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Steady Progress

We believe that DSCT'’s results are just what investors have been waiting for. In our quarterly preview we noted that we were not willing
to throw in the towel despite the underperformance of the stock and the past sets of results. In our view the better than sector net
interest income growth, steady provisioning trends, positive developments at the NY branch and a good quarter on the expense control
side all point to the value that we see in the restructuring story at DSCT.

In fact, while management pointed to the same indications that the other banks made reference too regarding the potential slowdown in
2H08 and into 2009 based on global economic conditions, it noted that it has yet to see such signs in its banking business.

Loans grew 13.4% yoy and 5.4% from YE2007. Adjusting for the loan book for the weak US$, loan growth would have been in the 10%
range.

DSCT has been focused on adding customers to its business, and a portion of the growth continues to come from customers being
added as part of the tender for government employees awarded starting in 2008. DSCT has added 27,380 customers as part of its goal
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of 60,000 by the end of 2009. We see this leg of growth as supportive of the 7.6% loan growth in the household segment and 13.6%
growth in the retail small enterprise segment. In the mortgage segment DCST remains in the 13.5% - 15% range that was reached in
3Q07. We do not expect much deviation from this range going forward.

In addition to this growth DSCT’s credit card growth remains strong. Total credit card income grew from ILS 209 million to ILS255
million in 2Q08 compared to 2Q07. Net income from credit cards grew to ILS 56 million from ILS 47 million. DSCT also grew its cards

issued to 1,470,000 in 2Q08 from 1,360,000 in 2Q07.

Trends similar to the other banks

Similar to trends at POLI and LUMI, provisions trended up in the quarter to 0.53% of loans by our calculation compared to 0.36% in
1Q08. This falls right between the performances of the larger banks. Our view on the banking sector is that the Israeli economy
continues to trend below “mid-cycle” levels and we do not expect to see a dramatic uptick in provisioning levels in the near term for any

of the banks.

Commissions were another area that fell short of our expectations. This is also a trend seen at the larger banks. Fees have been down
due to the complete absence of asset management fees, the banks now only book distribution fees. In addition, security transactions
had been making up for the lost asset management income, but the volatile capital markets of the last quarter have meant reduced
transactions and reduced fees on smaller investment portfolios.

Expense Trends

Salaries grew a respectable 1.2% to ILS 649 million from ILS 649 million in 2Q07. Investors will likely recall that in 1Q08 expenses of
ILS 859 million were higher than expected and cost income ratio grew to a bloated 83.4%, the 68% of 2Q08 is still well above the 55%-
60% at the other banks, but as we have stated for some time, we expect slow and steady progress on this front.

Figure 1: Q108 Results vs. Expectations

Q208 A Q208 E % difference Q207 A y/y
Net interest income before provisions 1132 127 0% Q16 24%
Provision for doubtful debts -139 -104 34% -158 -12%
Net interest income after provisions Q03 1023 -3% 758 31%
Total operating and other income 589 687 -14% 075 -13%
Total operating and other expenses 1170 1327 -12% 1163 1%
Operating profit before taxes 412 383 8% 270 53%
Provisions for taxes on operating profit -199 -141 41% -69 188%
Net profit (before one times) 222 262 -15% 235 6%
EPS excluding one-offs IS 0.23 IS 0.27 ILS 0.24
ROE 9.6% 9.1%
Loan Growth 14.5% 12.2%
Cost Income Ratio 68.0% 73.1%
Source: Company Reports and Lehman Brothers
Figure 2: Net Interest Income by Divisions 2q08 2q07 % Change 1h08 1h07 % Change
Households 318 301 5.6% 628 588 6.8%
Retail - SME 197 202 2.5% 392 375 4.5%
Corporate Banking 233 250 -6.8% 482 458 5.2%
Commercial Banking 174 212 -17.9% 356 361 -1.4%
Private Banking Q2 72 27.8% 182 142 28.2%
Financial Management 118 -121 -197.5% 157 4 3825.0%
Total 1132 Q16 23.6% 2197 1928 14.0%

Source: Company Reports and Llehman Brothers
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Figure 3: Loans by Division 2q08 YEO7 % Change
Households 27,023 25,113 7.6%
Retail - SME 13,848 12,245 13.1%
Corporate Banking 42,297 39,925 5.9%
Commercial Banking 21,366 22,360 -4.4%
Private Banking 2,861 2,256 26.8%
Total 107,395 101,899 5.4%

Source: Company Reports and Llehman Brothers
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Important Disclosures:

Israel Discount Bank (DSCT.TA)
Rating and Price Target Chart:

ILS 5.91 (28-Aug-2008) 1-Overweight / 1-Positive
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FOR EXPLANATIONS OF RATINGS REFER TO THE STOCK RATING KEYS LOCATED ON THE PAGE FOLLOWING THE LAST PRICE CHART.
Lehman Brothers Inc. and/or an affiliate trades regularly in the subject company's shares.

Valuation Methodology: We value DCT at ILS 11.00 based on a multiple of 1.0x forward 12 month book value. Our growth model for
deriving the multiple is based upon a 12% ROE, 3% growth, 10.5% cost of equity. We then apply a 15% discount to our implied P/B
based upon volatility of earnings, risk, and the historical inability of the bank to trade at this multiple. We see internally generated
improvement at the bank drivng the valuation up towards our target multiple.

Risks Which May Impede the Achievement of the Price Target: Israeli banks are a high-beta way to invest in the domestic economy
and sentiment on the stocks and the market can be impacted by geopolitical sentiment regarding Israel and its relations with its Arab
and Palestinian neighbors.Israel Discount Bank is curently undergoing a global restructing program which has inherent risks that may
impact the bank's operting results.
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Important Disclosures Continued:

Bank Hapoalim (POLI.TA) ILS 14.05 (28-Aug-2008) 1-Overweight / 1-Positive
Rating and Price Target Chart:
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FOR EXPLANATIONS OF RATINGS REFER TO THE STOCK RATING KEYS LOCATED ON THE PAGE FOLLOWING THE LAST PRICE CHART.

Lehman Brothers Inc. and/or an affiliate has received compensation for investment banking services from the subject company within
the past 12 months.

Lehman Brothers Inc. and/or an affiliate trades regularly in the subject company's shares.

The subject company is or during the past 12 months has been an investment banking client of Lehman Brothers Inc. and/or an affiliate.

Risks Which May Impede the Achievement of the Price Target: Israeli Banks are high-beta ways of investing in the local economy
and results are influenced by changes in interest rates and CPI. In addition POLI has embarked upon an international growth strategy
which has inherent risks. POLI also needs to rebuild investor confidence after the losses sustained in the US MBS market.
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Important Disclosures Continued:

Bank Leumi (LUMI.TA)
Rating and Price Target Chart:

ILS 14.85 (28-Aug-2008) 2-Equal weight / 1-Positive
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1 -Overweight

FOR EXPLANATIONS OF RATINGS REFER TO THE STOCK RATING KEYS LOCATED ON THE PAGE FOLLOWING THE LAST PRICE CHART.
Lehman Brothers Inc. and/or an affiliate trades regularly in the subject company's shares.

Risks Which May Impede the Achievement of the Price Target: Israeli Banks are high-beta ways of investing in the local economy
and results are influenced by changes in interest rates and CPI. LUMI's own economists are forecasting a decline in GDP growth in
2009 to 2.7% from 4.7% in 2008.
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Important Disclosures Continued:

Mizrahi-Tefachot (MZTF.TA)
Rating and Price Target Chart:

ILS 22.90 (28-Aug-2008) 2-Equal weight / 1-Positive
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FOR EXPLANATIONS OF RATINGS REFER TO THE STOCK RATING KEYS LOCATED ON THE PAGE FOLLOWING THE LAST PRICE CHART.

Lehman Brothers Inc. and/or an affiliate trades regularly in the subject company's shares.

Risks Which May Impede the Achievement of the Price Target: Israeli banks are a high beta play on the domestic economy and as
such results are impacted by general economic conditions, interest rates, and inflation. Mizrahi's current strategy is built around growing
local market share in a highly competitive market. Failure to achieve goals may cause results to differ from expectations.
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Important Disclosures Continued:
The analysts responsible for preparing this report have received compensation based upon various factors including the firm's total
revenues, a portion of which is generated by investment banking activities

With the exception of analysts who publish for either LBI or a branch of LBI, research analysts may not be associated persons of the
member and therefore may not be subject to Rule 2711 restrictions on communications with a subject company, public appearances
and trading securities held by a research analyst account.

Company Name Ticker Price Price Date Stock / Sector Rating
Israel Discount Bank DSCT.TA ILS 5.91 28-Aug-2008 1-Overweight / 1-Positive
Mentioned Company Ticker Price Price Date Stock / Sector Rating
Bank Hapoalim POLLTA ILS 14.05 28 Aug 2008 1-Overweight / 1-Positive
Bank Leumi LUMILTA ILS 14.85 28 Aug 2008 2-Equal weight / 1-Positive
Mizrahi-Tefachot MZTF.TA ILS 22.90 28 Aug 2008 2-Equal weight / 1-Positive

Guide to Lehman Brothers Equity Research Rating System:
Our coverage analysts use a relative rating system in which they rate stocks as 1-Overweight, 2-Equal weight or 3-Underweight (see
definitions below) relative to other companies covered by the analyst or a team of analysts that are deemed to be in the same industry
sector (the “sector coverage universe”). Below is the list of companies that constitute the sector coverage universe:

Akbank (AKBNK.IS)

Allied Irish Banks (ALBK.I)

Anglo Irish Bank (ANGL.I)

Banca Popolare di Milano (PMI1.MI)
Banco Popolare (BAPO.MI)

Banco Sabadell (SABE.MC)

Bank Hapoalim (POLI.TA)

Bank Millennium (BIGW.WA)

Bank Pekao (BAPE.WA)

Barclays (BARC.L)

BCP (BCP.LS)

BPI (BBPI.LS)

BRE Bank (BREP.WA)
Commerzbank (CBKG.DE)

CS Group (CSGN.VX)

Deutsche Bank (DBKGn.DE)

Dexia (DEXI.BR)

EFG Eurobank Ergasias (EFGr.AT)
Erste Bank (ERST.VI)

Fortis (FOR.AS)

Halkbank (HALKB.IS)

HBoS (HBOS.L)

Hypo Real Estate Group (HRXG.DE)
Isbank (ISCTR.IS)

Julius Baer (BAER.VX)

KBC (KBC.BR)

Lloyds TSB (LLOY.L)

Monte dei Paschi di Siena (BMPS.MI)
Natixis (CNAT.PA)

OTP Bank (OTPB.BU)

Raiffeisen International Bank (RIBH.VI)
Santander (SAN.MC)

SEB (SEBa.ST)

Société Générale (SOGN.PA)
Svenska Handelsbanken (SHBa.ST)
UBI Banca (UBI.MI)

Unicredit Group (CRDI.MI)

VTB Bank (VTBRq.L)

Alliance & Leicester (ALLL.L)
Alpha Bank (ACBr.AT)

Banca Italease (BIL.MI)

Banco Espirito Santo (BES.LS)
Banco Popular (POP.MC)
Banesto (BTO.MC)

Bank Leumi (LUMI.TA)

Bank of Ireland (BKIR.I)
Bankinter (BKT.MC)

BBVA (BBVA.MC)

BNP Paribas (BNPP.PA)
Bradford & Bingley (BB.L)

BZ WBK (BZWB.WA)

Crédit Agricole (CAGR.PA)
Danske Bank (DANSKE.CO)
Deutsche Postbank (DPBGn.DE)
DnB NOR (DNBNOR.OL)

EFG International (EFGN.S)

Espirito Santo Financial Group (ESF.LS)

Garanti Bank (GARAN.IS)

Halyk Bank (HSBKgq.L)

HSBC Holdings (HSBA.L)

Intesa Sanpaolo (ISP.MI)

Israel Discount Bank (DSCT.TA)
Kazkommertsbank (KKGByq.L)
Komercni Banka (BKOMsp.PR)
Mizrahi-Tefachot (MZTF.TA)
National Bank of Greece (NBGr.AT)
Nordea (NDA.ST)

PKO BP (PKOB.WA)

Royal Bank Of Scotland (RBS.L)
Sberbank (SBER.RTS)

SNS REAAL (SR.AS)

Standard Chartered (STAN.L)
Swedbank (SWEDa.ST)

UBS (UBSN.VX)

Van Lanschot (VLAN.AS)

Yapi Kredi Bank (YKBNK.IS)
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In addition to the stock rating, we provide sector views which rate the outlook for the sector coverage universe as 1-Positive, 2-Neutral
or 3-Negative (see definitions below). A rating system using terms such as buy, hold and sell is not the equivalent of our rating system.
Investors should carefully read the entire research report including the definitions of all ratings and not infer its contents from ratings
alone.

Stock Rating
1-Overweight - The stock is expected to outperform the unweighted expected total return of the sector coverage universe over a 12-

month investment horizon.

2-Equal weight - The stock is expected to perform in line with the unweighted expected total return of the sector coverage universe
over a 12- month investment horizon.

3-Underweight - The stock is expected to underperform the unweighted expected total return of the sector coverage universe over a
12- month investment horizon.

RS-Rating Suspended - The rating and target price have been suspended temporarily to comply with applicable regulations and/or firm
policies in certain circumstances including when Lehman Brothers is acting in an advisory capacity in a merger or strategic transaction
involving the company.

Sector View

1-Positive - sector coverage universe fundamentals/valuations are improving.

2-Neutral - sector coverage universe fundamentals/valuations are steady, neither improving nor deteriorating.
3-Negative - sector coverage universe fundamentals/valuations are deteriorating.

Distribution of Ratings:

Lehman Brothers Equity Research has 2071 companies under coverage.

45% have been assigned a 1-Overweight rating which, for purposes of mandatory regulatory disclosures, is classified as Buy rating,
30% of companies with this rating are investment banking clients of the Firm.

39% have been assigned a 2-Equal weight rating which, for purposes of mandatory regulatory disclosures, is classified as Hold rating,
28% of companies with this rating are investment banking clients of the Firm.

13% have been assigned a 3-Underweight rating which, for purposes of mandatory regulatory disclosures, is classified as Sell rating,
19% of companies with this rating are investment banking clients of the Firm.

Lehman Brothers Inc. and Its Foreign Affiliates Involved in the Production of Equity Research
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Lehman Brothers Inc. (LBI, New York) Lehman Brothers International (Europe) Lehman Brothers Japan Inc. (LBJ, Tokyo)
745 Seventh Avenue (LBIE, London) Roppongi Hills Mori Tower, 31st Floor
New York , NY 10019 25 Bank Street 6-10-1 Roppongi, Minato-ku, Tokyo 106-6131,
Member, FINRA London, E14 5LE, United Kingdom Japan
Regulated by FSA Regulated by FSA
Mumbai Seoul Hong Kong
Lehman Brothers Inc., India Branch Lehman Brothers International (Europe) Seoul Lehman Brothers Asia Limited - Hong Kong
(LBI, India) Branch (LBIE, Seoul) (LBAL, Hong Kong)
Winchester, Off High Street, 9th Floor Hanwha Building, 12th Floor Two International Finance Centre
Hiranandani Business Park, 110, Sokong-dong Chung-Ku 8 Finance Street, 26th Floor
Powai, Mumbai 400 076, India Seoul 100-755, Korea Central, Hong Kong
Regulated by FSC Regulated by SFC
Mumbai Taipei Sydney
Lehman Brothers Securities Private Limited Lehman Brothers Securities Taiwan Limited Lehman Brothers Australia Limited
(LBSPL, India) (LBSTL, Taiwan) (LBAUL, Sydney)
Ceejay House, 11th Level, Plot F, Cathay Financial Center 12F Level 33, 264 George Street
Shivsagar Estate, Dr. Annie Besant Road, 7 Sungren Road - Shin-Yi District Sydney NSW 2000, Australia
Worli, Mumbai 400018 Taipei, Taiwan Regulated by ASIC
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This material has been prepared and/or issued by Lehman Brothers Inc., member SIPC, and/or one of its affiliates (“Lehman Brothers”) and has been
approved by Lehman Brothers International (Europe), authorized and regulated by the Financial Services Authority, in connection with its distribution in
the European Economic Area. This material is distributed in Japan by Lehman Brothers Japan Inc., and in Hong Kong by Lehman Brothers Asia Limited.
This material is distributed in Australia by Lehman Brothers Australia Limited, and in Singapore by Lehman Brothers Singapore Pte Ltd. Where this
material is distributed by Lehman Brothers Singapore Pte Ltd, please note that it is intended for general circulation only and the recommendations
contained herein does not take into account the specific investment objectives, financial situation or particular needs of any particular person. An investor
should consult his Lehman Brothers’ representative regarding the suitability of the product and take into account his specific investment objectives,
financial situation or particular needs before he makes a commitment to purchase the investment product. This material is distributed in Korea by
Lehman Brothers International (Europe) Seoul Branch, and in Taiwan by Lehman Brothers Securities Taiwan Limited. Where this material is distributed
by Lehman Brothers Securities Taiwan Limited, please note that recommendations expressed herein are for reference only. Investors should carefully
evaluate the investment risks and are reminded that they are solely responsible for their investment decisions. This document is for information purposes
only and it should not be regarded as an offer to sell or as a solicitation of an offer to buy the securities or other instruments mentioned in it. No part of
this document may be reproduced in any manner without the written permission of Lehman Brothers. With the exception of disclosures relating to
Lehman Brothers, this research report is based on current public information that Lehman Brothers considers reliable, but we make no representation
that it is accurate or complete, and it should not be relied on as such. In the case of any disclosure to the effect that Lehman Brothers Inc. or its affiliates
beneficially own 1% or more of any class of common equity securities of the subject company, the computation of beneficial ownership of securities is
based upon the methodology used to compute ownership under Section 13(d) of the United States' Securities Exchange Act of 1934. In the case of any
disclosure to the effect that Lehman Brothers Inc. and/or its affiliates hold a short position of at least 1% of the outstanding share capital of a particular
company, such disclosure relates solely to the ordinary share capital of the company. Accordingly, while such calculation represents Lehman Brothers’
holdings net of any long position in the ordinary share capital of the company, such calculation excludes any rights or obligations that Lehman Brothers
may otherwise have, or which may accrue in the future, with respect to such ordinary share capital. Similarly such calculation does not include any
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shares held or owned by Lehman Brothers where such shares are held under a wider agreement or arrangement (be it with a client or a counterparty)
concerning the shares of such company (e.g. prime broking and/or stock lending activity). Any such disclosure represents the position of Lehman
Brothers as of the last business day of the calendar month preceding the date of this report. This material is provided with the understanding that
Lehman Brothers is not acting in a fiduciary capacity. Opinions expressed herein reflect the opinion of Lehman Brothers and are subject to change
without notice. The products mentioned in this document may not be eligible for sale in some states or countries, and they may not be suitable for all
types of investors. If an investor has any doubts about product suitability, he should consult his Lehman Brothers representative. The value of and the
income produced by products may fluctuate, so that an investor may get back less than he invested. Value and income may be adversely affected by
exchange rates, interest rates, or other factors. Past performance is not necessarily indicative of future results. If a product is income producing, part of
the capital invested may be used to pay that income. © 2008 Lehman Brothers. All rights reserved. Additional information is available on request.
Please contact a Lehman Brothers entity in your home jurisdiction.

Lehman Brothers policy for managing conflicts of interest in connection with investment research is available at
www.lehman.com/researchconflictspolicy. Complete disclosure information regarding companies covered by Lehman Brothers Equity Research,
including ratings, earnings per share forecasts and price targets contained in reports covering U.S. companies is available at
www.lehman.com/disclosures.
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