee decision (“the privatization decision”).  Further to the 
privatization decision, the Bank’s Board of Directors decided to propose to all the 
Bank’s shareholders an arrangement plan between it and them, within the framework of 
which their holdings will be purchased by the outside investor and/or will be redeemed 
by the Bank.  The manner of privatization of the Bank requires approval of the Finance 
Committee of the Knesset in accordance with Article 59b(h) of the Government 
Companies Law.  Upon the decision of the Ministerial Committee for Privatization 
Affairs the Bank is a “privatized company”, as defined in the Government Companies 
Law. 

 
 The privatization decision is attached to the Immediate Report of the Bank from April 

30, 2008 which is attached to this application as Appendix “J” and constitutes an 
integral part hereof. 
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F. MANNER OF ALLOCATION INTO CLASS MEETINGS 

 
40. The manner of allocation into the class meetings, as specified in Appendix “D” to this 

application, is almost completely based on the package of rights of each share and that 
such an allocation properly reflects the various interests of the shareholders in the Bank.  
For details regarding the various interests of the class meetings, see clause 19 above. 

 
 It is emphasized, this allocation into the class meetings is a product of balancing 

between meticulously safeguarding the interests and the rights of the class shareholders, 
so that they will not be prejudiced, and using caution against excess splitting of the 
shareholders into sub-groups, without having material interests at the basis of the split 
which justify this, which may vest in individual and specific shareholders, even those 
whose rate of holdings in the Bank are minimal, non-proportional power, at the stage 
when the arrangement proposal is brought for approval of the shareholders and 
preclusion of the ability to make decisions in the Bank as a result thereof.  It is also 
emphasized that the Bank’s articles grant only to Ordinary “A” Shareholders and to 
Ordinary Preferred Shareholders voting rights in the general meeting of the Bank. 

 
 The State of Israel notified the Bank that it would not participate in the class meetings 

of the shareholders. 
 
 The words of the Honorable Judge D. Levin in Civil Appeal 70/92 Clal Industries Ltd. 

v. Leumi – Pia, Mutual Fund Management Company Ltd., Piskei Din 47(2) 329, 
343 are suitable in this regard: 

 
 “Nonetheless, also with respect to classification of shareholder meetings, as with 

respect to classification of creditor meetings, according to the aforesaid 

interests test, one should abstain from classification into too many sub-groups, 

since such a classification is liable to result in over-demanding minority groups 

causing the failure of the arrangement not for a truly relevant reason”. 

 
G. THE BANK’S CREDITORS 

 
41. Hereinafter are details regarding the Bank’s creditors and the total debt of the Bank to 

them (in NIS thousands) close to the filing date of the application (as of March 31, 
2008): 

 
41.1. The material creditor of the Bank is the State of Israel, to which the total debt of 

the Bank is set at NIS 4,877 million (approximately 90.3% of the Bank’s total 
liabilities). 

 
41.2. An additional material creditor of the Bank is the Bank of Israel, which made 

available to the Bank a special line of credit which the Bank undertook to pay 
back.  As of March 31, 2008 the total debt of the Bank in relation to the Bank of 
Israel is set at NIS 390 million. 

 
 As specified in the statements of the Bank for March 31, 2008 (Appendix “I”), 

the Bank is of the opinion that by right, the Bank of Israel should credit it with 
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the interest amounts over the “Bank of Israel interest” with which it was charged 
by the Bank of Israel with respect to the special line of credit from August 2002 
and until July 29, 2003.  The Bank is conducting discussions with the Bank of 
Israel in this connection. 

 
41.3. The total debt of the Bank in relation to its non-material creditors, close to the 

aforesaid filing date of the application, is set at approximately NIS 133 million. 
 

H. DESCRIPTION OF THE BANK AND ITS BUSINESS ENVIRONMENT  

 
42. In accordance with the requirement of the Arrangement Regulations for providing 

details with regard to the Bank and its business environment, hereinafter are detailed the 
data required pursuant to law.  Nonetheless, since the Bank is a public company which 
publishes periodic reports, quarterly financial reports and immediate reports in 
accordance with the provisions of the Securities Law and its regulations, wherein 
extensive and comprehensive details are included beyond that required pursuant to the 
Arrangement Regulations, the essentials are hereby briefly brought forth.  The 
Honorable Court is referred, for the purpose of receiving additional and more complete 
details (to the extent so required), to the annual report of the Bank for December 31, 
2007 (Appendix “H” to the application). 

 

43. THE SEGMENTS IN WHICH THE BANK OPERATES, THE FIELDS OF 
OPERATION AND LICENSING CHARACTERISTICS 

 
43.1. The Bank was incorporated on October 7, 1957 as a public company in Israel.  In 

the terminology of the Government Companies Law, 5735-1975 (“the 

Government Companies Law”), the Bank is a “mixed company” (as defined in 
Article 1 of the Government Companies Law). 

 
43.2. In 1989 the Bank commenced its activity as a commercial bank, however as 

stated above, the Bank today engages primarily in collection of bank credits, 
after its activity of providing varied and diverse banking services was utterly 
reduced. 

 
43.3. The Bank obtained a license to operate as a commercial bank on June 4, 1989, 

however this license was limited in accordance with the limitation of the Bank’s 
activity and is planned to be revoked upon conclusion of the Run-Off Plan on 
July 31, 2008. 

 

44. CHARACTERIZATION OF THE BANK’S CUSTOMERS AND THE EXTENT OF 
DEPENDENCE ON THEM 

 
44.1. The Bank’s customers include borrowers (primarily from the business sector) as 

well as depositors.  The number of depositors, which continues to diminish with 
the years, is fixed today at approximately 70.  In addition, the Israel Electric 
Corporation Ltd. received from the Bank loans guaranteed by the State of Israel 
which have not yet been paid in full. 

 
44.2. Apart from the Israel Electric Corporation Ltd., the Bank does not have, nor did 

it have in the year preceding the filing of this application, dependence on an 
individual customer or on a limited number of customers, or customers the 
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revenues from which constituted 10% or more of the total revenues of the Bank. 
 
45. DEPENDENCE ON SUPPLIERS, MARKETING PEOPLE AND RAW MATERIALS 
 

The Bank has no dependence on suppliers, marketing people and raw materials. 
 
46. RISK FACTORS 
 

Hereinafter is a description of the primary risk factors that are liable to affect the Bank’s 
activity: 

 
46.1. QUALITY OF BORROWERS AND COLLATERALS 

 
 The risk that borrowers of the Bank will not make payments of their debts to the 

Bank, is a risk inherent in the activity of the Bank.  Although the Bank 
continuously reviews the condition of its customers and the value of the 
collateral securing their debts and makes provisions in accordance with its 
appraisals of the risk that they will not be able to pay their debts, it is possible 
that in the future there may be circumstances and situations that were not taken 
into account until now by the Bank, including deterioration in the condition of 
the customers and devaluation of their collateral, which will require the making 
of additional provisions.  The focus of the Bank on collection of credits and its 
refraining from engaging in other activities, increase the impact that this risk will 
have on the financial results of the Bank in the event of its realization. 

 
46.2. DISPERSAL OF CREDIT RISKS 

 
 In accordance with the policy adopted by the Bank within the framework of the 

Run-Off Plan the Bank no longer engages in extending of credit, but rather in 
collection of the credit which was made available by it in the past, while 
executing debt settlements as a part of this process.  The ability to collect the 
credit is also affected by factors external to the Bank, such as the condition of the 
economy in general and the borrowers in particular and the policy of other banks 
with respect to making credit available to customers.  The fact that the Bank has 
been refraining for approximately six years from making new credit available, 
limited to a minimum the ability of the Bank to disperse its credit risks in 
accordance with accepted parameters for measuring credit risk dispersal. 

 
46.3. INTEREST, EXCHANGE RATE AND INFLATION RISKS 

 
 The interest risk derives from the impact of future changes in the interest rates on 

the current value of the assets and liabilities of the Bank.  These changes are 
liable to cause erosion of the Bank’s revenues and its capital. 

 
46.4. SHARE PRICE RISK 

 
 The scope of the total investment of the Bank in securities on March 31, 2008 

amounts to approximately NIS 40 million.  Out of the aforesaid amount, a sum 
of approximately NIS 29 million is comprised of tradable shares.  The aforesaid 
value is on the basis of the Stock Exchange rate as of date of the financial 
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statements.  The above-mentioned value is subject to fluctuations in accordance 
with the share prices included in this clause.  Most of the investment in tradable 
shares is with respect to shares of one company included in the Tel Aviv 25 
shares list. 

 
46.5. LIQUIDITY RISK 

 
 Since the Bank is precluded from receiving deposits from the public, it relies on 

the line of credit from the Bank of Israel for its liquidity management.. 
 

46.6. OPERATIONAL RISKS 
 

 These risks include risks deriving from fraudulent acts, errors on the part of the 
Bank’s employees, absence of proper documentation for transactions, failures 
and defects in data processing, in equipment or in external systems of service 
providers, and absence of proper internal security check and control processes.  
Although the Bank instituted various means of supervision and control with the 
objective of minimizing the operational risks to which it is exposed, this is not 
sufficient to ensure that such risks do not exist or that they will not be realized in 
the future. 

 
46.7. LEGAL RISKS 

 
 Over the course of its operation the Bank is exposed to legal risks, including the 

risk of loss as a result of there being no possibility of legally enforcing the 
existence of an agreement. These risks are continuously handled by the legal 
department of the Bank, but this does not ensure that all the risks were taken into 
account, or that risks which were identified will not be realized in the future. 

 
46.8. DEPENDENCE ON PROFESSIONAL PERSONNEL DUE TO REDUCTION 

OF THE WORK FORCE 
 

 In accordance with the Run-Off Plan and the efficiency plan which accompanied 
it, the Bank substantially reduced the number of its employees, which was 
reduced from 170 on January 1, 2002 to 42 on March 31, 2008.  The ability of 
the Bank to continue to successfully collect its credit portfolio, as well as to 
preserve the Bank as a business platform for a potential purchaser of the Bank, 
are dependent, inter alia, upon the continued employment of those managers and 
employees who are acquainted with and hold the essential knowledge concerning 
the systems of the Bank and its customers. 

 
46.9. DEPENDENCE OF THE BANK ON THE SPECIAL LINE OF CREDIT 

FROM THE BANK OF ISRAEL 
 

 In the absence of other liquidity sources, the ongoing regular activity of the Bank 
is dependent upon the maintenance of the special line of credit which was made 
available to the Bank by the Bank of Israel and which was due to terminate on 
July 31, 2008.  Non-fulfillment by the Bank of the special line of credit terms is 
liable to jeopardize the continued maintenance of the line of credit and to lead to 
realization of the debenture which was registered in favor of the Bank of Israel, 
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to secure fulfillment of the Bank’s obligations toward it. 
 

 In the letter of the Governor of the Bank of Israel from April 13, 2008 the 
Governor of the Bank of Israel notified the Director of the Government 
Companies Authority that he decided to accede to his request and to extend the 
payment date of the special line of credit which was made available to the Bank, 
until December 31, 2008, or until the date the Court approval is received for an 
arrangement among all the shareholders, which is the object of this application, 
whichever is earlier.  The aforesaid notice of the Governor which was 
conditioned on the fulfillment of a number of prerequisites is attached hereto as 
Appendix “K” to this application. 

 
46.10. THE HARM TO THE BANK’S PROFITS DUE TO ITS INABILITY TO 

MAKE CREDITS AVAILABLE AND TO RECEIVE AND/OR RENEW 
DEPOSITS 

 
 Following the decisions of the Ministerial Committee for Social and Economic 

Affairs and of the Bank of Israel regarding the affairs of the Bank, the Bank is 
precluded from making new credits available and from receiving and/or 
renewing deposits, and the activity of the Bank focuses on collection of its credit 
portfolio.  Limitation of the Bank’s activity to collection of existing credits has 
and will continue to have an adverse effect on the Bank’s ability to generate 
financing and operating income, and its being precluded from receiving and/or 
renewing of deposits, harms its financial margins. 

 
46.11. EFFECT OF THE RUN-OFF PLAN ON THE ATTITUDE OF THE 

BORROWERS TOWARD THE BANK AND THE BANK’S COLLECTION 
ABILITY 

 
 The circumstances of the Bank and the limited prospect of its continued activity, 

are liable to negatively affect the willingness of its customers to fulfill their 
obligations toward it.  On the one hand, customers may believe that under these 
circumstances concessions and reliefs can be extracted from the Bank, and on 
the other hand, fulfilling their obligations does not assure them an ongoing 
relationship with the Bank.  The Bank’s management is implementing and 
intends to continue implementing a vigorous and resolute line of action in 
everything connected with the handling of problematic debts.  As a result 
thereof, in the last years there has been a significant increase in the collection 
expenses and the legal expenses borne by the Bank and this trend is liable to 
continue also in the future. 
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47. THE CONTROL OF THE BANK AND THE BANK’S HOLDINGS IN OTHER 

CORPORATIONS WHICH ARE MATERIAL TO THE BANK’S BUSINESSES 

 
47.1. The Capital Structure of the Bank:  As of the date of this application, the 

registered capital of the Bank is NIS 18,890.1, and the issued and paid up capital 
thereof is NIS 13,774.1, allocated as follows: 

 
 
 

 

Class of Share Par Value (NIS) 

Number of Shares in 

the Registered 

Capital 

Number of Issued 

Shares 

Ordinary “A” Shares 0.10 16,000 15,100 

Ordinary “B” Shares 0.10 135,399 134,899 

Ordinary “B1” Shares 0.10 1 1 

Ordinary Preferred 
Shares 

0.001 1,000,000 1,000,000 

Preference “C” Shares 0.00018 17,000,000 17,000,000 

Preference “CC” 
Shares 

0.003 1,000,000 999,998 

Preference “CC1” 
Shares 

0.003 1,740,000 1,734,779 

Preference “D” Shares 0.03 164,000 163,477 

Preference “DD” 
Shares 

2.10 60,000 55,409 

Unclassified Shares 0.10 50,100  

 
47.2. The principle shareholder in the Bank, the State of Israel, holds, as of the filing 

date of this application approximately 80.09% of the issued and paid up capital 
of the Bank (through its holdings of various shares of the Bank – see Appendix 
“E”) and approximately 45.78% of the voting rights therein (though Ordinary 
“A” Shares)3. 

 

                                                 
3 Recently the Bank reached a conclusion whereby out of 3,429 Preference “D” Shares and 1,901 Preference 
“DD” Shares registered in the name of the State on the books of the Bank’s agent in the United States and not 
registered on the Bank’s books and not reported by it, 2,636 Preference “D” Shares and 1,306 Preference “DD” 
Shares must be transferred and registered in the name of the State on the Bank’s books (and concurrently 
subtracted from shares registered in the name of holders in the United States).  In its meeting of February 26, 
2008 the Bank’s Board of Directors decided to approve the transfer of shares as stated above in the name of the 
State, subject to receiving certain approvals from the State concerning correction of the existing registrations in 
its name and the “surplus” share certificates which are held by it.  When this transfer is accomplished, the rate of 
holding of the State in the Bank’s capital will be set at 81.82% in lieu of 80.09% as reported today.  It is noted 
that there is still an amount of approximately 30 Preference “DD” Shares (beyond the amount of 1,306 shares 
noted above) which prima facie were also purchased by the State, but due to the absence of information with 
respect to details of the sellers, for now they cannot be transferred or registered in its name on the Bank’s books. 
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48. ADDITIONAL DETAILS REQUIRED IN ACCORDANCE WITH THE 
ARRANGEMENT REGULATIONS 

 
48.1. As of the day of filing this application, a receiver was not appointed for the Bank 

pursuant to a decision of a court or an execution office. 
 

48.2. To the best of the knowledge of the Bank, apart from that specified below, no 
personal advantage arises for any of the officers therein from the proposed plan, 
whether by virtue of their status as officers or whether by virtue of their status as 
shareholders or creditors: 

 
48.2.1. Subsequent to finalization of the sale of the Bank’s shares, the State 

will pay the Bank’s employees, including to the Chairman of the 
Bank’s Board of Directors and the remaining officers serving as 
employees of the Bank, a privatization grant, in accordance with the 
Provision of Compensation to Employees due to a Private Sale of the 
State’s Shares Procedure, as it will be updated from time to time. 

 
48.2.2. Upon the filing of this application with the Honorable Court, the 

indemnification letter and the exemption letter for the officers of the 
Bank will come into force, as such were approved in the general 
meeting of the Bank’s shareholders of April 15, 2008 and in 
accordance with the Immediate Report which the Bank then published. 

 
48.3. The Bank was not given, and it was not proposed that it be given, guarantees, 

collateral or other securities for the purposes of the plan. 
 

48.4. The total expenses and costs which according to the Bank’s estimation it may 
bear as a result of the plan, including amounts that were already paid for services 
and expenses in connection with the arrangement plan prior to its submission, is 
approximately NIS 2.25 million. 

 
I. CONCLUSION 

 
49. This application is supported by the affidavit of Dr. Raanan Cohen, the Chairman of the 

Bank’s Board of Directors, on the basis of which the application was executed, which is 
attached to this application and constitutes an integral part hereof. 

 
50. Therefore the Honorable Court is requested to order as requested in clause 16 of this 

application. 
 
51. This application should be granted as a matter of law and as a matter of justice. 
 
 

Ehud Sol, Adv.  Asher Dovev, Adv. 
License Number 12013  License Number 21192 

 
Herzog, Fox, Neeman and Co., Advocates 

Representatives of the Bank (the Applicant) 
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I declare that the contents of the facts specified in the application and the appendices thereof, 
to which this affidavit is appended, are true and that this is my name and this is my signature. 
 

______(-)____________ 
Dr. Raanan Cohen 

 
Certification 

 
I certify that today, the 3rd of July, 2008, appeared before me, Asher Dovev, Adv., Dr. Raanan 
Cohen, bearer of Identity Card Number 04831694 and after I cautioned him that he must 
declare the truth, and that he will be subject to the penalties prescribed by law if he does not 
do so, confirmed the accuracy of his declaration above and signed it before me. 
 
______(-)______________ 
Asher Dovev, Adv. 


