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IMMEDIATE REPORT:

COMPENSATION POLICY

The Phoenix Holdings Ltd. ("the Company") hereby gives notice that on December 30, 2010, the Company's board of directors and the board of directors of The Phoenix Insurance Company Ltd. (a wholly owned subsidiary of the Company) ("Phoenix Insurance") (the Company and Phoenix Insurance, hereinafter jointly: "the Phoenix Group" or "the Group"), approved a compensation plan for officers of the Company and Phoenix Insurance, following the approval of the recommendations by the audit committees of the Company and Phoenix Insurance from December 29, 2010 ("the Compensation Plan").

Below are the main principles of the Compensation Plan:

1.  General Background
On November 29, 2009, the Capital Market, Insurance and Savings Commissioner in the Ministry of Finance ("the Insurance Commissioner") issued a circular on the compensation policy for officers of institutional bodies. Under the circular, each institutional body is required to formulate, in an orderly internal process, an officers compensation structure based on principles that allow for a proper balance between the desire to compensate officers for their successes and the need to ensure that the compensation structure is consistent with the good of the saving public and with the institutional body's cross-organizational strategy over time.

The Insurance Commissioner's circular contains guidelines for formulating the compensation policy, including, inter alia, the following principles (insofar as they are relevant to the specific officer): the compensation policy must be adapted to the institutional body's situation and long-term objectives; a proper balance must be maintained between the fixed component and the variable component in the total compensation package; the officer's performance is to be examined from a long-term perspective, as regards both performance level and risk level, which are to be determined in advance, and taking into account nonfinancial criteria. The circular also states that the compensation policy must set a minimum holding period for shares, options and the like received by an officer as part of his compensation.

The purpose of the Compensation Plan is to remunerate company officers for their successes and keep them with the Group over the long term, to link the remuneration to the Group's long-term goals, and to increase officers' sense of belonging to the Group by creating a shared interest.

2.  Manner of Setting the Compensation Policy for Officers in the Phoenix Group
The Phoenix Group retained the Somekh Chaikin KPMG accounting firm ("KPMG") to serve as external consultants for setting the compensation policy for officers.

KPMG assisted in formulating the compensation policy and prepared possible simulations for the implementation of the plan and its impact on the Company's operating results and day-to-day management. KPMG also presented to the audit committees and boards of directors of the Company and Phoenix Insurance a review of the bonus mechanisms in companies from the financial sector.

The principles of the officers compensation policy were formulated in consultation with the KPMG management. Consequently, the audit committees and the boards of directors of the Company and Phoenix Insurance believe that these principles properly balance the Group's interest to remunerate its officers, while creating a short- and long-term shared interest with the Company and its shareholders, and that they are consistent with the directives of the Insurance Commissioner. 

During the development of the policy, different methods were considered and a number of simulations were performed including various indicators and parameters. The compensation policy that was adopted incorporates suitable, advanced methods, in line with accepted trends and regulatory practice around the world.

The compensation policy was discussed in meetings of the audit committees and the boards of directors of the Company and Phoenix Insurance, as detailed below:

On December 29, 2010, the Group's compensation policy was discussed and approved by the audit committees of the Company and Phoenix Insurance. Considering, inter alia, the background material presented to them, both audit committees decided to recommend to their respective boards of directors to approve the compensation policy. 

On December 29, 2010 the boards of directors of the Company and Phoenix Insurance held a discussion on the compensation policy, and on December 30, 2010 both boards decided to approve the policy.

Prior to approving the principles of the Compensation Plan, the audit committees and the boards of directors of the Company and Phoenix Insurance were presented with the following material: the Insurance Commissioner's circular; the proposed compensation plan in full detail; the Company's financial results in recent years; a review of the compensation plans of other companies from the financial sector; a simulation of the aggregate amount of the bonuses; and the maximum bonus potential of the officers participating in the plan (individual bonus caps). 

General
The compensation policy was formulated inter alia in compliance with the provisions of the Commissioner's circular, in an orderly, internal process based on the principles set out below. The policy is aimed at realizing the Group's desire to remunerate its officers and managers for their successes and keep them with the Group over the long term, to link their remuneration to the Group's long-term goals, and to increase their sense of identification with the Group by creating a shared interest. At the same time, the policy is designed to ensure that it is consistent with the good of the policyholders, plan holders and savers and with the Group's cross-organizational strategy.

All the compensation policy components are based on indicators and targets that will be reviewed every year as part of the Company's annual work plan, having regard, inter alia, to changes in the Company's goals, to market conditions and to the Company's situation.

3.  The Compensation Plan – Bonuses
The bonus mechanism consists of a two-stage process as described below:

3.1
Stage 1 – Determining the bonus for distribution:

3.1.1
The bonus basket will be determined out of the total annual profit after tax of The Phoenix Holdings Ltd. The bonus basket will be derived from the excess return over a normative return to be determined annually ("total profit in respect of excess return"). If necessary, specific profit/loss items will be eliminated from the total profit.

3.1.2
The target return on the basis of which the excess return is to be determined will be set every year, taking into account various developments including changes in the Company's equity.

3.1.3
The excess return will be calculated as follows:

	Total Profit
	- (
	Normative Target Return
	x
	Adjusted Equity
	)
	=
	Excess

Return



	–––––––––––––––––––––––––
	
	

	
	Adjusted Equity
	
	
	




"Adjusted equity" – will be calculated on the basis of the opening balance of the Company's accounting equity, factoring in financial capital movements that took place during the year (total profit, capital issues, dividend payouts, etc.). Should a regulatory body to which the Company is subject (such as the Capital Market, Insurance and Savings Commissioner) publish any directive or regulation dealing with the calculation of return on equity, the Company's board of directors will consider the possibility of modifying the excess return calculation.


The excess return will be multiplied by the progressive rates shown below, for the purpose of creating the bonus basket:

	Percent of excess return
	Percentage out of the excess 
return to be paid as a bonus

	(-9%) and below
	-6%

	(-9%) - (-6%)
	-5%

	(-6%) - (-4%)
	-4%

	0% - 2%
	4%

	2% - 5%
	5%

	5% and up
	6%


3.1.4
It will be possible to increase or reduce the calculated basket on the basis of qualitative and quantitative parameters that provide an indication of the Company's performance and are not necessarily reflected in the current profit.

3.1.5
If the return is lower than the normative return less 4%, the bonus basket will be a negative notional bonus that will be offset against any positive bonus balances. A maximum limit will be set for the negative notional bonus, amounting to 1.75% of the total profit in respect of the normative return less 4%.

3.1.6
The negative bonus will be deducted from positive bonuses during two years.


3.1.7
It is clarified that the bonus basket constitutes the limit of the bonus budget for officers, but the Group will not be obligated to distribute the entire bonus basket.

3.2
Stage 2 – Distribution of the bonus basket among the officers:

3.2.1
Each officer will be set targets based on the work program set and approved for him at the beginning of the year. If any changes are made in an officer's work program in the course of the year, the targets will be adjusted accordingly.


Officers' performance will be judged by quantitative and measurable indicators as well as qualitative parameters suited to each officer's function. Officers involved in Company investments will be set three-year targets and their performance will be examined over that period, in accordance with the provisions of the Insurance Commissioner's circular. The compensation plan for employees of The Phoenix Investments and Finance Ltd. (a wholly owned subsidiary of the Company) has been published on the Phoenix Insurance website at:


http://www.fnx.co.il/Investor+Relations/Investors+Information/MeidaAlHatsbaot/ekronot_mediniyout_tagmul_haskhaut, 
as required by the Insurance Commissioner. 

3.2.2
The bonus amounts to be paid to the officers will be determined based on their compliance with the targets set for them. The purpose is to enable remuneration for the achievement of quantitative targets (where possible) and/or for the achievement of qualitative targets that testify to the officers' performance during the examined period. When setting the amount of the variable annual bonus for an officer, all the compensation components to which the officer is entitled by his employment contract will be taken into account. 

3.2.3
For each officer, a bonus cap will be set according to the category to which he has been assigned based on his status. Two caps have been set for two categories. It is clarified that the bonus basket constitutes the limit of the bonus budget for officers, but the Group will not be obligated to distribute the entire bonus basket. As of the date of this report, the number of officers in the Phoenix Group who are included under the present plan stands at around 30.

3.3
The bonus amounts will be determined by the CEO and submitted by him for approval by the directors.

The CEO, with the board of directors' approval, will be able to adjust the bonus cap for specific officers, for reasons to be specified.

3.4
Dismissal for cause (i.e. dismissal pursuant to which an officer is not entitled to severance pay)

Such an officer will lose his entitlement to a bonus, even if he worked during a part of the year in respect of which the bonus is being distributed. The officer will likewise lose his entitlement to the remainder of the positive bonus in respect of the previous year. Notwithstanding the above, the CEO may decide in a specific case to grant the officer the remainder of the positive bonus for the previous year.

3.5
Dismissal/voluntary resignation
The CEO will decide whether to grant the officer all or a part of the bonus in respect of the previous year. The CEO may also approve a bonus for the current year, having regard to the officer's performance and the period of his work for the Company in the current year.

3.6
Work incapacity/death
That stated in section 2 above will apply to the officer or his survivors, as the case may be.

3.7
In years in which the normative return is not achieved but the Company presents a positive profit, the Company's board of directors will decide whether to set a special bonus basket for the purpose of remunerating outstanding officers. The bonuses will be distributed on the basis of the officers' performance compared to the work programs and taking into account outstanding achievements.

3.8
It is clarified that, if necessary, it will be possible to pay a special bonus in the course of the year to an officer for purposes of retention and/or special remuneration. The amounts of such bonuses will not be subtracted from the bonus basket calculated under the present plan.

4.
Below are the reasons of the audit committees and the board of directors of the Company and Phoenix Insurance for approving the principles of the compensation plan:
4.1
It is estimated that the Compensation Plan will assure officers and managers of a suitable remuneration, providing them with an incentive for improving the Group's performance and increasing the return for its investors.

4.2
Setting compliance with the officers' work programs as a basis for the distribution of bonuses creates an optimal link between the Group's goals and the officers' remuneration.

4.3
Under the Compensation Plan, payment of the bonus to the officers is to be spread over a period of two years, increasing the retention effect on the officers and enabling the deduction of a negative bonus, should there be any.

4.4
The officers' work programs include also long-term targets, and the Compensation Plan will reward officers for compliance with such long-term targets. Officers involved in Company investments will be set three-year targets and their performance will be examined over that period, in accordance with the provisions of the Insurance Commissioner's circular.

4.5
The costs of the Compensation Plan, in accordance with the compensation policy, are based on reasonable assumptions of compliance with 100% of the targets in the Group's present work plan. Care was also taken in setting the bonus caps. The Compensation Plan is suited to the Phoenix Group's financial position and long-term objectives, since it creates a direct correlation between the total profit and the bonus budget.

4.6
The Compensation Plan will be reviewed every year in its entirety by the audit committees and the boards of directors of the Company and Phoenix Insurance, as regards both performance level and risk level, enabling the relevant organs to oversee the plan's implementation and to adjust it from time to time, as necessary, to changes occurring in the Group's activity.

4.7
The target return serving as the basis for determining the excess return from which, inter alia, the amount of the bonus is to be derived, will be reconsidered every year, taking into account various developments including changes in the Company's equity.

4.8
The Compensation Plan implements the provisions of the Insurance Commissioner's circular in an unexceptionable manner and complies with its principles. The contracts of the Company and Phoenix Insurance with their officers are not unusual or outside the normal course of business of companies of the same kind and size as the Phoenix Group.

4.9
In view of all the foregoing, the board of directors and audit committees of the Company and Phoenix Insurance are of the opinion that the Compensation Plan benefits the Group and is reasonable and appropriate in the circumstances of the case, it reflects a proper balance between the Group's aims of motivating its officers and guarding the Group's interests over the long term, and it is consistent with the accepted practice in the market in which the Group operates.

The complete Compensation Plan will be published on the Phoenix Insurance website, as required by the Insurance Commissioner.

Sincerely yours,

THE PHOENIX HOLDINGS LTD.

The above is a freely rendered translation of the main points of the report. The formal and binding wording is the wording of the Immediate Report in Hebrew as issued by the Company.
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