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Appendix – Explanation of the system for rating the banking corporations
The rating of the banking corporations herein is based only on the information obtained by the Banking Supervision Department in its investigations of complaints and enquiries, and is provided as a service to the public. The rating does not indicate a comprehensive grade or a rating of banks’ overall activities, and thus should not be considered a basis or grounds for any recommendation or proposal.
The examples provided in this report are not a representative sample. Several topics were chosen, which in our view may be of interest to the general public. While the examples of complaints presented here can indicate the view of the Banking Supervision Department, they should not be viewed as a binding precedent, since each case was handled as per its specific the facts and circumstances.

1. Introduction

The Bank–Customer Relations Division of the Banking Supervision Department acts to maintain fairness in the relations between banking corporations––the banks and the credit card companies—and their customers, while protecting the rights of the banking consumer. One of the core activities of the Division is investigating enquiries and complaints against banks and credit card customers by their customers, and it draws conclusions from the information obtained in the course of handling the complaints and enquiries.

This activity is carried out by the Unit for Public Enquiries and Bank Fees, and incorporates making decisions on the justification or otherwise of complaints, and giving appropriate assistance when necessary. The Unit also provides information to the banks’ customers, with the intention of narrowing the knowledge and information gap between them and the banking corporations, and identifying and dealing with systemic defects.

The Public Enquiries Unit acts by the power of section 16 of the Banking (Service to Customer) Law, 5741–1981, which empowers the Supervisor of Banks to investigate complaints by members of the public concerning their business with banking corporations. The Unit comprises economists, lawyers and accountants, and it acts as an objective external body in settling disputes between banks and their customers in accordance with judicial principles, and in the light of the fairness in bank–customer relations.

For further information on the activity of the Unit and how to submit enquiries, go to the Bank of Israel website: www.bankisrael.org.il
The Banking Supervision Department also operates through other channels in order to maintain fair relations between banks and their customers, including arranging various issues in directives it issues to banking corporations, conducting audits of various issues related to bank-customer relations, and providing information and explanations to the public on banking issues.

2. Handling of public enquiries and complaints—General statistics
In 2011, the Banking Supervision dealt with 5,889 written enquiries and complaints from customers of the banks and credit card companies (not including enquiries by telephone, which are estimated at about 17,000 a year), of which 1,902 were complaints and the rest were enquiries and requests. A position was taken on 1,323 complaints (either justified or unjustified) while for the rest no position was taken, primarily due to the inability to decide between two conflicting versions, or the fact that legal action was being taken, or because the bank had in any case decided to accept the customer’s request. 

Ninety-two percent of the enquiries and complaints submitted to Banking Supervision and closed in 2011 were dealt with within six months, compared with 85% in 2010. Enquiries from the public that involved questions and requests for information were answered shortly after being received. With respect to complaints, the treatment takes longer, as it also is conducted vis-à-vis the banks or credit card companies. Due to the volume of complaints and their complexity, in some cases several attempts at clarification were required in order to decide on a complaint. 

The following is a breakdown of the time it took for the Public Enquiries Unit to deal with enquiries and complaints this year: 

	Up to 3 months
	3 to 6 months
	6 to 9 months
	9 to 12 months
	Over 12 months

	84%
	8.1%
	3.7%
	1.8%
	2.3%


As can be seen in Figure 1 below, 26.1 percent of the complaints against the banks and credit card companies on which a position was taken were found to be justified in 2011, as compared to 25 percent in the previous year. After a decline in the proportion of justified complaints during the first half of the past decade, there has been a leveling off in the second half of the decade.
Figure 1 
Number of complaints and enquiries dealt with and the proportion of justified complaints, 2001–11
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The banks refunded a total of about NIS 7.21 million to customers as a result of the intervention of the Banking Supervision (about NIS 1.74 million as a result of individual complaints and about NIS 5.47 million as a result of dealing with systemic problems, including conducting audits). 
Complaints and enquiries are also used to identify and correct system-wide problems in the banking system. In 2011, about 60 such problems were dealt with. As a result, the banks were required to take various steps, including: the addition or amendment of work procedures, the service improvements, and refunds to groups of customers. 
An analysis of the figures indicates that the biggest source of complaints (40 percent) is the human factor. In a significant number of complaints, failures were identified which derived from noncompliance with the law or with Supervisor of Banks directives (25 percent). In the other complaints, the failures derive from incorrect work procedures (11 percent), defects in technological systems (9 percent), or by the banking corporation's policies, primarily in the area of marketing products and services (9 percent). Several justified complaints were connected with the manner of the service provided by the banking corporation's representatives—generally, these are oral conversations, and thus it is usually difficult to decide between the conflicting versions.

3. Detailed review of the complaints against the banks

Beginning in 2010, the treatment of customers by the five banking groups
 and the five largest banks, as reflected in the enquiries and complaints dealt with by the Banking Supervision Department, were evaluated according to four criteria, based on data accumulated by the Banking Supervision Department: 

a. The proportion of justified complaints within total complaints on which a position was taken;

b. The ratio between the bank’s share of justified complaints and its weight in the banking system;

c. The proportion of enquiries and complaints dealt with in a satisfactory manner by the banking corporation within the total enquiries and complaints which the Unit investigated with the bank; 

d. The proportion of enquiries and complaints in which the bank accepted the customer’s claim even though it was not classified as justified. 
Based on these criteria, the banks were rated according to the following scale, as is common practice in the evaluation of a bank's management and control: 

i. Particularly good

ii. Good

iii. Adequate
iv. Needs improvement 
v. Needs significant improvement
vi. Deficient

For a description of the rating system using the various criteria and their weights, see the Appendix which is attached. 

3.1. Overall Ratings
3.1.1. Following are the overall ratings of the five banking groups (based on the weighting of the four criteria listed above):
	Banking Group
	2010 Rating
	2011 Rating

	Leumi
	Good
	Good

	Hapoalim
	Good
	Good

	Discount
	Adequate
	Adequate

	Mizrahi-Tefahot
	Needs improvement
	Needs improvement

	First International
	Needs significant improvement
	Needs improvement


There was no change in ranking in four out of the five banking groups. First International improved by one notch compared with 2010.

3.1.2. Following are the overall ratings of the five largest banks (based on the weighting of the four criteria listed above):

	Bank
	2010 Rating
	2011 Rating

	Leumi
	Good
	Good

	Discount 
	Adequate
	Good

	Hapoalim
	Adequate
	Adequate

	First International
	Needs improvement
	Adequate

	Mizrahi-Tefahot
	Needs improvement
	Needs significant improvement


Discount Bank and First International improved their ranking. Discount Bank rose from Adequate to Good, and First International rose from Needs improvement to Adequate. In contrast, Mizrahi-Tefahot's ranking fell from Needs improvement to Needs significant improvement. 

3.2. Explanation of each criterion affected how the ratings were determined
3.2.1. Proportion of justified complaints within total complaints on which a position was taken

As can be seen from Table 1 below, the lowest proportion of justified complaints (18.8 percent) from among the five largest banks was recorded by Bank Leumi Le-Israel Ltd., a position it has maintained for several years. The most significant decline in the proportion of justified complaints was recorded by First International Bank, from 31.4 percent in 2010 to 25.8 percent in 2011. The highest proportion was recorded at Mizrahi-Tefahot (38.4 percent), a significant increase from the 28.4 percent it recorded in 2010.
Among the small and mid-sized banks, the lowest proportion of justified complaints (17 percent) was recorded by Bank Yahav. 
Table 1 
Number of complaints and proportion of justified complaints in the banking system

	Banking Corporation
	Complaints on which a position was taken
	Justified complaints
	Proportion of justified complaints within total complaints on which a position was taken

	Hapoalim
	270
	62
	23.0%

	Mizrahi-Tefahot
	216
	83
	38.4%

	Leumi
	197
	37
	18.8%

	Discount
	184
	39
	21.2%

	First International
	89
	23
	25.8%

	
	
	
	

	Discount Mortgage Bank 
	55
	15
	27.3%

	Otzar Hahayal
	50
	18
	36.0%

	Yahav
	47
	8
	17.0%

	Leumi Mortgage Bank
	34
	9
	

	Union
	30
	6
	

	Mercantile Discount
	29
	6
	

	
	
	
	

	Bank of Jerusalem
	18
	7
	

	Poalei Agudat Israel
	14
	3
	

	Massad
	12
	6
	

	Arab Israel Bank
	7
	4
	

	
	
	
	

	Isracard 
	37
	8
	

	Cal (Cartisey Ashrai Le'Israel)
	19
	9
	

	Leumi Card
	10
	2
	

	
	
	
	

	Others
	5
	0
	


3.2.2. The ratio of the share of each bank within justified complaints to its weight in the banking system

The Banking Supervision Department publishes the ratio of the share of each bank within justified complaints to its weight in the banking system for the five major banks. A low ratio is likely to be an indicator of appropriate handling by the bank of customer complaints at its branches and in its division designated to deal with customer complaints. 

An analysis of the results shown in Table 2 shows that Bank Leumi's share in justified complaints is noticeably lower than its weight in the banking system. In contrast, the share of Mizrahi-Tefahot is significantly greater than its weight in the banking system.
Table 2

The ratio of the share of the bank in justified complaints to its weight in the banking system, according to the criteria for size within the system

	Bank
	Proportion of justified complaints
	The bank’s weight in the banking system
	Ratio of the proportion of justified complaints to the bank’s weight in the banking system

	Hapoalim
	18.0%
	23.8%
	0.75

	Mizrahi-Tefahot
	24.1%
	13.1%
	1.84

	Leumi
	10.7%
	24.8%
	0.43

	Discount
	11.3%
	11.4%
	0.99

	First International
	6.7%
	5.5%
	1.22


3.2.3. Proportion of enquiries and complaints handled satisfactorily by a bank within total enquiries and complaints for which the bank was contacted

During the handling of customers' complaints, the Banking Supervision Department also rates the manner in which the complaint was dealt with by the bank. In the view of the Banking Supervision, the manner in which a bank deals with the enquiries and complaints referred to it by Banking Supervision reflects how it treats customer complaints and enquiries in general and those received from the Banking Supervision in particular. This statistic is also an indicator of the importance attributed by the bank to the satisfactory handling of customer complaints. For this reason, the figures are weighted by the evaluation given to the banking corporation by Banking Supervision. According to this criterion, of the five largest banks, Discount Bank had the best performance in 2011, with about 98.7 percent of the enquiries and complaints received from the Banking Supervision being dealt with satisfactorily. 

Among the credit card companies, Cal had the best performance, as it dealt with all enquiries and complaints satisfactorily.
Table 3 
Proportion of enquiries and complaints dealt with satisfactorily by the banking corporation

	Banking Corporation
	Enquires and complaints for which  the bank was contacted
	Enquiries and complaints that were dealt with satisfactorily
	Enquires and complaints that were dealt with particularly well
	Enquiries and complaints that were dealt with in a deficient manner
	Percentage of enquiries and complaints that were dealt with adequately or particularly well

	Hapoalim
	509
	394
	99
	16
	96.9%

	Leumi 
	392
	287
	98
	7
	98.2%

	Mizrahi-Tefahot
	360
	286
	52
	22
	93.9%

	Israel Discount
	301
	229
	68
	4
	98.7%

	First International
	148
	104
	35
	9
	93.9%

	
	
	
	
	
	

	Otsar Hahayal
	91
	71
	10
	10
	89.0%

	Discount Mortgage Bank
	86
	76
	5
	5
	94.2%

	Yahav
	79
	62
	12
	5
	93.7%

	Leumi Mortgage Bank
	71
	62
	5
	4
	94.4%

	Mercantile Discount 
	61
	46
	14
	1
	98.4%

	Union
	46
	37
	9
	0
	100.0%

	
	
	
	
	
	

	Bank of Jerusalem
	27
	23
	2
	2
	

	Massad 
	24
	16
	2
	6
	

	Poalei Agudat Israel
	20
	16
	3
	1
	

	Arab Israel Bank
	14
	11
	2
	1
	

	
	
	
	
	
	

	Isracard
	71
	69
	1
	1
	98.6%

	Cal (Cartisey Ashrai Le'Israel)
	45
	44
	1
	0
	100.0%

	Leumi Card
	20
	13
	1
	6
	

	
	
	
	
	
	

	Others 
	14
	12
	1
	1
	


3.2.4. The proportion of enquiries and complaints in which the bank accepted the claim of the customer even it was not classified as justified

In certain situations, the banking corporations are willing to give special consideration to specific cases and to accept the customer’s claim even if it was not found to be justified. These instances involve giving the customer the benefit of the doubt, deciding in favor of the customer for humanitarian reasons and in some cases adopting a higher than required standard of fairness. 
Table 4
Proportion of complaints and enquiries that were not classified as justified in which the bank accepted the customer’s claim

	Banking Corporation
	Enquiries and complaints submitted to the bank which were not classified as justified
	Enquires and complaints that were not classified as justified in which the bank accepted the customer’s claim
	Proportion of these enquiries and complaints within the total number of enquiries that were not classified as justified

	Hapoalim
	447
	114
	25.5%

	Leumi Le-Israel
	356
	100
	28.1%

	Mizrahi-Tefahot
	277
	69
	24.9%

	Israel Discount
	263
	78
	29.7%

	First International
	125
	34
	27.2%

	
	
	
	

	Otsar Hahayal
	73
	14
	19.2%

	Yahav
	71
	14
	19.7%

	Discount Mortgage Bank
	71
	3
	4.2%

	Leumi Mortgage Bank
	62
	13
	21.0%

	Mercantile Discount
	55
	15
	27.3%

	Union 
	40
	13
	32.5%

	
	
	
	

	
	
	
	

	Bank of Jerusalem
	20
	5
	

	Massad
	18
	9
	

	Poalei Agudat Israel
	17
	2
	

	Arab Israel Bank
	10
	5
	

	
	
	
	

	Isracard
	63
	8
	12.7%

	Cal (Cartisey Ashrai Le'Israel)
	36
	6
	

	Leumi Card
	18
	2
	

	
	
	
	

	Others
	14
	4
	


In 2011, there was an increase in banking corporations' willingness to solve disagreements directly with their customers by accepting their claims (from an average of 18 percent in 2010 to an average of 25 percent in 2011). This trend works to the benefit of customers, and leads to a rapid resolution of the disagreement.

3.3. Review of housing loans activity

In view of the fact that a large proportion of the complaints submitted to the Banking Supervision related to housing loans in 2011 (about 17 percent of all complaints), and due to their importance to households—as they are in most cases their most significant financial arrangement—we devote a separate section to this issue. To this end, we focused on the activity of the mortgage banks and the housing loans activity of the commercial banks. The statistics presented below were calculated on the basis of enquiries and complaints related to housing loans only. 

The lowest proportion of justified complaints within total complaints on which a position was taken was recorded at Leumi Mortgage Bank (25.8 percent), and the highest proportion of justified complaints was recorded at Bank Hapoalim, with 38.1 percent, and at Mizrahi-Tefahot, with 38 percent. Discount Bank's share of justified complaints was significantly greater than its weight in the banking system (see Table 5 below).
Table 6 shows that Bank Hapoalim dealt satisfactorily with all the complaints and enquiries recorded against it with regard to housing loans. Bank Hapoalim also stood out in its willingness to act beyond the minimum required vis-à-vis its customers who complained, as can be seen in Table 7 below. 

Table 5
Proportion of justified complaints within total complaints on which a position was taken, number of justified complaints and the ratio of the bank’s share in justified complaints to its weight in the banking system with respect to housing loans

	Bank
	Number of complaints on which a position was taken
	Number of justified complaints
	Proportion of justified complaints within total complaints on which a position was taken
	The bank’s proportion of justified complaints (housing loans)
	The banks weight in the banking system (housing loans)

	Mizrahi-Tefahot
	79
	30
	38.0%
	42.9%
	32.8%

	Discount Mortgage 
	51
	14
	27.5%
	20%
	8.1%

	Leumi Mortgage 
	31
	8
	25.8%
	11.4%
	23.3%

	Hapoalim 
	21
	8
	38.1%
	11.4%
	22%

	First International
	14
	5
	35.7%
	7.1%
	6.3%


Table 6
Proportion of enquiries and complaints related to housing loans that were handled satisfactorily by the bank

	Bank
	Enquiries and complaints for which the bank was contacted
	Enquires and complaints dealt with satisfactorily
	Enquiries and complaints not dealt with satisfactorily

	Mizrahi-Tefahot
	125
	115
	10

	Discount Mortgage
	78
	74
	4

	Leumi Mortgage 
	60
	57
	3

	Hapoalim 
	46
	46
	0

	First International
	21
	16
	5


Table 7
Proportion of enquiries and complaints related to housing loans that were not classified as justified in which the bank accepted the customer’s claim
	Bank
	Enquiries and complaints for which the bank was contacted and which were not classified as justified
	Enquires and complaints that were not classified as justified and in which the bank accepted the customer’s claim
	Proportion of these enquiries and complaints within total enquires not classified as justified

	Mizrahi-Tefahot
	95
	16
	16.8%

	Discount Mortgage
	64
	3
	4.7%

	Leumi Mortgage 
	52
	11
	21.2%

	Hapoalim 
	38
	11
	28.9%

	First International
	16
	2
	12.5%


3.4. Summary of data

In 2011, there was an improvement in the ranking of two banks: Discount Bank and First International; Mizrahi-Tefahot Bank's ranking declined, primarily due to a significant increase in the proportion of justified complaints (from 28.4 percent to 38.4 percent).
4. Examples of types of complaints handled in 2011
Below is a listing of examples of specific complaints handled by Banking Supervision. We report these examples for the benefit of the public.

4.1. Opening a checking account

Many complaints regarding checking accounts have to do with refusal of banks to open an account. An examination of the complaints shows that some of the banks refuse to open accounts with a credit balance for certain customers, among them customers whose accounts are restricted according to the Law of Uncovered Checks or according to a decision by the Debt Collection Office.  

In general, banks are required to open a checking account with a credit balance for every customer, excluding instances in which there is a plausible reason for the refusal. With that, the decisions of whether or not to extend a credit framework to the customer and whether or not to issue a checkbook or credit card are the banks'.

In 2011, the Public Enquiries Unit handled about 350 complaints related to this issue. By comparison, in 2010, 187 complaints were handled. Due to the importance which the Banking Supervision attaches to access to banking services, it deals on a fast track with complaints about banks' refusal to open an account. The complainant receives—on or near the day of filing the complaint—a response as to whether or not the bank's refusal was reasonable, and to the extent that it was found not to be reasonable, the complainant is directed by the Banking Supervision Department to a specific contact at the bank in order to open an account.

In light of the increase in the number of complaints, the issue is being handled on a systemic basis, with the goal of implementing proper conduct by the banking system, and reducing the number of complaints related to the issue. As part of dealing with the issue on a systemic basis, the Banking Supervision Department made clear to the banking system its stand with regard to several reasons for refusal, and is interested in bringing it to the public's knowledge in this report.
Examples of reasons for refusal which are considered reasonable:
· Refusal due to write–off of a debt to the same customer in the past, or taking legal action to collect the debt. In such cases, the bank is permitted to refuse to open an account, although it is not required to do so. The matter is subject to the bank's consideration.

· Refusal due to the fact that the customer has declared bankruptcy and does not have a written letter of authorization from the entity responsible for the bankruptcy process (such as the court which is considering the bankruptcy case, or an official receiver). In such cases, the bank is permitted to refuse to open an account.

· Refusal due to the fact that the customer has no geographic connection to the branch, because he or she lives a far distance from the branch, and the bank has another branch near the customer's residence.

· When the customer refuses to provide information regarding their business, the source of the funds that will be deposited into the account, and what use will be made of the funds. In such a case, the bank is required to deny the customer's request to open an account, since the bank has a legal requirement to clarify the above items.

Examples of reasons for refusal which are not considered reasonable:
· Refusal to open an account because there is a foreclosure on the account. In such a case, the bank needs to call the customer's attention to the fact that there is a possibility that the foreclosure will "capture" funds which are deposited into the account, but the bank is not permitted to refuse to open an account with a credit balance.

· Refusal due to a limitation or severe limitation placed on the account or on other accounts of the customer. Limitation of an account does not prevent opening an account with a credit balance, on which checks cannot be drawn.

· A claim regarding the customer being in bankruptcy, when the customer holds an authorization from the entity responsible for the bankruptcy proceedings (such as a court or official receiver) for opening an account with a credit balance and managing it.

· Refusal due to a bankruptcy in the past.

4.2. Fee for opening a housing loan file

In several complaints examined in 2011, it turned out that customers who began the process of receiving a housing loan at one of the banks claimed that the bank collected a fee for opening a housing loan file, despite the fact that the process did not end with an actual loan being extended Section 3(a)(2) of the first addendum to the Banking (Service to Customer) Law, 5768–2008, establishes, "In a housing loan, the fee shall be collected after carrying out the major proceedings for receiving a loan". The bank claims that in those cases, it collected the fee at the same time as signing the loan contract, because signing the loan agreement reflects a final decision by the customer to enter the loan agreement with the bank.

The Banking Supervision Department explained that expression of a final decision by a customer is not enough, and that the law mentioned above allows the bank to collect the fee after the "major proceedings" were carried out. As such, the fee should be collected at the earliest after the bank is in possession of documents confirming the type of entitlement to the property and the status of registering the rights to the property, documents testifying to the agreement to purchase the property by the buyer (who requested the loan), as well as one of the following documents: Registration of a warning notice with the bank as beneficiary; authorization of a mortgage with the bank as beneficiary; assessment; life insurance policy or structure insurance in which the bank is listed as the beneficiary.

4.3. Drawing a check on the name of the beneficiary "and/or" another beneficiary 

An enquiry which was investigated by the Banking Supervision Department turned up the issue of checks written to pay to a beneficiary "and/or" another beneficiary. In that case, the complainants sold their residence to buyers who, in the course of the transaction, wrote a check for a significant sum to deposit in a mortgage bank to pay off the loan secured by the mortgage. The check was stolen and changed, so that instead of "for deposit to the mortgage bank" it read "for deposit to the mortgage bank and/or a private person". The check was deposited in the account of the beneficiary whose name was added fraudulently, and was paid by the bank on which it was drawn, in which the complainants maintained their account. The complainants submitted a complaint against the bank against which the funds were drawn, claiming that it was not authorized to pay the check.

Changing the name of a beneficiary by adding "and/or" and an additional name after it is a common method of fraud and embezzlement with checks. Caution is required of banks with regard to their customers. This compels them to take means of caution in order to prevent fraud in their customers' accounts. The extent of the requirement of caution is likely to change under different circumstances, such as the likelihood of the writing having been changed, the amount of the check, and other circumstances. Under the circumstances of the incident investigated, the amount of the check, the improbability of writing a check out to a mortgage bank and to a private individual, and other circumstances, led Banking Supervision to decide that the bank did not fulfill its requirement of caution, and required the bank to compensate the complainants for the amount of the check. The bank credited the account for the full amount of the check as well as interest and CPI–indexation, a total of around NIS 400,000.

4.4. Third party guarantees to banking corporation

In 2011, treatment of 48 files relating to third party guarantees (an undertaking by a person to pay the debt of a borrower—the principal debtor—insofar as the borrower fails to meet his or her obligation) was completed. In some of these cases, our investigation found that banks had not met their legal requirements vis-à-vis guarantors. In these cases, the guarantors were awarded relief including release from the guarantee. In one of the files investigated in 2011, for example, a guarantor was released from his guarantee in the sum of NIS 30,000 under Section 23(a)(5) of the Guarantee Law, 5727-1967, because the relevant disclosure documents failed to note that the guarantee at issue had replaced an existing debt, whereas in an examination of the principal debtor’s account records it was found that the loans covered the balance of the excess and unapproved debt in the current account.

In the investigation of another complaint, it was found that documents signed by the guarantor failed to note that the principal debtor was a restricted customer under aggravated circumstances.
 We instructed the bank to release the guarantor from her guarantee in the sum of NIS 200,000 and to refund the money that she had paid to that date on account of an arrangement between her and the bank, in the sum of NIS 45,000.

4.5. Double charging for mortgage loan insurance

In several cases investigated in 2011, customers complained about having been double charged for insuring a property that had been pledged to the bank. Section 11(b)(2) of Proper Conduct of Banking Business Directive 451 states that a bank must provide a borrower who presents an insurance policy from an outside company with written confirmation of its having received it. The bank must also present the borrower and the new insurer with written notice concerning approval or rejection of the policy.

In cases where a bank was found to have received an insurance policy but continued to charge the borrower for insuring the property in addition to the outside insurance, the bank was required to reimburse the customer for the sums charged, plus interest and indexation. The reimbursements came to NIS 5,000 in some cases. Confirmation of having presented the policy to the bank, as stated above, helps customers to prove that the banks received the policy. Accordingly, it is important to present the policy directly to the bank and to make sure that the bank confirms having received it.

5. Systemic issues

Complaints and enquiries are also used to detect and correct system-level deficiencies in the banking system. In addition, the information that they yield serves the following goals: identifying matters that require regulation by means of Proper Conduct of Banking Business Directives from the Supervisor of Banks; pinpointing topics for audits at the banking corporation; and focusing on issues that entail the provision of information to the public.

In 2011, sixty system deficiencies were treated, in which banking corporations were instructed to take various measures such as introducing or revising working procedures, improving processes or a service, improving technological systems, and refunding customers’ money. The Department is monitoring the implementation of these measures.

Below are examples of system-level matters that were treated.

5.1. Early payback of housing loans

Most complaints that the Public Enquiries Unit received about mortgage loans concerned procedures for early payback of housing loans at two banks—Discount Mortgage Bank and Mizrahi-Tefahot Bank. When borrowers made early payback of their housing loans, they encountered delays in receiving documents relating to the clearance of the loan, e.g., certification of clearance, consent to providing property of equal status as collateral (pari-passu), letter of intentions, or certification of cancellation of lien. Also, we received many complaints about inaccurate information from banks concerning the balance of the loan to be cleared.

The banks were instructed to compensate customers who were affected by these unsound processes and to act to prevent similar cases in various ways—revision of working procedures, improvement of controls, and improvement of technological systems.

Lessons learned from customers’ complaints in this matter also served as a basis for the formulation of proposals for amendments to Proper Conduct of Banking Business Directive 451, “Housing Loan Issue Procedures,” which regulates this matter.

5.2. Charging a fee for the issue of a replacement nonbank credit card

Isracard Ltd. charged a replacement card issue fee to customers who asked to change the number of the account that they wished to be credited for the use of a non-bank card. The Banking Supervision Department explained its position that such a fee should not be charged because the customer had not asked the company to issue a replacement card; rather, s/he had instructed the company to charge transactions carried out by means of h/her card to a different account. It was found that replacement cards had been issued due to a constraint relating to the company’s technological systems. The company was instructed to correct the constraint that had led to the erroneous charge and to credit customers who had been mistakenly charged as stated. The company corrected the deficiency and credited the customers; 139 customers who canceled their cards have not yet been located. Customers who were charged and have not yet been credited were advised to contact the company’s offices to receive the credit.

5.3. Charging delinquency interest for first payback of non-indexed housing loan

In the investigation of a complaint against Mizrahi-Tefahot Bank, it was found that due to a constraint in the bank’s systems, no charge was made for the first payback of a loan at the beginning of the month following the execution of the loan. The bank then charged delinquency interest on account of the ostensible “delinquency” in payment. The bank was instructed to correct the constraint in its systems and to locate and credit the group of customers whom the constraint had affected.

5.4. Charging for a letter of intentions fee in contravention of Proper Conduct of Banking Business Directive 451

A letter of intentions is a letter in which a bank declares its intention to cancel a lien recorded in its favor against a property if the borrower deposits enough money to clear the balance of the mortgage loan. Proper Conduct of Banking Business Directive 451 states that such a letter shall be issued to a customer at no charge twice per calendar year. In certain cases, Mizrahi-Tefahot Bank charged customers in contravention of the directive. The Banking Supervision Department ordered the bank to credit the customers who had been harmed by this practice.

5.5. Overcharging of tax in teshurat hemshekh diyur savings plans

In the investigation of a complaint in the past, it was found that Mizrahi-Tefahot Bank charged customers too much tax due to a technological glitch. The bank corrected the glitch and in 2011 reimbursed all affected customers for the overcharge.

5.6. Presenting cost of “issue charge” to customer before performance of transaction

When a customer transfers money abroad, s/he is charged a fee that is called the “issue charge”—an actual expense that the bank incurs vis-à-vis the correspondent bank through which the transfer to the foreign bank is made. As we investigated complaints, we found that three banks—Otsar Hahayal, Jerusalem, and Massad—had not been showing this charge on requests for transfers of funds or on their fee schedules. The banks were instructed to correct this.

5.7. Delinquency in sending letter concerning changes in insurance policy

In the investigation of complaints against Bank Hapoalim, it was found that in several cases the bank had been delinquent in sending out letters advising customers that insurance policies they had taken out in favor of the bank were unsound. This is a breach of the directive that requires the bank to send such notice within fourteen days. The bank was instructed to revise its working processes and comply with the Banking Supervision Department’s directives.

5.8. Deposit by clerk without instruction from customer

In the investigation of complaints against Bank Hapoalim, it was found that clerks at various branches of the bank had been depositing current account debit balances for customers who regularly transferred such surpluses to deposits, doing so with good intentions but without their knowledge. This conduct contravenes Proper Conduct of Banking Business Directive 407, which enjoins a banking corporation against making investment decisions about a customer’s money without the customer’s explicit consent. The bank was instructed to learn the lessons of what had happened and prevent recurrence.

5.9. Charging fees when customers close accounts and transfer activity

In an audit that the Banking Supervision Department performed at Bank Hapoalim, inter alia after receiving complaints from the public on the topic, it was found that some customers of the bank who closed their accounts had been charged fees that did not appear on the bank’s schedule. The Department instructed the bank to track down the accounts for which these fees had been charged and to refund the overcharge to its customers. The total refund was NIS 5 million. In the aftermath of this deficiency, the Supervisor of Banks also imposed a financial sanction on the bank in the sum of NIS 600,000. 

Following is a summary of funds returned to groups of customers by the banking corporations following the handling of cases of systemic deficiencies:
	
	Banking Corporation
	Amount of refund (NIS ‘000)

	Charging a fee for closing an account
 
	Bank Hapoalim
	5,000

	Credit card issuance fee
	Isracard
	339

	Non-bank credit
	
	

	Various issues at Mizrahi-Tefahot

	Mizrahi-Tefahot
	127

	Total
	
	5,466


Appendix – Explanation of the system for rating the banks with respect to their treatment of customers

Starting from 2010, the Unit for Public Enquires and Bank Fees of the Bank–Customer Relations Division of the Banking Supervision rates the largest five banks in Israel with respect to their treatment of customers. 

The main goal of the rating system is to evaluate the quality of the treatment of customers and their complaints, as reflected in the enquiries and the complaints dealt with by the Banking Supervision. This includes service, compliance with consumer regulations and standards of fairness that form the foundation of correct bank-customer relations. 

The rating of the banks with respect to their treatment of customers is done by a system of weighting the following four criteria: 

A. The proportion of justified complaints within the total number of complaints against a bank on which a position was taken;

B. The ratio between the bank’s share of justified complaints and its weight in the banking system;

C. The proportion of enquiries and complaints dealt with in a satisfactory manner by the bank within the total number of enquiries and complaints submitted to the bank by the Unit; 

D. The proportion of enquiries and complaints in which the bank accepted the customer’s claim even though it was not classified as justified by the Unit. 

Up until 2010, the Banking Supervision evaluated the banks based only on the proportion of justified complaints (criterion a.). As a result of a reevaluation, it was decided to carry out the evaluation based also on other relevant data. 

The following is a brief explanation of each of the criteria and the method of implementation: 

a. Proportion of justified complaints within the total number of complaints against the bank on which a position was taken

The weight of this criterion in the overall evaluation is 30 percent. 

Calculation of the criterion: The number of complaints against the bank found to be justified in 2010, divided by the total number of complaints against the bank, on which a position was taken (either justified or unjustified). 

M = number of complaints against the bank, whose handling was completed in 2010 and which were found to be justified. 

E = number of complaints against the bank, whose handling was completed in 2010 and on which a position was taken (either justified or unjustified). 

P1 = M / E

b. The ratio of the share of a bank in total justified complaints to its weight in the banking system 

The weight of this criterion in the overall evaluation is 30%.

Calculation of the criterion: The ratio of the number of complaints against the bank found to be justified in 2010 to the total number of complaints against all the banks found to be justified in 2010, divided by the ratio of the bank’s total assets (less business credit)
 to the banking system’s total assets (less business credit). 

M = number of complaints against the bank, found to be justified in 2010. 

(M = total complaints against all the banks found to be justified in 2010. 

A = Total assets of the bank, less business credit, as of December 2010. 

(A = Total assets of the banking system, less business credit as of December 2010. 

P2 = (M/(M) / (A/(A)

For example, a ratio of less than 1 implies that the share of the bank in total justified complaints (against all the banks) is lower than its weight in the banking system (wholesale and retail banking). 

c. Proportion of complaints and enquiries whose handling by the bank was satisfactory within the total number of complaints and enquires for which the bank was contacted by the Unit for Public Enquiries 
The weight of this criterion in the overall evaluation is 20%.

Calculation of the criterion: Number of complaints and enquiries whose handling was completed in 2010 and which were dealt with by the bank in a satisfactory manner,
 divided by the total complaints and enquiries whose handling was completed in 2010 and with regard to which the bank was contacted by the Unit. 

T = number of complaints and enquiries, whose handling was completed in 2010 and which were dealt with by the bank in a satisfactory manner. 

B = Number of complaints and enquiries whose handling was completed in 2010 and with regard to which the bank was contacted by the Unit. 

P3 = T / B

Note: In 2010, in order to assess this criterion, no differentiation was made as to the reason why the bank’s handling of the complaint or enquiry was found to be unsatisfactory. Starting from 2011, a differentiation will be made according to why the bank’s handling of the complaint or enquiry was unsatisfactory (unjustified delay in responding, lack of relevant documents attached to the response, unsatisfactory content of the response or some particularly serious problem with the response). 

d. The proportion of complaints and enquiries in which the bank accepted the customer’s claim even though it was classified by the Unit as unjustified
The weight of this criterion in the overall evaluation is 20%.

In view of the nature of this criterion (which measures the good will of the bank), the scores “needs improving” or “deficient” were not used in the evaluation in 2010.

Calculation of the criterion: Number of complaints and enquiries, whose handling was completed in 2010 and for which the bank accepted the claim of the customer even though it had been classified by the Unit as unjustified, divided by the number of all complaints and enquiries whose handling was completed in 2010 and with regard to which the bank was contacted by the Unit, less complaints that were found justified. 

L = Number of complaints and enquiries, whose handling was competed in 2010, and for which the bank accepted the customer’s claim even though it was not classified as justified by the Unit. 

B = Number of complaints and enquiries, whose handling was completed in 2010 and with regard to which the bank was contacted by the Unit. 

M = Number of complaints against the bank, whose handling was completed in 2010 and which were found to be justified. 

P4 = L / (B – M)

Each criterion (P1, P2, P3 and P4) received a numerical score according to the scale determined by the Banking Supervision. 

The overall rating was calculated as follows: 

G = 0.3*P1 + 0.3*P2 + 0.2*P3 + 0.2*P4
Each score received an evaluation as follows: particularly good, good, adequate, needs improvement, needs significant improving and deficient. The overall evaluation of the bank is presented according to these categories only.
Proportion of Justified Complaints





Number of Complaints and Enquiries








� The five banking groups are: Leumi Group (Bank Leumi Le-Israel Ltd., Leumi Mortgage Bank Ltd., Arab Israel Bank and the Leumi Card company), Hapoalim Group (Bank Hapoalim Ltd. and Isracard Ltd.), Mizrahi-Tefahot Group (Mizrahi-Tefahot Bank Ltd. and Bank Yahav Ltd), Discount Group (Israel Discount Bank Ltd., Discount Mortgage Bank Ltd., Mercantile Discount Bank Ltd., Cal (Cartisey Ashrai Le'Israel)-Israel Credit Cards Ltd. and Diners Club Ltd.) and First International Group (First International Bank Ltd., Bank Otsar Ha’hayal Ltd., Poalei Agudat Israel Bank Ltd. and Bank Massad Ltd.).


� Complaints on which a position was taken were classified as justified or unjustified. 


� Total assets, less commercial credit, which is a relevant indicator of a bank’s size with respect to retail activity. 


� The report does not include the proportion of justified complaints against the banking corporations for which the number of complaints in which a position was taken is relatively small (less than 40). This applies to all the statistics presented in this report.


� Total assets, less business credit, which is a relevant indicator of a bank’s size with respect to retail activity


� Calculated based on total housing loans as of December 31, 2011.


� The Banking Supervision Department expects that high standards will be maintained with regard to how banking corporations treat their customers. This expectation will be reflected in coming years through, among other things, criteria for classifying complaints by type, and criteria for classifying the method of a bank's handling of the complaint. In the future, the Banking Supervision Department is likely to assign a different weighting to various deficiencies in the banking corporations' activities as well as to the various deficiencies in how the banks handle specific complaints and enquiries.


� Under the Checks without Cover Law, 5741-1981. In other words, the principal debtor had drawn a large number of checks on insufficient funds. According to Section 5 of Proper Conduct of Banking Business Directive 453, “Third Party Guarantees to Banking Corporation,” a bank must advise the guarantor that the principal debtor is a restricted customer—if, of course, the bank knows about the restriction and if the restriction is still in effect. This disclosure requirement also flows from the provisions of general law. 


� In exceptional cases where the Banking Supervision Department is convinced that bank acted in contravention of the law, it may intervene even though legal proceedings between the bank and the presenter of the complaint already took place.


� The refund noted was provided following an audit carried out by the Banking Supervision Department.


� The issues include interest on delays, letters of intent, and overcharging tax. 


� Credit to corporations is subtracted from the bank’s total assets (and those of the banking system) since this sector is less relevant for evaluating the bank’s treatment of the vast majority of its customers and for the purpose of evaluating the handling of the public’s complaints. The data are taken from the reports issued at the end of the third quarter of 2010. 


� As differentiated from complaints and enquiries that the bank dealt with in an unsatisfactory manner. 
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